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1. Basic features of a new financial intermed5ar.y for industrial develoPment 

Tangidle progress towards achieving the Lima target would ca.U- 
for vastly increased external financing on appropriate terms, to meet the 

needs of the developing countries. In measuring the scale of the financing 
requirements against prospective capital surpluses it becomes evident that 

there are important quantitative is well as qualitative gaps in the present 

international financial system, which will constrain the deployxrent of financial 

surpluses to investment in uew industrial capacity in the developing countries. 

Even under the best assumptions, the muLtilateral institutions and the commercial 
banks will. leave enormous room for f?zther financial flows to industrial 

development in the South. This calls for an initiative to fill the institutional 

gap. Any new mechanism set up for this purpose should be based inter Asia on 
the principles of providing universal participation, mutuality of interests, 

maturity structures and lending rates conducive to industrial development, 
concessionary terms for the least developed countries and the opportunity for 

all participating countries to influence its policies and management. 

It is proposed to fill the institutional gap by setting up a new financial 

mechanism, called the International B 

proposed Bank would assist the industrialization of developing countries, 

stimulate the world economy , and provide an additional and efficient facility 
for recycling surpluses. Fkxtionally, the Bank would not only fill. quantitative 
gaps by acting as a financial intermediary, but also remedy serious qualitative 
deficiencies in the existing international financial system by: 

(a) Operating as a vehicle for channelling greatly needed equity invest- 

nt into the developing countries as an intermediary between direct investors 

and demanders of funds; 

(b) Pmmoting investment by providing a package of services such as 

project promotion, joint ventures, and export re-financing, taking advantage 

of services available within United Nations organizations s~xzh as URIW and 

other pro s cw speeislized agencies; 

(c) Offering borrowers a choice of curreacies in which they would want 

to barraw, to allow them to manage their exchange risk exposure; 
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gap - sew mechanism set up for this p 

the prkci~les of protiting x2.niversa.I participation, nut ity of interests, 
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paz-ticigating countr5es to 
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but also remet@ serious gzalitative 

iciencies in the existing i~ta~at~~~~ financial system by: 

(a] Cperatimrg as a vehicle for cha~lnelEing d equity invest- 
iRt0 the developi countries as an inte diary between direct investon 

ders of Azn*; 

rat by providing a package of services such as 
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(d) Sntruduci~g innovative new instrmerks for lenders ta enable them 

to take direct partnership i pradnctive assets in developing countries; 

(e) Performing long-tern maturity tssnsfarnat.isa for industrial 

Pm3 s on qqr5priate tems; 

(fl ng extensive use of the credit rkets to ~zuvide bz-2 

finance to develaping comtri of heatily 

bOXTtXing; 

(9) Offering those lending thm it protecztion against LIQLL-co 

rbks, by me~3uz1s of undertakings emlmdied in its e er; 

(Id APP flexible and speedy operaticmeL procedures; 

elling additional finance, thmugh m-financing S 

with co rcial b and other financi institutions; 

w Pmti coatinwus an reliable availability uf fun&3 to 

Q-eloping coxiTxm?ies by bormting e.3.50 at eating rates cm a ti-currency 

is whenever recess 

tiding titererst subsidization at dif?erential rates, funded ttiazqk, 

scherze li&sed to rt or rs received; 

Stizaulati2ag the development of domestic industrial exrgrt credit in 

aping cowtries offering re-financing fa&Lities. 

2. 

t e.slh for the dev@loping countries" S&XC%? of the mrldSs 

in ri%l pm&uction to reach at least 25% by the year 2CXB. 6a the 'Dasis 

of present tremis the develoyin shire will, by the yea- 2000, 

%pJzoacb %botrt I4Z, nst a level of 10,7$ in 1979. If the devehging 

ries are to rea& the Lima target, they xust &ring 1986 - 2080 inereerse 

rates considerabliy beyocd vhat current trends wm&d yield: 

GDP L?raIp 5.32 to and indhtsttial output fmn 509S to 9.21. These accelerated 

h r%tes t be m&&cd by a emrresyxuiing spu-t is new investnzxxt %n 
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industry as well as in foreign financial owsp to bridge the foreign exchange 
gap created by the sharp increase in impotis of capital goods aad services. 

The! respective figures (at 1975 prices) we estimated at: 

Msnufacturin~ industry in develoriina countries 
(US $ billions) 

Investment 
(l%muhtive 

1980 2000 1960 - 2000 l980 2000 1980 - 2000 

Present trend 56 151 1790 20 53 630 
Lima x%quirements 56 427 4030 20 149 1410 

An evaluation of the prospects of mobilizing such eno us le s of 
intemationsl fin=cing must start with a close look at the international 
mmey and capital mmkets, which since 1973 - 1974 has become the predominant 
source of external finrsnce for developinrg comtries, overshsdowing 0PficiaZL 

aid md lending by titi.lateraZ institutions. In adJa9Plstin.g to the oil price 
changes of 197'3 - 1974, the industrialized, countries went through a period 
of stagfJ.ati.on, while the non-oil develcaping countries ran higher current 
accotmt deficits finsnced thzmp;\gh bombings fmm the North’s commercial 

anking systexn, which recycled the oil surpluses accrerm?lated by a few oil 
arting developing countries. Of total borrowings in international capital 

s, the developing countries' share rose steadily fmm 32.5X.in 1.976 to 
43.7% in 19T9, tien over 60% of S.U currency credits went to developing 
countries. Despite its aTparent success, the channelling of ds to developing 
eourrtries by the commercial banks was accomplished at 8 level lower than 
economically oNi&, while the distribution, conditions and developmental 
effects of these mds were not k-holly appropriate to the needs of the developing 
cowtx5es. Moreover, manuf wing industry obtained only a share (14%) 
of the co rcial bank lending in 1973 0 1978. 

It is widely believed that the rules of sqenrisoq authorities, capital 

ratio limitations and ove sure to high individual country risks will 

constrain commercial banks from expanding their recycling function much further. 

Multilater institutions will also be limited by their size and structure, 

their difficulties in changing statutes and regulations, and by their re- 
stricted country memberships. Therefore, while the prospective supply of funds 
in the eighties end nineties looking for secure and profitable investment in 
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* the capit markets is likely to increase preeiablp, a ap in the present 

international financial.structure will constrain its de~lo ent, p ictiLarly 

for financing new industrial. capacity in the de loping countries, 

y new mechanism that be set up for ~h~~elling.~dditio~~ funds to 

ufacturing investment in de loping countries, uld also provide 

stimulus to the industrialized countries J since they would be t main exporters 

oftbe capital goods and se ces required the developin 

these countries the increased e ri23 would have a tiplier effest on pro- 

duction d employment 

generate 8 considerable unt of additional public revenue. For the OECD 
qea as a whole, the multiplier is esti ed at 3 . Sn other words, each in- 

ereasein d of $I$ billion would lead to a production incre e within the 
OECD area of more than $45 billion. The resultant increase in p duction woul 
generate additional revenue for the public sector estimated at between 40 to 

70 percent of the insrease in exports. 

3. 

tilsteral base provided by member countries from 

would subscribe to its equity capita, the proposed B 

e project loans pri ilyr and in some circPrmstances p?pg 

industry in developing countries. 

developing countries e It wo-uld be designed to give tangible benefits to all 

participating groups of countries. ugh an equitable system of benefit 
sharing between the borrowing countries and countries which receive additional 

export orders fxmx the lending, it would be possible to offer attractive 

lending rates to bomwers, psrticularly the least developed countries. The 

B would be a s and compact or ization. St would channel its re- 
sources to industry largely through regional and national development banks 

snd thm co-financing with existing finacing institutions. 

The Bank would be set up as a legally independent body either within or 

at&side the United Nations system, as negotiated and decided by the member 

countries. It is recommended, however, that it should seek a special relation- 
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ship with the United E&ions family, rather similar to that of the World 

* Most i rtahly, the Bank should be non-political in its nature and 

fknctioning. 

The capit& base of the would consist of a relatively small pro- 

poeion of called-up capital 0%) subscribed by the member countries, 

but it would be able to borrow nst the security of the called 

called capital, vi a gearing proposed event y to exceed 1:l. 

lending target of 5 billion (by 1995) with an average urity period of 

twelve years would necessitate peak bo rmwings andloans outstaudin 

$lGC billion. Although it ti be prudent to start with a considerably more 

;aa&st IsveJ. of snnusl lending aud a debt/equity ratio of 1~1, it is re- 

emended that the legally authorized eauital of the be fixed at $50 billion 

within which the subscribed capital and the debt/equity ratio be increased 

in stages by decisions taken at aunual meetings of the Bank itself. On this 

basis the capital structure of the Rank might evolve as follows: 

1985 1990 1995 2000 __I 2005 2010 

Authorized Capital 

Subscribed CauitsJ.: 

C&led 

( $ 
50 50 
10 20 

(21 (4) 

billions) 

50 so 50 50 

50 50 50 50 

10) (10) (10) (10) 

WncaUed (8) (16) (40) (40) (40) (40) 

Total Bormwinas 10 40 100 200 250 250 
Debt/equity ratio s.:l 2:l 2:l 4:l 5:l 5:r 

Axlmlal Lendin& 1.5 6.0 15.0 30.0 37.5 31.5 

Recognizing the large finaucisl Rows whkh must be mobilized by the 

new institution, it might be useful to consider eU.ocating capital subscriptions 

and voting rights (which would be nom-proportional) to five groups 0,' countries. 

The following scenario may serve as an illustration: 

Called Canital Contribution 

Initial Eventual 5 

US $ bill. US $ bill. 

Group B 1.0 5.0 50 
Oil expolcting developing countriesal 0.4 2.0 20 

Other developing count,-ies 0.2 1.0 10 

Group D 0.3 1.5 15 
China 0*1 0.5 5 

a.o 10.0 - 100 

/ Some GPX plus other oil exporting developing countries. 

VotinE Richts 

ii 

40 

16 

28 
12 
I 
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In this scenario, Grow %, the oil e rting developing eounltries, Grow D 

and China each yield 20% of the votes accruing from their respeeti-~e equity 
shares to the other developing countries. 

Ia order to pmtect not o "s bormwe~s, bti 
country lenders to the Bank, from a lar 0% the exchange risk inherent 
in single currency t sactians ) it is strongly reco 
adopt the technique of lending as well as 

time as the SD% ns c~encyI by operaSA 
CUYE%XCk . 

The prcqmeB cd on the concept of mutual benefits to 
all groups of countries. eloping countries would benefit m hating 
aaaitionai equity sad lo ization ou appropriate te 
with possible sotbsidies in the interest rate patiieul, y for least 
developed countries an her countries. As borrowers, they wofid 

also get some shelter i"rsn! exehan risk as explained above. Capital surplus 
oil rtieg countzies leading to the B reuld derive several benefits. 
First, their lo d be sheltered fmm exe ge risk thm 
denomination in tems of the Bank's curzncy basket. Second, the B 

atterapt to give their imestments pmteetion a inst inflation. 
from these countries could be in sted by the B in prime industrial projects 
in developing countties against debentwes convertible into eqtity,shares of 
the enterprises finam~d- During the life of the debentures, or ugcm redemption, 

the lending gmerameats would have the option of cont~grting them into equity 

shares of the berroting industrial undertakings at gar; if the industrial 
undertakings prospered, these equity shares should be standing at substantial 

premiums. %y routing their funds through the B the oil exporting countries 

would be protected initially from a large part of the risk itiarenl in direct 

equity investment. Third, the Bank would,also have a crucial ction to per- 
form 8s a seareh mechanism and enforcer of quality control by identifying, 

preparing snd evaluating industrial orogects suitable for direct foreign 

equity investment which capital surplus oil expotiing countries are keenly 

looking for. The % would thus give the oil exporting countries - at their 

own choice - the o~pxtunity to enter into direct partnership in productive 

industrial enterprises in the other developing countries. GPO~~ D countries 
would have the adverntages of being able to use alithe facilities offered by the 

Z&S, ana share in some o f the additional exports of capital ds and services 
which ototia accme from the Sank's lending, particularly through trilateral 
co-operation between the West, Zast and South. In certain circwnstanccs, 

- .-.- 



Groug D countries might al.&. wish to borrow from the Bank. Group B countries 

will clearly gain from the additional exports of capital goods =a services 
that would be generated by the Bank's lending. It is estimated that the 

econonic benefit to Group B countries of the additional busine?s would be 

several times the'&mk"s arm&i lending level apart from satin@ 08 subsidies 

presently granted to export credit agencies. Since the additional exports 

generated by the Bank would offer relic- rto the present depressed economic 

situation, the industrialized countries might agree to share a pm=t of the 

economic and fiscal benefits which woul.d bcc~'ue to therm. Such benefit sharing 

would be used to build up an interest subsidy account as e*lained below. 

4. Sources and methods of ~QITO~~IU? 

It would be crucial for the Bank to be able to borrow sufficiently from 

the capital market at the lowest possible Cost, and to proture capital bi- 

laterally from governments, inclMing the oil exporting countries.' Successful 

achievement of this objective would depend primarily 0x1 the market perception 

of the Bank and the credit-worthiness it would be able to establish. If it 

is first established by a few countries, direct bank credits might be the 
best initial route. If it were set up as a multilateral institution with wide 

metiershio it vould more quickly be able to issue fixed rate bonds ou prime 

terms ma conditions. 

The Bank would borrow from four main sources: the Tkmeurrency market, 
the national cap!tal markets in industrialized countries, the national capital 

ets in certain oil exporting countries ) and direct placements by the Bauk 

with surplus countries. Althou& RO market is entirely free fmm regulation, 

the Eurocurrency market is relatively open and therefore should be more 
accessible at an early stage of the Bsnk's activities than the nation& ca3its.l 

markeis . 

Two separate segments of the Eurocurrency market are available, namely, 

the market for syndicated bank credits (the Eurocredit market) and the market 

fOP bonds (the m=0bona aarket 1. The Bank would probably first tap the Euro- 

cmncy market by raising smdieated medium-term Eurocredits and lending to 

developing rmantries on longer terms , performing maturity transformation through 

the roli-over technige. The interest payable OR syndicated Emocredits will 

float, being linked to the London Interbank Offered Bate (LIBBR) with a fixed 

sped. As soon as the Bank has established its rating in the market, it 

would issue straight fixed-interest 3moboads on prine conditions. A third 

- 
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slternative would be to issue the presently popular Floating Rate Notes (FRNs). 
Although the cost of these funds fluctuates considerably, they represent for 
developing countries an alternative to bomwing in the syndicated credit 
market and they also offer the possibility of entering the Eurobond market. 

Penetration of the national capital markets in the industrialized 

countries would depend on fulfilment of regulations, but can take the form 

of either direct bank credits or bond issues on either fixed or float2ng rate 

basis. Bozzvting in some of the national capital markets would be iqwrtant 

if the Bank were to operate its own basket of currencies as suggested above. 

Similarly the Rank could issue bonds in the capital markets of some of 

the oil exporting countries, denominated in their national currencies. More 
importantly, however, the Bank would attempt to mske direct placements in these 

countries, especially in realizing the proposed scheme for linking such 

borrowing with the Bank's lending to prime industrial projects in developing 

countries, on debentures convertible into equity shares of the industrial 

enterprises financed. 

5. Modes of lending for industrial development 

Any discussion on modes of lending must start by addressing the question 

of progrsmme versus project lending. The payments imbalances created in the 
developing sountr5es since 1973-1974 have supported the call for flexible 

pro-e financing. The need for increased programme financing is recognized. 
However, because of its need to gain and maintain a prime rating in the capital 

markets, it is felt that the Rank should concentrate on industrial project 
financing, while taking some steps in the direction of Programme financing, 
perhaps through lines of credit granted to national development banks. 

The emphasis on industrial project f'ixuxing will bring the Bank face 

to face with the problem of increasing the absorptive capacity of the developing 

countries, Rarticularly in the least developed countries. Project identification 
and preparation is a bottleneck in many developing countries, which find it 
difficult to organize and finance the necessary studies. Bilateral and multi- 

lateral financing institutions are often unable to contribute because of the 

high risk factor connected with the activity. 



The n Industrial Project Preparation Facility (IPPF)~' proposed by 
UNIDO could be used effectively to fill this need. In identifying and pre- 
paring viable industrial investment proposals the Facility would draw heavily , 
on TJEIIx)*s field organization as well as its technical assistance capability. 

Although the IPPF ought to be set up as soon as possible thro vo1untary 

contributions from member oomtries, it could become a window of the Bank 

once the latter is constituted. Thereafter the Facility would be 
the interest subsidy account of the Bank d administered thro 

relationship'" arrangement with UNIDO. 

While it is recognized that pure project lending must be the nucleus 

of the activities of the 3ank, the possibility of other forms of lending 

would also be considered. Lending against debentures convertible into equity 

shares has been mentioned above. Other possibilities would be project lending 
with borrower discretion over sub--projects as practiced by the World Bank, 

lending to industrial sectors or sub-sectors 'nst a composite plan, opening 
credit lines for development banks or institutions 9 and finally co-financing 
activities with other multilateral, aud with public and private financing 

institutions. 

The proposed concessions in the lending rate as well as funding the 

Industrial mject Preparation Facility would require the creation of an 

interest subsidy account. It is reco ended that this subsidy account be 
operated apart to allow the 3ank to charge a lending rate which would cover its 

average cost of borrowing, in order to maintain a strong balance sheet. One 

way of funding the interest subsidy aceoun* cI would be by obtaining a share of 
the economic or fiscal benefits which would accrue to countries, both 

industrialized and developing , receiving the new export orders from the Bank's 

lending. An estimate has been made of the possible size of the interest subsidy 

at the initial annual lending level of $1.5 billion., which would int.Ave total 
outstaMing loans in the pipeline of $10 billion with an average maturity of 

twelve years e Assuming that 2C$ of the lending will go initially to the least 

developed countries, the total annual interest subsidy would amount to 

$100 million, or to $120 million including a margin for the Industrial Project 

Reparation Facility. 

1/ See "Praposai for an Industrial Project Preoarztion Facility'" subtitted 
by the E!xecutive Director of UNIDO, Document ID/3/2k5, April 1980. 
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Since the Ba&'s lending would cover perhaps half the forei exchange 
cost of the capital goods aud services, the rest being covered b co-finaucing, 
the value of the actual new export orders could be double the snuual lending 
of the Be.&. Similarly, for the OECD group of countries, the economic benefits 

accruing from the additional export ordezz would be about two to three tiaes 

the value of the additional orders, leading also to au increase in publie 

revenue. The countries receiving the new orders would be eqeeted to share 

some of these additional benefits with the interest subsidy account of the 

BaRk. On the basis of these estimates the souutries receiving 

would share about 42 of the value of the new orders, uutingto 2% of the 
economic benefits accruing to their economies, or 5% to 10x of t 
public revenue earned. The central feature of this method of raisin 

subsidy is its direct link to the receipt of orders; countries not in receipt 
of orders would not be required to contribute in any way, 


