
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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preceding section s woul d hav e t o posses s th e followin g character is t ics : 

(a) a  hig h degre e o f operationa l flexibility ; 
(b) knowledg e of , an d a  determinatio n t o wor k with , 

a wid e rang e o f othe r financia l institution s ; 
(c) a  capacit y t o sustai n a n uncompromisingl y business -

like imag e whil e remainin g sensitiv e t o th e develop -
mental aspiration s o f it s principa l clients ; 

(d) a  professiona l comman d o f som e highl y specialise d 
skil ls . 

The performanc e o f it s intermediar y rol e require s abov e al l tha t i t shoul d 
avoid th e tendenc y whic h i s sometime s attribute d t o existin g internationa l 
development agencies , o f imposin g thei r ow n operationa l preference s instea d 
of tryin g t o respon d t o th e preference s o f thei r clients . 

50. T o establis h an d ru n a  ban k wit h thes e characterist ic s wil l impos e 
far greate r demand s bot h o n it s backer s an d o n it s staf f tha n woul d th e 
establishment an d runnin g o f a  mor e o r les s self-containe d operationa l 
agency. Eve n i f th e charg e tha t existin g developmen t agencie s ten d t o 
impose thei r ow n preference s i s ope n t o challenge , i t i s certainl y tru e tha t 
they fin d i t easie r t o operat e i n situation s i n whic h the y retai n a  controllin g 
position. Ou r ai m i n thi s sectio n i s t o provid e a  realisti c assessmen t o f 
some o f th e principa l difficultie s t o be overcome , whic h w e se e a s lyin g 
in fiv e mai n a r e a s : 

(a) th e time-scal e fo r establishin g a  Commonwealt h 
Investment Bank ; 

(b) staffing ; 
(c) relation s wit h membe r countries ; 
(d) relation s wit h non-membe r countries ; 
(e) commercia l an d financia l r i sk . 

In th e concludin g section , w e mak e specifi c suggestion s concernin g th e 
structure o f th e Bank , whic h w e thin k woul d g o som e wa y toward s resolvin g 
these difficulties . Bu t w e d o no t thin k tha t the y ca n be totall y eliminated , 
or tha t the y shoul d b e glosse d over . 

Time-Scale 

51 . Experienc e suggest s tha t th e establishmen t o f a  ne w financia l 
institution tend s t o tak e longe r tha n expected . Ou r view , an d th e vie w o f 
those who m w e hav e consulted , i s tha t i t migh t tak e tw o year s t o buil d u p 
the staf f o f a  Commonweal t Investmen t Ban k t o a  leve l a t whic h i t woul d b e 
capable o f operatin g effectively , an d tha t i t migh t requir e a  furthe r perio d 
of betwee n thre e an d fiv e year s befor e i t ha d buil t u p a  sufficien t volum e 
of busines s t o b e full y self-supportin g an d capabl e o f expamdin g it s operation s 
purely o n th e basi s o f it s ow n record . Durin g thi s initia l period , i t wil l 
require specia l suppor t fro m it s members , thoug h w e d o no t thin k thi s suppor t 
should b e continue d indefinitely . W e have give n a  tentativ e estimat e o f adminis -
trative cost s durin g th e preliminar y two-yea r period , befor e th e Ban k ha s 
begun t o ear n a  norma l income , i n Anne x X . Thes e administrativ e cost s woul d 
have t o b e finance d by , an d woul d fo r a n intermediat e perio d absorb , th e 
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interest o n the Bank' s capital , whic h durin g thi s perio d wil l presumabl y b e 
held i n th e for m o f tim e deposit s an d othe r liqui d a s se t s . However , a s th e 
Bank begin s t o d o business, i t seem s inevitabl e tha t i n th e earl y stages , 
before i t ha s establishe d th e sor t o f reputatio n require d fo r th e performanc e 
of it s intermediar y role , direc t lendin g fro m it s ow n resource s wil l figur e 
more prominentl y i n it s operation s tha n i s ultimatel y envisaged , an d fo r 
this i t wil l nee d extr a backin g on  a  temporar y bas is . 
52. W e hav e identifie d tw o majo r respect s -  th e incorporatio n o f a 
soft windo w an d th e provisio n o f ventur e capita l -  i n whic h th e Ban k ma y 
have t o reconside r it s positio n onc e i t i s securel y established . Further -
more, w e hav e suggeste d abov e tha t a  transitiona l perio d wil l b e require d 
before th e Ban k ca n develo p it s intermediar y ro le . Ther e i s clearl y a 
danger tha t i n th e proces s o f establishin g itsel f th e Ban k coul d becom e 
committed t o practice s whic h woul d imped e a  subsequen t revie w o f thes e 
issues , an d whic h migh t therefor e preven t i t fro m functionin g a s intended . 
The phasin g o f th e Bank' s transitio n fro m on e stag e t o anothe r wil l nee d t o 
be carefull y though t ou t i n advance , an d precaution s take n agains t th e 
onset o f operationa l rigidity . 

Staffing 

53. Th e Ban k wil l b e grante d authorise d statu s b y H M Treasury, 1 

and wil l gai n acceptanc e fro m th e commercia l bank s wit h which i t wil l nee d 
close relat ions , onl y i f i t i s see n t o be ru n b y peopl e wit h th e experienc e 
and qualification s tha t th e performanc e o f it s function s requires . Staf f o f 
the require d standin g wil l no t b e eas y t o find , an d t o attrac t the m wil l 
require th e paymen t o f internationall y competitiv e sa la r ies . Apar t fro m th e 
crucial questio n o f th e appointmen t o f th e chie f executive , w e se e thre e 
main staffin g need s whic h ma y be difficul t t o fulfil : 

(a) a  specialis t i n U K exchang e control ; 
(b) a t leas t on e f irs t-clas s foreig n exchang e dealer , an d 

eventually a  team ; 
(c) severa l banker s wit h experienc e o f puttin g project s 

together i n developin g countries , especiall y i n th e 
natural resource s sec tors . 

We d o no t thin k thes e problem s ar e insuperable , especiall y a s w e d o no t 
envisage a  larg e staff , perhap s twent y to twenty-fiv e professional s i n th e 
fourth yea r (se e Anne x X) . However , ther e ar e tw o requirement s fo r 
their solution : 

(a) tha t th e Ban k shoul d b e see n t o hav e th e substantia l 
backing, preferabl y a s shareholders , o f a  numbe r o f 
private bank s wit h establishe d reputation s i n th e 
City o f London ; 

(b) tha t th e governmenta l shareholder s shoul d recognis e 
the overwhelmin g importanc e o f recruitin g th e bes t 
staff possible , no t necessari l y rulin g ou t non-Common -
wealth citizen s i n specialis t positions . 

In thi s paragraph , i t i s assume d tha t th e Ban k would b e locate d 
in Londo n -  cf . pa ra . 7 7 below . 
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54. Th e ke y t o effectiv e staffing , a s indee d t o man y othe r a spec t s o f 
the Bank ' s development , i s th e appointmen t o f th e chie f execut ive . W e 
assume tha t th e nee d t o mak e thi s appointmen t o n th e b a s i s o f persona l 
quality an d profess iona l qualification s wil l b e widel y recogn ised , an d tha t 
poli t ical cons idera t ion s wil l en te r onl y t o th e exten t tha t t he r e a r e ce r ta i n 
obvious minimu m condition s o f acceptabi l i t y tha t nee d t o b e met . 

Relat ions wit h Membe r Count r ie s 

5 5 . W e hav e suggeste d tha t th e Ban k wil l r equ i r e som e for m o f specia l 
support i n i t s ea r l y y e a r s . I t woul d b e al ie n bot h t o th e spi r i t an d t o th e 
substance o f ou r proposa l t o expec t tha t suppor t t o com e exclusivel y o r 
even pr imar i l y fro m Commonwealt h develope d c o u n t r i e s . A  questio n a r i s e s , 
t h e r e f o r e , concernin g th e exten t t o whic h th e poli t ica l wil l e x i s t s , o n th e 
pa r t o f Commonwealt h develope d an d developin g count r ie s a l ike , t o giv e th e 
Bank effectiv e suppor t i n i t s ini t ia l funding . Th e answe r t o tha t questio n 
depends par t l y o n th e amoun t o f suppor t r e q u i r e d . I n th e nex t sect ion , w e 
suggest tha t i t woul d b e poss ib l e an d indee d des i rab l e t o es tabl i s h th e Ban k 
with a n equit y an d loa n capi ta l s t r uc tu r e whic h impose s a  re la t ive l y smal l 
burden o n i t s members . 

56. The r e a r e tw o othe r r e s p e c t s i n whic h th e att i tud e o f count r ie s 
consider ing th e poss ibi l i t y o f par t ic ipat in g i n a  Commonwealt h Investmen t 
Bank need s carefu l a s s e s s m e n t . F i r s t , doe s th e potentia l uti l i t y o f th e Ban k 
const i tute a  sufficien t inducemen t t o membe r count r ie s t o br in g bus ines s t o 
it i n th e e a r l y y e a r s o f i t s development ? I n ou r view , thi s questio n ha s a t 
leas t a s significan t a  bea r in g o n th e abil i t y o f th e Ban k t o es tabl is h i tsel f 
a s th e quest io n o f funding . Secondly , wil l th e Bank ' s nee d t o a t t r ac t 
bus iness provid e a  sufficien t a s s u r a n c e tha t i t wil l endeavou r t o mee t i t s 
members ' r e q u i r e m e n t s , withou t th e impositio n o f poli t ica l cont ro ls ? T o 
es tab l i sh i tsel f a s a  c red ib l e mobi l ise r o f externa l cap i ta l , th e Ban k wil l 
need cons iderab l e freedo m o f ac t ion . Pol i t ica l con t ro l s , whil e superficial l y 
seeming t o b r in g i t mor e c lose l y int o conformit y wit h members ' r e q u i r e -
ments , coul d f rus t ra t e i t i n th e performanc e o f i t s pr incipa l function . 

Relat ions wit h Non-Membe r Count r ie s 

57 . I n som e r e s p e c t s , notabl y i n th e syndicatio n o f loans , th e mobili -
sat ion o f expor t c r e d i t s , an d procurement , t o confin e th e Ban k t o operat ion s 
in Commonwealt h count r i e s migh t b e undul y r e s t r i c t i v e . A t th e sam e t ime , 
the cas e fo r th e Ban k a s a  Commonwealt h inst i tut io n r e s t s o n a  belie f tha t 
the Commonwealt h re la t ionsh i p i s advantageou s t o a l l i t s members , includin g 
i t s develope d countr y members . Thi s cas e wil l b e s t rengthene d i f th e 
genera l ly d e s i r a b l e p r inc ip le s o f freedo m t o see k procuremen t fro m th e 
cheapest sourc e o f suppl y an d t o explor e a l l possibl e source s o f capi ta l a r e 
tempered wit h som e measur e o f Commonwealt h p r e f e r e n c e , bu t i t wil l no t 
be eas y t o s t r ik e th e r igh t b a l a n c e , an d eve n l e s s eas y t o t r ans l a t e tha t 
balance int o water t igh t lega l p r o v i s i o n s . 

Commercial an d F inanc ia l Ris k 

58 . A  ban k whic h i s p r imar i l y concerne d wit h th e financin g o f p ro jec t s 
in th e productiv e s e c t o r s depend s essen t ia l l y fo r i t s incom e o n th e profit -
abi l i ty o f th e e n t e r p r i s e s tha t i t s u p p o r t s . F o r ce r ta in t y o f repayment , 
it depend s o n th e s t rengt h o f th e secur i t y tha t i t ca n t a k e . I t wil l o f cours e 
seek th e norma l a s s u r a n c e s o f appropr ia t e gua ran tee s an d othe r form s o f 
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security i n it s operations . Bu t i t shoul d no t see k specia l protectio n i n 
respect o f an y r isk s inheren t i n th e project s whic h i t finances , an d shoul d 
be steere d awa y fro m th e temptatio n t o rel y o n governmen t guarantee s a s 
the mai n elemen t i n it s ow n creditworthiness . I f a  significan t proportio n 
of th e enterprise s supporte d b y th e Ban k fail , i t , too , wil l hav e failed , an d 
its shareholder s wil l stan d t o los e thei r equit y stake . W e believ e tha t 
this r is k shoul d b e faced , a s a  necessar y disciplin e i n th e Bank' s operations . 
We d o no t believ e tha t th e area s o f nee d whic h w e hav e identifie d requir e 
an institutio n whic h i s se t u p t o mak e losses . 

59. Fo r a n institutio n whic h bot h borrow s an d lend s o n essentiall y 
commercial term s ther e i s , however , a  mor e genera l ris k relatin g t o th e 
creditworthiness o f borrowin g countries . Indeed , th e questio n ar ise s 
whether operation s o n suc h term s ar e appropriat e t o som e o f th e poore r 
Commonwealth countrie s wit h particularl y difficul t developmen t tasks . I n 
this connection , w e conside r tha t th e cas e fo r a  ban k o f th e typ e tha t w e 
envisage res t s partl y o n evidenc e whic h suggest s tha t eve n i n th e poores t 
countries ther e ar e project s offerin g th e potentia l o f hig h economi c re turns , 
but whic h ar e hel d u p b y problem s o f assemblin g th e neede d financial , 
technical an d manageria l package . Probabl y al l countrie s resor t t o 
borrowing o n commercia l term s i n additio n t o assistanc e receive d o n con -
cessionary terms . B y helpin g t o ensur e tha t suc h borrowin g woul d b e 
undertaken o n th e mos t favourabl e term s an d conditions , an d tha t th e project s 
financed woul d b e effectiv e i n earnin g o r savin g foreig n exchange , a 
Commonwealth Investmen t Ban k woul d i n fac t strengthe n th e creditworthines s 
of th e borrowin g country . Thi s woul d no t b e sufficien t i n itsel f t o guar d 
against th e possibilitie s o f balanc e o f paymen t an d debt-servicin g difficultie s 
in borrowin g countries . However , o n the assumptio n tha t Commonwealt h 
countries woul d valu e th e service s provide d b y a  Commonwealt h Investmen t 
Bank, i t woul d b e importan t tha t the y shoul d protec t th e Bank' s ow n abilit y 
to borrow b y avoidin g defaul t o n thei r deb t servic e liabilitie s t o th e Bank . 

V. RECOMMENDATION S 

Functions o f a  Commonwealt h Investmen t Ban k 

60. W e propos e th e establishmen t o f a  Commonwealt h Investmen t Ban k 
with th e followin g principa l function s : 

(a) t o tak e a  financia l participatio n i n an d t o assis t th e 
efforts o f Commonwealt h countrie s t o diversif y an d 
enlarge thei r source s o f externa l capital ; 

(b) t o assis t Commonwealt h countrie s i n th e identificatio n 
and preparatio n o f projects , especiall y project s i n 
the productiv e sectors , an d i n th e mobilisatio n o f 
finance fo r suc h projects ; 

(c) t o assis t Commonwealt h countrie s i n organisin g th e 
capital structur e o f project s o n a  soun d financia l 
bas i s , especiall y project s i n whic h government s o r 
public enterprise s ar e majo r participants ; 

(d) t o assis t Commonwealt h countrie s i n th e identificatio n 
of an d negotiation s wit h suitabl e foreig n partner s i n th e 
promotion o f join t ventures ; 
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