
III. TASK S FO R A  COMMONWEALT H INVESTMEN T BAN K 

3 1 . I n th e p reced in g sec t ion , w e hav e mad e a  cas e i n genera l t e rm s fo r 
a ban k tha t woul d ac t p r imar i l y a s a n in termediar y o n behal f o f government s 
and publi c e n t e r p r i s e s i n Commonwealt h developin g coun t r i e s , support in g 
them i n t h e i r r e l a t ion s wit h ex terna l sou rce s o f concess ionar y an d commercia l 
l oans . Th e purpos e o f th i s sect io n i s t o se t ou t som e majo r t a sk s t o whic h i t 
might a d d r e s s itself , i n ce r t a i n specifi c f ie lds . 

32. A  Commonwealt h Investmen t Bank , a s i t migh t b e cal led , woul d nee d 
to develo p th e genera l ski l l s r equ i r e d fo r projec t - f inancin g i n th e productiv e 
s e c t o r s -  i . e . manufacturin g i ndus t ry , minin g an d a g r i c u l t u r e . Apar t fro m 
these genera l sk i l l s , a s exemplified , fo r i n s t ance , i n th e financin g o f l a r g e -
sca le indus t r ia l p r o j e c t s , th e Ban k woul d nee d t o develo p specia l i s t ski l l s 
r e l a t ed t o th e t a sk s assoc ia te d wit h p a r t i c u l a r proble m a r e a s . I n identi -
fying som e o f t hes e sk i l l s , an d th e t a s k s fo r whic h the y a r e r e q u i r e d , i t i s 
not ou r intentio n t o p rec lud e o the r opera t iona l a r e a s tha t th e Ban k migh t 
en t e r . Ou r purpos e i s simpl y t o specif y som e majo r problem s fo r th e resolut io n 
of whic h a  sui tabl e instrumen t appea r s a t p r e s e n t no t t o ex is t . 

33 . I t i s noteworth y tha t th e lac k o f suc h a n instrumen t ha s a l read y bee n 
felt b y ce r t a i n non-Commonwealt h coun t r i e s . A n argumen t alon g th e l ine s o f 
the p reced in g sect io n seem s t o hav e bee n a n elemen t i n th e establishmen t o f 
an Internat iona l Investmen t Corpora t io n fo r Yugoslavi a an d i n th e intende d 
establ ishment o f a  Eu ro -La t i n America n bank . F o r th e r e a s o n s give n i n 
paras. 19-21 , a bank o r corpora t io n o f th i s typ e es tabl i she d withi n th e Common -
wealth woul d hav e specia l advantages . 

34. A s a n instrumen t fo r facil i tat in g developin g countr ies ' a c c e s s t o 
capital m a r k e t s , a  Commonwealt h Investmen t Ban k woul d nee d th e ski l l s 
r equ i r ed fo r opera t in g i n E u r o c u r r e n c i e s . Recen t event s hav e give n r i s e t o 
a genera l re -examinat io n o f th e E u r o c u r r e n c y marke t , givin g adde d urgenc y 
to th e nee d fo r a n instrumen t whic h wil l promot e o r d e r l y an d pruden t us e 
of th i s marke t o n th e p a r t o f developin g coun t r i e s . Accordin g t o on e a s s e s s -
ment, announce d E u r o c u r r e n c y bor rowin g b y developin g countr ie s i n th e y e a r 
November 1 , 1972 , t o Octobe r 3 1 , 1973 , wa s $ 6 , 5 0 0 m . I I t wa s estimate d 
that tota l bor rowin g b y developin g countr ie s i n th e Eu rocu r r enc y marke t wa s 
p e r h a p s doubl e tha t amount . 

35 . T h e r e a r e som e obviou s dange r s i n th i s t r e n d . A t cu r ren t r a t e s , 
such bor rowin g i s expens ive , an d ca n b e r e n d e r e d muc h mor e expens ive : 

(a) b y wron g a s s e s s m e n t s o f futur e pa r i t y movements , whic h 
can outweigh th e effec t o f i n t e r e s t r a t e s 2 ; 

1. Rothschil d Intercont inenta l Bank , Annua l Repor t , 1973 , p . 7 . 

2 . Ibid . pp . 9 - 1 1 . Th e cos t i n s t e r l in g t e rm s o f bor rowin g ce r t a i n 
E u r o c u r r e n c i e s fo r s i x month s i s est imate d a s havin g range d fro m 
-12% t o +71 % in 1973 . 
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(b) b y borrowin g throug h channel s i n whic h additiona l cost s 
are imposed , o r throug h person s an d institution s o f 
uncertain worth . 1 

In spit e o f thes e dangers , i t seem s unrealisti c t o believ e tha t developin g 
countries wil l den y themselve s acces s t o suc h a  larg e sourc e o f funds . 
From thei r poin t o f view , borrowin g o n thi s marke t ha s th e advantag e o f 
giving greate r freedo m o f action , sinc e i t normall y car r ie s fewe r condition s 
than ar e associate d wit h lendin g o n concessionar y terms . Wher e i t i s use d 
as a n alternativ e t o tie d concessionar y loan s fo r capita l an d semi-capita l 
goods, th e extr a cos t o f borrowin g o n the market , i f knowledgeabl y an d 
skilfully used , ma y be largel y offse t b y saving s o n pric e an d a  mor e advan -
tageous choic e o f equipment . 

36. Th e danger s o f borrowin g i n th e Eurocurrenc y marke t ar e mos t 
likely t o b e avoide d b y thos e bank s whic h hav e a  continuou s an d large-scal e 
involvement i n i t , an d whic h hav e therefor e develope d th e require d specialise d 
skills. Thes e bank s hav e becom e increasingl y involve d i n raisin g general -
purpose loan s fo r th e relativel y fe w developin g countrie s tha t ar e regarde d 
as creditworthy , and , mor e widely , i n th e mobilisatio n o f projec t financ e 
for countrie s whic h canno t borro w simpl y o n the basi s o f thei r overal l 
financial strength . Th e mai n functio n o f a  Commonwealt h Investmen t Ban k 
in thi s field  woul d b e t o identify , maintai n clos e relation s wit h an d facilitat e 
the busines s o f thos e reputabl e bank s whic h ca n plausibl y tak e a  lea d positio n 
in th e syndicatio n o f Eurocurrenc y loans . I t woul d no t normall y tak e a  lea d 
position itself , thoug h i t woul d ofte n nee d t o tak e a  smal l participatio n i n 
whatever financin g i t arranged , i n orde r t o inspir e confidence . 

Mining an d Petroleu m 

37. Th e minera l asset s o f developin g countrie s ma y remai n unexploite d 
or under-exploite d fo r an y o r al l o f fou r mai n reasons : 

(a) a n advers e assessmen t o f politica l ris k o n the par t 
of minin g companies ; 

(b) th e locatio n o f minera l deposit s i n remot e a r ea s , involvin g 
uneconomic infrastructur e costs ; 

(c) failur e t o fin d a  satisfactor y contractua l resolutio n t o 
the conflic t betwee n developin g countries ' legitimat e 
desire t o contro l an d t o deriv e th e benefi t fro m thei r 
own asse ts an d th e desir e o f minin g companie s t o ear n 
what the y regar d a s a  fai r retur n o n investmen t o f a n 
inherently risk y natur e ; 

(d) failur e t o mobilis e th e ver y larg e amount s o f capita l 
required. 

A Commonwealth Investmen t Ban k coul d mak e a  usefu l contributio n i n al l 
four respects , a s se t ou t i n th e nex t fou r paragraphs , an d i n doin g so  coul d 
provide a  servic e o f valu e bot h t o th e countrie s i n whic h mineral s ar e 
located an d t o th e principa l consumers . 

1 Sinc e thes e additiona l cost s ten d t o occu r a t th e fron t en d o f th e 
repayment schedule , e .g . a s enlarge d fe e an d commission , the y hav e 
a disproportionat e impac t o n the discounte d strea m o f repayments . 
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3 8 . Minin g companie s a r e inc reas ing l y unwillin g t o commi t the i r ow n 
r e s o u r c e s t o wha t the y r e g a r d a s a r e a s o f hig h polit ica l r i sk . I t seem s t o 
be genera l l y agree d tha t a n additiona l in termediar y o n th e sid e o f developin g 
c o u n t r i e s , wit h a  stak e o f i t s ow n i n th e developmen t o f ne w mines , coul d 
have a  steadyin g effect . I n p a r t i c u l a r , i t coul d hel p i n th e workin g ou t o f 
a mutuall y acceptabl e unders tanding , givin g th e minin g companie s a 
reasonable a s s u r a n c e o f th e futur e secur i t y o f the i r opera t ions . W e not e 
that t he r e hav e bee n c a s e s i n whic h failur e t o reac h a  sat isfactor y u n d e r -
s tanding, an d henc e failur e t o develo p a  ne w mine , appear s t o hav e bee n 
a t t r ibutable t o th e lac k o f a n in te rmediar y whic h th e developin g countr y 
concerned fel t i t coul d t ru s t completel y a s havin g i t s in te res t s a t h e a r t . 

39. Assessmen t o f poli t ica l r i s k ha s dr ive n minin g companie s t o loo k 
at h igh-cos t bu t al legedl y low- r i s k a r e a s i n develope d count r ies . On e 
r e su l t o f thi s i s tha t deposi t s whic h wer e previousl y regarde d a s uneconomi c 
because o f i n f r a s t ruc tu r e cos t s ma y no w b e wort h recons ider ing , e spec ia l l y 
if th e hos t count ry , a s a  p a r t n e r i n th e v e n t u r e , ca n reduc e th e cos t b y 
secur ing concess ionar y financ e fo r th e in f ras t ruc tu r e element . I f thi s t r en d 
m a t e r i a l i s e s , mixture s o f concess ionar y an d commercia l financ e wil l becom e 
increas ing ly common , posin g a  comple x proble m i n coordination . 

4 0 . Becaus e o f th e siz e an d complexit y o f minin g p ro jec t s , th e mechanism s 
by whic h r e t u r n s a r e d is t r ibute d betwee n minin g compan y an d hos t countr y 
have t o b e negotiate d t o mee t th e c i rcumstance s o f eac h specia l c a s e . Th e 
need fo r a s s i s t a n c e t o developin g count r ie s i n thi s respec t i s widel y 
r ecogn i sed . Ther e hav e bee n occasion s o n whic h contrac t s hav e ha d t o b e 
renegot ia ted af te r som e y e a r s , t o secu r e mor e equitabl e t e r m s . Th e p r o c e s s 
which lead s t o suc h renegot ia t ion s ca n genera t e muc h il l wil l on  bot h s i d e s . 
It woul d c l ea r l y b e p re fe rab l e i f a  mutuall y acceptabl e cont rac t , wit h som e 
chance o f endurin g a s such , coul d b e negotiate d i n th e firs t ins tance . 

4 1 . Th e developmen t o f a  ne w min e i s typicall y finance d o n a  develop -
ment productio n paymen t b a s i s , repayment s bein g geare d t o th e p roceed s o f 
a long- ter m sa le s c o n t r a c t . Governmenta l par t ic ipat io n introduce s a n 
additional pa r t y t o th e cont rac t a s a  complicatin g fac tor . Ther e ha s bee n 
some d i scuss io n o f th e exten t t o whic h cu r r en t p rac t i ce s i n minera l financin g 
need modificatio n t o tak e accoun t o f uncer ta in t y ove r th e problem s t o whic h 
this ne w situatio n ma y giv e r i s e . Whil e th e minin g companie s themselve s 
seem t o hav e adopte d a  mor e flexibl e posit io n o n th e questio n o f governmen t 
par t i c ipa t ion , an d whil e som e o f th e bank s tha t w e consulte d expresse d a 
p re fe rence fo r governmen t par t ic ipa t ion , o r eve n governmen t cont ro l , o n 
the groun d tha t i n th e lon g ru n thi s give s g r e a t e r s tabi l i ty , th e genera l vie w 
seems t o b e tha t ne w financia l ins t rument s wil l hav e t o b e developed . W e 
a r e no t qualifie d t o judg e th e s t rengt h o f th e technica l argument s i n thi s 
d i scuss ion , bu t i t a p p e a r s t o u s a t leas t tha t a  nee d wil l a r i s e fo r a  ban k 
which ha s a  specia l competenc e i n th e technique s o f minera l financin g fo r 
developing c o u n t r i e s , an d whic h wil l the re for e tak e a  lea d i n developin g ne w 
financial technique s i f the y a r e indee d r e q u i r e d . 

Agr icu l tu ra l Product io n 

4 2 . Internat iona l developmen t agencie s hav e recen t l y give n grea t l y 
i nc r ea sed at tentio n t o a g r i c u l t u r e . I t i s a  s ec to r whic h remain s problem -
at ica l fo r bi g in ternat iona l l e n d e r s , becaus e o f th e multiplicit y o f smal l 
final b o r r o w e r s , th e elemen t o f loca l cos t , th e inappropr ia tenes s o f 
the conventiona l c a p i t a l / r e c u r r e n t d is t inc t ion , an d vulnerabi l i t y t o highl y 
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complex non-financia l factor s -  adminis t ra t ion , socia l organisa t ion , climati c 
r i s k , e t c . I n vie w o f th e exten t t o whic h thes e problem s a r e recognised , 
and o f th e in tensi t y wit h whic h solution s a r e bein g sought , i t seem s likel y 
that th e mai n th rus t fo r th e ne w ini t ia t ive s whic h a r e undoubtedl y neede d wil l 
come fro m exist in g ins t i tu t ions . Th e function s tha t w e hav e a l r ead y outlined , 
however , woul d c lea r l y giv e th e ban k a  ro l e i n puttin g togethe r agr icul tura l 
p ro jec t s o f a n organise d commercia l n a t u r e . 

43. A s envisaged , a  Commonwealt h Investmen t Ban k woul d b e especia l l y 
well equippe d t o a s s i s t i n th e organisa t io n o f ag r i cu l tu ra l p rocess in g 
p r o j e c t s . Whe n ag r i cu l tu ra l p roces s in g i s i n th e hand s o f a n establ ishe d 
company wit h exper ienc e i n th i s field , th e financin g o f ne w projec t s i s 
re la t ive ly simple . I t i s becomin g increas ing l y common , however , fo r govern -
ments t o tak e th e vie w tha t ne w p roces s in g pro jec t s shoul d b e establ ishe d 
in th e publi c sec to r o r a s join t v e n t u r e s , i n o r d e r t o con t ro l , an d t o re ta i n 
the incom e from , thi s developmen t o f the i r na tura l r e s o u r c e b a s e . Anothe r 
r ea son give n i s th e nee d t o e n s u r e , throug h th e mechanis m o f governmen t 
par t i c ipa t ion , tha t th e benefit s o f th i s i nc rease d incom e a r e dis t r ibute d 
widely amon g smal l - sca l e ag r i cu l tu ra l p r o d u c e r s , an d a r e no t confine d t o 
a smal l minori t y o f pr ivat e e n t r e p r e n e u r s wh o a l r ead y hav e th e capacit y 
to sav e an d invest . A  Commonwealt h Investmen t Ban k coul d hel p government s 
to a t ta i n thes e object ive s b y organis in g th e ventur e capi ta l o f suc h projec t s 
on a  soun d b a s i s . Withou t suc h he lp , government s ma y b e dr ive n t o adop t 
one o r bot h o f tw o s t r a t e g i e s : 

(a) keepin g th e tota l equit y small , i n o r d e r t o minimis e i t s 
own cas h contr ibutio n whil e re ta inin g overal l con t ro l ; 

(b) seekin g th e a s s i s t anc e o f th e foreig n p a r t n e r i n financin g 
i t s ow n equit y s t ake , e . g . wit h a n agreemen t unde r whic h 
the foreig n pa r tne r accep t s de fe r re d paymen t ou t o f 
the earn ing s o f th e p ro jec t . 

Neither s t r a teg y i s wholel y sa t i s fac to ry . Th e f i rs t ca n resu l t i n sever e 
unde r -cap i t a l i s a t ion . (Case s o f debt /equi t y r a t io s a s hig h a s 20: 1 hav e 
been repor te d t o u s . ) Th e secon d in t roduce s ambiguitie s int o th e substanc e 
of p a r t n e r s h i p , whic h const i tut e a  poten t sourc e o f futur e misunders tanding . 
Additional problem s a r i s e i f th e foreig n p a r t n e r respond s t o th i s unsa t i s -
factory si tuat io n b y seekin g a  managemen t cont rac t i n p re fe renc e t o a n 
equity s t ake , whic h ca n resu l t i n reduce d commitmen t t o th e projec t an d a 
loss o f ta x r e v e n u e . 

4 4 . Th e Bank ' s ac t iv i t ie s i n manufacturin g indus t ry , a l s o , coul d provid e 
useful suppor t fo r ag r i cu l tu r a l development . I n p a r t i c u l a r , w e not e tha t 
f e r t i l i s e r p ro jec t s typical l y involv e a  mixtur e o f concess ionar y an d commercia l 
f inance, whic h give s r i s e t o s i tuat ion s fo r whic h th e Ban k i s explicit l y 
des igned . 

4 5 . Mor e gene ra l ly , th e poss ib i l i t i e s i n ag r i cu l tu r e woul d r equ i r e 
fur ther stud y af te r th e Ban k ha d take n shape . 

Sma l l -Sca le Indus t r i e s 

4 6 . Developmen t agencie s wit h exper ienc e i n th e promotio n o f small -
sca le i ndus t r i e s see m t o b e agree d tha t succes s i n thi s fiel d r e q u i r e s clos e 
and continuin g suppor t durin g a n extende d ini t ia l pe r iod . Thi s suggest s 
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that th e tas k o f promotin g smal l indus t r i e s l ie s pr imar i l y wit h nationa l 
development agenc ie s , o r a t leas t wit h agencie s tha t a r e strongl y an d 
extensively r ep re sen te d i n th e field , sinc e a  loca l p resenc e i s n e c e s s a r y 
for a s sessmen t i n persona l t e rm s o f th e degre e o f en t rep reneur i a l commit -
ment, a s s i s t a n c e i n workin g upa n ide a int o a  viabl e proposi t ion , a s s i s t anc e 
in th e acquis i t io n o f bas i c bus ines s sk i l l s , suc h a s book-keepin g an d ear l y 
warning whe n th e smal l bus ines s man ' s vulnerabi l i t y t o shor t - t e r m problem s 
i s gettin g hi m int o difficulty . Compare d wit h nationa l developmen t bank s 
concerned wit h th e promotio n o f mediu m an d l a r g e - s c a l e i n d u s t r i e s , agencie s 
for th e promotio n o f smal l i ndus t r i e s hav e bee n re la t ive l y litt l e use d b y th e 
major in ternat iona l l ender s a s financia l i n t e rmed ia r i e s , becaus e o f a  p r e -
valent assumptio n tha t the i r mai n nee d i s technica l a s s i s t a n c e . Ye t suc h 
agencies d o nee d financia l suppor t i n th e performanc e o f t he i r r o l e , i n 
assoc ia t ion wit h technica l s e r v i c e s , whic h suggest s tha t a  Commonwealt h 
Investment Ban k coul d fulfi l a  usefu l purpos e i n a  re la t ive l y neglecte d fiel d 
of in ternat iona l developmen t coopera t ion . 

Genera l Purpos e Borrowin g 

4 7 . Th e need s i n re la t io n t o genera l purpos e borrowin g a r e no t 
confined t o thos e count r ie s whic h a r e sufficientl y credi twor th y t o g o t o th e 
marke t . I n additio n t o helpin g cred i twor th y count r ie s t o organis e the i r 
borrowing a s cheapl y a s poss ib l e , a  Commonwealt h Investmen t Ban k coul d 
play a  usefu l ro l e i n helpin g count r ie s t o a s s e s s an d compar e th e t ru e 
worth o f th e s e r v i c e s offere d b y commercia l bank s an d othe r pr ivat e in te r -
m e d i a r i e s , eve n i n count r ie s o f limite d borrowin g capac i ty . 

Other A r e a s Cons idere d 

4 8 . Th e o the r a r e a s tha t w e hav e cons idere d fal l mainl y unde r th e 
heading o f i nv i s ib l e s . I n p a r t i c u l a r , w e hav e looke d a t t h re e a r e a s i n whic h 
it i s frequentl y a rgued , notabl y i n th e contex t o f Uncta d deba tes , tha t th e 
dominance o f develope d coun t r i e s impose s a n unneces sa r y s t r a i n o n develop -
ing coun t r i e s ' foreig n exchang e r e s o u r c e s . Thes e a r e : 

(a) i n su ranc e ; 
(b) shipping ; 
(c) t ou r i sm . 

We d o no t bel iev e tha t simpl y buildin g u p developin g coun t r i e s ' capaci t y 
in thes e th re e a r e a s provide s a n adequat e solutio n t o th e problem s tha t 
a r i s e . I n i n s u r a n c e , w e se e n o eas y wa y o f avoidin g th e cos t o f r e - i n s u r i n g 
in on e o f th e es tabl i she d insu ranc e m a r k e t s . Bot h i n shippin g an d i n 
tour i sm, w e not e tha t cons iderab l e effort s hav e a l r ead y bee n made , an d 
that i n th e ligh t o f exper ienc e man y developin g count r ie s a r e no w r e -
cons ider ing the i r po l i c i e s . W e woul d dra w attentio n t o th e possibi l i t y o f 
expanding th e function s o f th e CFT C i n thes e f ie lds , t o a s s i s t developin g 
coun t r i es i n makin g discr iminat in g us e o f th e faci l i t ie s tha t a r e ava i lab le , 
but w e a r e no t convince d tha t th e problem s a r e pr imar i l y financial , o r tha t 
a financia l in te rmedia r y coul d mak e a  significan t contributio n t o the i r 
solut ion. 

IV. THE TASK OF ESTABLISHING THE BANK 

4 9 . A  ban k capabl e o f respondin g t o th e need s identifie d i n th e tw o 
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