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BACKGROUND OF THE AFRICAN DEVEIOP^JT BANK

At its third session in February 1961, the Economic Commission for

Africa pointed out that the execution of economic development programmes

by concerted action in the public and private sectors necessitated, in

addition to bilateral or multilateral aid, the availability of long-term

credits at low rates of interest. In the belief that an international

financial institution with regional competence limited to Africa would

serve this purpose, the Commission adopted resolution 2?(ill) requesting

the Executive Secretary to undertake a thorough study of the possibility

of establishing an African Development Bank and to report to the Commission

at its next session.

In conformity with ECA Resolution 27(111), the Executive Secretary

of ECA appointed a panel of experts to report on the possibilities of

establishing an African Development Bank.. The Secretariat of ECA pre

pared a working paper (see document E/CN.14/ESD/9 or document E/CN,14/l29/Add,l)

as a basis of discussion by the panel of experts which met in Addis Ababa

from 4 to 7 October and from 13 to 16 December 1961 (see document

E/CN.14/129).

Panel of Experts:,

Taking into account the existence of bilateral and multilateral

financial programmes which provide assistance to Africa, the Panel felt

that a suitable financing institution for Africa, if efficiently organ

ized, could play an important supplementary role in mobilizing additional

outside investment. This conclusion was confirmed by the existence of other

regional financial institutions. An African development bank could also

provide services not performed by existing financial agencies especially

in coordinating regional or sub-regional development projects and in ,

facilitating the region-wide study of national development programmes.

By acting as an investment promotion and information centre, the institution

could assist in formulating sound projects and reveal new investment

opportunities to potential foreign investors.
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As regards the appropriate type of institution, it was suggested that

the Bank should have a flexible institutional framework enabling it to

combine, as needs arise, a) "hard" commercial operations b) "soft" non

commercial lending c) distribution of grants d) support for pre-investment

expenditure and e) act as a guarantor for loans from other sources.

The third main question considered by the Panel was that of the

capital and of the scale of contributions. It was noted that, excluding

the Alliance for Progress grants, the Inter-American Development Bank had

a capital for its ordinary operation of about $300 million to be paid up

over 5 years, for a region with a total population similar to that of Africa

and that of this amount about $500 million were derived from Latin American

sources. As the national income of Africa was much lower than that of Latin

America, it was calculated that contribution of a similar percentage of

national income would supply $150 to $200 million over five years. It was

pointed out that such an amount would be considered low in relation to the

annual capital of other international financial institutions such as IDB,

IDA, and EEC Development Fund and also in relation to the needs of Africa,

where a modest development programme - including for example ten river basin

projects - might require an investment of #1 billion in five years, about

5 times the assumed African contribution. The Panel considered that outside

contributions to the effective resources would have to be about four times

as great as the African contribution in order to permit a reasonable scale

of operations.

As for the sources and nature of the African Development Bank's funds,

the Panel considered that they might be of the following general types:

I - Subscriptions mainly from African States to the share capital;

II - Contributions from African and non-African sources for the

general purpose loans of the Bank;

III - Contributions from African and non-African sources for special

purposes to be settled between the Bank and the contributors;

IV - Funds for ad hoc projects from miscellaneous sources, under

conditions to be settled between the Bank and the contributors.
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It was thought that in practice money of types II, III and IV would

be derived mainly from external sources. The contemplation of sizeable

non-African financial participation might raise the possibility of

including non-African contributors as shareholders with limited voting

rights. In view of such a possibility the Panel suggested the creation

of several categories of capital stock, e.g. Category A shares for African

msmbers and Category B shares with more limited voting rights for non-

African members* Consideration was also given to the possibility of capital

contributions or other kinds of assistance from international organizations

such as the International Bank and its affiliates.

The Panel discussed the alternative bases on which subscriptions of

African governments should be assessed. These included equal subscription

from each member irrespective of size and wealth, subscription according to

population and also subscription based on the United Nations, IBRD, or IMF

scale of contribution i,e* related to national income, but r.o general

conclusion was reached. In addition to share capital to be subscribed by

governments, other African funds might be mobilized e.g. through the sale

of bonds of the Bank or the resale of securities acquired by the Bank in

enterprises, if supported.

The Panel then considered the question of organization, management

and the types and degree of control to be exercised over the use of funds.

These matters were regarded of major importance since they would exert a

determining influence upon the Bank's ability to attract outside capital.

However, the question of management was not discussed in detail and was

left for future considerations.

With regard to the organization, several suggestions were made.

It was indicated that the Board of Governors should be predominantly African

but it might also include non-African subscribers to the Category B shares.

A similar proposal was considered regarding the Board of Directors. It was

also pointed out that specific types of funds and operations might be

administered by special committees, the composition of which could be

adjusted to the requirements of each case.
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Regarding the voting power on the Board of Governors to be accorded

to the African and non-African subscribers, it was proposed that the

latter should be limited to 20 - 25 percent. The votes represented by

African members might be distributed according to several alternative

systems:

- Each African member should have equal power and subscribe

an equal amount;

- Each African member should have equal voting power but

contributions might be determined by such criteria as

size and income;

- If parity voting is hot considered necessary, voting might

be related to contributions in a manner which combined

elements of equal voting and voting proportionate to

contributions. Thus each country might have a basic number

of votes equivalent to a minimum subscription. For each

20 percent over the minimum subscription it would receive

an additional 10 percent vote.

If it were decided that the share capital of the Bank would be confined

to African subscribers, an arrangement suggested to the Panel was that there ,

might be different levels of management for the different categories of funds.

The Panel thought that the share capital and the contributions for general

purpose loans might be managed separately from the special purpose

contributions, grants and ad hoc-funds. The latter group might be subject

to special agreements between the donors and the Bank, According to one

view the outside donors might be represented in policy decisions made by

the Board of Governors, leaving management in the hands of a purely African

Board of Directors. An alternative view was that non-African contributors

might be represented on the Board of Directors, Still another view was that

the non-African contributors might form an advisory body, which would be

closely associated with the management of the Bank.
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Reference was made to the probable difficulty of securing suitably

trained and experienced staff of the proper calibre, particularly in the

initial phases of an African Development Bank. It was noted that in the

case of the IADB about one-third of the staff was from outside Latin America,

Committee of Nine;

Or. the basis of the report of the Panel and the underlying Secretariat

study, the Economic Commission for Africa by its resolution 52(IV) accepted

the principle of the establishment of an African Development Bank and

constituted a committee composed of nine member countries entrusted with

the responsibility of:

1,- making all necessary governmental and other contracts

relevant to the establishment of the bank;

2.- making complete and comprehensive studies into the financial

and administrative structure of the proposed Bank and into

the nature and extent of its operation;

3,- drafting a charter for the bank; and

4,- making recommendations on its location.

The committee was requested to complete its assignment within six

months after the adjournment of the 1962 spring session of the Economic

and Social Council (i.e. 18 October.'1962) and to submit a comprehensive

report vdth all supporting documents to all member governments for study.

In carrying out its assignment the committee is expected to hold two

sessions: the first, to be held in Monrovia in June 1962, will be primarily

concerned with review and study; the second, to be held in Addis Ababa in

November 1962, is expected to finalize the report of the committee for

submission to a Conference of Finance Ministers, which according to the

above-mentioned ECA resolution 52(IV) may take final steps for the

establishment of the Bank,
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The Committee in the forthcoming session in Monrovia may wish to

establish a "Negotiating Group" of six members which might, in turn, be

split into two teams, one team for negotiations inside Africa and the other for

iiegotiations outside Africa (Draft terms of reference fcr the negotiating group

and the teams are submitted in separate document (Doc. E/CN.lA/AD$/2)).wEach

team might includs three government representatives assisted by one-consultant

and one U.N, official. One government representative may be elected as the

leader o.f both teams in order to secure continuity. On completion of the

work.of two teams,'the Negotiating Group would meet in Addis Ababa for

preparation of its report. The Committee of "Nine" is expected to meet in

Addis Ababa in November in order to review the above report and to prepare

a final report including proposals for the charter of the contemplated Bank

for submission to the Conference of Ministers.
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- II -

FURTHER CONSIDERATIONS ON THE FINANCIAL AND ADMINISTRATIVE

STRUCTURE OF THE PROPOSED AFRICAN DEVELOPMENT BANK AND THE

NATURE AND EXTENT OF ITS OPERATIONS^/

Under its terms cf reference, the Committee is required to consider

questions pertaining to the financial and administrative structure of the

proposed African Development Bank and to the nature and extent of its

operations. Certain references to the above questions are included in the

Secretariat working paper (document E/CN.14/ESD/9 or E/CN. 14/129). There

are, however, a number of questions such as those relating to the management

and organization of the Banky which would need further discussion and

consideration. The issues raised and information profided in the following

pages are intended to assist such further discussions.

Financial Structure:

A paramount consideration will be the provision of adequate financial

resources for the proposed bank to make it a meaningful institution. The

question of the ownership and entitlements of possibly various categories

of share capital and the degree of management control are matters that

arise from the financial structure.

The Panel has estimated that an amount of tyi+O million a year or

$200 million in five years might represent the level of contribution

that African states could subscribe to the Bank's capital. But, no

1/ The Secretariat intends to put at the disposal of the participants in the
course of the meeting a note including views and information on the management

aspect of the Bank.
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final decision has been made with respect to whether the equity-

contributions by each African nation would be equal, irrespective of

size or wealth, or whether it would be based on such criteria as size

and wealth, or would be calculated on a prorata basis similar to that

used, by the United Nations, Possibly another acceptable approach could lie

in having each country contribute an equal amount per year for five

years as equity capital, with an additional amount to be contributed

by the larger and wealthier countries in the form of long-term, low-

interest loans to the Bank*

However, in order to operate on even a modest scale, it was felt

that the Bank should dispose of additional resources totalling approximately

&800 million. The capacity of the International Bank for Reconstruction

and Development and the Inter-American Development Bank to mobilize

additional capital (other than by increasing their share capital).specially

through the issuance of their debentures in the capital market, depends

upon: .

- their portfolio of loans made for productive purposes;

- their liquid assets in cash and marketable securities;

- their uncalled capital stock.
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The first two assets depend essentially upon operations carried out

with the bank1s resources which in turn depend upon the institution1s

borrowings and risk capital. Since the borrowings depend mainly upon the

callable capital it follows that this portion of the capital is the principal

factor determining the institutions capacity to mobilize additional resources.

In effect according to the charters of these institutions this portion of the

capital xj? in principle liable to be called upon to meet obligations created

by borrowing or guaranteeing loans. This explains a provision of the charter

of the Inter-American Development Bank which clearly states that outstanding

loans and guarantees made by the bank shall not at any time exceed the total

subscribed capital plus surplus reserves. It should be pointed out that in

September 1959, the World Bank's capital was doubled in order to "reinforce

the bank's capacity to borrow in the money market of the world."-^

In the light of these considerations it is necessary to ascertain what

assets v:ould guarantee the proposed African Development Bank's bonds. Given

Africa'? present economic requirements, most of the projects likely to be

financed by the Bank may poeeih'Ly be of an infrastructural nature and therefore

not be immediately productive. The Bank may therefore be unable to dispose of

any significant amount of marketable securities and its capacity to raise

loans by pledge of specific collaterals will then be very limited. In the

absence of guarantees supported by its callable stock capital, the borrowing

capacity of the African Bank would depend entirely on its own resources,

ieeo ths $200 million to be subscribed by African member states plus any

additional resources which might be obtained in the form of grants or long-

term soft loans from international or non-African governmental financial

institutions.

If it should prove feasible to issue shares to non-African governments

in order to attract a greater volume of share capital, the Panel has suggested

that the capital be divided into two separate categories: Category A for

African members and Category B shares with more limited voting rights for

1/ IBRD Fifteenth Annual Report 1959-1960, page 6«
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non-African members. With capital subscribed by non-African countries in

the form of callable capital, the borrowing capacity of the Bank would

naturally increase.

ThP- African development bank and'the mob5.lj.zation of private.

external resources for Africa*s economic developnent..

One of the purposes of the proposed African Development Eank should

be to ssek to mobilize capital from private sources for its general fund

(chiefly throughthe issuance of its debentures) or, from case to case, as

suitable opportunities for productive investment in its member countries

come to its attention. Recently the International Finance Corporation has

begun to play a role in identifying such opportunities. In Iran, subsequent

to discussions between EFC, the IBRD, the Plan Organization of Iran and the

Industrial Mining and Development Bank of Iran, the IFC undertook in mid-1961

an investigation to assess the potential for the development of a chemical

industry in the private sector of Iran. A report on the survey was published

in the fall of 1961, appraising existing chemical and processing industries

identifying those chemical industries in the private sector which appeared to

be suitable for expansion or establishment in the near future, and suggesting

areas in which further investigations were needed to establish the feasibility

of industries which were prima facie attractive.

At the request of the Government of Venezuela, IFC also studied the

potential.of a meat packing industry; its report has been submitted to the

Government. A number of-surveys of industrial development possibilities in

other .countries are under consideration.

The bank may also invite private institutional investors to purchase

parts of investments already made and to participate in new investments as

these aro made. Existing international institutions have been successful

in inducing private institutional investors to participate in their lending

operations'or to purchase parts of their investments already made. Sales

of IBRD loans now aggregate more than US$ 1,000 million; while some purchases

have been made by public institutions, most of them have been made by private

investors. In the 1961 fiscal year, sales of Bank loans totaled $202 mijLlion,

$177 million from the IBRD's portfolio and #25 million as participations.
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An additional $131 million of loans was sold by mid-February of 1962,

of which about 130.5 million represents participations by private investors

in 18 loans.

All of IFC's sales of investments are made to private interests.

IFC's ability to attract private capital participation in its investments, is

expected to increase, now that it is itself authorized to purchase equity.

The amendment to IFC's charter will also permit IFC to engage in underwriting.

It has, for example, discussed with representatives of private banks in a

member country a possible role in widening the overseas market for securities

issued by private industry of that country. IFC has suggested the possibility

of its agreement to a stand-by commitment, under which it would take up a

specified amount of securities offered if they could not be successfully sold,

Private foreign commercial institutions have been encouraged to lend

indirectly to Latin America by participating in loans made by the Inter-American

Development Banko Shirty-one commercial banks in the United States and Western

Europe participated in the early maturity of half of the loans made during 1961

for a total amount of 14,483,647 without the guarantee of the IDBf Of the

31 participating banks, one participated in eight loans, another in seven,

another in six and three in four. Four European banks, two German, one Swiss

and one Italian participated in one of these loans,

The African Development Bank arid the promotion or strengthening of

national development corporations in Africa.

One of the main functions of an African Development Bank would be to

help establish and strengthen national development corporations and sub-

regional development institutions similar to the Central American Bank for

Economic Integration. In the last decade some development corporations have

been established on the advice or with the financial or/and technical help

of the International Bank and foreign investment corporations. More recently
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the International Bank and the International Finance Corporation have

discussed with the governments of a number of countries and with private

interests as appropriate, proposals for the reorganization of existing

development banks and for the establishment of new ones. These technical

assistance undertakings may lead to direct financial assistance by either

the IBRD or IFG or both as well as to efforts on their part to find potential

private foreign subscribers for the equity of such development banks.

. The Panel of Experts has.thought that the African Development Bank

should normally limit itself to large scale loans and investments and that

a floor level should be determined which would, however, vary with

circumstances. Investments and loans below this level would normally be

left tocnational development banks. The African Development Bank could

facilitate such smaller loans or investments by using the national development

banks as a channel of distribution wherever such a national bank exists, or

by assisting in their establishment.

. National development banks may then act as local agents for the African

Development Bank, National development banks already perform such a function

in relation to existing international financial institutions. The IBRD has .

been providing financial assistance to such institutions for a number of years.

In recent months, the International Development Association (IDA) and the

International Finance Corporation (IFC) have also made funds available for

development banks. The financing thus provided by international financial

institutions to private enterprises, in under-developed countries takes the

form of loans for relending to private enterprises and purchases of shares

in the equity of the national institutions.

The IBRD made a loan (its fourth) of $20 million, to the Industrial

Credit and Investment Corporation of India, in which shares are held by private

investors not only of India but also of the United Kingdom, the United States

and Germany. It also made a third loan in the, amount of &L5 million to the

Pakistan industrial Credit and Investment Corporation which is owned by

private investors of the United States, United Kingdom, Japan and Germany

as well as of Pakistan, A loan of #2 million was made to the Development

Bank of Ethiopia,
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An IDA credit of $5 million was extended to the Government of China

(Taiwan) for relending to the China Development Corporation*

IFC made a loan of $2 million to each of two private financial

institutions in Colombia. Subsequently, after an amendment of the IFC

charter enabled IFC to make equity investments, a portion of each of these

loans was converted to capital shares, IFC can be expected to be an active

source of equity capital for new development banks in the future.

Development loans for relending through national financial institutions

to private enterprises made by the Inter-American Bank of Development out of

its ordinary resources during the year 1961 amounted to US$ 49.9 million.

They included such item as a US| 15 million loan to a consortium of 20

Argentine provincial banks for relending to private borrowers requiring small,

medium-term credits for the purchase of capital equipment; a US$ 1.05 million

to the Corporation Financiera Colombiana de Desarrollo Industrial S.A, to be

relent to small and medium private industry for the acquisition of new equipment

and facilities; a US$ 3 million loan to the Nacional Financiera to be used to

increase the resources of the Fondo de Garantia y Fomento de la Industria

Mediana y Pequena and permit it to broaden its lending operations to small and

medium private industries for the acquisition of capital assets. Out of its

Fund for Special Operations, the Bank granted in 1961 six loans amounting to

$31,8 to national development institutions for relending to private enterprises

and including a #10 million to the Corporacio*n Boliviana de Fomento for

relond;lng such items as to small and medium private enterprises engaged in

agricultural, mining, industrial and other activity, a US$ 3.5 million loan

to the Institut de Diveloppement Agricole et Industriel for. relending to

sma.ll and medium producers hitherto lacking such facilities.
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