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INTPODUCTION

1. At their fifth meeting held in 2ddis Ababa in October 1979, the Inter-Goverrmental
Negotiating Team (INT) on the establishment of the Preferential Trade Area (PTA) for
Eastern and Southemn African States decided, inter alia, that thought be given to the
establishment of a financial institution or investment bank that would assist the sub-
region in mobilizing resaurces for the promotion of maltinational projects. Furthermore,
the Comittee of Officials of the Lusaka-based Multinational Programming and Operaticnal
Centre (MIULPCC) supported this idea of establishing a financial institution for the
subregion. Conseguently, the Council of Ministers of the Lusaka MIULPCC endorsed the
Officials' recommendation to this effect at their meeting held in Gaborone, Botswana, in
January 1980. The Ministers further decided thet the ECA in close collaboration with the
African Development Bank (ADB) and the African Centre for Monetary Studies (ACMS) should
undertake a camprchensive study on the feasibility of having such a subregional develop-
ment bank and that in undertaking this study the Secretarizt should look into the
possibility of exparding the East African Development Bank. The study was, therefore,
undertaken by the three organizations indicated above and presented to the joint session
of the fourth Meeting of the Lusaka MJIPOC Council of Ministers and the second Extra-
orvdinary Conference of Ministers of Trade, Finance and Planning, held in Maseru, Kingdom
of Lesotho, fram 18 to 21 January 198l. As a result, the Ministers reached a consensus
to the effect that the scope of the functions of the proposed bank should be widened to
include the financing of trade and directed the ECA to undertake an additional study

on trade financing within the subregion as an addendum to the main study. The Ministers
also directed that the main study and related addendum should be submitted to a meeting
of expert officials from Central Banks and Ministries of Finance of the subregion for
their in-depth consideration. “The study and the addendum were presented to the meeting
of experts from Central Banks and Ministries of Finance held in Addis Ababa from 12 to
16 May 1981. - The experts, however, were of the view that the torms of reference for the
study were madequate, and that the study was incamplete in same of. its aspects. For
this reason, the experts drew up new tems of reference on the hasis of which a new
technical study on- the establistment of the proposed Bank could be carried out.
Following this, the Committee of Officials of the Lusaka MULPOC adopted the new terms

of reference, as ammended by tham, and submitted their recammendation, in this respect,
to the Resumed Session of the Imlarged Conference of Ministers of Trade, Finance and
Planning of Eastern and Southern Africa held in Addis Ababa from 18 .- 21 May 1981.

The Council of Ministers endorsed the new terms of reference and directed that a new
technical study should hé undertaken and submitted for . their cmuslderatlon at their
meeting scheduled to be held in October 1981.
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2. The new terms of reference are:

(1)

(2)

(3)

(@)

(5}

(6)

(7)

To review the economic situation of the Eastern and Southern
African subregion with a view to highlighting the.need for a
subregional financial institution within the context of the

To determine the financial viability of the proposed Bank if
established from scratch or based on the EADB with a view

to identifying the advantages and disadvantages of a new
subregional Developrent Bank as against the advantages and
disadvantages of transforming EADB into the subregicnal Bank,
including the projected profit and loss account, balance sheet,
sources ard application of funds (.nd inAanpower reqtu_rements
over a five-year '::erlod

‘In determ:.nlng the capital stock of the proposed Bank, the
- study should lock into the meciiznisms that will enable the
- mermber States to effectively control the Bank:-

To indicate the .financial conditions under which the. proposed

-Bank wiil operate with respect. to the terms and conditions of

its borrowings and lending. In this conncxion, consideration
should be given to the establishment of an interest subsidy
fund and a concessional lending soft window in the Bank,
mclud.mg thelr cost mpllcatlons to the member countries;

To make an objectlve evaluatlon of the assets and liabilities
of FADB with the assistance of an expert groap o:mprlslng
an accountant,, an econcmlst and a lawyer:

To md:.cate the mvesu'\ent record of FEADB over the last sa.x :

years, including projects in the pipeline;

To recommend on the status of the assets and liabilities

of FADB in the event of its being transformed into the proposed
subregional Development Bank and on the mechanisms for
settling such assets and liabilities;
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(8) To look into the mechanisms which would maintain the
African character _of the proposed Bank;

(9) Taking into account the small size of intra-subregional
trade, to indicate which areas of trade could be financed
by the proposed Bank, having in mind the need to establish
a special fund for this purpose with a separate acoount; and

(1) In mﬂertakmg the study on the Fast African Development Bank,
the experts should consult the officials of the EADB and the
States presently owning the Bank.

3. In compliance with the directive of the Ministers, the new technical study
has now been campleted by BCA in collaboration with ADB and AQYS.
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CﬁA?ThB.II
THS ECONOMIC SITUATTON OF RASTERK
.., . . AND SOUTHERY AFRICAN STATES
Ao Gengial hcongg}qugggyacterlstlcs o
4. The eighfééﬁ iridependent countries of the Bastern and Qoﬁtﬁérn African

subregion occupy, an area of about 3,265,000 square kilometres with a total
population of about 126 millioh peoplc and an average population density of
about 15.2 persons per sgquare kilometre which fexcept for the Comeros,
Manritius and Seyohellco) ranges from about one person per sg. km. in
Botswana -to-about 52 persong per sg. km. in Uganda. The populaticn grows
at o rather fast raté of about 2,7 per cent per anrum. Over 80 per’dent of
the population of the subregion live under poor conditions in rural areas.
The main source of livelihood derives from subsistence agriculture, animal
raising and fishing. Unemployment and underemployment are high. The GDP
and &F wer  hewd domestic capital formation are low.

e The economies are characterized by heavy dependence on a limited number
of unprocessed or semi-processed agricultural and mineral exports to developed
countries. The small and limited manufazcturing sector concentrates primarily
on import substitution for consumer goods, and is largely controlled and
mahaged by foreigh companies. In the manufacturing sector the countries are
generally competitive in the sense that industrial units producing the same
products are established in neighbouring countries without regard to the
smallness of national markets and possibilities of inter-country complemen=
tarities ard trode. The result is wasteful duplication of effort and costly
excess capacity.

e Of the 25 low income countries in Africa, ten 1/ are within the Eastern
and Southern African subregion; and of the 31 least developed countries in the
world nine 2/ zre in the subregion. TFurthermore, the subregion has a
proportionately high concentration of geographically dlsadvantaged countries;
for exenTiz, Bevon ;/ are landlocked countries and four 4/ are island countries.

g e LA g s W s L W

1/ Angola, Ethiopia, Kenya, Lesotho, Madagascar, Malawi, Mozambique,
Somalia, Tenzania and Uganda.

2/ RBotswana, Comoros, Bthiopia, Lesotho, Malawi, Seychelles, Somalia,
Tanzaniaz and Uganda.

;/ Botswana, Lesotho, Malawi, Swaziland, Uganda, Zembia and Zimbabwe,

4/ Comoros, Madagascar, Mauritius and Seychelles.
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Te Nonetheless, the subregion has a poteniial for o higher rate of growth
and development. It is relatively well endoved with natural resources -
minerals, forests, fertile land, and fisheries resources which remain largely
untapped. The exploitation of these resources would however reguire economic
co-operation among the countries of the subregion. The dominance of the
subsistence sector, the existence of small fragmented national markets, the
underutilisation of resources, excessive external orientation of the economies
and consequential balance of payments problems and heavy indebtedness to the
industrialised countries combine %o make the economic co—operation among them indispen-—
sable for the rapid and self-reliant transformation of the subregion. A major
bottleneck to inter—country co--operation is lack of integrated transport and
communications network. The transport and communications systems of the
subregion is characterised by poor feeder and main roads, railway networks

for moving goods to and from the hinterland to the ports, serious shortage of
farm—to-market roads, shortage of transport vehicles and under-utilization of
trunk roads and railway lines.

8. The need to co~operate oand reduce dependence on developed countries
has been made more urgent by the unfavourable world economic situation which
has contributed largely to severe halance of payments problems especially
for the non-oil developing countries. The combined current account deficits
in 1973 were US§ 11 billion but following the 1973/74 sharp increases in

0il prices the deficits rose to US{ 30 billion in 1574 and to USE 38 billion
in 1978, The figure jumped to US$ 59 billien, in 1979 and to an estimated
ust 80 billion in 1981. It is forecast  that the deficits would be about

£ 100 billion in 1982. '

G The rising deficits in the current account have heen caused largely

by the upward surge in the unit value of imports due to the high price of oil
and manufactured goods. In addition, the urit prices of the exports of
primary commodities have declined and continue to weaken as a result of the
recession-weak demand in the industrial countries. The reduced earnings from
exports of primary commodities lLave led to ucute shortage of foreigh exchange
among the countries of the subregion. The payments balances on current

account of some of the countries from 1572 to 1979 are shown in Amnex I, Table 1
of this report. As shown in the table, the current account deficits of -all the
countries rose following the 1973/19?4 0il price increases and the deep world
economic recession of 1975. Botswana for which data on payment balances became
available from 1975 had current account deficits of US¥ 34.1 million in thet
year, but went into surplus in 1976 and 1977. Swaziland alsc ran surpluses in
its current account from 1974 to 1977. A1l the countries recorded huge current
Aeficits in 1978 and 1979 except for Botswana which had a slight surplus of

Ust 1.6 million in 1979. The current account deficits were partly offset by
inflows of external resources such as grants and concessional loans and other
Porms of external borrowing. Some countries financed the bulk of their deficits
by accumulating arrcars and many drew down their reserves. Amnex I Table 2
shows the foreign exchange position of some of the countries from 1973 to 1980.
With the exception of Botswana and Swaziland, the levels of foreign exchange
‘declined on the average over the neriod. The.decline was very gignificant in
1978 for ail the countries and the downward trend continued into 1S80.
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10. In addition to the detrimental cffects of decline in foreign exchange
earnings there is a serious institutional gap for the mobilisation of

financial rescurces for domestic investment. Within the monetary sector

o number of institutions do exist in practically all the countries, but

their effectiveness is hampered not only by shortage of foreign exchange

but also by lack of co~operation among themselves both at the national and
subregionalllevelso Lack of entrepreneurs and indigenous skilled manpower,

as well as poor preparation of projects also adversely affect the institutions.
Moreover, due to the poor performance of the cconomies the ingtitutions find
it difficult 1o raise the necessary investment capital from intermational finan-
cial institutions. When loan capital is available, the ferms attached ars
usually very stringent. As presently siructured, the institutions camnmot
contribute t© economic co-operation. Their structural reorientation would

be required in order to make them useful instruments i the mobilisation of
domestic and sxternal resources for the promotion of growth and development
through collective self-reliance.

B. Wature and Potential of production sectors

. R R

(1) Agriculture

11. Agriculture is the mainstay of the economies of the subregion. The
contribution of agriculture to the GDP in 1979 averaged about 32.2 per cent.
It ranges from 13.9 per cent in Zimbabwe 1o 58.2 per cent for Uganda. The
agricultural sector has two subsectors : the subsistence subsector and the
commercialised subsector. As noted earlier the subesistence svbsector, on
which the majority of African people depend, produces staple food crops

such as maize, cassava, millet, sorghum, meat and fish products. The
productivity of this subsector is very low duve mainly to traditional pro-
duction techniques, widespread droughts, lack of fertilizers, pests and low
levels of investment. The groutl: rates achieved in this subscctor since poli-
tical indeperdence lag behind the rates of population growth, hence a large
proportion of foreign exchange earnings is spent on imports of food.

12, The commercizlized subsector is mainly for export crops. Most of the
Governments of the subregion have paid greater attention to this sector in terms
of providing investments, inputs and research. This was also the case during the
colonial era. The subsector produces cash crops such as coffee, coiton, tobacco,
sisal, groundnuts, sugar, bananas, wood and wood pulp etc. This concentration

of effort on cash crops has meant that large arcas of fertile land as well as
modern technicues have been devoted to export crops. This had had the effect of
distorting the pattern of production. 4 large proportion of resources are devoted
to producing goods and services for external markets. Thus the countries produce
what they do not need and import what they need for domestic tonsumption.

13. The distortion in the pattern of agricultural production may be
illustrated by comparing self-sufficiency ratios (SSR) in the two subsectors.
While the subregion's Self-Sufficiency Ratio for cereals declined from 0.C6 in
1975 to 0.82 in 197¢ the Ratio for coffee rose from 4.1 in 167% to 4.2 in 197%.
For tea the Ratio was 7.4 in 1975 and T.7. in 197% The Ratio for maize declined
from 1,01 in 1975 to 0.88 in 1979. Thus $he production of two major staple food
crops has been declining while that of the two export crops mentioned has been
increasing. This example scems to be typical of tremds in the production of food
and export crops in the subregion.
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14, The following table on production and marketing of cotton provides a good
exzmple of the externally oriented structure of the commercial agricultural
gsector,.’
Table 1 : Cotton Picture within Bastern and Sowthern Africa
(*000 metric tons)
1969/, 1974/76 1980 . 198 .. 1990

Cotton used in domes=

tic factories 156.6 2177 318.0 387.0 460.2 -
Cotton Demand 157.5 225.0 262.7 331.7 4C4.9
Cotton Import 6.8 7.4 5.1 14.6 0.6

" Cotton Export 536,0 355.5 396.6 441.4 605.6
Cotton Balnnce of . :

Trade £20,2 348.1 C3%1.7 426,8 584.9
Cotton Production 787.1 573.1 654..4 758.5 989.9
SSR Production o

~Demand Co 4.,9872 25457 2.4911 2.2867 2.4448

A W TR S Ui e e R B B T AL el B s o B A R EL Bk = g . - R A WA ST e L e A S e S e s

Source : ECA/FAO Agriculture Division Computer Printout 1980.

15+  From the Table it is clear that the subregion exports, on the average,
over 60 per cent of its cotton production to external markets and uses less
than 36 per cent for domestic production, yet the em:rging trend is that
more and more symthetic raw materials are being imported for the textile
industries within the subregion. Intra-subregional trade is extremely small
in agricultural products, this is partly due to the fact that the colonial
powers hardly paid any atiention to the possibilities of inter-country
specialization and exchange, but were generally concerned with the production
for the metropolitan centres. I'or example, there is hardly any trade of _
significance between Zambia and Angola, despite the fact that for decades
Zambia's outlet to the coast has been the railway traversing Angola.

16. It should also be noted that the commercialised subsector concentrates
on one or two commodities that play a preponderant role in the subregional
economies. The individnal country megnitudes of dependence on single or two
cash crops can be appreciated shen it is observed that sugar alone accounts
for 84 per cent of exports of Mauritius, coffee accounts for 79 per cent of
Uganda's export trade and four commodities, namely : coffee, hides and skins,
cereals and oilseeds account for about 84 per cent of FEthiopian export
earnings.
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17. The depressing state of food production and excessive dependence on a limi-
ted number of export crops for foreign exchange earnings, presents a challenge to
the countries of the subregion. The subregion has the potential to achieve self--
sufficiency in cereal production because of the very diverse weather conditions,
Although one cannot be precise as what each country might produce available data
suggest that Zambia, Zimbabwe, Kenve, malawi, possibly Ethiopia, Angola and Mozam~
bigue can become major maize producers and exporters within the subregion. Simi-
larly, Malawi and Swaziland appear best situsted for rice production and perhaps
Mozambique, Angola and Kenya can become more important suppliers of rice within
the subregion. Better prospects exist in Uganda and Madagascar for the production
of roots, tubers and plantains. The subregion has a great potential for livestock
production, but more studies need to be done on the integration of livestock
development, paying particular attention te ranch and range mznagement and feed-
stuffs. 0il seeds and their by-products have good prospects in Hozambique (coconut),
Angola (sunflowers, palm Xernel), Tanzania {cottonseed, sunflover), Ethiopia
(ropeseed), Molawi (cottonsecd, groundmut). These are but a few examples to
highlight the agricultural potential of the subregion.

18, Agricultural inputs can also be produced within the subregion. The sub-
region has a potential for self--sufficiency in fertilizers, such as phosphate

and nitrogenous fertilizers. The phosphate deposit reserves within the subregion
are estimated at 311.4 billion metric tons. The subregion consumed about 38.5
million metric tons of fertilizers in 1977 out of which only 30 per cent was met
from production within the subregion; the rest, 70 per cent, was met by import
from outside the arecas, yet the bzeic ingredients for their manufacture are
abundantly available within the area. The subregion is alsc relatively well
endowed with several rivers and lakes which could be harncssed through multinational
and multipurpose projects for irrigation, hydropower, reafforestation and
fisheries development.

15. Inadequate agricultural progress holds back the whole procsess of economic
transformation. In the early stages of development the over-all rate of growth
will depend primarily on what happens to agriculture. The object of agricultural
development should not only be to increase output for export but should also he
to achieve self-sufficiency in food, provide emplovment as well as inputs and an
expanding market for the industrial scctor. The etagnation of agriculture in
Bastern and Southern Africa is a hindrance to industrinlisation.
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(ii) Industry
20. The manufacturing sector is small in both absolute terms and in tems of its”
contribution to the Gross Damestic Product. Its development and growth at the national
level is limited by the smallness of national markets and low purchasing power., It
'will be observed from Annex I, table 3 that manufacturing as a percentage of Gross
Damestic Product was 9.2 and 10.8 per cent in 1970 and 1979 respectively and that the
growth of the commodity sector of 2.2 per cent per annum in the 1970s was less than the
population growth rate of 2.7 per cent during the same period. The growth rates of
the subregional manufacturing subsector of 4.5 per cent (1970/75), 3 per cent (1975/79)
and 3,9 per cent (1970/79) are far below those of develoning Africa which registered
5.7 per cent (1970/75),. 7.5 per cent (1975/79) and 6.5 per cent (1970/79). The struc-
tural relaticns hetween the manufacturing subsector and the agrlcultural sector in the
subregion show very weak and stagnant relationships when measured in temms of the
manufacturing elasticity to agriculture. The elasticities of 1.88 in 1970/75, 1.98
in 1975/79 and 1.95 in 1970/79 compare very unfavourably with those of developing Africa
of 3,35, 4.69 and 3.82 for the period under review. These data damonstrate the low
levels of sectoral integration and complementarity both at the national and subregional
levels and in particular the veaknesses of structural linkages with the commodity sectors.

21. As noted earlier, there is very limited processing of agricultural and mineral raw
materials; the sector concentrates on import substitution and is heavily dependent on
imports of capital and intermediate goods. Moreover, because of the small mumbers of
entrepreneurs, lack of indigencus technology and shortage of skilled manpower, manufacturin:
units are largely subsidiaries of foreiogn companies. Hence industrialization depends
mainly on foreign capital and technoloay, and value added goes mainly to overseas
irvestors. Interest, amortization and other transfers go abroad to those who provide
capital and technnlogy. Depreciation alléwances qo abroad to purchase new machines and
spare parts. A high proportion of salaries also goes abroad to pay for imported skills.
Z2, Dependence on imported equipment and skills forces the countries to base their
national import substitution programmes on capital-intensive technology. The job-creating
effect of this technology is small and the goods produced reflect mainly the demand
pattern for i .'.mpor*'s: by the elite (the middle and urper-middle classes), which has the
money to purchase imported consumer goods and is more exposed to the demonstration effect
of developed countries. .

23." In addition, capital-intensive industries in small African markets operate below

capacity. Excoss capacity combined with high freight rates and high construction and

installaticn costs, create a high-cost industrial structure whose products are not

primarily geared to the demand structure of the major:l.ty of the African population in
the rural areas.

24. Therefcre, the industrialisation programmes of the countries result in a costly .
non-agriculturzal sector, which has little feedback on agriculture and which is neither
job-creating nor forelgn exchange earning at a sufficient pace relative to the employment
and foreign exchange requirements of the countries.
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25. Tt is imperative that the countries of the subregion should ermbark on a broad-basad
industrial development strategy giving priority to basic industries with backward and
forward linkages. The subregion has the potential for the creation of strategic
industries, It is richly endowed with mineral: rosources. The known mineral resources
include: copper, iron, coal, manganese, chramite, nickel, phosphates, soda ash, bauxite,
cement, uranium, natural gas and oil. -

6. Thus there is an enormous potential for the establishment of joint industrial
complexes based cn mineral resources. One such industry. for which the subregion has all
the required ingredients is the iron and steel complex.’ Iron Orc reserves are estimatcd
to be over 105 billion metric tons and coal reserves cstimated at over 57 billion metric
tons. In addition, there are sufficient deposits of ferroalloys such as manganese,
nickel and chrome required for the production of iiron and steel products. The subregion
also has the potential to produce chemicals, fertilizers and pesticides. B

27. The viability of the various industrial complexes will depend on econamic co-
operation and collaboration in the exploitation of mineral resources. The industriali-
zation of the subregion is the respdnsibility of the countries of the area, and it

should not be expected that much agsistance will be obtained fram outside. Indeed, the
industrialization of the developing African countries cannot depend on developed countries
whose main inteérest in Africa is the exploitation of raw materials for their industries.
In this connsction, a recent study has revealed that a one-third fall in the supply of
chrame to the industry of one Westemn Furopean country would within a few weeks cut by

a quarter' that comtry's industrial production and cost the country seven million -jobs.

C. Gross don‘estlc savings and gross capital formation

28, Self-reiience and development will remain slogans as long as domestic resources are
not fully mobilized for the development of inward-oriented production capacities in
agriculture end irdustry. The countries of the subregion need to gencrate savings and
mobilise domestic resources SO that they can finance an increasing proportion of their

development. Thus far the status of demestic savings and capital formation is far from
satisfactory. = . o .
29. As indicated in Amex I, table 3, domestic savings growth rates for the subregion
were —0.1 per cent in 1970/75, and shot up to 12.3 per cent in 1975/79 giving an average
growth rate of 5.3 per cent for the period 1970/79. These growth rates comparc favourabl*
with those of developing Africa of 1.5 per cent in 1970/75 and 12.8 per cent in 1975/7¢%
including the period average of 6.4 per cent in 1970/79. This situation is further -
indicated by savings—GDP ratios vhich are slightly above those of developing. Africa.
Gross damestic savings by country for the subregion are given in Amex I, table 4. It
will be noted that there were wide differences in domestic savings growth rates for the
individual countries. Domestic savings growth rates for ten countries declined betweon
1970 and 1979, ne country in this group had negative domestic savings throughout the
~ period, while another had ‘hegative savings in 1974 ‘and fram 1976 to 1979. Most of these
countries are the least developed of the subregion. The other eight countries increased
their savings. The savings of one country in this group were particularly high.

30. The growth rates of gross fixed capital formation for most countries as indicated
in Amnex I, teble 5, show a downward trend corresponding more or less with a few
exception, to the decline in domestic savings analysed above. The rates of growth of
gross fixed capital formation for thirteen countries of the subregion declined between
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1970 ard 1979. Included in this group of countries are a?fewfl/ which had substantial
damestic savings during the period covered. Same countries which experienced declines
in their damestic savings increased their gross fixed capital formation during the.
period, indicating that their domestic investments vere flnanced lange_ly by J.nflows of
external resources.

31l.  Investment as a percentage of GDP was on the average 17.9 per cent, 15.5 per cent
and 15.3 per cent in 1970, 1975 and 1979 respectively. That of developing Africa was
18.3 per cent, 26.7 per cent and 26.6 pér cent during the same years. Individual country
growth rates of capital formation for the perlod 1970-1979 are contained in Annex I,
table 5,

32. The generally low level of savings and shortage of foreign exchange have resulted
in heavy dependence on external sources of capital., An analysis of sources of external
finance and the external debt position of the countries of the subregion shows the
financial burden with which the countries are faced.

D. Sources of external finance and external debt

(i) Sources of cxtemal finance

33. Sources of external finance to developing countrics are bilateral sources, multi-
lateral sources, financial markets and foreign direct investments.: Of these, bilateral
and multilateral sources are the most important in respect of external finance for
econcmic development in the subregion. The two constitute the main sources of official
development assistance (ODA) usually given as grants or concessional loans or hoth. As
discussed earlier most of the countrics of the subregion arc least developed and low-
incame developing countries and as such depend heavily on inflows of concessional
finance for their domestic investments. Intemnational financial markets are increasingly
becaming important because concessional funds have not been coming into the subregion in
the required quantities while foreign direct investments have declined or stagnated in
most developing countries.

34. Develomment Assistance Cormittee (DAC) countriesg/ are the main sources of bhilateral
official develoment assistance (ODA}. . Although there have been some overall increases
in absolute amounts of aid, the share of official development assistarce in DAC mamber
countries’ GNP has been declmmg since 1970s._ The DAC countrics' share declined fram
0.34 per cent in 1971 to 0.30 per cent in 1977 1/, 1In 1979, this share increased slightly
to 0.35 per cent which was still well below the mtematlonally agreed target of 0.7 per
cent of the DAC member countries' GNP.

i 5/ 'I'hese countries caild not increase the:r.r gross fixed cap}.t.al format..on in’ lme with
the increase in their domestic savings because of shortages of foreign exchange.

6/ Australia, Austria, Belgium, Canada, Denmark, Finland, France, Gemmany, Italy,
Japan, Netherlands, New Zealand, Norway , Sweden, Switzerland, United Kingdam and Unlted
States.

Y See UNCTAD: Transfer of Real Resources to Developmg Countries, TD/B/?ll 21
August 1978,
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35. The other sources of bilateral aid are: from individual OPEC donors. ODA from
OPEC countries is much larger but nevertheless. the level has been declkining recently.
In 1976 OPEC councries made available about 2.27 per- cent of their @¥ to development
aid. This rate declined to 1.28 per cent in 1979. Besides the observable decline

in the ratio of ODA to GNP of donors, the former has also been declining in real terms.

36, The principal sources of multilateral funds are mainly the International Monetary
Fud (D), the World Bank, International Develomment Association (ID2), the African
Development Rank (ADB), the African Development Fund (ADF), OPEC Fund, Arab Rank for
Economic Development in Africa (BADFA), Special Arab Aid Pund for Africa (SAAFA), -
International Fund for Agricultural Development (IFAD} and UNDP. The net resource
flows into the subregion during the period 1976-1979 are shown in table 2.

TaBle 2. Net Resource Inflows into the Subregion, 1976-1979 (in million dollar) - .

1976 1977 1978  1979B/

Net Lending from Mult. Organizations® 357.6  358.4  449.7  459.6
Net Lending from Governmentsy/ | 356.9 3845  429.7  634.6
Grants ard other official® - -+ . -  54l.8 .- 858.9 1,038.3 1,358.3

Total Net Flows? S 1,73t.8  2,086.5 2,190.9 3,082.2

P/ Preliminary data. |
... Sources: 1/ Wo:l_:ld Bank Debt Tables.
2/ O.E.C,D. bata.

(ii) Extermal debt situation and problems of debt servicing

37.. As a result of the near stagnation of official development assistance (oDR)., “there
has been a widespread shift from official to private sources of credit (including
suppliers credit) for non-oil-producing developing countries. This has involved

shorter average maturities and considerably higher interest rates then those typical

of loans from foreign goverrment agencies and international lending institutions.
Usually loans from official sources are made on highly concessional terms. In the

case of private loans, the high interest rates of recent years have been fully reflected
in new loans. In addition, most private loans arc subject to floating interest rates
that respond quickly to changes in the London inter-bank - offer rate (LIBCR)..to which
they are linked. T o ' B

38. Due to the shortening of average maturities, the amortization component of annual
debt service payments has risen very sharply since the mid-1970s. The impact of the
changing composition of external debt has been very serious for same countries of the
subregjion that have been suffering frtm critical shortfalls in foreign exchange earnmgs
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Altkough tere have been general increases in extermal borrowing by all the
couries of the subregion, the least developed among them have not been able to
increase their ente.nal de™t to a large extent because of their low credit worthiness.
The inability of these ceuniisse W owriow sufficicil Quwels was aluu a reason for
thair poor growth performance as described earlier. The outstanding external public
debt and debt service payments of same of the countries of the subregion from 1973
to 1979 are shown in Annex I, table 6. 2As shown in the table, the indebtednéss of
all the ccuntrle increaced yearly throuqhout the period covered, except for that
of Surollenl vhyich denliinel siigntiv in 1974 and that of Potswana which declined in
1978. The om.c*tandmg External Public Debt and Debt Service Payments of some countries

£ the subregion are shown n Anmmex T, table 6.
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- CHAPTER III

TEE NPED FOT A SUBPEGINNAL TRADD AND PEVELOPUEMT RAHK

Introduction

32, The description and analysis of ecoromic characteristics and structures given
in Chanter II above, mot only hirhlight the economic rroblems of the subregion,

but alsc reveal that there are a number of conspicuous unfulfilled needs as well

as ovportunities for ecorcmic co-operatior and developmert among the Eastern and
Southern African countries. 1t is also clear from the analysis that the economies
of the countries of the subrerion face a number of constraints arisine, inter alia,
from deficits in the halances of payments,heavy external dekts, meagre foreign
exchange reserves, limited Jdomestic savings and substantial resource gaps; the
alleviation of which reocuires the formulation of anpropriate policy measures, It
is in this context that the rroposed Treaty for the establishment of a Preferential
Trade Area for Eastern and Southern African States calls for the establishment of
appropriate instrunents and institutions fZor prowoting co-oneration in various
fields of economic activity, including financial and monetary affairs. It is
envisaged that the institutions nroresed will te instruments for facilitating joint
action in the identification and implementation of subregional proerammes and
projects,

4G. In this connection, it should he erphasized that a basic requirement of such
instutions is that, in addition to facilitating co-operation arrangements in key
sectors they should enhance national capacity rather than limit national decision-
makine and stifle natioral initiatives.

41. 1Ir the area of finance, a possitle instrument which could be estaklished is

a Sultregional Trade and Develomment Bsank. As already noted, one of the constraints
to the accelerated economic transformation of the count: -~s of the subkregion

is inadequacy of domestic savings anc foreign exchange. If adequate resources
could be mobilized and effectively used, it could he possible to exploit the
substantial resources that have, as yet, been untanped; for the creation of
multinational basic production units, a Trade and Development 3ank would he an
appropriate instrument for this purpose. The resources mokilized through the
prorosed Bank would be used for the estatlishment of jointly owned basic
engineering and chemical industries, industries for the processing of agricultural
raw materials and industries for the production of transport and communications
equipment. The Bank would in addition be a source of finance for promoting
intra-subregional trade. It would also provide a useful institutional framework
for joint action ty the countries in regotiations with international capital
markets and rultinatioral financing institutions. ’'oreover, the Bank, which would
act autonomously in the processing and approval of loans and other peneral
orerational activities, would bhe in a better position than national development
barks teo take decisions in the interests of all countries involved rather than in
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the interests of national povernments. As a rultinational institation, it would
also ‘be in a better position to act, in its lield of competence, &s an honest
broker arong participating countries in regotiations on nriority projects.

42. Thus, the justification for the proposed Bank is based on the need for a
subregional financins institution which would: a

fA) Fill the gap in existing financial structures in the countries
of the sutregion.

(B) Contritute towards filling the gap between available resources
and the resources required for the implementation of critical multinational
projects.

(C} Co-orerate with the ADB by providing a retail outlet of the ADB
in the subregion. o - o

(D) Pfovide a conduit for resources from intra-regional multinational
. financing institutions for the implemertation of multirational projects.

A. Institutional gap :

(i) Problems in Development Financing

.43, As shown in Chapter I1I, the inflows of MDA and concessional loans into the
countries of the subregion in the 1970s fell far short of the developrent needs
"of the countries.of the subregion. Financial flows from existing. international
finance institutions such as the World Bank, IDA, ADB and ADF hayve also-been
inadequate. - As'a result of this some countries have had to resort to horrowings
from the international financial markets which are not suitable sources of medium-
and long-term torrowings for most countries of the subrerion because of the high
rate of interest charged and the shorter maturities of loans. Tue least develope.
countries, which are at the bottom of the development pyramid, have found access

' to the international. financial markets more difficult than other member States of
the subregion and those which have been able to use these markets have had to pay
the nenalty of premium interest rates. ‘ :

44, Given the difficulty of access to internmational financial markets, the
short-term nature of loans and high interest rates, the mobilization of financial
resources from abroa: on reasonatle terms and conditions is of crucial importance
to the subregion. A viable way of doing so would be through subregional
development finance institutions which are a proven technique for mobilization

" of resources. - Throupgh this mechanism the establishrent of shareholder relations
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with other financial institutions would be facilitated and there would be the
opportunity tc receive loans from them for specific projects.

45. At present, there is no subregional development bank catering for all the

1& countries of the subregion (except the present FADB owned by Xenya, Tanzania and
Uganda) . The establishmert of a subregional development bank constitutes, therefor-~
an undertaking of dire necessity and urgency.

(ii) Protlems of Trade Financing

46. The countries of the subregion lack effective export promotion strategy and
adequate institutional support for export credit mechanisms. There are no
specialized mechanisms at national level to provide pre- and nost-shipment
financing of credits in most of the member States. There are also no export
credit guarantee and insurance schemes (except in Zimbabwe)} to enable traditiomal
and non-traditional exporters gain access to channels of credit. Some countric:
the subregion are however becoming increasingly aware oi the importance of these
mechanisms in the promotion of their exports. For examnle, Kenya and Mauritius
are in the process of establishing export cradit insurance schemes.

47, Commercial banks in the countries of the subregion are the main source of
short-term export credit facilities ranging from 30 to ©" days and sometimes
up to 180 days. These facilities are easily available mainly for traditional
exports directed towards developed countries., Besides, the commercial banks are
to a large extent, foreipn-owned, though sometimes registered locally, and in some
countries no national banks exist. The interests of many of these banks are,
therefore, not necessarily the same as,if not in conflict, with the interests of
the host countries in so far as the promotion of intra-sulregional trade is concern~’
Moreover, shortage of foreign exchange in many countries of the subregion places
effective constraints on the lending abilities of commercial banks. As a result,
_.a whole range of restrictions exist in many countrles of the subreglon in rclatien

‘to imports. ‘

48, Most cquntries of the subregion are net importers of capital and it is very
difficult, at the national level, to grant export credits which would result in
export of capital and outflow of real resources. Hence, the importance of
introducing the proposed facilities in order to remedy such situatioms.

49.. Financing of exports of consumer durables and capital goods requires special
financial experience, procedures and terms. Faced with this situation new
suppliers from developing countries wishing to enter this highly competitive market
or look for new export outlets for their products, might be obliged to offer
financing arrangements that are similar to those provided by their competitors to
prospective buyers,
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50. The provision of medium- and long-term export credit delays the inflow of
foreign-exchange adversely, affects the balance of payments and reduces the

ability of national credit systems to offer export credit finance. The alternative
in the absence of subregional or regional trade financing mechanisms is to discount
the export bills in the international carital markets. This method is not very
satisfactory because the discounting of export bills in the international capital
markets normally takes place only at commercial rates hased on the London inter-
bank offered rate (LIBOR). This will make the financing wore expensive. Besides,
it is difficult for some countries to gain access to the international capital

markets without adequate guarantees.

51. The exports of capital goods and manufactures from many countries of the
subregion are not at present large enough to permit the establishment of self-
supporting export credit financing and export credit guarantee and insurance scheme
at the national level. In the absence of these facilities exporters find it
difficult to obtain export credits from commercial banks and other fimancing
institutions.

52. Another problem is availability of reliable credit informationm with regard to
foreign importers. In the developed countries such services are provided by

commercial banks, credit intelligence bureaus, export promotion centres, commercial
attaches, embassies,. etc. The availability of credit information is very importan:

for the promotion of intra-subregional trade, and yet in most countries of the

subrégion,.thére is hardly any institution providing such services.

53, Lack of adecuate financial resources is one of the problems faced by -many of
the countries of the subregion; moreover, many, competing claims are made on the
limited resources available. An export sector which involves considerable risks
is therefore unable to obtain adequate financial resources from commercial banks
and other financial institutions.

54. A Trade and Development Bank will therefore fill. an important gap by providin-
a specialized mechanism for the promotion of intra-subregional trade through the
provision of credit facilities on reasonatle terms, export credit guarantees and
export credit insurance facilities, as well as through collection and disseminatio:
of relevant information.
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B. Resource gap

55. Ideally, the estimates of the resource gap should be based on data contained
in the development plans prepared by the countries. It was, however, not possible,
for various reasons, to adopt this method in the preraration of this study. There
- are other methods which were considered such as "Investment - Savings' approach
-and the '"Desirable-path assumption". It was decided that for the purpose  of the
study the 'Derivations based on IBRD projections' would be the most relevant.l/

56. The Vorld sSank classifies developing countries on the basis of their income
per capita levels viz. Group I (lower income} countries consist of countries with
8r capita incom: levels of below $265; Group IT (lower middle income)} countries

having per capita income levels between $265 and $520; Group III (intermediate
middle income) countries having per capita income between $521 and $1,075; and
Group IV (upper middle income) countries having between $1,076 and $2,000. Seven
of the countrics in the subrerion fall within Group I, another seven fall within

T

Group II, and four f£all within Group III. 2/

57. Between 1075 and 1985, the World Bank projects that national income for Groun 1
countries would grow at a rate of 4.3 per cent per annwa, and for Groups II and III
by 6.6 and 7.1 ner cent respectively. Over the same period the investment
coefficients arc ecstimated for Groups I, II and IIT at 13.8, 23.7 and 23.4 per cent
of national income respectively. For the purpose of deriving the resource gap for
the subregiun Zcr the period 1982 to 1891, the same assumptions were made. The
computations of irccme and investments for the three groups from 1982 to 1991 are
shown in Annex {I, tsble I. 0n the basis of the total income derived for the

three groups the external gap is estimated at $18,429 tillion (see footnote of Annex
II, Table I).

58. The proposed bank is not expected to finance the whole of the projected
resource gap. 7Tais then raises the question of what proportion of the resource /
gap should the bank finance. The operations of selected Regional Development Banks™
and the World Zank were used as a guide. Ammex IT, Tahle II gives estimates of

1/ The derivatic® of the resource gap hased on the World Bank projections
is a second hest but it shows the magnitude of the external resources
required in kL2 subregion.

2/ IBRD: Prosucci: for Developing Countries, 1978-19085,

3/ Data on Subrepicnal Develonment Banks were not available.
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World Bank lending to Africa, and lending estimates of the Asian Development

Bank (ASDB), the Inter-American Bank (IDB), and the African Development Bank (ADB)
within their respective regions. The size of their financing varied widely from
about $7.5 per capita for the World Bank in 1976 to $0.30 per capita for ADB.
Those for IDB and ASDB were $2.43 and $0.92 per capita respectively in the same
year.

59, It is not expected that the proposed. subregional Bank may attain the lending
‘rates of the World Bank, the Inter-American Bank and the Asian Development Bank.
However, contingent on the resources that will be available (see Chapter V) it can
be assumed that it will achieve a per_capita lending rate of $0.50.4/ Cn the
basis of this assurption, its total lending during the neriod 1932-1991 could be
of the order of US$80C million. The figures are given in Annex II, Table III.

At this level the Bank would cover about 4.3 per cent of the projected resource
gap. . , : :

C. Co-operation with the African Development Bank

60. The proposed Bank could co-operate very closely with the African Development
Bank ir a number of wavs. The ADB could ‘participate in the capital stock of the
proposed Bank and hence the latter could thereby increase its resources and make
use of the experience of the ADB which would participate in the policy-decision
making of the subregional Bank.

61. Another area of co-operation between the two institutioms could be co-financing,
The two banks could participate in joint financing of larger-scale projects whether
these be national or multinational. Co-financing might, in some cases, take the form
of provision of lines of credit by ADBE for on-lending by the proposed Bank to
member countries for financing smaller-scale projects. - Another form of co-financing
could be prograrme lending by AD? to- the subregional institution. The proposed
Bank could also retail the lines of credit reteivéd hy granting loans to countries
for project financing, thus btecoming a retail cutlet of the ADB. Other areas of
co-operation could be financing and execution of pre-investment studies, and the
provision of technical assistance to member countries.

€2. Co-operation in the above areas would help substantially in minimizing project
administration costs; and in the use of appropriate levels of technology and
consequently in the achievement of reasonable amounts of capital savings in the
design and implementation of projects. ' '

4/ The level of financing of $0.50 per capita
suggested for the Bank is higher than AD3's level
of financing of $£0.31 shown in table 2 of annex II.
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CHAPTER 1V
THE OBJECTIVES AND FUNCTIONS OF
THE PROPOSED TRADE AND
DEVELAPMENT BANK
63, The following suggestions on the chbjectives and functions of the proposed

Bank are based on the economic problems of the countries of the subregion
identified in Chapter II, and on the rationale for a subregional Bank discussed
in Chapter III, : o .

64. A. Objectives

(1) Promote the peneral economic apd social development of
subrerional memher States taking into account the prevailing
econonic, social and other related condditions within the
Preferential Trade Area;

(ii)  Promote the investment of public and private capital for
development purnoses;

¢ (i1ii) Promote the establishrment of national development finance
institutions; ' o '

(iv)  Stimulate and supplement the activities of national
develonment financial institutions within the subregion;

18] Nevelop and stimulate trade hetween and amone the
countries of the subregion,

(vi)  Suprort and supplerent the activities of national financial
institutions which cater for the needs of exporters and
export-oriented industries where they exist and to act as a
catalyst in providing incentives for the creation of such
institutions where they do not exist.

(vii) I'okilize resources from domestic and external sources for the
operations of the Bank.

Sy

B;"Functions

G5, To achieve the atove ohjectives, the followine functions are'suggested:

(a) Cevelorment finance

(i)} Finance rrojects and programnes relatine to the economic
and social Jevelopment of its subregional memhers giving

special priority to:
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(a)  finance projects or proprammes which by their nature
.~ or scope concern more than one subregional member
States, :

(b) finance projects or propramres desipnred to make the
econonies of the subrecional member States increasingly
complementary to each other,

- (ii) Co-operate with other institutions and orpanizations, public
: or private,national or international which are interested
in the development of subregional memkber States;

(iii) *obilize funds from domestic and external sources for
carrying out the Bank's activities;

(iv) - Supplement the actlvitles of national development institutions
by providing lines of credits and technical assistance;

A{v) Strengthen national Jevelopment financial institutions in
‘ the subregional member States by participating in their
equity and providing technical assistance;

(vi)  Assist in project formulation and undertake pre-feasibility
and feasibility studies and provide technical assistance
for the prenaratlon, financing and 1mr1ementat10n of projects;

(vii) Provide tra1n1ng ini all fields of develomment banking for the
benefit of personnel of national developnent finance institutions;

(viii) Undertake such other activities and provide such other services

as ray advance the purposes for which the Bank has been
establlshed x

(b) Trade financing

(i) Provide financial assistance in respect of trade within the
Preferential Trade Area through the pranting of necessary
credits and puarantees;

(ii) Grant loans for and invest in enterprises that would promote
trade within FTA;

£dii) Accept, discount, rediscount and endorse the trade bills of
commercial banks, central and developrent banks and other
national financial irstitutions of the member States for
the purpose of promoting trade within PTA;
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(iv)

{(v)

- (vi)

(vii)

.f!(Viii]

(ix)

_tx)_

(xi)

.(xiij:

Assist in the establishment of export development banks and
export credit puarantee and insurance facilities within the
member States and participate in the equity capital of national
export credit guarantee and insurance institutions and

provide these institutions with technical assistance as
necessary; i

Assist enterprises in the member States, particularly the
small- and redium-sized enterprises engaged in export trade
within the PTA, in the preparation of projects for financial
assistance from the bank;

Provide export credit guarantee facilities;

Issue guarantees such as bid bonds, advance payments guarantees,
performance guarantees etc., to importers on behaif of exporters
for the purpose of subregional trade;

Provide information on:a. regular basis to the export sector
about export incentives -and procedures and about prevailing

export financing facilities at national and subregional levels;

Provide information on the credit standing of the buyers from
the member States;

Train personnel of national financial institutions of the
member States in the field of export financing;

Motilize resources for the financing of the above from

-subregional, regional, multilateral and bilateral sources;

Undertake such other activities and provide such other
services as may be necessary in fulfilment of its objectives
in the field of trade finarcing.



ECA/MILPOC/LUSAKA/PTA/X/3

Page 23
CHAPTER V
- THT; RESOURCES OF THT PROPOSTD SUBRTCIONAL 348K
A. Total capital stock of the 3ank
66 The total capital stock of any regional development Bank is determined by

the operation costs eof the Bank, its expected volume of business, as well as the
ability of the member States to subscribe to such capital stocks The capital
stock of the Bank must at least generate enough earmings to cover the operating
costs. It must enable the Bank to achieve an earning capacity sufficient to
maintain the administration of the 3ank and to yield a reasonable surplus for use
by the Bank either to set aside as reserves, to increase its services to the
subregion, or to distribute to its. owners. : ‘

67, On the other hand, the upper limit of the capital required is determined
by the projects the Bank is expected to undertakes The actual volume of business
for the development Bank would depend on what the countries in the subregion could
contribute and the amount of funds that mfght be obtained from non-members as well
as the impact member countries would want the Bank to have in the subregion. There
is no indisputable way of estimating the required capital stock of the Bank. The

. judgement may however be helped by considering -the relationship between the implied
projected lending of the Bank and other variables such as the projected resource
£aD, totai/pbpulation, total-gross domestic product, and total investments for the
subregion= + Taking these relationships into consideration a volume of lending of
%800 million in real terms would appear to be appropriaé? for the proposed sub-
regional development Bank over the next ten-year period=s

68. The proposed Bank would therefore require at its disposal $800 million in
" equity and borrowed funds. Assuming a debt-equity ratio of 2:1, this would mean

: l/It may also be useful'to compare the projected lending,by'thé‘Subregional
‘development Bank to the lending by other multinatienal organizations in the subregion
(see Section on Resource gap). .

g/Detailed explanation to the choice of ¢800 million as the appropriate
lewel of lending for the bank over the next ten-year period ig given in section
on resource gaps Reasons for choosing a ten-year period frame for calculating
the level of lending is’ also given in the Section.
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that the paid-in capital must be about 2867 million;/. Since the development bank
borrows mainly against callable capital, the ratio of callable to paid~in capital
may also be taken as 2:1. The breakdown of recommended capital allocatibdus are
shown in Annex III Table 1. Thus the authorized capital stock of the bank should
be 800 million with #267 million (or a third of the authorised capital) paid-in.

Capital allocation tc subresional members

69. The authorized capital stock of the proposed Bank may be allocated to both
subregional member States and non-subregional member States and institutions.

Opening up the capital stock subscriptions to non-subregional members would have .
the advantage of reducing the burden that the operation of the Bank could impose

on the subregional members but it would also reduce their control over the activities
of the Bank. In order to retain control, subregional member States should subscribe .
the majority of the authorized capital stock, at least 51 per cent. 1In this part

of the study we shall look at the various Principles on the basis of which the
minimum amount of UST408 million {or 51 per cent of the capital stock previously
suggested)may be allocated to the subregional member States

) i/It ig assumed that initially "equity" would consist basically of vaid-in
capital. A high debt-equity ratio would lower members contributions to Bank capital
stock. However, the Bank would need to borrow in the capital markets and a low
debt-equity ratid would offer some assurance of security to creditors. Creditors
‘would normally like to have a low debt-equity ratio and some, like the International
Finance Corporation, have imposed debt-ecuity ratios ranging from 3 to 4:1 on the
development banks in whi¢h they have invested. : '

Cood financial judgement must, however, guide the choice of the debt-equity
ratio. To choose a reasonable debt-equity ratioc we may assume that the bank might
" be ablé to borrow mainly from the “orld Bank, ADB and other concessional sources
at an average interest of about 97 but the cost of equity capital is essentially
zero. Tts operating costs may also be assumed to-be 6% of the value of lending
operations, considering that the operating costs 2t the TADB and the ADB are
respectively 127 and 4%. A reasonable interest that the bank might also charge on .
ite loans could be assumed to be as 12%. If the bank should break even then its
- costs {i.e. cost of borrowed funds plus operating expenses) must equal its stream
of income from its loans.  Let the value of equity be represented as % and of ,
borrowed funds as Y. Then ' e T
9Y + 6_(x+7)= L2(X +7Y)
100 100 v = 2X 100

Thus, for the bank to break even the debt-equity ratio cannot. exceed 2:1.

g/ 517, is suggested as the appropriate portion which should be subgcribed
by member States in order to minimize the burden of gsubscription payment while
still maintaining control of the Bank. However, the principle of capital allocation
to member countries should be the same if a different proportion of the zapital
stock is subscribed by the subregional members.



FCA/MULPOC /LUSAKA/PTA/X/ 3
Page 25

T70. Basically, there are three principles on the basis of which the desired
capital stock may be allocated to subregional member countries, viz: equal assess-
ment, progressive assessment or proportional assessment. Allocating the capital
stock equally would have the advantage of simplicity. However, such an allocation
would be highly inequitable in respect of the lower income countries and, moreover,
would also result in the allocation of small amounts to countries that could afford
to pay more. TFgual allocations would be more app Efprlate in regions where income
differences between countries are not significant but this is not the case in
Fastern and Southern Africa. Allocatl_? the capltal progresaively would also not
be appropriate; progressive assessment~ is more relevant in situations where income
distribuiion is highly uneven. Proportional assessment appears to be the most -
appropriate principle for Bank capital stock allocation in this respect. According
to this principle subscriptions by member States would be proporticnal to their
ability to pay, ab measured by various economic indicators such as gross national
income, income per capita, exports, foreign exchange reserves, the magnitude and
fluctuations of the balance of payments positions, and tax revenues. Proportional
assessment has been applied in respect of contributions to'various international
organizations, but the economic indicators selected and  the formula used for
measuring capacity to pay have #iffered among the various organizations.

T1l. e examined the' formulae for subscriptions used by a number of international
development finance institutions and came to the conclusion that the formula used
by the'ADB would be mofe relevarnt for the proposed subregional trade and development
bank. However as noteéd below the ADB formula as such would have to be modlfied

in the light of economic condltlons prevalllng in the subreglon.

72, Allocation according to ADB subscriptions: since the IMF formula was devised
in 1944, no new thinking seems to have gone into the problem of establishing a more
satisfactory formula for "capacity to pay" until 1963 when the ADB Agreement was

~drafted. At that time the Secretariat of the United Nations Econcmic Commission for

Africa reconsidered the ocuestion. The TNECA study suggested that subscriptions
should be based on economic capacity, within a range of US%1l million to US$30 -
million. This seemed to avoid the consideration of the "'need for use of resources"
which was integral to the IMP regime but not relevant in the context of the ADB.

The UNECA study concluded that national income was the best yardsiick for measuring
economic capacity. However, because of thé existence of a large non-monetary
sector in African eccnomies, the national income figures were associated with export
and tax revenue figures. The formula finally recommended by the UNECA was based on
657 of gross domestic product, 157 of tax revenues, and 207 on exporis of prospective
members limited by the range of %1 million to %30 million. The UNECA formula was
therefore found to be acceptable for allocating subscriptions of the ADB to_the
potential member African States.

i/The Present Tast African Development Bank has equal subscriptions by
the three members. This was possible for several reasons including the fact that
inceme differences between the countries were not highly pronounced, particularly
at the time of capltal stock subscrmptlon. -

5,

ccording to income level.
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73. +°  If the relative position of the capital subscriptions of the countries of
the subregion to the ADB is applied to the allocation of subscriptions to the
proposed 3Bank; results are shown in Annex III, Table 2 of this. report.

Thde Allocation according to a modified ADB formula: The ADB formula which may
be relevant for allocation of capital subscriptions to a subregional developmenti
Bank also takes into account. the capacity to pay. However, the definition of the
capacity to pay and consequently the formula used were made suitable to the data
available and the nature of African economies at the time of the creation of ADB.
For the purpogse of the proposed Bank the formula may be modified and two
modifications appear appropriate. First, the formula was devised at a time when
large parts of the economies of African States were non-monetized. Thus, the gross
domestic product figures were considered unreliable and therefore, had to be
supplemented with export and tax revenue data. Cross domestic figures for Africa
are now more accurate and therefore it would not be necessary to include both the
exports and tax data. The export figures, however, could still be used as a
gsupplement to ODP figures because they reflect the ability of a country to obtain
foreigm exchange, in which subscriptions must be paid. A& simplified ADB formula
could therefore take into account only GDP and erport figures.

T5 A second appropriate modification concerns the export figures that could be
used. The ADB formula used gross earnings from exports of goods. However, since
independence, African countries have developed service activities which are now
significant sources of foreign exchanges Part of the foreign exchange earnings

of a country, however, is set aside for the service of erternal debts, which have
also become very significant since independence. The modified ADB formula should
therefore use the data for gross receipts from exports of goods and serv1ces less
the proportlon for foreign debt service.

T76. The rest of the computation as shown in Annex III Table 3 of this report
follows the method suggested for the establishment of the African Development Bankl/
First, assessable ihcome and net exports are derived. The essence of the concept

of aspessable income is that any "two COj'tI'leS with ecual populatiun should pay

in direct proportion to their population Net exports are also .computed by 2/
deriving the proportion of exports of goods and services not used for debt service
Basic economic indicators of the countries of the subregion are shown in Annex III
Table 4.

1/“See in particular: United Nations Ticonomic Commission for Afriéai
»African Development Bank: Allocation of Capital Subscriptions” mimeograph
document No. E/CN.14FMAB/11, § June 1963.

-/Assessable income ¥ may be derived as ¥ =Y (100 - P)

' 100 e
where Y stands for gross national income and P the share of populatlon or; in.
other words, the population of the country as a proportlon of the total population
of the 18 Eastern and Scuthern African Countries.

2/Net exports may also be derived as (1-DSR). Frports of goods and Services
where DSR is ratio of debt service to exports of goods and services. (DSR is Debt
Service Ratio).
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TTe Secondly, assessable incomes and net exports are combined %o derive the
scale of asgsessment~ The total of net exports of goods and services of the 18
countries of Tastern and Southern ‘African consiitiv. 287 Lf thuir total assessable
income. Therefore, in “he wodlficd ADB Zoumals, cnzoizablo sreome 1s given a
weight of 757 and net exports of goods and services & weight of 257. The scale

of assescment is then derived as the weiphted average assessable income and net
exports for each country as a proporiicn of the werghted average of ihe two
indicators for the whole subregion. The computed scale of assessments and derived
subscriptions to the proprsed Beuk are shown in Annei ifi. vadlz 3 to this report.

78, - While the modified AD3 formula seems i be more reascnable, it also appears
reasonable that there must be minimum subscriptions {51 membership in the proposed
Bank. Annex ITII, Table 5 has been computed to incorporate two different minimum
gsubscriptions. In the first case the minimum subscription suggested is 1% of the
proposed total subscription of subregional members (i.e. $4.08 million). This
amount is allocated to each of the eighteen member States. The remaining amount

of 334,56 million is then allocated according to the various scales of agsessment.
In the second case the minimum amount allocated to each memoer is lowered to l/Zﬂ
of the proposed total subscription of subregional members (iéee 42,04 million).

The remaining amount of £371.28 million is allocated, as before, according to the
various scales of assessment. The first case rasults in proporticnately higher
payments by the smaller couniries. The second method keeps *he burden of the
smaller countries lower without really raising by much the payments of the larger
countries. It appears therefore that the more appropriate method of allocation,
would be that of the second case. The paymeants of some countries may be somewhat
large. However, the allocations will not impose such a proportionate} slarge
burden of payment because the actual payments in convertible currency~=~ are in
smaller proportions than the total capital allscaticn- In . other words, -the -
differences in payments required in convertible currency are proporticnately smaller
than the differences in allocation of the tetal capital, The detailed breakdown is 1
given in Annex III, Table 6. :

79 Other possible ssurses of finances 7Ti s JiTficult to estimate the amount
of finanecing for the proposed subregiocnal Bank that may be obtained from sources
other than member States. Nevertheless, the Bark could 2pproach and raise money
from non--aubregional countries and institutlions including financial markets, which
would include: . :
{2} Non~suoregional Africau ceuntries: particularly the capital-
’ surplus oil-exporting countries;

(b) Non-African countrieg such as the capital-surplus oil-exporting
countries and the more developed countries;

lQ%The foreign exchange portion of the paidéin capital payavle by each
member States would be only one sirth of their subscribed capitala’
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(c) African institutions: The African Development Bank;
(d) International institutions such as: International Bank
for Reconstruction and Development (IBRD); International 11/
Development Association: International Finance Corporation}=~
Arab Bank for Fconomic Development in Africa; Consortium
of Institutions from friendly countries;and #uropean Industrial
Development Bank, etc.
80, ) "~* These other sources of finance may be useful to the

Proposed Bank in any of Tive ways. ¥First, the governments and institutions may
participate in the paid-in capital of the Bank. Some of these sources are already
prroviding such support for some other development banks, including the Fast African
Development Bank. Their participation in the ®WADS could be easily extended to the
proposed Bank.  These sources may like to increase and diversify their channels of
investment and loans to African countries and the proposed Eank would therefore
offer the opporiunity for such diversification. The proposed Bank would be able
to acquire for the subregion funds that would not have been otherwise available.

81;_ Seéondly, besides direct capital, the governments and institutions may .
provide the proposed Bank with their guarantee powers by participating in its
callable oapital.

82. . Thirdly, the proposed Bank may also float in the ma jor capital markets
bonds which may be taken up by governments and institutions. However, experience
of other development banks indicates that these may not be a significant source
of financing for the initial years of the operations of the Bank, The magnitude
of such lending to the Bank would depend on the terms and conditions under which -
the bonds are offered to investors, subscription of capital and guarantees by
governments and institutions, the confidence of the lenders in the quality and
calibre of the people chosen to manage the Bank, the commercial soundness of the
operations of that Bank, and its likely prospects for the future. Likely futurg
Price conditions would also determine the choice between debt and equity.

Under inflation unless the debt igs linked te ‘something -whose real value

could more or less be maintained, an investor would normally prefer eguity.

83, Pourthly, the governments and institutions ray participate in the loans
or other investments of the BanK. 'hile this may not directly place funds at the
disposal of the Bank it would assist it in Tinancing certain large projects.

84. Fifthly, assistance from non-subregional sources could also take the form
of contributions to special funds which could be managed by the proposed Rank.

LL/IBRD cannot participate in eyuity of the Bank but it
may lend money $o the Rank for its operations or undertake joint Projects wiia
it. Member governments may also evplore.the possibility of raising loans from

the IBRD to pay their capital subscriptions to the Bank. However IFC can
rarticipate in the eguity of the Rank.
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89, The above possibilities, however, need noi be exclusive of each other.
The governments and institutiens may we pessuaded to provide financial agsistance
to the Bank in any one or more of the ‘ive possible ways described.

86. The potential non-subregional members, particularly the developed countries,
" may be invited to consider their membership in the proposed £aks A consultative

. committee could be created, if need be, to conduct negotiations, in’ this respect,

with potential non-subregional members.

87. Form and time of payment: In order to permit the propeosed ek *o Lave flexdbidll
in the full use of its Tresources, it would be desirable that all capital subscrip-

tiong be made in convertible foreign exchange. On the other hand, payment of
subscriptions in foreign exchange would impose a heavy burden on the member States.

It would be appropriate, however, for the member States to pay half of the subscrip-
tions in foreign exchange and the other half in their local currencies (see Annex

III, Table 1). Non-subregional governments and institutions should, however, be
requested to make all paymenis in convertible currencies. Non-pzid-in capital, if
called, should also be made in convertible currencies.

- 88, Full payment of subscriptions need not be made upon entry into force of

. the B2NK'S charter but the trade-off in the timing must be recogmized. Initially,
before the BaNK haz had a long. enough earning record to be able to borrow, it would
have to Tely on paid-in subscriptions to support its operations, Thus, if payments
iré ‘scheduled over a short period, this wouid provide the Bank with the opvortunity t
to undertake its operations early. Such shori-spread pay. .t may be patterned
along the lines of the present charter of the TADR which regquirez members to pay

107 within 30 days and ths remainder in three ermual installments a% intervals of

six months thereafter. The apparent disadvantage of this type of payment schedule

is the burden it may impcse on the members. A wider spread payment scheduleg, which
may, however, delay the start of operations of the bank is . the cne provided in the
charter of the ADB. The scheduls requires that 57 of the paid-in capival should be
paid on or bef-re tho date of deposit of the instrument »f ratification, 357 six
months later, and the balonece in four yearly equal installments. The dicadvaniags
~of a wider apread payment schedule becomes even greater if non-regional members do
not join early. There is a2 strong possibility that potential non-resional members
would want to ohserve the operations of the Bank before joining its membership.

To balance the advantages gnd disacvantages ot the EADB-type and ADB-type schedules, we w
we would like to propose that 107 of the amount be paid within 30 days, anolher 37
be paid within six months and the remainder in three yearly equal installments.

8g. Ability to vay: Once awpayment gchedule is adopted it would he necessary

to urge member States to comply with the ohligation to pay their aubscriptions.
“embers' prompt payment, however, may be linked with their ability to pay what

has been allocated to them. In actual fact, the gquesilon of ability to pay should
not really arise for two reasons. First, the capital allocations have been made

- by considering the economic conditions in the various countries, and cach allocation
has been made in relation to those conditions. Second, all things being equal, the
inflow of Tesources through the Bank to the member countries should be greater than
what each member country would be required to contribute. In the long run then, the
establighment of the Bank does not impose any real burden on the countries. Neverthe-
less, the question of the burden of payment or ability to pay is still relevant to
the extent that there is a lag belween payment of subscripiions and the inflow of
resources to the countries. Turing the period that subscripiions are to .be made
there are burdens to be borne and therefore their opportunity costs may be estimated
for the purpose.
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90. Ye may measure the real burden of payments by comparing the required
payments of subscriptions with some relevant recéipts and payments of the countries
for the years in which payments may be due. In doing so we assume that payments
~are made uniformly over time (or‘that sinking funds are set up for payments of the
subscriptions) so that 407 of the reqiired payments are made in year one (in our
case, 1982); 207 in year 2 {1983); 207 in year 3 (1984) and 207% in year 4 (1985).

9l. In measuring the burden of payment, only payments payable in convertible
currencies as set out in Annex III, Table 6 will be taken into account. The
proportion of receipis from export of goods and services to be devoted to payments
of subscriptions to the capital stock of the proposed Bankx by member countries will
be relevant. Similarly, the proportion of the various countries' actunal output
that would be required to pay subscriptions to the Bank is also relevant. 1In

- "Annex III,Tables 7 and 8 of this report .projected export of goods and services and
- 0DP of member States for the period 1982 to 1985 are shown. Annex III, Table 9
shows percentages of assumed payments by member States of convertible currency
subscriptions to projected exports of goods and services from 1982 to 1985. Txcept
for Comores with a percentage of 1.37 and Lesotho with 2,17 the percentages for
other member States as shown in the Table are below 19 even in the first year when
the highest payment of 40 is effected. These are substantially reduced after the
first year and become much’ smaller by the fourth year.

92. Annex IIT, Table 10 shows the proportion of the various member countries’
convertible currency paymenis to their projected ODP from 1982 to 1985. These
ratios as shown in Annex TII, Table 10 are below 17 for all the member countries.
Again the burden of payments on member States is reduced after the first year.

93. In Annex III, Table 1] estimated debt service payments of member States;g/
are shown. The ratios of their debt service payments to projected export of goods
and services are shown in Annex ITII, Table 12. Compared with the ratios of payments
of subscriptions which, as stated above, are less than 1/ for many member States,
the debt service ratios as shown in Annex ITI, Table 12 rangse from 37 to 394.

Thus, the payment of subscriptions by member States to the capital stock of the
propeosed Bank will impose relatively small burden on the member States of the Barnk.

B. Trade financing fund

94. In determining the resources required for subregional trade financing,

- consideration should be given to the types of exports that may be financed. Three
possible alternative methods may be used in assegsing the resources required for

the purpose. The first alternative takes account of all intra-subregional exports; .
the second takes account only of manufactures and capital goods and the third takes
account of manufactures, capital goods and a percentage of traditional exports.
Their respective implications, possible advantages and disadvantages, are set out
briefly as follows:

1-g/'I‘hese are member States for which data arve available.
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(g) Pirst alternative: Assessment of resources required for subregional
trade financing

95, The traditional products which consitute a significant proportion of the
exports of the countries of the subregion are exported mainly to the developed
countries on the basis of cash or letters of credit. Problems in financing ezports
are therefore not encountered with regard to erxports of such products which, may
for this reason; not be covered by the subregional-trade -financings -According to
the first alternative indicated above all intra=svbregional exporis should be
jnecluded in determining the resources required for the trade-financing facility.
The total exports of the Eastern and Southern African States for the period 1974

to 1978 are given in Table 1.

96. The intra~subregional exports are estimated to account for 5 per centli/
of the average total exports from these countries. On this basis, the subregional
exports per year amounted to about US$320 million. Normally traditional exports

- Ii - . .

are sold for cash or on very short-term credit basis; basic maaufactures, parti-
cularly consumer goods and chemicals etc., are sold on short~term credit basisj
and consumer durables, light capital and capital goods are sold on medium and
long-term basis. Therefore, itihas been. assumed that the immediate resources
required for trade financing will be about U3$80 million, i.e. 25 per cent of
subregional exports.

o7, Moreover, in accordance with the vbjectives of the proposed Bank, it Is also
expected to provide investment and working capital for export~criented indusiries,
participate in the equity capital of such industries as well as in that of national
export development banks,,expprt,credit‘guaranteeifaqiiities and various other
activities in the field of trade’ financing which also require considerable amounts
of resources. The initial resources needed to carry‘éut the function of trade
financing are estimated to be not léss than US290 million. This could gradually

be expanded as resources increase. The advantage of this is that it will cover

the financing of all intra-subregional expozts.

" {b) Second alternative -

98. The second alternative is based on the assumption that the trade. financing
will cover only the exports of capital goods and manufactures of the member States
to the subregion. The total exports of capital gords and amamufactures of the
Tastern and Southern African States are shown in Table 2,

99. As indicated in the Table, the average exporis of capital goods and
manufactures of the subregion for the period 1974 to 1978 amounted to about US§2022
million per year. It has beenlg?timatéd'that the intra-cubregional trade in
capital goods and manufactures=¥is also 5 per cent of subregional exports of

i i e e e Bt ok WA M e - T
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l-?3/The current intra-subrériofial exportd .of the Fagtern and Southern Africa
are estimated to be 4 per cent but it is anticipated that this will increase to at
least 5 per cent in the near future as a result of the establishment of the PTA.

14/o1r¢ Classification.
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o (. Table 1 . oo oo
Exports of the Tastern and
-Southern African States, 1974-78
(Us % ¥illion)
1974 - 1975 1976 1977~ 1978  Total
6576 5580 5912 6 842 6 936 31 846
Average per year 6 369
Source: ECA Statistics Division
Various issues of UN Mohthly Bulletin of
Statistics; 1978 data. estimates. ‘
Table ‘é
Eyports ef Capital Goods and Manpfactures
of Fastern and Southern African States
(In millions of US Dollars)
1974 1975 1976, .. 1977 1978 Total
~ Chemicals - - 56 47 65 72 . 63 303
Basic Manufactures 1674 1103 1 429 1373 1250 6 829
Yachines, transpert R s v S '
equipment etc. - 408 536 537 466 487 2 434
Yiscellaneous - L o S N
manufactures 88 106 o109 124 119 546
2140 2035 1919 10 112
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100, Accordingly, the average intra-subregional trade in capital goods and
manufactures is estimated at about US{100 million per year. However, it is assumed
that about 60 per cent of this amount comprises consumer goods, and chemicals etc.,
which are s0ld for cash and on short-term credits. This leaves about US%40 million
t0 be financed by the trade facility in the erports of capital goods and manufactures
in the subregion. 3But taking into account the other financing activities, such as
investment and working capital for expori-oriented industries, the initial resources
needed by the facility under this alternative should not be less than Us%50 million.
This alternative no doubt conforms with the practices in trade financing currently
in force in c¢ther parts of the world(as reviewed earlier in this study) Its main
disadvantage is that it does not cover all the intra-subregional exports including
intra-subregional primary commodity exports whlch represent a very significant
proportion of potential intra-PTA exports.

(c)  Third alternative

101.  In the third alternative, account is taken of all capital goods and
manufactures, and a percentage, say 50 per cent, of the traditional- exports to
the subregion. On this basis, the initial resources for trade financing will

be about US§60 million. By including the other activities to be undertaken under
the trade financing facility the total resources required may be about USE70
million.

102, The advantage of this alternative is that bésides covering all capital
goods and manufactures, it also covers part of traditional eyports. This alternative
is recommended for consideration.

103, In view of manpower constraint, as is discussed elsewhere in this study

it has been assumed that trade financing may not start until the third year of

the operations of the Bank. The amount of USI70 million required under the

third alternative may then be set aside from the capital stock of the Bank as the
trade financing fund.
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C. Special Funds

General

104. Apart from the capital funds obtained from members and from other sources,
development banks in general’usually receive other resources which have come to

be known as special funds. A principal characteristic of these special funds

i that they are used to make loans whose financial terms are softer than those
applicable to loans made from ordinary capital resources. Also in contrast to
capital stock, provision is usually made that special funds subscribed be fully
paid-in either initially or when regquired for special fund. operations. The
rationale is that since loans to be financed with special funds are on terms which
are softer than those on which development banks can, for instance, borrow from
the capital markets, the device of callable capital designed to serve as a guarantee
fund against borrowing may not be of much importance. Special funds also need to
be replenished more frequently than increases in capital stock as special fund
loans are made at longer terms, usually up to 50 years. .

Fstablishment of special funds: timing and mechanics

105, Tt is believed that both hard and soft loans (concessional loans) would
play an important role in the operations of the proposed Banke. This is for two
main reasons: The need to:

(i) provide sume concessional development finadcing to the least
developed member States of the Bank; and

(ii) provide financing for some socio-economic infrastructure projects
such as transportation, education and health to increase the
impact of the Bank's intervention in member States.

106. It may be assvmed that resources for gpecial funds would net be obtained
by the Bank immediately after its establishment. Therefore, if both hard and soft
loans are envisaged at the outset of the operations of the Bank, then memb eT *

States may consider setting aside a proporiion of the paid-in emquity capital of the
Bank, say 10 per cent for Special Tund operations. The Asian Development Bank
(AsDB) for example, made a provision which permitted its Board of Governors to set
aside up to 10 per cent of the unimpaired paid~in capital for the purpose of
establishing special funds. The AsDB was also given power to accept from other
sources the administration of funds provided that these were desifmed to serve the
purpose and fall within the functions of the Bank. It, however, took the AsDB
between three and four years to be able to establish special funds.

107, while this option of setting aside 10 per cent of paid-in ecuity will not
impose extra financial burden on the member States, it will however affect
unfavourably the viability of the Bank during its formative years.



L T e Tt

A /MULPOC/LUSAKA/PTA/X/3

Page 35

108. A second alternative would ve for the members to subscribe up to about
10 per cent of their subscriptions to the capital stock of the Bank. This
alternative does not appear feasible in view of the present difficult economic
situation facing many countries in the subresion.

109. In the circumstances, the settings up of special funds may have to await
the results of efforts to be made by the Bank in ohtaining funds from bilateral
and multilateral sources or the time the Bank could be able to accuniulate enough
reserves from its own resources from which to establish special funds. %hen the
special funds are established, the Board of Governors of the Bank, in line with
the usual practice, should be obliged to keep the ordinary capital resources and

special funds separate from each other and to account for them separately.

.l

D. Interest subsidy fund

110. . An interest subsidy fund as a window of the proposed Sank will be used to
apsist the low-income member States in meeting the costs pf their borrowings from
the ordinary resources of the Bank. Loans from the ordinary resources of the
Rank will be at conventional interest rates. Subsidy payments to eligible member
States may be designed in-such a way as to reduce substantially the burden of the
conventional interest rates to a pre-determined level of say 3 per cent from iabout
9 per cent. co : ‘ B : : .

111. The interest subsidy fund by its very nature will have to be created by
substantial grants from rich member States, nor~-member States and regional and
international finanoing institutions. on voluntary bagig. The rich member States
may elect to bear greater: shares in subsicriptions to the capital stook of the

Bank and so, under the circumstances, are not expected to voluntarily make gub-

" gtantial grants towards. the creation of an interest subsidy fund. The unsuccessful
efforts of the ADR to establish so far an interest subsidy fund would tend to
support thislﬁyntentiunn The Management . of ATR, following a astudy omn an interest
subsidy fund gubmitted a proposal at the Bank's Twelfth Annual Meeiing at XKinshasa
but up till now nothing has been achieved in this respect, - In: fact the idea, as

a result, has almost been abandoned. . The situation is not likely to he different
with the proposed subregional trade and development Zank. It will therefore not

pe useful to recommend the egtablishment of an interest subsidy fund as a Window
of the 3ank at least in the initial stage of ite operations.. ’ :

li/ADH/BG/FII/B/Corr.l.
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CHAPTER VI

FINANCIAL VIARILITY

A. The case of a New Rank

112,  The financial viability of the proposed Bank will initially depend to a
large extent, on the willinsness of the merbers of the Bank to contribute their
share of equity on a timely basis. It will also depend on the competence of the
Bank's management to utilize the available resources of the Bank in an efficient
manner, In this context, it is of paramount importance that the Bank should
Possess & body of professionally competent project staff to identify and appraise,
national ard multinational projects and disburse the loans within. the shortest
possible time, aiter completing the necessary loan formalities. These nre-
requisites are very essential whether a completely new Bank is established or the
EADB is transformed into the proposed Trade and Development Bank for the subregion.

113. Based on a set of assurmptions, a financial scenario for a new Bank is
developed. These assumptions are of capital importance for the purpose in view,
Changes in these assumptions will affect the results of the scenario.

114,  The first set of assumptions concerns the capital structure of the new

Bark and the form and time pattern of its equity subscriptions. Based on the
scenario presented, the authorized canital of the Bank will be ‘about US3800 million
out of whick one-third will be paid in and the balance callable. It is further
assumed that the subresional members will subscribe 51 per cent of the equity over
a period of 4 years and the non-subregional memters will subscribe the remaining

49 per cent on the same basis as the subregional mem!srs but with 3 time lag of
two years. The subreglonal members will puy 10 pvl Cent vil their paid-in portion
during the first year, 20 per cent during the second year, twenty per cent

during the third year and the remaining 20 ner cent during the fourth year.

115. Pased on the shovs assuﬁptinn, The palldein puivden on Cae aquity of
the new Bank will be as follows:
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N Eaetern aﬂd Southern African Trade and Deveiopmenfleaﬁk?
Stateﬁent of paid-in equfy contributions.
- (us$ mdidion)”
Subregional Non-subregicnal
Year  members' contributions members' contritutions  Total %
1 54 - 54 20
Z s 27 e o - o 27 10
3 0y A . 52 " 779 30
4 28 S 26 54 20
5 - 26 26 10
6 - 26.5 26.5 10
Total 136 130.5 266.5 100
Share capital account (naid-in)
Year - e 1 2 3 4 s 6
Subregional members 54 81 108 136 136 136
" Non-subregional R R ‘ }]‘ o B
‘members - L 52 78 104 - 130.5
Total 54 81 160 214 240 266.5

[N

£ e
B

116. The second set of assumptions is'  that long-term borrowings will be
nepotiated from the first year at a concessionary average rate of 9 per cent

per annum though the actual drawdown will te made only, from the third year.

Rased on’ the pro;ected lending dur1ng the first two years the equity contributions,
if paid’ as planned will be'sufficient to cover the loan portfolio during that
_period.’ The p0551b1e sources of such ‘debts are the African Development Bank, the
Internat10na1 Bank fo* Reconstruction and Development (World Bank), the Swedish
Intérnational DevelOpment Authority (SIDA}, the Arab Bank for Econhomic Development
in Africa’ (BADEA), Kreditanstalt Fur Widerau bau’ (XFi} fernany, OPEC Tund,

Kuwait DeveloPment Fund (KDF) ‘and International Fund for Agricultural Development
Fund (IFAD) etc. It is also asbumed that all long-term borrowings will have a
grace period of five years followed by a ten year repayment period.
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117. The third set of assumptions is that none of the Bank's ordinary resources
will be utilized for concessionary lending (scft loans) such as those provided
by the International Development. Association (IDA)}, the African Development Fund
(ADF), etc. It is also assuméd that the Bank will disburse twenty-five per cent
of its commitments during the year of commitments itself, fifty per cent during
the following year and the remaining twenty-five per cent during the third year.
Accordingly, the projected loan approvals/commitments and disbursements during
the first five years are given below:

Eastern and Southern African Trade and Develonment Bank

Statement of projected loan approvals/commitments and

disbursements
Year T 2 3 4 5 1-5
Loan apbrovals/ :
commitments - 50 60 70 30 260
Disbursements - 12.5 40 60 70 182.5
Undisbursed

commitments - 37.5 57.5 67.5 77.5 77,5

It is also assumed that the average lending rate will be 12 per cent per annum
and all loans have a four year grace pericd followed by a ten year repayment
period.

118, The fourth assumption is that the net current assets consisting mostly
of undisbursed resources of the Bank, will be invested in short-term assets such
as money at call and short notice, time deposits, etc., and will earn an average
return of 10 per cent per annum.

119. The fifth assumption is that the host’ country will provide office
accommodation free of charge to the Bank at least during its first ten years
'of operations. - If this assumption is not met then the Bank would have to use
a significant portion of its resources to copstruct a headquarters building
dur1ng its formative yeéars; this will reduce the Bank's lendlng capacity and
conseauently might alter the results of the scanario signlficantly. “The fixed

‘. assets shown on the projected balance sheet- dare comnosed accordlng to the

assumptlon made, malnly of office Furniture and euu1pment motor vehicles, etc,
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(i) Projected profit and loss accounts

120, The forecast profit and loss statement for a five-year period is presented

in Annex IV, Table I and a summary of the same is shown below:

Eastern and Southern African Trade and Development Bank.

Projected profit and loss account
' (US$ million)

1/ At the beginning of the third year, it is assumed that
US$70 million will be transferred from the Bank's ordinarry
resources to Trade Fund, hence low net profit.

Year o : 1 3 5 - 1-5 - %
Loan interest - 3.90 17.70 32.25 55
Short-term investment R

income 2.5N 2.75 7.50 24 .50 4]
Other income - 0.50 0.90 2.40 4.
Total income 2.50 7.15 26.10 58.15 100

N Eggendifure' -

Finance cost - ©0.90 4.05 7.20 12
Staff and administra-

tion expenses 1.50 4.80 7.20 : 22.80 39
Depreciation \ 0.0  0.25 0.40 . 1123 2

1.59 5.95 11.65 31.23 53

lManagement fees from

Trade Fund - (1.20) (2.40) (5.77) (10)
Total expenditure 1.59 4.75 9.25  25.533 43
Net profit 0.01  2.40Y 16.85  33.62 57

Page 39
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Interest income loans

“t

121. Interest: on all portfolio loans is calculated at an interest rate of
12 per cent per annum.

Short-term invéstment income

122, It is assumed that all undisbursed resources of the Rank are invested
in short-term deposits yielding a return of 10 rer cent per annum,

123, Other income is derived from commitment fees, commission,
exchange, etc,

124, Finance cost is computed at the rate of 9 ner cent per annum
on long-term borrowings.

Staff and administrative costs

125, It is assumed that staff and administrative expenses will be 6 per cent

of loan approvals for the year. The corresponding ficures for ADB (last two years
average) is about 5.25 per cent. In the case of FADB the nercentages for the

last two years are very high since the operations of the Bank were minimal,

126. Depreciaion is calculated for the purpose of writing off the cost of fixed
assets on a straight line basis over the expected useful lives of the assets
concerned. The principal annual rates used for this purpose are:

Motor vehicles - 25 per cent

Furniture and equipment - 12 per cent

Management fees from Trade Fund

127. A management fee of 3 per cent on the annual outstanding of trade
financing is charged on Trade Fund for its administration by the Bank.

-

g .
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(ii) Projected balance sheet

o128, A statement of projected balance sheet for the first five years of Bank's
. operations is presented in Annex 1V, Table 2 and a summary of the same is shown
below: - ' -

Eastern and Southern African Trade and Development Bank

Projected balance sheet as at end of:
(US$ million)

Year 1 Year 3 Year 5
Net current assets 54.38 62.47 . 79.34.
Loans - 52.50 182.50
Trade fund 70,00 70.00
Fixed assets , 0.53 , 1.43 1.78
Total - | 54,91 © 186,40 333.62
Financed by: _ |
share capital 54.00 160.00 240.00
Retained earnings 0.51 6.40 33.62
54.91 166 .40 _ 273.62
Long-term borrowings - - 20.00 60.00
Total 54.91 " 186.40 333.62

Debt/equity ratio - : .12 0.22

129, The summary above reveals that the debt/equity ratio ¢f the Bank remains
low during the initial five years of the Bank; hence it will have considerable
borrowing capacity. A low debt/equity ratio will certainly be an advantage for
borrowing in the capital market. 1In this comnexion, it should be reiterated
that the extremely sound situation of the proposed Bank is attributable mainly
to the assumption of the timely payment of paid-in portion of the equity by
members of the Bank. By the end of fifth year, the undisbursed commitments of
the Bank, according to the computation made, are US$77.5 million while the net
current assets composed mainly .of short-term deposits will amount to US$79.34
million which could cover the commitments fully.
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Trade Fund

130. One of the major objectives of the proposed Bank is the promotion and
development of trade in the subregion. Therefore it is assumed that the Bank
will“ allocate US$70 million from its ordinary resources during the third year

to the proposed Trade Fund, for providing short- and medium-term facilities in
this respect. It is also assumed that the Bank will operate this activity

through a separate window. The Bank will maintain separate accounts for financing
trade and also will charge a management fee for administering the Trade Fund,

3

(iii) Projected statement of source and anplication of funds

131. A forecast statement of source and application of funds for the first
five years of the operation of the proposed Bank is presented in Table 3 of
Annex IV and a summary of the same is shown below:

'Eastern and Southern African Trade and Development Bank

Statement of source and application of fund
(US$ million)

Year 1 3 3 1-5 %

Funds generated from

operations 1.00 2.65 17.25 - 34.85 10
Equity contributions 54,00 79,00 26.00 240,00 72
Long-term borrowings - 20,00 30,00 60,00 18
Total source of Funds 55.00  101.65 73.25  334.35 100

Application of funds

~ Loan dlsbursements ‘A - 40.0C 70.00  182.50 54 ¢
--‘Trade Fund ‘ : 70,00 - . 70.00 21
" Fixed assets 0.€2 0.77 0.54 3.0 1
Increase/(Decrease) ‘ -
in working capital 54.38 (9.12) 2.71 - 79.34 24

Total | _ 55.00 101.65 73.25 334.55 100




ECA/MULPOC/LUSAKA/PTA/X/3

Pace 43

132, It can be scen from the above that 72 ner cent of the funds were generated
- from equity contritutions, with 18 per cent from long-term borrdwines and 10 per
cént from internal sources. Therefore, one cannot overemphasize the importance

of the timely payment of the paid-in portion of equitv. o

133. - The three nrojected financial statements discussed abtove reveal that, if
managed well, d completely new trade and develorment Bank established in the
subregion could be financially viabtle. However, the fact that the projections
are basec on a set of assumptions that, if modified, could lead to sisnificant
‘' changes in the results reached must be reiterated. ' ' o

3. Transformation of Fast African Development Bank (EADR)
into the proposed Subregional Trade and Development Bank

154, The financial viability of the vroposed Bank, whether a completely new
Bank is established or the present East African Develonment “ank is transformed,
will very much depend upon the competence of the Bank's management to utilize

the available resources of the Bank efficiently and the willingness of the members
of the Bank to put the resources earmarked for the Lank at its disposal on a
timelv basis. In this context, the present EADD is a poing concern, financially
viable, having a net worth of US£24 million as of 31 !'arch 1931. During .the last
ten years EADB made profits every year except in 1977. Inspite of the difficult
political and economic framework within which the Bank has had to operate
particalarly in recent years the Bank has nmade a significant contribution to the
economies of its three partner States. In the process, it has developed an
institutional capability to handle national and multirational projects and has
assembled a body of well trained professiosnals who can form the nucleus for the
proposed Bank., All professional staff are praduates in either accountancy,
business administration, economics or engineerine. Thus, one of the major assets
of the FAPB is its professional staff of which there are 3¢ (out of s total of

S3 staff). o B . . :

135, Based on a set of assumptions, a possihle financial scenario of transforming
the present EADB into the proposed Bank has been developed. These assumptions
are of capital importance and variations in any of them mipht lead to significant
changes in the scenario. -

136.  The first set of assumptions concerns the capital structure of. the proposed
Bank. The resources required for the Bank were dealt with in Chapter V of this
study. The supeested authorized capital of the proposed Bank is 'S$500 million
with one-third equivalent to U'S9266.5 million paid-in and the balance of

US$533.5 million callable. Suhscrintion of 51 per cent (1'S$40C0 million) of the
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authorized capital -f the Bank by member States with the rermaining 49 per cent
(US$392 miliiow), subscribea by non-subregional member States and institutions
will ensure effective control of the Bank by its subrecionil memhers and is a
basic assumntion as repgards contributory ratio. Hith regard to form and tire of
payment of the paid-in capital, it is assumed that member States will pay 40 per
cent of the paid-in portion during the first year anr! the balance during the next
three years in three equal instalments. It is further assumed that the capital

" reserved for non-subregional member States anﬂ institutions will also be taken up

on the same basis as the subregional memhers except that such payment will

commence during the second year of the new Rank's operations. In EADB there are
" seven non-subregional members - (African Development Pank (ADB), Barclays Bank
International, Commercial Rank of Africa, Consortium of Yugoslav Institutions,
Grindlays Bank, Standard Chartered 3ank and Post-fich Kredithanken) all holding
about 7.C mer cent of the eauity.

137.  According to the valuation of the assets and liatilities of LADE, the
non-subregional members, as mentioned above, will have a share of US$2 million,
It is further assumed that this amount of US}2 million will he utilized by

the non-subregional members in taking up equity in the pronosed Bank in case
FADB 1s transformed into the proposed Bank.

138. FPased on the first set of assumptions. iﬁdiéated above, a statement of
the paid-in portion of tHe Equipty capital of the pr0posed Bank is given in
Table I below:

Table 1

Eas_ern and Southern African Trade and Develonment Bank

Statement of paid-in capital
(ISt million)

Subregional members' Non-subregional Total :

Year coririLations contributions contritutions %
1 55 2 ~ .57 21
C2 27 52 o R .. R0
3 27 C26 - 5% - 20
4 27 26 o 53 20
5 - 24.5 24.5 9

Total 136 : 130.5 L 266.5 100

—_—
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139, The second set of assumptions, related to long-term external borrowings.

At present EADB. has two loans from. the African Development Bank (ADB}

T (US$ 2 million and S million), two loans from the World Bank ((IBRD) (US$8 willion
and 15 million) and three loans from the Swedish International Development
Muthority (SIDA) (SKr. 25 million, 30 million and 10 million) and the loans
outstanding, in this resmect, as of 31 May 1981 were ADB UA.1.29 1/ million
and 1.89 million, IBRD 1/ US$2.73 million and 11.63 million and SIDA SKr. 25
million, 30,million and 10 million., These loans have maturity perlods ranging

» from ten to thirty years. It is assumed that these loans will continue on the
. _ same terms and conditions even. after the possible transformation of the EADB,
Mew loans will he contracted as from the first year, but the actual draw down

will bte made only from the third year since during the first two years lending

operations can be covered by equity contributions. It is also assumed that the

-~ new loans to be contracted will be at a concessional rate of 9 per cent per
annum having a. prace period of 5 years followed by a repayment period of ten
years., The possible sources of such finance are, .in addition to the present
lenders of EADB, the Arab Bank for Economig Development in Africa (BADEA),
Kreditanstalt Fur Wiederau bau (KFW) Germany, OPEC Fund, Kuwait Development
Fund ('DF), the International Fund for Agricultural DeveIOpment (IFAD), etc.

- 140, Portf011o loans are the subject of the thlrd set of assumptions, It is
Aassumed that in addition to the existing loan portfolio of the EADB, the
proposed, Bank will disburse 25. per cent of; its commitments in the year of
commitments, 50 per cent during the second year and 25 per cent during the
third year. On:the above: basis, the projected loan approvals/commitments and
disbursements are shown in Table 2 below: It is also assumed that the proposed

Table 2

Eastern and Southerr African Trade and DeVEidﬁment Bank

~Statement of Projected loan approvals%/
‘commitments and disbursements

(US$ million)

Year 1 2 3 4 5 Total 1 - 5

Loan approvals and

commitments 40 60 70 80 20 340
Loan disbursement 10 35 57.5 70 80 252.5
I'ndisbursed

commitments in 55 67.5 77.5 37.5 87.5

1/ The amounts to be drawn down in relations to
the second ADB and IBRT peans will Pe over IS4 8 million,

2/ For the purpose of determining cormitments all approvals of
loans are taken as commitments.



L A e e I e

N e R e N B R ST e 2 e g R e ey e et e s i S e e e s

ECA/MILPOC/LUSAKA/PTA/X/3
Page 46

Bank will not invest its ordinary resources during the first five years for
concessionary lending (soft loans) of the tyne provided by the African Development
Fund (ADF) and the Internatlonal Development Assoc1at10n (ICA). Another
assumption with repard to new loans disbursed by the Bank will be that the new
loans will be at an averape interest rate of 12 per cent per annum with a grace
period of four years followed by a repayment period of ten years.

141. The fourth assumpt1on is that the undisbursed resources of the Bank will
be invested in the capital market as short-tern investmerts (money at call and
notice, time deposits-etc.) which will earn an average return of ten per cent .

DET annum.

142, The fifth assurption relates to fixed assets. The EADB has its own
headquarters buildings and staff and officers' quarters etc. Therefore, it is
assumed that the proposed Bank will not invest its ord1nary resources dur1np its
first five years in'land and bulidlngs. '

P

143. The sixth assumption is that the proposed Bank will allocate US$70 million
from its ordinary resources in the beginning of the third year to the Trade Fund,

- for the purpose of financing trade. During theé first two years of the operations

of the Bank, it may not have adequate resources for this purpose. It is also
assumed that the Rank will operate this activity through a separate window and
consequently separate ‘accounts will beé mairtained for trade financing operaticns,
It is hoped that the resources for tradé financing will be increased in propor+s~=

‘to the increase in' the resources of the Bank sirce the major objective of the

Preferential Trade Area (PTA) is trade develonment in the subregion.

(i) Projected profit and loss accounts
144. A statement of projected profitiand loss accounts of the proposed Bank
during its first five years of operations is presented in Annex IV, Table 4 of
this study and a summary of the sameé is given in Talile 3 helow: -
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Table 3
Fastern and Southern Afrlcan Trade and Develqpment Bank,
Progected proflt and loss account
(Us§ million)

‘ Total - ‘
Year 1 3 1-- 5. %
Income

Interest on loans 5.17 12.48 28.16  72.88 63
Short-term investment B
income 1.50 3.50 10,00 27.50 126
Other income 0.65 1.25 1.95° 6.20 6
Total income 7.32 17.23 40.11 106.58 100
Expenditure P
" Finance cost 1.97 3.34 a.85 . 23.82 . - 22
Staff and administra-
tion expenses 2.40 5.40 a0 26.10 - 25
Depreciation 1.53 0.59 0.62 2.92 3
Provision for possible .. . .
loan losses 0.40 - 0.31 0,23 1.56 1
5.30 9.64 16.50 54.40 51
Less management
fees from
Trade Fund 1.20 2.40 5.70 5
Total expenditure 5.30 £.44 16.10 48.70 46
Net profit 2.02 8.79 24.01 57.88 54
Cumulative net profit 2.02 18.12 57.85
Return on paid-in
capital 3.54% 4.05% 9% 6.50%
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145. The above Table 3 shows that the proposed Bank would be profitable. During
the initial five years of its-operations 68 per cent of the inicome would be derived
from interest on loans, 26 per cent from short-term investments and the balance

from commitment fees, commissions and fees etc. Furthermore, 22 per cent of the
income would be spent on finance cost, 20 per cent on staff and administrative cost-
3 per cent on depreciation on fixed assets and 1 per cent on provision for possible
loan losses and the balance of 54 per cent would represent net profits. The
cumulative net profits would be US$57.88 million whick are about 22 per cent of
paid-in capital. '

Interest on loans

146. Interest on new loans is calculated at an average rate of 12 per cent

- per annum and that of EADB present loans is calculated at an average rate of

11 per cent per annum. .

Short-term investment income

147.  As mentioned earlier the undisbursed resources of the Bank will be invested
in the capital markst as short-term investments at an average return of 10 per cent
per annum. Therefore, the income is computed on that basis. '

Other income

145.  This income is derived from rent, dividends on equity investment (EADB
equity investment in wvarious projects), commitment fees and commissions etc.

Finance cost

149.  The finance cost on the EAP2 present lonpg-term torrowingsis computed on
the basis of the actual terms and conditions of those borrowings. The finance
cost on the new borrowings is calculated at an average rate of 9 per cent per
annum. _ R ‘

Staff and administative costs

150. It js assumed that the staff and adrministrative expenses will be about
€ per cent of the total loan approvals made during the respective year and on

“that basis compulation has been made in this respect. The corresponding rate

for ADB is 5.25 per cent (averape for the last two years); that of EADB is too
high since EADB's operations during the last two vyears were very limited,
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Depreciaticn
151. Depreciztion is calculated for the purpose of wrltlng off the cost of

fixed asscts on a straight-line basis over the expected useful lives of the
assets cencerned. The principal annual rates used for this purpose are:

Leasehold land and buildings 5 per cent
Motor vehiclios 25 per cent
CFurniture and other equipment 12 per cent

“anagement fees from Trade Fund

152. A mopagement fese of 3 per cent on the annual balance outstanding on trade
financing operations is charged on the Trade Fund for its administration by the
Bank.

Provision for possible loan losses

153. A provision of 1 per cent on the outstanding FADB loan portfolzo at the

end of every ycsr has been made to cover possible loan losses. In the case of
additional loans dlSDJTSed by the Bank rio provision has been made since repayments
would start, as assumad, onlf as from the fifth year.

(ii) Projected balance sheet

154.  A'projected balance sheet for the first five-year period is presented in
Annex IV, Table 5 and a summary thereof is shown in Table 4.
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Table 4

Eastern and Southern Afrxcan Trade and DeveloPment Bank

Projected balance, sheet
(US$ million)

Year - . 1 3 5

Net current assets 33.32 63.73 116.04

Loans (net) 49.42 L 133.m 274.26

Investments {equity) 2.15 2.15 2.15

- TradeFund - - © 00 70,00

' Fixed assets (net) 9,15 3.30 7.48

Total 94,04 277.28 469.93
Financed by: _

 Share canital o "57.0Q _ 18¢.00 266.50

Retalned earnings. .  2.02 18.12 57.88

' ' 59.02 207.12 324.38

Long-term borrowings 35.02 70,16 145.55

Total 94.04 277.23 469,93

) Debt/Eqp;ty ) : : 0.59. 0.34: 0.45

Undisbursed commitments .00 - 67.50 87.50

155. The above projection is based on the valuation of the assets and
liabilities of EADB as of June 1981. The 1931 {first quarter) EADB balance

sheet is therefore adjusted to reflect the valuation of FEADB's assets and
liabilities carried out by a team of experts. Rased on the valuation, the net
assets of EADB will increase from US$24.36 million to US$28.31, i.e. an increase
of US$3.95 million. It is assumed that the assets and liabilities of EADB; if
transformed, will be taken over by the proposed Bank on the basis of the valuation
carried out by the team of experts.
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156, It can also be seen from the above Table that the loan portfolio increased
about 5.5 times between the Tirst year wnd the rifch year of Bank operation, i.e.
from US$49 million to 274 million. In terms of liquid funds, it is also evident
_from the balance sheet that the Bank has .sufficient working capital to meet all
undisbursed commitments. The debt/equity watio by the end of the fifth year would
‘be 0.45 and consequently, the Bank will.have considerable borrowing capacity. A

- low debt/equity ratio would be a great advantage in borrowing by the Bank from the
international capital market. This situation is possible only if the subregional
members contribute their portion of the paid-in capital on schedule and all the
equity reserved for non-subregional members is taken up as planned.

(iii) Projected source and application of funds

157. A statement of projected source and appllcatlon of funds for the first five
years of the operatlons ‘of the Bank is presented in Annex IV, Table 6 and a
summary of the same is shown in Table 5 below:

Table 5

Eastern and Southern African Trade and Develonmént Bank

Projected source and applacatlon of Funds
(US$ m1111on)

[ ]
=

Year C 1. 3 s 1 -

. Source of Funds

69 24786 1 62.36 13

Funds from operations S 2,95 9 ‘ _
Equity contributions 57.2C 52.00 24.50 266,50 57
Loan repayments 3.50 4,25 4,50 20.00 4
New long-term o ‘ o . C
“borrowings - - 40.90 50.c0 120,00 26
Total source of Funds - - 63.45 ° 106.94 "103.86 . "468.86 100
Application of Funds ' ' R S -
Loan disbursements -~ .. =~ 10.00 57.50 . 80.00, . 252.50- 54
Trade Fund - EERENE . 70.00 . - 70.00 15
Repayment of borrowings 2,43 2.43 2,30 11.90 3
Increase in Fixed Assets 0.10 0.15 0.12 0.82
Changes in working
capital 50.92 (23.14) 21.44 133.64 28

Total application of
Funds ) 63.45 106.54 103.86 468.86 100
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158. ° The above Table 5 reveals that during the first five years, 13: per cent of
- the funds would be generatvea from the operations of the Bank. Wheveas 57 per cent
- would be obtained from equity contributions and 26 ber cent from long-term
~ borrowings. However, 54 per cent of the funds generated are titilized for loan
disbursements and 15 per cent for trade financing. Repayment of loans and
" repayment of long-term borrowings are 4 per cent and 3 per cent respectively.
- Also, 28 per cent of the funds generated representing mostly the undisbursed
'-resources of the Bank, would be invested in short term 1nvestmpnﬁs

159.  All the three projected financial statements reflected in Tables 4, 5 and
6 clearly indicate that in case the EADB is transformed into the proposed
subregional Trade and Development Bank, the institution would be financially
viable and interms of liquid funds it would also be sound. However, one cannot
; over-emphasise the fact that the projections are based on a set of strategic

.- assumptions that, if modified, ‘could lead to- sxgnlflcant chlnges in the scenario.

C. Trade Fund

160. Whether the EADB is transformed or a new bank . is estah1151 trade financing
will be mew to both of these institutions. As mentioned earller, Lt is assumed
that the proposed Bank may allocate US$70 million from its ordinary rccources in
the beginning of the third year to the trade fund for the purpose of financing
trade. During the first two years, the Bank may not have sufficicnt resources

. for this purpose. It is also assumed that the Rank through the trade financing
fund will provide short- and medium-term facilities at an average interest rate
of 11 per cent per annum, The unutilized resources, if any, may be invested in
short-term investments which may earn an average return of 10 per cent per annum.
It is further assumed, as indicated earlier, that the Bank will adninister the
Trade Fund through a separate window and consequently charge a manzegement fee of
3 per cent on: the annual balance outstanding on trade fipancing operations.

161. - Based on these assumptions, projected profit and loss accouhts, balance
sheets and source and application of funds for the three -year of operations
commenC1ng from the third year of the Bank's operation are. nrrpured and shown s
in Tables 6, 7 and 8 respectively. From the statement of prcjected profit and

loss account (Table 6), it can be seen that the trade flnanclnp operatlons are
also financially viable and the cumulated profit for the three-year period is
expected to be US§19.05 million which is sllghtly over 27 per cent of the
resources allocated to the Trade Fund.
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Table 6
Eastern and Southern African Trade and Development Bank
Trade Fund
. Projezted Profit and Loss Account
(US$ million)
Year 3 A 5 3.~ 5.
Interest income from : - : _
trade financing 2.20 6.05 8.2% 16.45
Short-term investment income 5.25 2.25 n,80 8.30
Total Income | 7.45 8.30 0.00 24.75
Expenditure
Management fees paid to
the Bank. _ 1.20 2.10 2.40 5.70
Total Expenditure 1.20 2.10 2.40 5.70

Net Profit 6.25 6.20 6.60 19.05
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Table 7

Eastern and Southern African Trade and Development 3ank

‘Trade Fund
Projected Balance Sheet
~(US$ million)

“Year : 3 4 5
MNet Current Assets 36.25 12.45 9.05-
Trade Financing 40.00 70,00 an.0o

Total _ - 76.25 §2.45 39.05
Financed by
Trade Fund 70.00 70.00 70.00
Retained earnings _ 6.25 12.45 19.05
Total 76.25 32.45 89.05
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Total application of funds 76,25 36.20 61.60
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Tatle &
Eastern and Southern African Trade and Development Bank
Trade Fund
Projected Source and Application of Funds
(US$ million)
Year o o3 4 5 3 -5
Source of funds
Trade fund (allocation from the
ordinary resources of the Bank) 70.00 - - 70.00
- Fund generated,from operations 6.25  6.20 ""6.§0 - 19.05
Repayment of trade fihancing - SOAQé' 55.06 85.00
Total source of funds 76.25 36,20 61.60 174,05
Application of funds
‘Trade financing .7 40,00 60.00% - 65.00 - 165.00
Changes in working capital 36,25  {23.80) - (3.40) 9.05
174 .05
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D. Advantages and disadvantapes of the proposed and present EADR

162. In this connexion, consideration should be given to the advantages and
disadvantages of either transforming the present FADB or to establishing a
new Bank for the purpose: o

{a) Transformation of EADB into ;he'ﬁr0posed Rank. The advantages
may ke as follows:

(i) Physical faciliities:

163, EADB has its own neadquarters building and staff guarters etc. Therefore,

““fhis institution need not use any of its resources for this purpose.

(ii) Manpower:

164. EADB has assembled a hody of well-trained professional staff who are at
present 39 in number and who may form the nucleus for the provosed. Bank, This will
enatle the Bank to avoid the protlem of recruiting a new cadre of experienced

staff in case FAD® is transformed, -and to start operations at an early date, 1In
‘fact, one of the major assets of EADB is its professional staff.

(iii) Irstitutional capability:

165. One of the major objectives of the proposed Bank relates to the financing
of multinational projects and to the provision of technical assistance in this
respect. In this connexion, [ADB has developed an institutional capability to
handle toth multinational and national projects. ‘

(iv) Technical Library:

166. EADB has also developed a specialized technical library, though small in
size, which can be of assistance in the research and other relevant activities
of the proposed Rank.

(v) External contacts:

167. EADB has already estaklished cood exterral contacts with multinatioral
and bilateral financial institutions which may be useful for the rproposed 2ank
in mobilizing resources from external sources.

-
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(vi) ‘Yon-sukrepional membershin:

163. TADB has already:Seveﬂ'hon-subreyional remhers and their participdtipns
in the ‘equity of EADB has and will assist in finding non-subregional members
- for taking up more equity in the proposed Rank.

(vii)} Soundness of LA'B:

166, EADB is a poing concern which is financially viable and possesses sufficient
- liquid funds; this indicates the soundness of this institution,

" (viii) The transformation of FADE into the proposed Bank will
.avoid- proliferation of wultinational financial institutions.

Nisadvanrtares:

170, (i) The early settlement of the assets and liabilities of EAN3 might be a
sipnificant factor in the commencement of the operations of the proposed Bank.

Any delay in the negotiations, in this resrect, with the present owners of the

BEADB may, therefore, affect unfavourably the immediate start of the Dank's activitie

(b) Establishrment of a new Dank:

171, The main advsntage, in this resrect, is that nepotiations with the nresent
owners of the FAPR on its transformation and on the settlerent of its assets and
liabilities will be avoided. : ’

172.  ‘oreover, in case the nesotiations with the owners of EADS become protracted
then the commencement of the operations of the rrorosed Bank will he delayed.

Disadvantares: These are:

(i) Office accommodation

175.  The Bank may have to depend on the host country, where: the Bank is poing
to e lecated, to provide accommodation free of cost to the Bank, in the initial
ter years of its operations. If this is not possible, then the Bank has to rent
office accomrodation, while at the same time it will have to use a significarnt
portion of its resources to construct a headquarters huilding and may be other
buildings during its formative years. This will reduce the Rank's lending
capacity and consecuently affect its profitability.
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(11) Manpower:

174.  The subregion confronts the problem of acute shortage of experienced '
professional staff in development banking. The institution will, therefore,
have to recruit suitably qualified and experienced staff for the purpose. This
may, as a result, delay the commencement of the operations of the Rank.

(iii) Possibility of raising resources from external sources:

"175.  The capacity of the Bank to raise funds from external sources will- depend
upon the Bank's credit standing. This has to he built up over a period of time.
As a result, it may take some years for the Nank to raise adeguate funds from
external sources. iforeover, the Rank may have to compete with the present
development finance institutjons in the avea in-nmbbidizing funds from external
sources,

E. Manpower requirements for transformation ©f EADB

176.  The EADB has at present 39 professional staff out of ‘a total strength of
. 93. It is assumed that this body of nrofessional staff may form the nucleus of
the proposed Bank in case it is transformed into the nroposed Bank.

177.  For administrative purposes, DADB is at present divided into five divisions:
Administration, finance, operaticiz, rcsearch and planning, and Secretary/Legal
~affairs. FEach of these divisioas is headed by a Tireczor. In addition, there
are three regional offices headed by menagerz. All the directors and regional
managers report directly to the Director-Geoneral, the chief executive of the Bank.

178. Some changes will however, be necessary to the manpower requirements, in
the event the EADB is transformed into the proposed Bank. The amended manpower
requirements, during the initial five years are shown in 2nnex 1v, Table 7,

170, The title of Director-General is changed into or ir the case of the new Rank
that of President. The President will be assisted by one or more Vice-Presidents.
For the first five years, it is assumed that there will be only one Vice-President.
For Administrative purposcs, it is 'suggested that the proposed Bank should have
four divisions: Administration, finance, operations, and Secretary/Legal affairs,
It is also suggested that the subregion may be divided into three zones each-to

be headed by a marager. The zomndl managers may have to be under the supervision
of the director of operations instead of that of the President directly as in the
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case of the present EAD3. Details of the number and quality of professional

staff are shown in the above table. In the first vear, the number of professional
staff required is expected to he 43. There may be increases in the number from
year to year and so by the fifth year of the operation of the Bank, the number
may rise to 95 as indicated in the table.

F. M™anpower requirements - new Bank

i80. Pr03ected manpower requirements for the first five years of the operatlons
of the new Bank is given in Annex IV, Table VIII. The President of the Bank should

take up his position in the first year of the operations of the Bank, fne

Vice-President may be recruited during the third year of the Bank's operations.
The Vice-Presidents could be recruited, '(if need be) after the first five years of
the Bank's operations. It is assumed that the President will be able to cope with
the act1v1t1es of the Bank dur1np the first two years : ‘

181. It is proposed that the new Qank should have four d1v151ons durlng the
first five years: Administration, Finance, Operations and Secretary/Legal Affairs.
Each of the divisions will be headed by a Director. In the first year, the

Director of Finance will combine the functions of administration and finance.

The Director of administration may be recruited not earlier than the second year

_but qonsxderably later. It is suggested that the subregion may be divided. inte
_ three zones, each to be headed by a manager. Zonal offices may be opened as from

the sécond year of the operations of the Bank as dictated by the Bank's operations.
Details of the numher and quallty of the professional staff required during the
first five-year period is shown in: the above Tahle §. 1In the first year, the

 professional staff may be 15 in number. As the tank's operations increase, the
number of such staff may also increase. It is expected, however, -that the
_number may increase to 83 by the:end of the ‘1fth year of the operations of the

Bank as indicated in Table 8.

182. It is further suggested that personnel w1th the requisite skills w111 be
required for the successful take-off of the trade financinr window of the Bank

' This will be the case whether the EADB is-transformed into the proposed Bank or

a new Bank is established anew. As indicated in Table 8, the fxnnnqxag window will
commence operat1ons as from the third year. In view of shortage of trained
personnel in this field in the subregion, technical assistance may

~be obtalned for thls purpose, from Un apenC1e5 or elsewhere from outside the

subreglon
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BORROWING AMD LENDING OF PROPOSED BANK:
POLICIES AND PRACTICES

A, Borrewing
General
183. The initial operations of the Bank will be financed from subscriptions of equity
capital by membor States. Both operating expenses and initial loans will be supported
from this source. Thereafter, in order to augment the level of lending operations
beyord what can be supported from subscriptions, it will be imperative for the Bank to
borrow from external cources on the strength of its callable capital. The magnitude

of such borrowings will be largely determined by the anticipated guantum of cormitments
‘and expected rate of dizbursement of loans. - :

184. It is obviocus that the Bank's approach to borrowing will partly determine the nature,
terms and conditions of funds made available. from outside sources. Various possible

. sources of borrowing have been identified and a realistic policy will be recuired to
mobilize such resources. In other words, choices have to be made from among the various
sources, consistent with specific requirements of the proposed lending programme. For
example, borrowings should take into consideration the lending that should be based on
conventional or concéssiocnal terms or on'a blend of :both. _

- Framéwork for bank borrowing - -

185, Bank borrowing will be based on. the rrinciple of separation of operations according
't whether resources are ordinary (conventicnal) or special (concessional). The share

' of ordinary resources in aggregate portfolio would tend to be larger but the growth in

“thé volume of special funds will depend on the significance the Bank attaches to the
fieed for concessicnal loans for its less developed members on the one hand and on the
availability of soft ldans:or grants fram uxternal sources on the other hand.:

186. The most significant factor determining the extent to which various resources can

be mobilized will be the Bank's policy on the evolution of the capital structure. There
will be a constant need for roview ol the capitar structure, not only to strengthen the
elament of self~help among member countries but also to ensure that the scope for
additional borrowing is alveys maintained. This implies, for example, that an aggressive .
policy of lending by way of guarantees should be viewed cautiously and that capital
‘resdurces subscribed but not yet applied to lending operations should be invested prudently.
Thesé constitute appropriate guidelines to follow during the initial 5-10 year pericd .

.17 Of 'the Bank's ¢peratiens. :

{a) Ordinary borrowing

187. The Bank's ordinary resources will be daminated by equity funds during most of the
initial period of operations and new additions to capital funds will largely depend on
the performance, in this respect, of internal operations with regard to reserve -
accumilation. The next vital phase in the development of the Bank's resource base,
representing a take-off stage, will be the begimning of active borrowing externally so
as to increase the volume of ordinary resources. However, active borrowing will depend
on the level of loan commitments and the resources available to the Bank. The African
Development Bank follows this practice.
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188. The mte:mal generatlon of ordinary resources, it should be noted, does not add
significantly to new sources of project loans. This is mainly owing to ‘the terms and
conditicns on which loans are made from the ordinary resources account. Such loans have
relatively longer grace and amortization reriods; hence repayments of interest and re-
payment of principal tend to flow rather slowlyo The internal inflow of resources would
also tend to be affected by delays in the dishbursement of committed loans. Decisions to
borrow should take these constraining factors into account.

183. The potential sources of korrowing for the ordinary account are easily identifiable.
A wide range of mechanisms and instruments that may be applied in the borrowing process
are also largely knovwn. Nevertheless, borrowing policies should be clearly spelt out and,
if possible, appropriate standard practices and guidelines should be adopted. Borrowing
policies and practices should be considered at three levels, as follows:

(i) At Bank member States level

190. . The scope for mobilizing resources from merber States may be constrained in the
event that they are in arrears of subscriptions. Where this occurs, it is an obwious
symptam of resource constraints and may inhibit further initiative on the part of the
Bank to borrow by way of floatation of its securities. A measure of flexibility is
scametimes permissible where the scarcity of foreign exchange is the major constraint.

In sane exceptiocnal cases therefore subscriptions may be made in terms of local currency.
Since the pramotion of inter~state trade within the. subregion is cne of the cbjectives of
the Bank, the Bank may float local currency securltles to finance local J.nvesm\ent costs,

(ii) At Internata.onal Financial “1arket level

121. The key capital markets in the world are danlnated by developed countries. An
effective borrowing volicy in these countries will therefore necessitate an active public
relations exercise to establish the Bank's credibility in their financial markets. In
order to gain access to their capital markets, lenders in these countries will require
suitable guarantees. It is argued here that such quarantees will more easily be
available fram non-regional - members of the Bahk. This seems to be the most effective
way for the Bank to build financial markets for its obligations, since securities cannot
be offered for sale without the authority of. the governments where these sales are being
made. To ensure success in the case of sale of securities, the Bank would have to
ascertain that these securities give ccmpetltlve yields, this being true of both public
and orJ.vate placements,

{iii) At Ml,llt:l.lateral Institutions 1evel g

192. During the transitional pericod, multllateral lnstltutlons will be the major sources
of borrowing for financing medium- and long-term development projects. The immediate
sources are llkely to be the African Develomment Pank and the World Bank. It is unlikely
however, that in the short term, both institutions will provide project loans as the

Bank might not have develomed an adeguate pipeline of nossible investments. Since project
preparatlon efforts may not quickly lead to the formulation of project proposals for
inclusion in the project pipeline, a borrowing policy. should ke adopted which will
mobilize financing on a programme rather than on a project basis. Programme borrowing

in this case may take the form of indirect loans such as lines of credit to support small-
scale subreglonaJ. projects or dlrect lendlnq to strengthen the Bank's equity base.
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Both ADB and the World Bank have been lending to individual country projects in the
subregion. Bank borrowmg fram these sources will deroend on the lending policies of
thesé institutions in relation to subregional projects. It would arpear .that because.
of “their previous experlencé in respect of national projects and institutions, both
the ADB and the World Bank may confine their intervention at the subreglonal level to
rultinational or co-Ffinanceable projects. In view of these observations, it is
imperative that the Bank's borrowing policy in relation to multilateral sources. should
emphasize co-financing and equity participation arrangements,

{b) Cor:ce‘srsional borrowing

193. Apart from ordinary resources for which borrowing would be on conventional terms .
or market rates, special resources would be mobilized to make concessional lending . -,
possible. Concessional funds may be provided by both regional and non-regional members

and also through other bilateral or multilateral arrangements. The Bank's requirements .
for concessional lending should be supported by efforts aimed at mobilizing both grant

and concessional funds. Borrowing intended to feed a special fund to be established

for the purpose may initially be undertaken by the subregional Bank to meet the ‘
investment neads of the least developed countries in the subregion. It is with the view

to contributirg towards balanced econcmic growth in the subregion that the establishment

of the special fund has been espoused in the Bank's charter. 2An interest subsidy fund

to which more develcped member countries would contrilute has a samewhat similar
obrjective of prov;ding funds to make the provisian of loan funds below the basic interest
rate possible. Concessional assistance may came-from a wide range of sources, such as

OECD countries, the World Bank affiliate - IrA, the African Development Fund, OPFC Fund,
Arab Furds, etc. and the EEC. In order to tap these sources, the rationale for concessiona®
assistance in the subregion must aggressively be sold to individual lenders.

- Bas Iendlng

(i} Policy on SJ.ze of develomment loans

194, ‘The anount of loans the Bank will make for the mlenentatlon of spec1f1c pro:;ects
will be determined by: size of project, the cost of lendlng operatlons ' effJ.c:Lency in
project preparaticn, implementation and supervision. ' The maximum and mJ_nmrum limits of
the loan will depend on the Bank's policy on loan ceilings. A :

195, In the coitext of the subregion small-scale projects will be mainly at the

national level =nd medium-scale and large-scale projects mainly at the maltinational

level, The financing of small-scale projects will generally be undertaken through .
national develomznt finance institutions by way of lines of credit. To facilitate the
securing of Bank loans, it is, suggested that they should not be smaller than those '
fmanced by naticnal .mnstltutlons,_ FER

(ii) Policies and practlces in lendmg by the Bank

196. The lendirg policy of the Bank should be such that elements intended to reduce e
or remove institutional constraints - are built-intc project designs so as to maximize -
the benefits that will accrue from the project. The designing of projects should take
into agcount possible remedies for bettlenecks such as lack of skills for project
preparation and ‘rplementation and lack of management experience, ' In this context the -
Bank might assist in alleviating the situation by incorporating technical assistance
components for manpower training in the loan arrangement.,
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197. The bulk of Bank lending will generally he in the nature of direct loans for
projects submitted by the participating countries. Loans could also be in the form

of equity participation in specific projects or lines of credit to national development
finance campanies. Guarantees issued by the Bank for obtaining funds fram other
sources of project finance on bhehalf of its clients should be made sparingly in order
to safeqguard the Bank's own capacity to borrow on its unpaid and callable capital.

198. The financing of pre-investment or feasibility studies should be considered as
part of the Bank's lending policy as these form an integral part of project identifica-
tion and preparation. In view of the significance of multinational projects it is
suggested that pre-investment lending should be limited to or concentrated on such
projects. In the case of participation by the Bank in the equity capital of financial
trading and other institutions, it is suggested that such participation should he limited
to minority shareholding since the major ohjective of such participation is to strengthen
the borrower's resource base. In view of the limited resources, the Bank may undertake
such act1v1ty only after the fifth year of its operations.

199. . During the initial years of the Bank's operatlonsy the lines of credit cbtained
fram multilateral financial institutions such as aDB, IPRD, etc. will form the core
of the Bank's lending package,, This will however depend on the lending policies of
such institutions. , o

(111) Lending rates and conditions

200... In respect. of convemtlonal lending the Bank's nol:.cy on mterest rates should be
such that it will allow a minirmm spread or profit margin required to cover administrative
costs plus a reasonable rate of return on the capital etrployed., At any rate, .the

interest rate actually applicable to Bank loans should alsc be meaningfully related to

the average cost of funds within the countries of the subregion. The terms for concessional
loans would be less stringent. Nomally such loans will have a grace period of 10 years
followed by a repayment pceriod of 40 yc,ars with an adamnlstratlve cost of 0.75 per cent
per annum on loans cutstanding.
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CHAPTIER VIII

ORGANIVRTICN AT MAUAJHJ“NT OF TUE BANK |

 brgaﬁs of the Jank

201. In order to carry out its functions efficiently, the Bank may have a
Board of Governors, a Board of Directors, a Presideant and such other officers
and staff as it may consider necessary to run its operations, S

;(iy Board of Governors

»

202, The Flékes aut'orlty of the Bank shall be the Board of Governors and’ all
powers of the Bank shall be vested in it . nacA member may appoint one governor
and one alternate who shall serve for three years subiect to termination of

. appointment at any time, or to re-appointment, at the pleasure of *he appointing
member, No altermate may vote except in the absence of the governor concerned,
As in the case of other international and regional finance- 1n3t1+u*10n5 the
governors of the Bank my be Finance Ministers or other m1nls¢ers and senior L
officials of the respective member States. The Board of Governors may select
one of the Governors as Chairman, vho shall hold office until the next regular
meeting of the Board. The Board of Goverrors may elect seven members to the
Board of Directors out of whom five shall represent t:e member States and two
shall represent members other than member States, It ‘may delcwate its powers
to the Board of Directors for the conduct of the peneral operations of the
Bank but may not delegate the follow1ng powers to the Board of Directors:

_(Q) to discuss and g1ve puldance to the Board of Directors as
approprlatn wi*“ respect to: :

(i the policies and operations of the Bank;

(11) the amual report of the Board; and

(iii) any maltters which the Board of Directors may refer to it,

(E) to approve the anmual accounis of the Bank;

(g) to approve any distribution or - other allocation of net income
by th2 Board of Directors;

(g) approve the appointment of extermal auditors or such other experts
as may be necessary to examine and report on *‘he general management of
the Bank;

(e) to take decisions on the admission of new members or suspension
of present members;

(f) to take decisions on any increases in the authorized capital
stock of the Bank;j

(g) to determine the remuneration of directors andt their alternates;

(k) to take decisions on t“e terminmation of the operations of the Bank.
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203, The Board of Governors shall retain full powers to exerciss authority
over any matter delegated to the Board of Directors. It shall also deter-
mine its own procedure, including that for convenlnp its mestings for the
conduct of business and for the rotation of the office of the chairman amonp
themgelves,

20L. The Board of Governors may meet at lezast once a year and the Governors P
and alternates shall serve the Bank without any remuneration from the Bank, ‘
but the latter ghall pay itYem reasonable 2ipenses ags incurred by them in
attending meetings.

(ii) Board of Directors

205, The Board of Directors shall consist of seven directors, Of these,

five s'all be elected by the member States and two by members otker than the
member States. Eacl: director shall appoint an alternate director w:.o may have
full powers to act for "im when the directosr is not present. The alternates
may participate in meetings of the Board but mav vote only wren they are acting
on bebglf of +he dirzctors concerned. '

20%. All directors should be persons possessing “igh competence and wide
experience in economic, financial and banking affairs. They siall Lold office
for a term of three years and s%all be eligible for re-appointment. They shall
continue to hold e office until their successors are elected.

207, The Board of D1r9ctors s-ould be respon31ble for the conduct of the peneral
opemations of the Bank and shall exsrcise all powers delegated fo it by the
Board of Governors, and in particular:

(g) el=ct t"2 President and one or more Vice-Presidenis of the Bank
and determine their terms of services;
(b) appoint such technical or other suo—commlttee as it deems necessary,

(c) determine the basic organization of ‘the Bank, ineluding the
number and general responsibilities of the chief administrative and
professional positions of +t-e staff of the Bank;

(d) approve the budge: of the 3ank:
(e} prepare the work of the 3oard of Governors? -

(f) 'take decisions concerning particular loans, puaraniees, invest~'
ment in equity capital and borrowing of funds by the Bank and on other
financial transactions, in conformity with the general directives of
the Board of Governors;

g) determine the rates of interest for loans, commigsions for
puarantees and other financial transactions of a gimilar kind;

(h) submit the accounts for eac financial year and an annual report
for approval to tte Board of Governors at eac’ annual meeting; and

(1) determine tre peneral siructure of t'e services of the Baak.
207, The Board of Birectors shall normally meet at the principal office of the

Bank and shall mee! alt lszast once every Lt“ree mont™g or more fraguently if the
buginesa of ths Bank so requires. The directors need not be full time.
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(11i) President of the Bank

202  The President of. the Bank,; o ghall be clected by t-e Board of Directdrs,
shall be the legal representative of + e Bank, e shall also be t-e Chief
Executive and Administrative Officer of the Bank and shall conduct the day—to-
day busineas of Gz Bank under the direction of the Board offDirectors. e
skall be responsible for the organization, appointment and dismissal of the
officers and staff in accordance with regulationa adonted by the 3oard of
Directors.

210. The Presiden: shall be a person of "igl integrity and of the highest
copetence in matters pertaining to the activities, management and adminig—
tration of te Bank, While nolding office, neither the President-nor any
Vice-President shall be a fFovernor or a director or alternate,

211. Thre Pregident shall be chairman of t>e Board of Directors but g-211 have
no vote except a deciding or casting vote in case of an ~qual division., He
may hold office for a term of five years. The term may be renewed unless *'.e
Board of Directors or Board of Governors decides othervige., He sall vacat=
his office if t-e Board of Directors g0 decides,

212, The Vice~-President or in hisg absence any ot'er senior officer of *he Bank
shall perform the duties and exercise e povers of the Presiden® in the event
of the temporary absence or incapactty of the President,

213. The organization chart of +:a proposed Bank is shown in Anmex V. Jn
addition to the Board of Governors, the Board of Directors, Prosident and Vice—
President of tle Bank, the organization clart slows the details of +he operating
divisions of the Bank as discussed under manpower reqQuirements in chapter VI

of the study.

214, The chart, as proposed, applies wh:ether the EADB is transformed into the
proposed Bank or a new Bank is establighad instead. Consequently, in case the-
EADB is transformed, th= existing organization structure of s ZAD3 will have
to be changed in such a way as to conform wi+- the propossd ormanization chart
shotm in the Ann=x referred to above, :

(iv) Mechanismws for maintenance of African character of the Bank

215. Tre President, Vice—Presiden: or Vice-Presidents and the ma tority of the
members of the staff of the Bank slall alwavs be nationals of memher States

of tle Bank, ' .
215. 1In appointing officers and staff, tha President s§'all, subject to the
paramount importance of securing the tighest standards of efficiency and
teclnical competence, .pay due reqard to e recruiment of citizens of “he
member States.

217, Decisions of t"z Board of Directors concerning the appointmen® or
termination of term of office of = Presiden+ stall be taken by a vote re-
presenting a majoritv of the total voring power of t-e members of the Bank.
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The voting power of each member of the Bank may be equal *to the number

218,
In order

of shares of the capital stock of the Bank held by that member,
that the member States can retain conirol of the Bank, they are allocated the
majority of the anthorized capital stock of the Bank of at least 51 per cent,
This arrangement would ensure the maintenance of e African character of the

Bank at all times.
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CI'APTLR IX

TAVEST'TUT RECORD OF T1% NANG DURLIG TR LAST
SIX YIZRS, 1575-1980 AJD PROJTCTS I'T PIATLINE

A. Investment Record of FADB

General

219. The investrient performance of the DADB has to be seen in terms of the objectives
set for the Pank in its Charter and the environment in which the Rank carried out these
objectives. The FRDB, established in 1967 was one of the instrurents “esigned by its
Partner States to carry out the objectives of the Tast frican Corrunity.l/ The Bank's
stated main objective was to redress the imbalance of industrial develorvnent in the
Partner States of the Community by allocating rore o7 its investments to Tanzania and
Uganda. This was to assist the lesser developed two Partner States to catch up with
their more industrialized Partner, Kenya., The Charter of the Tank specifically provided
that the “MDR so conduct its operations that althoudh each of the Partner States holds
an equal amount of the capital stock of the Dank, it would have provided 38.75 per cent
of its total loans, investnents ang quarantees made over a five-year period to Tanzania,
35.75 per cent to Uganda and 22.50 per cent to enya. The 1967 Charter also laid stress
on financing industrial projects of reqional siqnificance; that is, industries which
would cater for the whole of the community. ~mong these industrins were the
concentration of textiles. pharmaceuticals, paper mills, sugar company and electronic
industries in Henya; Lluminium industries, tanneries dyeing and weaving rmills and salt
mines in Tanzania; ‘lood Industries, Poultry products, Cement Industry in Uganda.

220. 'ith the break up of the cormunity in 1977 these inlustries which had been
designed to serve the whole cormunity lost their markets in other Partner States, all
of which were forcel to operate under capacity. Operations of some enterorises
declined to ahout 40 per cent of their former capacity. These develonment tended to
reduce the impact of the EADP on the econonies of the Partner States.

221, The lirmitation of CiADD investments to industrial sectors also tended to reduce
the impact of the Bank on the economies oI the Tartner States. The bank as a result
could not operate with a degree of flexibility that woul® have made its impact felt
in other economic sectors. 2/

222. The /DD during the first five years of its onerations from 1968 to 1972 met with
some success in tryinc to reduce imbalances in the industrial sectors of its Partner
States. The volume of projects approved in Tanzania an? Uganda reflected to some

extent the special treatrent called for in the “2AD Charter. The fact that very much could
not be achieved was due to the fact that enough hankable projects were not forthcoming
from the two lesser developed Partner States.

1/ The East African Community collapsed in 1977.

2/ This was recognized and according to the new Charter of the EADB it will
not oni§ be involved in the industrial sectors as before but will also invest in
other sectors such as agricultural forestry, tourism, transport and communications
ang other infrastructural areas. This will enable the Bank to attain a wider
degree of investment flexibhility.

R A S R B a4
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Ovarall, there was steady growth in EMDn loan approvals during the first five years.
This rose to U£$2.9 millionjin‘1972. This trend was reversed in 1973 when F2DD loan
approvals declined to US$2.9 rmillion. The sharp decline in loan approvals was due mainly
to disruptive political chances in Uganda.3/ The loan approvals picked up the following
vear, and continued the upward trend in subsequent years, reaching a peak of US£10.4

riillion in 1977 and declined thereafter.

223.

3/ The political disruption in Ucanda, was a major factor in the decentralization
. Of the operations of the 3ank in 1973 to reqional offices with complete appnraisal ané
sunervigion of nrojects in lairohi and Dar es Salaan in addition to the one in Kampala,

the headquarter of the IADE.
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224. Table 1 shows the === 1+ - Tocord of the LiND from 1975 to March 1981. Es the
Table shows loan approvals fell from the peak ficure of US$10.4 million to very low
fiqures of C5$1.1 wmillion and US31.6 nillion in 1979 and 1980 respectively. The low
investment record frew 1975 to 1980 was caused by the collapse of the community in 1977
and the uncertairty of the future of the ELDB which followed the collapse. The . ‘
uncertainty affected the cperatinne of the Bank as well as its ability to raise funds

in the three yeurz. Deszide the decline in loan approvals, loan commitments and dis-
bursements also deslianad as shown in the Table. As to BADE equity investments, there have,
been no dickhurzs 2777 ol rl new equity investments approvals since 1978. Thers
are howewcr in 77 gLl Uil Luvociment record will improve in 1231 as the March
figures of 1207 Iimn gherm dn the Table, .

225. Inspite o¢ ths aptarvent posr investment performance of the EAND, it obtained a
fairly gocd earniugs wocord throughout the period except in 1977 when it recorded a nct
loss, In the fiwee vears, 1878, 1972 and 1980 when it performed very badly, its return
on paid up par can’s 5.25 per cent and 2.8l per cent respectively (see
Table}. in linx as3e to 10.57 per cent. It was at the sane time able to
acewmilate roesern ned earnings throuchout the period. This stood at UE55.4
million at the =rd of 1981. The Nank wAas also able to transfer funds from its
earnings to -"pooricl amounted to US£2.3 million at the end of March 1981.
LADD's lono—licerm Lors 250 increased throughout the period. %hile it could not
horrcw betwen 19735 it drew on earlier committed loans by the World Bank
and the ADD Jduviuang i

B. Prejecis I the pivcline as at 31 July 1981
226. There weince thiw four projests in the pipeline in the three Partner States as at

31 July 1231 Lal Urojects cost was US3403 million. EADB's share of the total

from MADY was U59480 million or 12.08 per cent of

cost, that is T 2

tHe total proi: D E hn ie nrojects,. ten were in Tanzania. These amounted o
Uss125 milliic, 3 shar? of this amount was US$1l4.5 nillion or 11.06 per cent.

In Xenya, th 13 prndacts in the pipeline amountine to US$225.9 rmillion. EMDR's

share of fb_, wam TSI 3.9 willinn or 6.14 per cent. In Uganda, there were 1l projects

in the pipeiine il a toial cost o7 UES52.1 million while IADB's share of this cost was
usg20. 3. h‘; LA 9T 32,9 par aeul of the cost. . The details of the projects in the pipelin%
in the three Tarun.? $iatns :¥e zhown in Annex VI, Table 1.

4/ since its inceodion the DADD has raised two loans from ADR, UA 2 000 000 and
5 000 000 (oquivelent U7 wsST 400 UOO zt current rates), two loans from IDRD, USS3 000 O
and USSIL 000 ALt o U liens Yorns fxo:r 8IDA Skr. 25 A00 000, 30 000 000 and 10 900 000
{equivaient o 0.0 So0 000 . oner .t rates). In the case of loans from ADB, IBRD and
the first icon Lo T70, gowirte.s ware given by member States. These loans having
maturities 1 mgine Jvow 10 o 30 vears.

e e B 1 e
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DD, 1275 to ‘arcn 1961

1975
Loans
Approvals 2.062
Cormitments 13 978
Dishursements 7 479
Tquity inVesfmengg
Ipprovals 1590
Commitments 150
Disbursements 159
et income . 274
Return on paid

in capital 1.65%
Reserves and

retained

earnings 3 667
Special funds 391
Borrowing

term leoans 9 332

First guarter of 19&l.

Up to July 31, 1981,

8 924
5 857
9 030

313

427
2.57%
3 470

718

17 790

1977 1978
10 363 5 338
7 625 7 200
5 378 7 134
50 “250
50 250
T 1 040
(1.07%) 6.26%
3 586 4 497
1 008 1 1390
15 182 23 096
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1979 1930 1981 2/
1 125 1 610 2 72060/
1 625 2 553 2 726h/
1 220 3 903 1 962b/

278 467 439
5,28% 2.81% 10.57%
4 977 5 097 5 498
1 €51 2 209 2 320

25 371 28 377 28 501
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c. Progpect for BADD

227. ©s mentioned above the.new Charter of the EADD has widened the scope of the
activities of the Bank into other economic sectors. The impact of the Pank on the
economies of the member States can now be exnected to increase significantly. There

is also provision.in the new Charter of the TADD to widen the membership of the Dank

to include other States of Tastern and Southern Zifrica. This may be seen against the
fact that the DADR has developed an institutional capability to handle national and
rmltinational projects and has assembled a hody of well-trained professionals that

would enable it to respond to the needs of a wider constituency. L .

'228. looking to the future, the EIDB has moved on two fronts to further improve its
capability to assist present and prospective clients,to improve its financial policies .
and to enhance, its image. First, the Bank's managerent has been actively pursuing
with a number of financial institutions the extending of concessional credits to it,
within the next two years, aimed at substantially increasing the Bank's capability

to finance viable new projects. Coupled with this, the Governing Council of the Bank
has decided to establish an AGvisory Panel to advise the Bank on its financial policies
A number of eminent persons have been invited to serve on the rdvisory Panel and have
accevted:
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CImPTTe o

LJDIT 0D VALOUTIOW OF I58T70 AT LIVLOILITING OF TiR I58T IFRIcK:

- dad g

DEVELOPMENT BANK, STATUS FND MECHAIISMS FOR THEIR SETTLEMENT

22%. In oxder to provide adequate information on the basis of which 2 Jdecision-
coull be taken on whether or not the fast Zfrifan Developnent Lank should be
. convertad into a Subregional Development Lanlk an audit and valuation of the assets
and -liabilities of the East ifrican Develooment Bank was undertaken by an expert group.l/

(2) ° Balance sheet as at 31 ‘larch 1931

230. The accountants preparcd a balance sheet of the Iast African Develorment Ban:
as at. 31 larch 1951. It was oricginally intended that the balance sheet would bhe
prenared- as-at 30 June 1981, but this was not possible for a number of reasons.

231. 1In the opinion of the accountants, the balance sheet presented in Mnnexn VII,
Table 1 reflects a fair view of the statement of the financial condition of the
Bank as at 31 MMarch 1931 in accordance with the concent of historical costs.

232, 'The balance sheet reveals that, in terms of liqui” funis, the Zank is healthy,

having net curreant:assets to current liabilities of rmore than 3 to 1. The net worth
of the Bank is equivalent to USS24 359 000. : :

(b)) Valuatibn of assets and liabilities

233. In-the opinion of the valuation tean, the depreciated replacement cost of the
fixed assets (equivalent to USS9 475 000) attributed to the 31 rlarch 1981 book value
of these assets (equivalent to US$2 %39 000) -as per Table 1 below, represents a true
estimate of these assets. The values assioned to the other assets and® liabilities

. represent a fair and objective zassessment of their worth.

1/ The Tean comprising tuo accountants, one economist and a lawyer; visited
the headguarters of the EIDD in “lampalz, its rerional offices in Dar es Salaam and
‘lairobi as well as a number of projects financed hy the DADR.
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TAILT 1
Summary of valuation of fixed assets
(ng Q00) :
Depreciated
Original Book value replacement
205t cost
Land and buildings 3 450 2 £3R 9 923
Tater reticulation plant 125 132 116
Furniture and fittincs 430 - © 165 275
riotor cars : ‘ 80 34 ’ 51
Total 4 295 2 932 3 475

234. The accountants and the other mermbers of the valuation team visited the plants of
several of the Bank’s clients and held discussions with their senior management staff.
Ixtensive discussions vere also held with the Zank's senior management as well as with
the Bank's auditors. The Bank's portfolio, includine its loan agreements, was
scrutinized. : ' :

235, In reviewing the 3Sank's loan and equity portfolio, the valuation team took into
account the fact that, in general, almost all the projects in the Bank's portfolio

have been affected by one or more of the following constraints: " lack of capital,
shortage of managerial and technical skills, failure to utilize existing capacities
effectively, limited size of markets, extended “elays in implementation, shortage of
cheap sources of power, overvalued exchange rates and a deterioration in the balance of
payrments of the countries which currently own the Bank. These have led to restrictions
on imports of vital raw materials and sware parts. The latter problem became most
acute during the course of 1980. &L severe shortage of foreign exchange hot only limited
the operational scope of eunisting industries bLut also *requcntly delayeu or made
1?00551ble the planner 1rolementatlon of new projects.

236, The accountants were satisfied that the provision for Jdoubtful investments
equivalent to US$2 800 000 established by the Rank as at 31 "larch 1981 was adequate.
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“{g). The impact of the decision. by the Uganda Government to allow the Shilling to
: float with effect from 1 June 1981 on the assets anc liabilities of EADD
as at 31 March 1581 '

237. The decision to float the Ugandian shilling fror 1 June 1981 has had no impact
whatsoever on the assets and liabilities of EIDB as of 31 'darch 1981, Tlowever, to
the .extent that the decision has resulted in a substantial movenent of the value of
the Ugandan ghilling away from its official:basé of Shs. 2.66 to the SN2 (equivalent
to Shs. 7.8 to the United States dollar) on or after 1 June 1981; the value of the .
Bank's assets and liabilities will be affected in varying degrees to the extent that
Bank's holdings are held or realiseable in Uganda'’s shillings. The EADD is of the
view that it is too early to measure this impact at the nresent time. In this
connexion, it should be noted that EADE has already commissioned a study on the impact
of the floating of the Ugandan's shilling, particularly with regard to EADB'S
investments in Uganda. The study is expected to begin sometime in’ Septerber 1981 and
be completed in about three rmonths after commencement. MNevertheless, a tentative
attempt has been made to measure this irpact. The results are described below:

238, Though the Ugandan’s shilling was alloved to float from 1 June 1981, its value
did not change materially until & June 1981, in terms of US$ and other currencies

but on 9 June 1981 the rate rose from Shs. 5.44 to 77 and on 11 July 1981 it was

Shs. 78.30 against the US dollar. This means that the Ugandan shillings in terms of
goods and services acquired from outside Uganda to be paid for in s dollars has
- depreciated by about ten times prior to 2 June 1981. . The assets of TADL affected

are. those assets held or realizable in Ugandan shillings which are to be transferred in
convertible or other currencies, for the purpose of settling foreign obligations
namely: cash and bank balances; short-term investrments; loans receivable: and interest
receivable in Ugandan shillings. Vlith recard to short-term investments and cash and
bank balances in Ugandan shillings; the EADB has stated that the Cank of Uganda
(Central Bank) has acgreed that all project renittances payable in Hreign currency
before floating the Ugandan shilling will be transferred at the old rate of exchange
and that the Bank of Uganda's approval amounting teo US$2.75 millions (equivalent

to shillings 22 nmillion of old Ugandan shillings) has been qgiven. Thisg exceeds the
holdings in treasury bills and cash and bank balances in Ucgandan shillings. [To loss
would be incurred when the transfers are eifected.

239. The interest receivable in Ugandan shillings as of 2 June 1981 was Ugandan

ghs 6.2 million, which can either be used for meeting the expenses in Ugandan shillings
or for settling the liabilities in Ugandan shillinags or . for both. Rence, the FLDB
may not incur any loss in value in respect to this iter,

- 240. toans receivable and equity investments hy EIDB less provision for possible
Joan losses stood at Ugandan- Shs.292 million on 9 June 1931. Of this amount only
Ugandan Shs. 13.73 rillion were actually receivable in Ugandan currency. The hook
value of the loss which may be incurred is ecuivalent to Us51.5 million. Furthermore,
an additional provision ecuivalent to US$1 million has to be made in respect of one
borrower whogse anticipated default on a loan made in foreign currency has been
astablished at ol< Ugandan $hs.8.9 million, but the value of which should at present
be based on new shillings. In this connexion, it may be noted that all the

horrowers’ fixed assets are mortgaced to ELDE and hence ENDD igs of the view that the
loss may not be substantial.
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211. As of 9 June 1981 the net liability -of ERDR to its sundry debtors and creditors
was Uqandan Shs.1.C nillion. The bocok gain on account of this woulu ‘be US50.2 million.
However, to the extent that this net liability has heen incurred in local currency there
will be no real gain to EI

242. From the above analysis it can be seen that the real impact on the asgetg of TADB
is confined only to its loan portfolio, for which:an additiongl:provision equlvalent
to 08s2.5 m;lllon has to be macde for neeting any vogsible losses in this respect.

(d) Supple@enfary financial information

"243. In addition to the financial information provided, namely, a balance sheet as'
at 31 March 1981 (Annex VII Table 1) and a valuation of fixed assets and lxabllltles
(Table l), thée following financial 1nfornat1on is prov1ded in the form of tables of
the Innex VII. '

(a) Comparative halance sheet at 31 December for each of the years 1976
to 1930, and at 31 darch 1981 {(inne:,VII Table 2}.

(b} Comparative profit and loss account for the same periods as in:
(a) above (ﬁnnex‘VII TableiB).

(c) Surmary of financial activities (loan approvals) . cormitments, disbursements,
" income, paid~un capital. borrowing, etc.) for each of the years 1972 to
1980 and at 31 lfarch 1981 (Annex VII Table 1)

(e} Status and mechanism 'for settlement of assets and 11ab111t1es of the
T*"ast nfrlcan ﬁevelopment Bank ‘ e s

244, The ‘transformation of DADZ into the proposeu Bank will involve the, settlement of

he CADB's net assets between the proposed 3ank and the current owners of. EMDB.. 1In
determining the modus operandi to be followed in this regard; consideration should be
given to the most appropriate mechanism whereby an equitable settlement of the net
assets of EADD could be made. Two alternatives are proposed:

(i)'i The ﬂroposeé Bank may ' take over all the assets and 11ab111t1es of ERDB
"and compensate its present owners for the net worth of the FADE;

- {ii) The proposed Dank may take over only the paysical assets and the present
- staff of EADD. The remaining assets and liabilities of EADE may be trans-
ferred to a special fund to be administered by the proposed Bank.
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245, The implications and vossible merits and demerits of the above alternatives
_are set out briefly as follows:

The First alteérnative involving the take-over. of all the assets and liabilities
of TADB by the proposed Gank and compensating its present owners for the net worth,.
implies that the Bank will be responsible for all the projects which are financed by
LADD in the three Partner States. Moreover, since most of the horrowings £rom external
sources against these projects are quaranteed jointly and severally by the three
Partner States the Bank may become involved in negotiations with the present lenders
of FADB in order to consider extending these joint and several guaraﬁtees to all eighteer
members of the Bank. : -

246, Secondly, it may not be equitable to involve the other members of the Rank in
borrowings guaranteed by the three Partner States alone in view of the fact that the
projects which are financed by FADB are exclusively in the three Partner States.'

247. Thirdly, the valuation of assets and liabilities of TADB was done in July-.
August 1981 and should the negotiations between the owners of LADD and the Bank
hecome protracted it may be necessary to carry out another valuation since the values
of assets and liabilities may change by that time. This may delay the commenceneant
of the operations of the proposed Bank. - ‘ ‘ :

248. The second alternative suggests that the proposed Dank, should take over,

in addition to EADB's present staff, only the physical assets which are identifiable
as cash and bank balances, money at call and short notice, bank deposits and fixed
assets (1and;‘buildings,_ﬁurniture and eguipment, motor vehicles etc.). The remaining
assets cohsisting mainly of projects financed by EADB in the Partner States, and of
liabilities: which are mainly external borrowings, guaranteed by the three countries
could be transferred, as indicated above, to a special fund to be administered by -

the proposed Bank. Based on the valuation rade, the three Partner States should be

- compensated by the Dank for the assets taken over in this réaspect. The Bank may charge
a fee which should-be agreed between the Bank and the three Partner States for
adminigtering the proposed 'Fund'. The three Fartner States will continue to. be.
liable for the repayment‘of_the_externalﬂbof;qwings'and repayrent of nroject: loans
financed by FADZ -in their respective countries, until such a time as these -are fully
liquidated. S ' L R ) L '



g s S S YA S IR —H e AT R e YR S P b T e e S

BCA/MULPOC/TUSAKA/PTA/X/3
Page 78

CHAPTER XI
CONCTUSIONS

249, The preceding chapters of this study have dealt with the economic problems of the
countries of the subregion, and the need-and viability of a subregional Trade and
Development Bank., : ' '

250. The analysis of socio-econamic problems in Chapter IT has shown that the econamies
are characterised by slow growth rates of GDP, low domestic savings and gross fixed

capital formation, balance of paymeits and foreign exchange problems, heavy external

debts and inadequate inflows of development finance. Subsequent chapters deal with .
institutional and resource gaps and the need for a Trade and Development Bank, conditions
for its viability and effectiveness of its operations.

251. The purpose of this final chapter is to sumarise the conclusions.

252.. The study (Chapters I and II) has demonstrated that there is an urgent need for the
establishment of a subregional Trade and Develomment Bank which, in the light of the
- socio-economic problems identified and the ‘existence of institutional and resource gaps,
will contribute in the mobilisation of damestic and external resources. and their effective

use with a view to self-reliant and self-sustaining development.

253. . To be effective and viable, the Bank will require a capital stock of US$800 million
during the first ten years. : ' ' , ,

In determining this amount, consideration has been given to the operational cost
of the Bank, expected volume of its business transactions, ability of the member States
to subscribe the required capital stock and the capacity of the Bank to. raise loans from
external sources. Out of the authorized capital of the Bank, it is suggested that one-
third US$266.5 million be paid~in and the remaining two-third US$533.5 million be callable.
In order to minimize the burden on the merber States, it is suggested that the capital
stock of the Bank be openéd up to non-subregional member States and institutions from the
comencement of .its operaticn. The subregional member States may subscribe at least 51
per cent of the equity (i.e. US$408 million) so that they will have majority share. The
remaining 49 per cent (US$392 million) may be allocated to non-subregional member -States
and institutions. Other possible sources of finance for the Bank are the cavital surplus
oil-exporting countries, and institutions such as ADB, IBRD, KFW, SIDA, BADEA, OPFC Fund, -
etec. These countries and institutions would be useful to the Bank as sources of paid-in
and callable capital, sources of loans and guarantees, partners in co~financing and
contributors to special Funds. With regards to the paid-in portion of the equity, it
is further suggested that the subregional member States should pay 50 per cent of their
share in convertible currency and the other 50 per cent in the national currencies of the
respective member States. Thus the foreign exchange portion of the paid-in capital
payable by each member State would be only one-sixth of its subscribed capital. This
would to some extent alleviate the burden in foreign exchange subscriptions of the
member States. The non-subregional member States ard institutions would be required to
pay their entire paid-in portion of the equity in convertible currencies.
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254, With respect to the form and time of pavment of tho paid-in capital of the Bank,
it is suggested that this should be spread over a period of four years, with 40 per cent
payable during the first year and the balance in three equal yearly instalments.

255. The study has shown (Chapter V) that the mamber States have the capacity to pay the
amount of US$408 million representing the subscribed capital of the Bank allocated to them.
A modified ADE formula has been adopted for computing the r*apac:.ty to pay. ”ht, indicators
used are Gross Domestic Product and not export of goods and services.

256. The study has also demonstrated (Chapter V) that it will be necessary to have a
Trade Fund of some US$70 million allocated fram the ordinary sources of the Bank. However,
it is suggested theat such o Fund might not he feasible during the first two years of the
operations of the Bank, as the Bank might not have adequate resources for this purpose
since it will be operating on equity subscriptions and there is 2n acute shortage of
trained menpower in this field in the subregion.

257. Other special funds may be required to improve the offectiveness of the Bank
{Chapter V). However the creation of these funds should be delayed until the Bank has
sufficient funds.

258. In the study the pros and cons of establishing a new Subregional Develooment Bank
or converting the existing Fast African Develoment Bank into a Subregional Trade and
Development Bank have been evaluated (Chapter VI).

259. The main advantages of converting the East African Develorment Bank are that, in
addition to avoiding the proliferation of multinational finance institutions in the
subregion, the larger institution will benefit from inheriting the:

(2) Physical facilities of EADB such as the ten storey headquarter building,
staff houses and technical library:

{b) EADR's well-trained and experienced professional staff;
{(c) Institutional capability in handling naticnal and multinational projects:

(d) Well established external contacts with hilateral and maltilateral financial
institutions.

260, It should however be noted thet, the transformation of the East African Development
Bank into a Subregional Develcpment chk will be contingent on successful negotiations
with the present owners. In ddition to othar matters., topics for negotiations wili

have to include the tricky issues relating to scttlement of asscts and liabilities.

261. Two alternatives have been suggested for the settlement of assets and lishilities
of EADB. The first alternative is the takeover of all the assets and liabilities of
EADB by the proposed Bank and compensating its present owners for the net worth.

262. The second alternative is that the Bank mav take over only the physical assets and
the present staff of FADB ond compensate its present owners on the basis of the valuation
made. The remaining assets and liabilities of FADB may be transformed into a special fund
to be administered by the proposed Bank. The three partner States will continue to be
liable for the repayment of the externmal borrowings guarantced by them and also the
repayrent of project lcans financed by EADE in their respective countries until such a
time as these are fully liquidated.
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263. A subregional flnancma institution will rocuire pOllC‘{ organs and a secretariat.
It is proposed in the study (Chapter VIII) that these should bes ‘

(a) Board of Governors which will be tiw: highest authority consisting of
one governor (representing cach: member) and his alternate;

(;}:3). , Board of Directors consisting of seven directors out of whrxn five Wlll be
elected from member States of whe subregion;

(c) uecreurlat, under the directorship of a President (Chlef Executive Officer)
assisted by a Vice-President(s) anﬁ such other officers as may be necessary.
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Table ‘1
_PAYMENT BALANCES-ON..CURRENT ACCOUNT €MIBLIONG OF US DOLLAR) ..o

1872 1973 1974 1975 . 1976 . 1977 . 1978. ... 1979
Botswana . . cee =341 0.5  25.9 ~45.2 1.2
Ethiopia’ 8.1  43.2 56.0 -46.4 -32.6 -B83.5 ~-111.1  =92:0
Kenya -68.1 =-126.0 ~-310.8 -228.5 -119.1  -58.3 ~653,5 -477.7
Madagascar 34,7 -10.7  -42.5 -55.9  -28.9  -18.7  -8l.4 ~-432.8
Molawi -49.1  =27.7  -35.7 =78.9  ~4z.3  =37.4 -125.5 -201.7"
Mauritius 15.5 0.4  54.5  17.7 -36.1 -78.5 -119.8 -137:8
Scychelles el oo e cee 9.2 -89 ~9.5 " -14.2
Scmalia -7.2  =38.7  -52.2 oo -69.2  -32.8  -65.0 -205.4
Swaziland oo ... 56,7  68.2 42,5  20.0 -89.0  =70.9
Tanzania -65.7 -107.5 -288.0 -230.0  -33.8 70,1 474.0 ...
Uganda 16.5  43.0 -24.3  -56.1  43.2  68.1 =-130.7  26.7
Zambia -208.5 129.9  15.8 ~72L.2 -124.7 -217.2 -240.4 1718
Zimbabwe 1/ . cee coe  =127.9 14.5 ~£.7 27.6  ~72.8

Source: IMF, Balance of Payments Year Book, December 1980.

1/ Reserve Bank of Zimbabwe: Quarterly Econawic and Statistical

Review, June 1981.
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Table 2’
FORETEN' EXCHANCE" RESERVES O} SomE OF THE ‘COUNTRIES OF THE ' SUBREGION
MILLIONS OF US DOLLAR)
1973 1974 1975 1976 1877 1978 1979 1980

Botswana vos ces e 72.32  96.70 146.34 261.32  33£.04
Ethiopia 157.8  255.2  268.7  286.8  204.4  152.9  172.2  74.9
Kenya 197.6  191.0  169.0  272.3  504.9  338.3  519.6  466.0
Madagascar 51.3  49.2  34.5  40.0  60.6  47.9 5.0 ...
Malawi 56.57  71.58 56,12  21.21  82.79  70.51  65.49  68.35
Meuritius 55.0 1277 156.5  80.0  €3.5  43.7  28.4  90.7
Seychelles 427 5.0 631 6.9 1138 913  1L.70  17.84
Scmalia 26,9 32,1  56.3 750 1149 1200 35.4 ...
swaziland =~ ... 11.93  43.20 69,97  91.22 112,01 110.85 153.80
Tanzania 124.0  48.2° 64,1 106.4  275.0  91.9  64.3  20.3
Uganda 12,9  10.6  27.3  43.5  4l.8  34.5 11.8  16.8

Zambia 185.5 150.1 123.6  70.% 52.5 35.3 74.4 78.2

Source: IMF, International Financial Statistics, 2 June 1981.
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Table 4
GROSS DOMESTIC SAVINGS AS A PROPORTION OF GDP (IN PER CENT)
1970 1971 1972 1973 1974 1975 1976 1977 1978 1979

Angola 18.5 17.% 23.1 16.5 15.1 1l.2 5.4 6.6 5.5 5.9
Botswana 4,9 25.4  27.0 29.5 25.4 30.% 2.3 17.7 19.9 15.0
Canoros 3.4 11.% 17.8 10.8 -=3.3 3.1 -3.2 =2.8 -1.0 -0.7
Djibouti 12.0 15.1 15.0 13.5 8.5 4.8 7.4 5.9 1.1 0.9
Ethiopia 0.0 10.6 11.8 11,2 5.4 8.5 9.2 5.9 1.6 9.7
Kenya 20.2 1.7 1:4.3 21.3 21.3 17.Z 19.9 23.0 19.3 21.6
Lesotho -26.8 -45.1 -52.4 -48.4 -58.1 -8l.¢ -127.7 -140.1 -126.4 -113.2
Madagascar 1z.0 12.1 1l1.0 2.3 15.9 17.3 15.4 16.2 15.5 15.5
Malawi 13.3 8.3 13.3 12.6 12.2 11.0 12,0 14.1 17.2 14.8
Mauritius 4.1 16.6 14,2 22.8 29.3 Z2Z.5 22.9 22.2 30.7 33.8
Mozambique 10.4 12.2 12.0 9.4 12.5 12,7 11.7 9.1 10.1 7.9
Seychelles -5.6 -12.9 26,0 13.8 14,4 8.7 11.3 8.6 12,5 13.1
Somalia 7.9 8.3 12.2 2,9 ~0.3 7.6 6.9 8.3 7.3 7.0
Swaziland 32,2 28.2 16,3 28.7 26.1 17.8 23.8 36.8 39.5 36.2
United Republic

of Tanzania 18.1 1le6.3 20.4 15.2 8.4 8.4 17.4 16.0 8.3 8.2
Uganda le.4 10,4 11.8 12.5 11.5 7.5 5.6 5.0 12.3 11.9
Zambia 43,8  42.9 46.0 46.9 48.8 45.7 52,5 56.5 56.4 56,4
Zimbabwe 2.6 19.6 21.2 25.7 27.6 23.1 22.5% 18.3 14.6 13.3

Note: Minus sign implies expenditure is more than GDP.
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. Fable 5
GROSS FIXED CAPITAL FORMATION AS A PROPORTION OF GDP (IN.PER CENT)

1970 1971 1972 1973 . 1974 1975 1976 1577 1978 1979
Angola 13,1 14.2 146 13.4 11.5 8.3 10.8 11.5 12.7 13.0
Botswana 33.4 47.6 51.8 54,5 51.1 48.9 52.1 60.4 58.4 71.0
Cororos 26.6  25.2 8.6 30.0 322 27,7 19.0 0.8 20,5 20.8
Djibouti 14,0 26.2 26,3 2:.0 4,28 12.9 10.5 8.0 7.6 7.7
Ethiopia 1.8 1.5 7.8 6.8 7.3 6.8 6.5 €2 6.4 6.4
Kenya 18.6 z2.0 20,1 18.1 15.9 153 14,7 16.0 18.4 17.9
Lesotho 9.9 11,7 13.1 24,7 15.2 13.7 13.2 13.2 12.9 13.3
Madagascar 14.6 15,9 '13.1 14.0 13.8 13.8 12,5 128 127 13.5
Malawi 22,9 16,3 19.4 16,3 17.8 18.8 15.7 14.3 18.4 13.1
Mauritius 13.8 14.9 153 20.7 19.6 24, 23.2 22.8 23.1  22.0
Mozambique 13.2 13.0 12,6 11.3 9.2 7.5 8.5 ‘8.7 8.6 8.6
Seychelles 39.7  40.4 58,6 48.7 44.0 £1.7 477 42,2 43.5  46.2
somalia 15.4 159 16.6 18.1 21.0 211 228 24.3 25.6 25.3
Swaziland 22.8 23,9 22,8 z2.5 20.0 18.7 19.6 16,9 16.3 15.5

United Republic ' - -
of Tanzania 20,5 22,0 20,5 18,3 19.0. 18.7 18.4 17.7 16.7 16.7
Uganda 16.8 17.4 12,5 11.3 12.1 8.9 7.3 6.1 7.6 7.6
Zambia 27.1 317 29.9 28.7 33.8 29.8 20.8 20.3 21.0 21.0
%imbabric 16.8  16.9 21.0 21.6 21.4 16,7 12.7 ©12.1

16.2

15.9
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Table & 7 S
~ OUTSTANDING EXTERNAL PUBLIC DEBT AND DEBT SERVICE PAYMINTS
OF SOME COUNTRIES OF THE SUBREGION (MILLIONS CF US DOLLAR)
T 157 1974 1875 1876 1977 1578 1575
Botswanas: Disbursed 112.9  134.1  147.3  155.2  180.9 1:0.7 135.6
Dobt Sorvice 2.5 3.1 6.9 4.3 5.8 8.2 101
' Comoros: Disbursed 1.6 2.7 3.9 27.5 37.4 45,7 52.8
- Debt Serviece - 0.1 0.1 0.4 0.5 0.7 1.0 1.2
- Ethiopia: Disbursed £57.7  £%2.5  353.4  £12.9  457.4  511.0 £°0.0
Debt Service 22,1 21,2 26.2 25.0 76.0 26.3 26.3
Renyas Dishursed 445.9  517.1 570.3 701.8 918.4 1,08%5.6¢ 1,429.0
Debt Service 29,7 34.3 36,2 ra. 4 57.3  108.2 104.3
Lesothos: Dishursed’ 8.3 10.2 14.1 1.1 24.1 32.7 51.8
Debt Service 6.4 0.3 0.3 0.5 0.5 1.2 1.4
Madagascar: Disbursed 116.€ 137.1 168.1 1£0.6 212.24 277.©¢  347.7
Dbt Service 12.1 3,7 11.5 12.4 12.8 14.9 18.0
Malawi: Disbursed 201.2  227.}  243.5 256.9  300.3 399.3 /3.3
Debt Scrvice 11.0 14.3 16.5 14.6 17.6 23,5 27.0
Mauritius: Disbursed 34,8 40.9 A5.7 50.7 70.€ 151.9 226.9
_ Debt Service 2.4 3.0 6.0 3,4 6.5 10.6 18.8
Samalia: Disbursed 126.8  174.1 237.5 285.6 3£3.8 500.0 545.7
Debt Sarvice 2.0 3.5 3.0 2.9 3.7 A7 0 2.1
Swaziland: Disbursed 36,9 36,2 33.7 40.8 82.3  103.1 146.2
Debt Service 16.0 A0 3.3 2.6 2.2 4.0 5.7
Tanzania: Disbursed %63.7  619.7  797.¢  907.6 1,079.4 1,094.7 1,153.4
Debt Service 31,9 23.4 29,8 27.7 36.1 38.2 39.4
Uganda: Disbursed 167.3  184.3 187.4 213.2  220.0 252.2  245.0
Debt Service 22.3 11.6 7.3 €, 12.8 4.4 2.7
Zambias Disbursed 655.2  762.2 1,098.8 1,251.1 1,391,7 1,350.3 1,558.6
Debt Service 3¢2.7  105.¢ 88.5 112.7 181.0 191.4 300.6

Source:

IBRD, World Debt Tables. Vol. IT » Octobcer 1880,



1/ Countries with 1870 GDP per capita of less than
*adagascar, alawi, rozambioue, Somalia and Tanzania.

total of $15,670 million and growth rate of 4.3% per annum.

projected as 13.3% external gap nrrojected as 2.5% of A0,

2/ Countries with 1976 GDP per capita of between
Djibout, Kenya, Lesotho, Upanda, Zanbia and Zintahwe.
total of 518,020 million and growth rate of €.0% per annum.

nrojected as 23.7%. Fxternal fap projected as 4% of AP,

3/ Countries w
Botswana, Mauritius, Sey~helles an! Swaziland.
of 51,730 million and srowth rate of 7.1%
nrojected as 25.4%. External gap nrojected as 2.8%

Note:

Total External fap

18,429

ner annum.

20,

ith 197 NP per capita of between $521 and $1075.

ADP projection based on 1973 total
Investment GDP coefficient

of GDP.

= (.025x196,040) +(.04x315,489) +(."23x31,599)
= 4,024 + 12,620 + 355

Includes

) ECA/MULPOC/LUSAKA/PTA/X/3
‘ ' _ Annex II
Table 1
ESTIMATING THE RESOURCE GAPBASED ON IBRD PROJECTIONS
: .3~ (MILLIONS OF US DOLLAR) . . .
Grour Il/ GGroun IIE/ Group IIIE/
Year cop Investment GDP - Investment 6GOP Investment
1982 16,177 2,232 23,269 5,514 2,276 533
1943 ;16,373 2,328 24,305 5,279 2,430 570
1984 - - 17,598 2,428 26,442 6,266 2,611 611
1685 15,558 2,532 25,157 6,080 2,796 654
1966" 110,144 2,642 30,048 7,121 2,995 701
1867 - 19,968 2,756 32,031 7,581 3,208 750
1088 - 0,526, 2,574 34,145 3,092 3,435 504
1950 21,722 2,008 36,339 3,627 3,679 - 861
1990 - 22,656 3,127 38,801 9,196 3,941 922
1991 23,630 3,261 ' 41,362 9,303 4,220 - 957
Total .|
1082-91 196,549 27,178 315,489 .. 14,769 31,599 7,393

265 Includes Comoros, Ethiopia
AP projections based on 1973
Investment GNP coefficient

£265 and $530.Inc1udes Angola,
GPP projections based on 1976
Investment GNP coefficient
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Table 2

TOTAL AND PER CAPITA LENDING BY IBRD, ADB ABDB AND ADB—/

1075

L

1973 1974 197¢ l‘
Total |Per Capita| Total |Per Capita| Total |Per Canita Total. | Per Canita ﬂ
(5m) (%) $m) ©) (i) (%) (5m) ©)
mop 2 13450 | 1.27 | 7020|255 o700 | 3.4 1022.9] 3.52
1DB 453.0 1.58 635.6 2.15 646.2 2.13 771.6]  2.48
SWB-/ 303.4 n.56 374.4 n.67 ic4 .4 n.56 ;540.6 n,n2
ADD 42.5 0.15 3.1 0.30 103.1 0,33 96.5 N.31
Source: African Development lank: Pesource

Development Eank,

1/ Exéluding concessional loans.

1977-1966.

2/ Lending to African countrles only.

3/. Note should be taken of the fact that India, which of its

own accord does not borrow from ASD3D, 1is exc

_ estimates.

luded from. these

“obilization for the African
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Table 3
PER CAPITA LENDING AND CORRESPONDING TOTAL
LENDING CF PROPOSED SUBREGIONAL BANK
$0.50 51.00 52.00 £2.50
1/ Per Capita Per Capita Per Capita |Per Capita
Population- Lending Lending Lending Lending

Year (Million) % (Millien) ($ million ($ million) | (% million)
1952 132,90 62,95 139.90 279,80 349.75
1983 143.63 71,84 143,68 237.36 359.20
19384 147 .55 73.78 147 .55 295.10 365 .88
1955 151.54 75.78 151.54 303.08 378.86
1936 155.63 77.82 155.63 311.26 389.03
1957 159.83 79,92 159.53 319.66 397.58
1933 164.15 32.08 164.15 323.30 410,33
1939 168 .58 34.29 165,58 337.16 421.45
1090 173.13 86.57 173.13 346,26 432.83%
1991 177 .81 88.91 177.81 355,62 444 .53
1,581.80 790,90 1,521.80 3,163.60 3,954.50

1/ Based on 1978 total subregional population of 125.76 million
and a growth rate of 2.7% per annum.
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Table 1

BRVAKDOWN OF RECOW:TNDTED CAPITAL ALLOCATIONS

T (7}
v (2) (3) Required in
Convertible

Total Paid=in Callable currency

allocatlonk' (173 of (1)] /2/3 of (1) /1/2 of (3)/7

Angola - 26:88 - - 8496 R A7 5 CI - 4448
Botswana 8.95 . 2.98 5.97 1.49
Comoros 2.97 . 099 1.98 0.50
Djibouti . 3.86 . 1.29 2,57 0.65
Ethispia 36.87 12.29 2458 5.15
Kenya. 59,40 . 19.80 . 39.60 - - 9,90
Lesotho .72 . Ze2d 448 l.12
Madagascar . 27.03 3.01 18,02 4.51
Valawi 14.63 4.88 9.75 - 2.44
Mauritius 12.99 - 4433 B.66 2.17
Fogambique . 18,38 . 6413 12.25 3.07
Seychelles 2.97 0.99 ‘ 1.98 0.50
Somalia . 8.17 2,72 5.45 1.36
Swaziland - 6,76 . 2.25 4451 1.13
Tanzania 45.26 - 15.09 30.19 ©1.55
Uganda 48.41 . 16,14 32.29 8,07
Zambia 34.45 11.48 22.97 5.74
Zimbhabwe 43.21 14.40 28.81 7.20

é/Corresponds to column (6) in Tableb of Ammex IIT.
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Table 2
ALLOCATIONS BASED ON ADB SUBSCRIPTIONS
AND MODIFITD ADB FORMUILA
- | AD3 . By ADB By modified
ountry Shares Shares AD3 formula
. Angola 1,908 26.85 - 27.30
. Botswana 360 5.06 7.59
Comoros 200 2.82 1.02
- Djibouti 200 - . 2.82 2.00
. Ethiopia 3,072 43.21 38,27
Kenya 2,782 © 39,13 - 63.04
. Lesotho 318 4e49 514
Fadagascar 1,400 -19.71 - 27446
cHMalawi 716 10.08 13.83
. Mauritius 1,197 16.97 12.04
. Mozambique 2,000 28,11 - 17.95
. Seychelles 200 2.82 1.02
. Somalia 760 10.69 5.73
. Swaziland 636 8.94 5.18
. Tanzania 2,506 35.25 ~4T.49
Uganda 1,295 . 18,20 50.96
. Zambia 4,468 .16.83 35.62
Zimbabwe 5,000 70.30 45.25
l*/Subsc.t".'Ljpticms as at July 15, 1980. Fxcludes

Voluntary Subscriptions.

e A R g e iR B g
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Table 3
MODIFIED ADB ASSESSMENT 9
e qhare Ofif . Agsessable ,Al Ne?t - Scale of Amount
Country Population Income E?fggsﬁ Assessment  (§ million)

Angola 0.053_ 1,893.4 n.ag/ 0. 0669 2730
* Botswana © 0.0059 45743 338.2 0.0186 7459
Comoros 0.0031 69.8 na?  0.0025 1,02
Djibouti 0.0025 139.7 na?  0.0049 2,00
Ethiopia 0.2453 2;747.1 389.2- 0.0938 38,27
Kenya " 0.1201 4,249.9 1,464.2 0.1545 63,04
Tesotho 0.0101 35644 na?  0.0126 5,14
Madagascar 0.0656 1,915.5 446.1 0.0673 27 446
Falawi 0.0457 963.8 22649 0,0339 13,83
Mauri tius 0.0073 74545 451.7 0.0295 12,04
Mozambigque 0.0787 1,253.0 n.ag/ 0.0440 17.95
Seychelles 10,0005 69.9 nea? 0.0025 11.02
Somalia 0.0296 456.1 140.1 0.0165 6473
Swaziland 0.0042 308.7 242.1 0.0127 5.18

" Tanzania 10,1334 3,362.4 619.7 0.1164 47.49
 Upanda 0.0982 3,715.4 342.5 0.1249 50,96
Zambia 0.0419 2,424.0 757. 4- 0.0873 35.62
“'zimbabwe  0.0547 3,130.4 '”"H;&g/ 0.1109 45425

l/Computed using Table 4.of Annex IIIand formula descrlbed in text.-

g/Data not available but assumed to he equal to 25 of country's

" assesgable income.

(N.B.

the eleven countries with complete data).

i/ﬁid 1978 populatlcn of subreglon.

Net exporis egqual 25n of assessable income of the average for
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Table 4
BASIC INDICATORS
1978 GNP at Debt i
S et mafk?F.P?iQesL/. B Mid-l?TS_j . l978 Exp?r§§_0f2.‘ .Ser?ice
) y Us ¢ Millions) Population Goods & Services ratios?
Ry N Yot T _giodou_..._ ce 6,739 L _‘ﬁ;a.4..u e Telte
. Botswana . 400 - T4 C346.9 2¢5
". Comoros . 70 390 Nede 10.8
. Djibouti _ . 140 . 320 _N.3. ] | Nede
. Ethiopia _ 3,640 31,011  420.8 . T45
Kenya ‘ 4,830 15,187 1,596.7 8.3
. . Lesotho 360 o 1,279  Nede 1.9
« Madagascar 2,050 - 8,298 A61,.2 32
. Malawi . 1,010 5,780 ' 248.6 8,7
. Mauritius : 760 _ 918 -_462.8 2e4
. Mozambique i 1,360 9,945 N Neda Tledy
Seyechelles | 70 ' A3 . ' Nede Neds
Somalia 470 - 3,743 ‘ 151.72/ _ 3.7
Swaziland . 310 526 . 246,0 1.6
Tanzania 3,880 16,871 " 669,22/ | T4
Uganda _ 4,120§/ 12,421 - 350.2 : 2¢20
Zambia 2,530 5,295 | 95543 20.8
Zimbabwe 3,320 6,913 " n.a.  nea. )

l/Patavfrom TERD: 1979 :lorld Bauk Atlas, Washington, D.C. 19

Q/Data from TMF: Balance of Payments Yearbook 1979 Jashington D.C.
except for data for Somalia, Swaziland and Tangania.

é/Da.ta from IBRD: Yorld Development Report: 1980 Wasington, D.C. 1980

é/n.a. = not available

i/Da'ta from IMF: August 1980 International Financial Statistics,
washington D.C. 1980 .

é/Estima'te using data from various sources.
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Table 5§
CAPITAL ALLOCATIONS BASED ON MINIMUI SUBSCRIPTICNS
(¥ million)
- 15 *inimum subscription o '172??lnhm®‘mﬂﬁbriﬁﬁﬁnr'mw

- Uniform Asgessed 'Tot#l; Unfform. Agsessed . Total

© . Country Allgcation +Allooa‘tionl'/= allécation allocation*“dllocationg/b'allo ation
o ?ll N T £ L T 7 SR 5 SR ?6)
Angola. 4.08 22,38 26,46 2.04- 24.84 - 26.88
Botswana 4.08 £.22 10.30 2.04 - 5.91 8.95
Comoros 4.08 . 0.83 A1 2.04 0.93 2.97
Djibouti 4,08 . 1.64 5.72 2.04 - 1.82 3.86
Ethiopia 4.08 31,38 35.46 2,04 - 34.83 36.87
Kenya 4408 . 51,69 55,77 2.04 - 57.36 59,40
Lesotho 4,08 . 4.22 8430 2.04 - 4.68 6.72
Madagagecar 4.08 22.52 26,60 2.04 - 24.99 27-03
Malawi | 4.08 : 11.34 15.42 2.04 - 12.59 14.63
Mauritius 4.08 9,87 13.95 2.04 - 10.95 ©12.99
Yozambique 4,08 14.72 18,80 2.04 - 16.34 - 18.38
Seychelles 4,08 0.83 4.91 2:.04 - 0.93 2,97
Somalis 4,08 5.52 9.60 2.04 6.13 8.17
Swaziland 4.08 . 4.25 3433 2.04 - 4572 6.76
Tanzania 4.08 38.94 43,02 2.04 ¢ 43.22 | 45.26
Uganda 4.08 . 41.79 45587 2,04 - 46.37 48041
Zambia . 4.08 oo 2%.21 33,29 2.04 32.41 34.45
74 mbabwue 4,08 . 37,07 41.15 2,04 - 41.17 43.21

i/Total assessed allocation

g/Tota.l assessed allocation

$408m - ($4.08m x 18) = $334.56m.
%408m = (2.04 x 18) = §371.28m.

il
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Table 6

PROPOSED SCHFDULE OF PAYMENTS Il CONVFRTIBLE C-URR‘E'NCIF'SJ"/

Year 1 Year 2 Year 3 Year 4

(4O%Hof Required (207 of Required (207 of Remuired (207 of Requir-
Country - payment) © payment) payment) ed payment)
Angola  1.792 0.3 0.896 0.596
Rotswana 0.596 0.298 . 0.298 0.293
Comoros 04200 0.100 : 0.100 0.100
Djibouti 0.260 0.130 0.130 0.130
Bthiopia _ 2.460 1.230 1.230 1.230
Kenya _ 3.960 1.980 ‘ 1.530 1.980 -
Lesotho 0.448 0.224 . 0.224 0.224
radagascar 1.804 0,902 . 0.902 0,902
Falawi 0,976 0,488 0.488 0.488
Mauritius 0.368 0.434 0.434 10,434
vozambique 1.228 0.514 0.614 0.614"
Seychelles 0.200 0.100 0,100 "+ 04100
Somalia 0.436 0.218 . 0,218 0.218
Swaziland 0.452 0.226 0.226 . 0.226
Tanzania 3.020 1.510 o 1.510 1,510
Uganda . 3.228 1.614 1.614 - 1.614
Zambia 2.295 1.148 1.148 1.148
Zimbabwe \ 2.830 1.440 14440 1.440

&/Calculations based on Table 1 of Annex IIT and acpunptione made in: tewt.
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PROJECTED EXPORT CF GOODS AND SERVICES
(IN MILLIONS CF 1979 US DOLLARS)
1982 1983 1984 1985
Angola 5,767.7 6,963.1 8,394.7 10,104.9
Botswana 364.1 390.4 418.4 448.5
Camoros 14,6 15.1 15.3 15.9
Djibouti’
Ethiopia 455.1 458.3 461.5 464.7
Kenya 1,824,2 1,964.9 2,116.7 2,280.0
TLesotho 21.0 21.7 22,3 23.2
Madagaéca.r aeo
Malawi 410.6 443.5 479.0 518, 4
Mauritius 982.1 1,075.5 1,184.5 1,389.7
HMozambique 783.9 899.1 1,032.2 1,183.8
Seychelles
Somalia 141,4 144.1 146.9 149.9
Swaziland 342.4 381.1 425.5 477.6
Tanzania 1,072.8 1,113.5 1,155.8 1,199.7
Uganda 463.4 477.2 491.6 506.3
Zambia 1,640.6 1,712.1 1,786.9 1,864.6
: 4,572.9 4,994,7 5,474.2 6,017.7

Z- ]' .

.

Source: ECA and UNCTAD Secretariats Projeéfioﬁs‘;
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Table 8
GDP AT MARKET PRICES
(IN MILLIONS OF 1979 US DOLLARS)

1982 1983 1984 1985
Angola 3,643.6 3,848.3 4,076.0 4,328.2
Botswana 1,359.3 1,436.7 1,518.9 1,605.5
Camoros 108.3 113.7 116.5 119.6
Djibouti cen
Ethiopia 5,885.2 6,178.% 6,474.6 6,785.4°
Kenya 7,363.9 7,792.6 8,245.9 8.725.9
Lesotho 379.7 403.7 429.0 456.1
Malawi 1,386.6 1,482.1 1,584.4 1,693.7
Mozambique 3,481.7 3,769.3 4,095,5 4,472.0
Seychelles aen
Samalia 1,313.5 1,384.2 1,459.0 1,537.8
Swaziland 380.8 411.7 445,3 482.1
Tanzania 5,029.2 5,265.6 5,555. 2 5,838.5
Uganda 6,528.1 6,841,3 7.162.5 7.513.8
Zambia 3,928.1 4,110,9 4,301.9 4,502.1
2 imbalowe 3,065.3 3,104.3 3.137.0 3,181.4°

Source:

ECA and UNCTAD Secretariats Projections:
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Table 9
ASSUMED PAYMENTS OF CONVIRTTELE CURRENCY SUBSCRIPTIONS
TO PROJECTED EXPORTS OF GOODS AND SERVICESY
{(In per cent) |

1982 1983 1984 1985
Angola 0.03 0.01 0,01 0.008
Botswana 0.16 0.08 0.07 0.06
Comoros 1.37 0.66 0.65 0.006
Djibouti .. oo
Ethiopia 0.54 0.27 0.27 0.26
Kenya 0.2 0.10 0.09 0.08
Lesotho 2.13 1.03 1.00 0.97
Madagascar
Malawi 0.24 0.11 0.10 0.10
Mauritius 0.09 0.04 0.04 0.04
Mozambique 0.16 0.07 0.06 0.06
Seychelles
Samalia 0.31 0.15 0.15 0.14
Swaziland - 0.13 C.06 0.05 0.04
Tanzania 0.28 0.14 0.13 0.12
Uganda 0.70 0.34 0.33 0.28
Zambia 0.14 0,07 0.06 0.06
Zimbabwe 0.06 0.03 0.03 0.02

1/ Computations based on Table 7 of Amnex TIT.

to year 1.

In this table, 1982 correspends
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Table 10
" ASSUMED PAYMENTS OF CONVERTIBLE CURRENCY
SUBSCRIPTIONS TO PROJECTED GDPl/
{(In per cent)
1982 1683 1984 1e85
Angola 0.05 0.0z 0.02 0.02
Botswana 0.04 0.02 0.02 0.02
Camoros 0.18 0.09 0.09 0.08
Djibouti cas coo . cas
Ethiopia 0.04 0.02 0.02 0.0z
Kenya 0.06 C.03 0.0Z 0,02
Lesotho 0.12 0.06 0.05 0.04. .
Madagascar aso ceou oo aoe
Malawi 0.07 0.03 ¢.03 0.02
Mauritius 0.07 0.03 0.03 0.02.
Mozambique 0.03 0.0z 0.01 0.02
Seychelles voa . car aes
Samalia 0.03 0,02 0.01 0.02-
Swaziland 0.12 0.05 0.05 0.04
Tanzania 0.06 0.03 0.03 0.02
Uganda 0.05 0.0% 0.02 0.02
Zambia 0.06 0.03 0.03 0.02
0.10 - 0.05 0,05

Zimbabwe

- 0.04

]

corresponds to year 1l.

e

1/ Carp;tations based on Takle 7 of Annex III.

Tn this table, 1982
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Table 11
ESTIMATED DEET SERVICE PAYMENTS . - . -
(In thousands of US dollars)

1982 1983 1984 1985
Angota: - e e con - cee
Botswana 32,038 32,893 30,079 14,279
Camoros 1,417 1,504 2,448 2,173
Djibouti . v cos O
Ethiopia 46,930 45,622 48,692 51,459
Kenya 241,626 241,104 239,802 251,179
Lesotho 6,128 6,296 3,512 4,482
Madagascar 48,350 53,289 53,292 47,058
Malawi 65,893 63,806 57,150 45,250
Mauritius 46,756 53,755 51,668 44,855
Mozambicue ces e vos cas
Seycheilés
Somalia - 40,016 56,767 55,987 57,193
Swaziland 20,245 21,991 21,853 21,816
Tanzania 90,506 98,060 110,623 109,431
Uganda 30,792 26,326 26,007 23,862
Zarbia 208,250 196,473 173,696 163,759

Source:

IBRD, World Debt Tables, Vol. II, October 31, 1980.
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- Table 12
RATIOS OF ESTIMATED DEPT SERVICE PAYMENTS
TO PROJECTED EXPORT OF GOODS AND SERVICESY
{In per cent) ‘

1982 1993 1984 1985
Botswana 8.8 8.4 7.2 .2
Camoros 9.7 10.0 16.0 13.7
Ethicpia 10.3 10.6 1C.6 11.1
Kenya 13.2 12.3 11.3 11.0
Lesotho 29.2 29,0 15.7 19.3
Malawi 16.0 14.4 11.9 8.7
Mauritius 4.8 5.0 4.4 3.2
Seychelleé
Somalia 28.3 39.4 38.1 38.2
Swaziland 5,9 5.8 5.1 4.6
Tanzania 8.4 8.8 9.6 9.1
Uganda 6.6 5.5 5.3 4.7
Zambia 12.7 11.5 9.7 8.8
Zimbabwe cae .o oo .o

1/ Camputations

based on Tables 7 and 11 of Annex III.

e e R R £ <
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Table 1
EASTERN AND SOUTHELRN AFRICAN TRADE AND DEVELOPMENT BANK
PROJECTED PROFIT AND LOSS ACCOUNT
(MIELIZ¥S OF US n01ran)
Year 1 2 3 4 5
Income loan .
interest - 0.75 3.99 - 9.90 17.70
Income from short- | o o
‘term investments 2.50 5.25 2.75 6,50 7.50
Other income - 0.25 n,50 0.75 0.90
Total income 2.50 . 6,25 7.15 17.15 26.10
Expenditure
Finance cost - - 0,00 2.25 4.05
Staff and administra- '
tion expenses 1.50 . 3.00 4.50 6.30 20
Depreciation n.no 0.16 0.25 Nn.33 0.40
1.59 3.16 5.95 3.83 11.65
Less management fees ‘ *
from Trade Fund o 1.20 2.10 2.40
Total expenditure 1.59 3.16 . . 4.7% 6.78 9,25
L/ o
Net profit G.21 3.0u L ST 16.85.
Cumulative net profit n.91 4.00 6.40 16.77 33.62
Return on paid-in
capital 1.69% 5.81%  1.5% 4.,%5% 7.02%
1/ US$70 milliorn transferred from ordinary resources to

Trade Fund, hence less net profit.
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Table 2

EASTIRN AND SOUTHERN AFPICAY TRADE AND DEVELOPMENT BANK
PROJECTED BALANCE SHEET
(MILLIOY OF 'S NOLLAR)

Year . 1 2 3 ! 5

Net current assets 54,35 71.59 62.47 76 .63 79.34
Loans 5 - 12.5C 52,50 112.50 . 182.50
Trade fund ' 70.00 70.00 70.00
Fixed assets. ~ 0.53 0.91 1.43 1.64 1.78

Total 54.91 85.00 156,40 260,77 335.62

Financed by share : '
capital 54.00 gl.on 165,00 214.00 . 240,00

Retained earnings 0.91 4.00 6.40 16.77 = 33.62

54,91 85.00 166.40 230.77 273.62
Long-term borrowings - - 20,00 - 30.00 60..00
Total . 54,61 85.90 186.40 260,77 333.62
Debt /Equity - - 0.12 n.13 0.22
Imdisbhursed

commitments - 37.5 57.5 67.5 77.5
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. ‘Tahle 3
EASTERN AND SOUTHERN AFRICAN: TRAPE i DEVELOP TNT BANK
PROJECTED SOURCE AMTY APPLICATION OF FUNDS
(MILLIORS AF-18 POLLARY )
Year 1 2 3 4 5 1-5 %
Source of Funds
* Funds generated .
. .from operations 1.00  3.25 2.65 10,70 17.25 34.85 10
Receipts om equity S : .
contribution ‘ 54,00 - °27.00 79.00 54.00 26.00 240.00 72
Long-term P
borrwings - - 20.00 10.00 30.00 60.00 13
-Total scurce of - ‘
Funds 55.00 30,25 101.65 74,70 73.25  334.85 100
Application of
- Funds _
Loan disbursements - 12,50 40.00  60.00 70.00 182.50 54
Trade fund - - .. 70.00 - _ 70.00 21
Fixed assets - 0.62 0.5 0,77 0.54  0.54 3.01 1
Changes in the D
. working -capital 54.38 17.21 (°.12) 14,16 =~ 2.71 79.34 24
Total application
.Jof Funds 55.00 30,25 101,65 74.70 334, 100
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Table 4

FASTERN AND SOUTHERN AFRICAN TRADE AND DEVELOPMENT BANK
PROJECTED PROFIT AND LOSS ACCOUNT
(MILLIONS Of US pobLAR)

Year o 2 3 & s
Income
Interest on loans 5.17 7.42 12.48 19.65 28.16
Short-term investment S
income 1.50 5.50 3.50 . 7.00 - 10,00
Other income N,65 S 0.75  1.25 S 1.60 '1.95

Total income 7.32 . 13.67 17.23 - 28.25- - ;40.11

Expenditure

Finance cost | 1.97 1.84  3.34  6.32 9.85
- Staff and amdministra- ‘ ' ' o

tion expenses 2.40 3.60 5.40 6.90 _ 7.80
Depreciation 0.53 0.57 .59 0.61 . 0.62
-Provision for possible . - S g
loan loss 0.40 0.35 .31 0.27 . 0.23
_ 5.30 6.36 - 9.64 14.60 - 18,50

Less management fees SRR :
from Trade Fund : ~1.20 0 0 2,10 - ¢ 2.40
Total expenditure 5.3 6.36  8.44 . 12.50 16.10
Net profit 2,12 7.31° 8,79 15.75  24.01
Cumulative net profit 2,02 . 9.33 18.12. 33,57 57.58

Return on paid-in
capital 3.54% 5.37%  4.63% 6.50% 9%
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Table 5
FASTERN AND SOUTHERN AFRICAN TRADE AND DEVELOP'TMT BANK
PROJECTED BALANCE SHEET |
(MILLIONS 0T '€ "OLLAR)

Year 1 2 3 4 5.
Net current assets 33.32 B6.87 63.73 94,60 116.04
Loans (net) 49.42 80,07  133.01 198,99  274.26
Investments (equity) . 2.15 2:15 2,15, 2.15 2.15
Trade Fund | ' 70.00 70.00 70.00
Fixed assets {net) 9,15 8,83 9,39 7.98 7.48
Total 94 ,04 177.92 - 277.28  373.72  469.93

Finance by:

Share capital 57.00 136.00 189.00% . .242.00-  266.50
Retained earnings ©2.02 .9.33 . 18,12 33.87 . 57.38
59.02 145,33 207.12  275.87  324.38
Long-term borrowings 35.02 32.59 70.16 97.85  145.55
Total 04.04 - 177.92 . .277.28 373,72 469.93
Debt/Bquity * 0,59 .0.22 n.34 0.36 0.45
Undisbursed commitments 67.50 87.50
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Table 6

CASTERM AND SOUTHERN . AFRICAN TRADE AHD. DEVELOTNTHT TANT

PRAJTCTED STATE'TNT OF §NTRCE AND APPLICATION AF FMNS

(MILLINIS OF US DOLLAR),

Year 1 2 4 5 1 -5 s,
Source of Funds

Funds generated from '

operations C2,95 8,23 2,69 16.63 24,86 62.36- 13

Bquity subscriptions ~ 57.00 (79,00  53.00 53,00 24.30 266.50 57
Loan Tepayments 3.50 4,00 4,25 3.75 4,50 - 20.00 4
New long-term ' : B : :

borrowings - - 40.00 30.00 50.00 120.00 26
Total source of s - ‘

Funds 63.45 91,23 106.94 103,38 103.86  465.86 100
Application of Funds
Loan disbursements ‘l'.;10.00. 35.00 - '57.50 70.001:7-80.00  252.50 54
Repayment of fy '

borrowings 2.43 2.43 2.43 2.31 2.30 11,90 3
“Trade Fund | N : - 70.00 g e e 10,00 15
Increase in fixed

assets 0.10 0.25 -0.15 0.20 0.,12. - 0.82
Changes in _ .

working capital 50.92 53.55 (23.14) 30.87 21.44  133.64 23
Total application o o o _

of Funds 6%.45 91.23 106.94 103.38 103.86 468.86 100
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TASTFRN AND SOUTHERN AFRICAN. TRADE AND DEVELOPMTINT BANK

HCA/MULPOC/ LUSAKA/PTA/X/3

TTSPATEMENTS OF VANBGWER PLANNING (PROFESSIONALS ONLY)

(BASED ON TRANSFORMATION OF EAD3)

YFPAR 1 2 3 4 5

President 1 1 1 1 1
Vice-President 1 1 1 1 1
Directors 4 4 4 4 4
Regional Managers 3 3 303 3
Treasurer 1 1 1. 1 1
Chief Accountant 1 1 11 1
Manager, (feneral Services 1 1 1 1 1
Manager, Persomnel and-Training 1 1 1. 1 1
Manager, Projects'Appraisal 1 1 1 1 1
Vanager Projects Supervision 1 1 1 1 1
Manager, Research 1 1 1 1 1
Mfanager, Trade Financing 1 1 1
Internal Auditor 1 11 1 1
Financial Analysts 6 6 & 10 12
Economists 6 6 8 10 .12
Fngineers Industrial 3 3 4L 5
Experts in Trade Financing - - 1 2 2
Librarian 1. N S I
Other Officers 10 17 25 34 44

Total 43 50 65 80 95

Annex IV
Page 7
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TableZB

o

President
Vice-President
Directors -
Managers (zones)
Treasurer

Chief Accountant
Internal Auditor
anager, (eneral Services
Manager, Personnel and Training
Vanager, Project appraisal
¥anager Research

Manager Project Supervision
Manager, Trade Financing
Tinancial Analyst

Sconomists

Engineers (Industrial)

Experts in Trade Financing
Iibrarian

Junior Officers

Total
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Table 1

(b) PRQJECTS IN THE PIPELINE AS OF 31 JULY 1981

Total - Amount 3/

New/ project ' requested

Scononic activity “xpansion cost fron TADD

U35°000 Use' a0
Tanzania
1. Production of decorates cement tiles Hew 250 450
2. Soft drinks bottling . - § 4 B715.. . 1 925
3. Production of methanol water oo U7 450
4. Billet casting I¥pansion 43 130 . .3 475
5. MNanufacture of scap L Hlew 7 000 - 700
6. Manufacture of sanitary napkins N 240 465
7. Container glagsmaking . N 54 135 2 500
8. I!Manufacture of vacuum dried salt Expansion 8 750 2 500
2. Production of animal feed lew 490 290
10.. Stone aggregate making ' ’ 1 565 750
11. Sawmill _ , e . 565 215
12. Manufacture of mosquito coils o 1 909 475
13. Manufacture of peanut based

margarine i 240 315
125 040 14 310

a/ All amounts rerdquested are in foreign currency except loan request Ho. 3
in Tananzania.

Tenya

1. Glass manufacturing plant New 3 750 1 250
2. PBrewing beer and relatce nroducts v 16 250 1 275
3. Production of zthancl and power

alcohol ¥ 56 2590 1 250
4. HManufacture of ceranic products .

(household and industrial) ! 22 875 1 250
5. titianufacture of cold steel coils v 33 750 2 530
G, Production of metal pressince

and stampincs - B 12 200 1 250
7. Fabrication of parts Cxpansion 1 1375 875
3. Manufacture of glass containers ew 24 000 1 250
9. HManufacture of aluminiun foil

licuid containers 37 500 112
19. Droduction of ceramic tiles 7 950 1 259

Total 225 200 13 875
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Uganda "
1. Steel foundry N Expansion ~7 940 2 500
2. Cement manufacturing tHlodegnization/ 9 375 2 500
- o o expansion
-3+ Plywood plant :. * 7 875 3 125
4. Pineapple processing Hew 2 280 1 875
5. -Galwanized water p;pes Expansicin/ 8 750 1 875
' rmodernization
6. Calvanipged wire Expansion 249 690
7. Manufacture of blankets B Expansion/ 3 750 1 250
modernizetion _ 3
8. Food processing (£ish) New | 2 500 1 250
9, 'Manufacture of alcohol from ' : »
molasses ' ! . 5 875 . 1250
10. Manufacture of cycle tyres and _ _ . - ‘
'~ tubes . ‘lodernization = 2 875 -1 500
11. Sugar refining Rehabilitation . . - 2 500
Total “52 130 020 315
rPartner state
Projects
Tanzania 19 125 040 14 510
Renya 13 225 900 13 875
Uganda 11 © 52 130 20 315
Total a4 403 D70 48 700
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ANNEX VII
T 1 a ;le 1
EAb'l AERILAN DEVELOPMENT BANK
BALANCE SHRET AS AT 31 MARCH 1981
, (Us$000)
CURRENT ASSRIS
Cash and bank balances . 7 4,588
' Sundsy ‘Cebtors ' 1,164
Accrued income (net) ' ) 3,778
Money at all ard on deposit _ 2,446
11,976
IESS 3 CUHRINT LIABIIITITES
Sundry cireditorn and accrued expenses 3,224
NET CURRENT ASSELS 8,72
Toans (T S 38,92
EQUITY INVESTMENTS o - 2,154
FIXED ASSETS | 2,932
OTHER ASSETS : ) o ' o8
. . : : , 52, 860
Financed by: L '
+SHARE CAP ITAL : S : 16,614
RESERVES,_ AND RETAZIED mmmus | 5,425
CHAREHOLDERS FUND |~ | S 22,039
SPECIAL FUND 2,320
MEDIUM AND LONG-TERM LOANS 28 ,501




R 4 St A T B e S

ECA /MULPOC,/LUSAKA /PTA /X /3
Annex VIXT
Page 2

NOTES TO TH: BALANCT SHELT AS AT 31 MARCH 1981

Princival Accounting Policies

The accounts are prepared on the basis of historical costs. The
following summarizes the more important ccounting policies useds

(a) The accounts are expressed in Ugandan shillings. For the purpose
of the balance sheet, Ugandan shillings are converted into US dellars
at the rate of 8 Ug. Sh. = 1 US $e

(b) Depreciation is calculated on the basis of the straight line methed,
The annual rates used for this purpose aret

Leasehold land and buildings 5%
Motor Vehicles 25%
Water reticulation plant 5%
All others 12%

Buildings under construction are not depreciated.

(¢) Loan Portfolio

Adeguate provision has been made for vossible loan losses. The

loan nortfolio is shown net of provision for possible loan lossess
(Prov1slon for possible loan losses as of 31/3/80 is US$ 2.83 millien),

(d) Accrued Income

Adecuate vrovision haz been made for doubtful interest income, The
accrued income shown in the account is net of doubtful interest income

of Ust 1.82 million.

(¢) Foreign Currencies

Assets and liabilities in foreign currencies are converted at rates
approximating those ruling at the end of 31 March 1981. Profit and
losses arising from fluctuations in exehange rates during the period
are transferred to exchange adjustment reserve account., Currency
conversion gains and losses arising from normal business transactions
are credited or debited to profit and loss account as they occur.
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