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Foreword* 

The role of industrial development finance institutions in the years to 
come is one of the ioost crucial within the industrial development process. 
For what they have achieved so far, and what they intend to do for i~dustrial 
financing in the future, we owe industrial development bankers a debt of 
gratitude - for contributing their ideas and dedicating their indigenous 
efforts to accelerating industrial development both in their own cotmtries 
and ir. others. 

This Symposium might well turn out to be a starting point for a new 
concept and new dimensions in industrial development financing. Each one of 
us present here is conscious that the restructuring of the world economy 
must, in fact, coincide with both the restructuring of world industry and 
its financing. 

In considering the challenge that international organizations as well 
as the international financing COD111Unity face as they enter the 1980s, it is 
necessary at the outset to appreciate that the group of institutions repre
sented here is not horoogenous. Industrial development finance institutions 
take many forms: governmental and international aid agencies, development 
banks of mixed ownership, state irivestment corporations and private invest
ment houses, parastatal corporations and semi-coomercial companies. As such 
institutions become ioore numerous and the developing countries' need for 
financing grows, the opportunities increase for combining different types of 
industrial financing by several project sponsors. Indeed, such arrangements 
are nowadays often the only means of fulfilling financing requirements; 
hence, the increase of national and international joint ventures and co-oper
ation among industrial development finance institutions. As a result, the 
Jpproach to financing has become llX)re international. 

For the future we expect a ioore widespread application of new industrial 
financing methods, for example for international subcontracting, export 
leasing, compensation and buy-back arrangements. These non-conventional 
banking techniques will be a new challenge for the industrial banker; they 
will diversify the scope of tradi.tional development banking activities, and 
they w!.ll require a considerable personal capacity for judging risks and 
implementing innovative ideas. 

Most industrial development finance institutions in developing countries 
are between 1 Q and 20 years 0ld, and many in developed countries are only a 
few years older. Their importance in mobilizing financial resources to 
invest in industrial development projects is unquestionable. Nevertheless, 
their effectiveness may have been lessened by the general lack of information 
concerning objectives for development and conditions for providing funds. 
The subject of financial co-operation aioong industrializee and developing 
countries has, therefore, been unde1 · discussion in successive forums over a 
number of years. Indeed, there are few subjects which have such a massive 
mandate. 

But while there is no lack of desire on the part of the develo1Jing 
world to co-operate financially \.lith the industrialized countries, and while 
resolution upon resolution of the developing world .3pea;.cs of the paraioount 
significance of mobilizing industrial finance for their economic development, 

* Excerpted from the opening address by the Executive Director of UNIOO. 



what has been lacking so far is a concrete plan of action - something based 
on Lhe siirewd judgement and underst.anaing or individual industrial 
development financiers and their professional association~. 

In various United Nations General Assembly resolutions, it has been 
urged that steps be taken to enable the developing countries to locate and 
invest financial resources on terms and conditions acceptable to them for 
carrying out their industrialization programrues. To meet the need for 
comparable, basic information on various industrial development finance 
institutions, UNIOO was the organization with the ccmnitment to design a 
programne in industrial development banking. Under the General Assembly 
resolution::: providing for the establishment of UNIDO, one of the terms of 
reference was that UNIDO should provide "... assistance at the request of 
Governments of developing countries in obtaining P.Xternal financing for 
specific industrial projects, by giving guidance in the preparation of 
requests, by providing information on the terms and conditions of the various 
financing agencies and by advising the financing agencies or: the technical 
and economic soundness of the projects sutnitted for financing". 

In compliance with that mandate, the work of UNIOO in connection with 
financing institutions has been comprehensive. UNIOO has executed several 
technical assistance projects with industrial development finance 
institutions, and it has trained industrial development bankers in roodem 
banking techniques. From 1970 until today, a series of seven world-wide 
meetings of development bankers were held. 

We hope that this Symposium will aid us in the elaboration of more 
sophisticated, flexible financial and institutional arrangements and that 
it will suggest terms and conditions suited to the requirements of developing 
countries. For international organizations, this Symposium may indicate new 
approaches to giving assistance. In general, it is intended to help to 
make industrial financing easier and more practicable. 

With the dramatic changes taking place all over the world, the 
developing countries have tended to exercise ever greater control over 
foreign-owned banks operating within their borders; in many cases they have 
nationalized them. On the other hand, many banks have set up operations 
abroad, both in the leading financial centres, and also, where possible, in 
developing countries important to them for trade or finance. Likewise, many 
industrial firms, the banks' customers, have them.selves iooved around the 
world. They too needed a new range of financial Sf'!"Vices. 

In most major financial centres, for example Zurich, international 
banks are ai~~ requested to provide industrial finance. Such large 
industrial credits are now demanded, banks need to pool their risks, and they 
are becoming used to forming international consortia or entering into joint 
lending agreements. This, in turn, requires all of us to be aware of modern 
industrial development banking techniques. 

There are also great advantages accruing from the il!Dlense inv&tment 
opportunities now arising. The System of Consultations - unique in adding 
the weight of practical experience acquired by industry to the knowledge 
needed for the decisions facing the world - has brought some assessment of 
the huge requirements of the third world. At meetings on iron and steel, 
fertilizers, leather, vegetable oils, and petrochemicals, it has been agreed 
that if global requirements are to be met, the 25 per cent Lima target is not 
an ideal but a necessity. Investments worth many billions of dollars have 
been identified; codes to ensure fair treatment for all partners are being 
drafted to help dispel fears of risks. 

In UNIOO - an international organization concerned with the industrial 
development of the developing countries - we are conscious of the growing 
internationalization of banking. We are consequently considering holding 
a Consultation on Industrial Financing within the framework of the system 
of industrial consultations, which the Second General Conference of UNIOO and 
the United Nations General Assembly requested us to launch. This 
Consultation rr.ay take place in 19b2, subject to the final decision of the 
Industrial DeveloµDE::nt Board. However, we have alrea1y been requested to 
make the necessary preparations for it. 
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In this context, it should be oorne in mind that: 
(~) Considerable financial resources are required for industrial 

development, if the targets provided for by the Li.ma Declaration and Plan of 
Action are to be achieved. A con3ervative estimate of the foreign exchange 
requirement over the six-year perjod ending in 1985 would be in the order of 
$20 billion per anm.llll in constant terms, as cooipared to aoout $10 billion per 
annum d:..iring the past few years; 

(b) Industry is n-it the only sector calling for additional financing; 
agriculture, infrastructure, trans.IJ()rt, education and health also require 
a considerable increase in capital investment, since industry itself cannot 
grow in isolation; 

(c) The social obligation of development tanking is one of the new 
dimensions that has to be ~dded when considering the overall volume of 
llXlbilizing develo~t financing nationally and internationally. 

From this brief enumeration, it. is seen that the crucial question is how 
to fill the gap between present and expected levels of financial requirements 
a11d how to obtain suitable terms and conditions for financing industrial 
projects in developing countries. 

Because of the very close relationship between .:.ndustrialization and 
devP-lopment banking, virtually every item on the agenda for this Symposium is 
of considerable interest for the industrial development banking camrunity and 
the international organizations. We will review the lending policies and 
practices of a broad variety of financial institutions always with regard to 
the industrial sectors of d~eloping countries. We will follow these 
deliberations with great care and infoT'!II the Third General Conference of 
UNIOO c..f the views expressed here. We are convinced that the discussions 
following the plenary sessions and panel meetings will provide a significant 
contribution for the next development decade and the praootion of new forms 
of intenlational financial co-operation. 

3 

Abd-El RahnBn Khane 
Executive Director, UNIOO 

( 
' 





WELCOME ON BEHALF OF THE WORLD BANK 
(Excerpt) 

David L. Gordon. Director 

Industrial Development and Finance Department. World &mk 

The World Bank has been associated with the creation, reinforcement and 
financing of DFis for nearly 30 years - over 100 institutions in 73 countries, 
ar:id gross financial comnitments of some $6 billion. tie are continuing to 
provide finance to mst of these at a current rate of nearly $1 billion a 
year. We take pride, however, in the fact that a number of the institutions 
which we helped to get started no longer need our financial support -
although we still consider them members of the family, a family that c-oni.inued 
to expand rapidly. 

The DFI mechanism has proved to be a highly d"ficient means of assessing 
investment needs and proposals and of allocating investment resources -
mainly to industry, but increasingly in other sectors as well. It permits a 
flexibility in the administration of block funding, and an adaptation to 
local needs and changing conditions thal. national plans and international 
project financing are often incapable of achieving. If used as a channel for 
international finance, the DFI helps to enlist local initiatives and re
inforce local criteria fr-r decisions regarding use of these external funds. 
They also reassure foi:eign lenders or donors that the resources made avail
able will be used rationally - under proper supervision - toward a~reed 
objectives. 

Al though roost DFis have dealt primarily with manufacturing industry, 
other lines of economic ~ctivity are increasingly benefitting from this 
mechaniSlll: construction compani-es, tourism, agri-business, wholesale and 
retail t1 ade, municipal i.·ork!l and services, and so on - any area where there 
is need for entrepreneurial initiative and for systematic assessment of 
financial and economic r·eturns. These activities need not all be profit
making. Subsidies ru.y be justified for social reasons, but the anticipated 
costs and returns can be quantified and weighed in the balance; the 
analytical discipline embodied in the DFI 's appraisals constitute one of 
their major advantages as instruments of public policy. 

Nevertheless, as the mission of DFis expands and diversifies, it may 
also become blurred and confused. Social policy obligations may appear to 
conflict with the needs to maintain financial viability and to mobilize 
investment resources. The more diverse patterns of financing and loan 
administration may ha1e a similar effect by increasing staff costs in the 
early stages. 

Even roore serious problems are posed by changes in the economic environ-· 
ment that are beyond the DFI's control. Inflation and currency fluctuations 
erode their equity base, complicate thPir access to capital markets and 
expose their clients - and ultimately themselves - to heavy risk. Abrupt 
shifts in government investment policy and legislation that profoundly change 
these premises and the environment in which they must operate have become 
more COOl!lOn. 
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The need and opportunities for effective DFI operations are thus 
t:A~i<li1.g c.-..v.~ly; ~t t.~e ~ time thf'> C'.OOditions requisite for their 
effective operation are becr~ig mre uncertain. This predicament, in all 
its ramifications, is the c.cc--.iSion for our Symposiun. 



WELCOME ON BEHALF OF THE HOST COUNTRY 
(Excerpt) 

Klaus Jacobi 

Delegate of the Federal Council for Trade Agreements 
and Gout!rnor for Switzerland of the Asian Oevelopment Bank. 

African Development Fund and lnteramerican Deuelopment Bank 

The majority of topics of the SymposilE focuses on industrial develop
ment and on technical issues relevant to the management of develo(lllent banks. 
The knowledge of management techniques and their apl)lication is an absolute 
prerequisite for the develoJXDeDt of efficient financial practices. However, 
as important as the banking aspect might be, we should not lose sight of the 
equally important goal of generating genuine dev~lotment. Resources need to 
be equitably applied, in order to benefit the 11Dst needy sections of the 
population. 

Given the diversity of problems and needs of the third world countries, 
the instninents used must be appropriate to the various constraints hirxiering 
V\e develoµnent process. DeveloJXDeDt banking mJSt therefore be flexible, 
adapting its instl"\.lller.ts and techniques to the diverse and changing needs of 
its beneficiaries. With activities ranging frar. financing of projects at 
very concessionary term to joint or parallel financing with private funds 
there is a wide field for these institudons to cover. This diversity and 
flexibility of develcJXDeDt banking is the central theme of ti.e SympositE. 

By providing resource..~ for investment in infrastructure, agriculture and 
indu.stry, develoi:ment banks play a 111ajor role in correcting the lopsic1ed 
structW"e of the econany. Increasing di versification will make developing 
nations less vulnerable to internal and external econanic disturbances and 
allow them to benefit fully fral their integration into the world econany. 
Fortunately over recent years considerable progress has been achieved by 
minerous countries in this respect. 

The choice of Zurich for this Symposillll is not accidental. We might 
recall that Swiss cRpital markets are a major source of finance for the 
develoµnent banks. 

In recent years, the contribution of the Swiss capital market to develoi:r 
Ment banks and developing countries has grown considerably. In 1978 the World 
Bank alone bor~ SwF 1. 7 billion, 180 million went to the Asian DeveloJXDeDt 
Bank and 80 million to the Interamerican Develoixnent Bank. This trend has 
contin~ in 1979. 

As of March 1979, notes and bonds of develo(lllent banks totalling 
SwF 6 billion were outstanding. This included 3.6 billion for the World 
Bank, 1. 3 billion for the European Investment Bank, 530 million for the 
Asian Develoµnent Bank and 500 million for the Interamerican Develoi:ment 
Bank. In addition SwF 1 . 3 billion went to a nunber of individual developing 
countries. 

Thus, the borrowing in the Swi~s capital market by developing nations 
and developnent institutions rose fran 211 per cent in 1977 to 28 per c.-ent in 
1978. 
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Latest available figures for 1977 show that total net flows of capital -
inclt.xitng export: creoiUJ as we.i.1 a~ Uir~t. J.:rivdt.t: i.f1Vt:5l.w~(1t - 1 ''-Ali 

Switzerland to developing countries and development institutions amounted ... o 
SwF 4.8 billioo which correspond to 3.14 per cent. of the Swiss GNP, i.e. 
saaewhat better than our official develo~t aid performance. 

The importance the Swiss Government attaches to development banking i.3 
not limited to providing funds through the Swiss capital marxet to the mavor 
f'inancial intermediaries. As a ment;er of the regional development banks, 
.:>witzerland also subscribes to their capital stoclc and provides resources at 
concessicn:ll"Y terms for making soft loans. Furthenoore, we have begun to 
ccroperate Mith su~regicnal development ban.'<s as well as national development 
banks. These inst.i.tutioos are often particularly well suited to ;:i~..,1. their 
lending to specific local circumstances, ~aking use of lo~dl talent and 
initiative. Such industrial develoraent financing instituti'Als are essential 
tools that ccmplement the work of the larger developnent ba:ocs. 

In cooclnding, I wo.ild like to express again tc you IJJ'f best wishes and 
sincere hope that this Sympositin may be a rewarding experience for you and 
that yoo will enjoy your short stay in Switzerland. 
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Part one 

INTER-RELATIONSHIPS BETWEEN 
GOVERNMENT POLICY 

AND INDUST~IAL DEVELOPMENT BANKING 





A. Plenary Sessions 

PRINCIPAL PROBLEMS 
THAT INDUSTRIAL DEVELOPMENT BANKS 
ARE LIKELY TO CONFRONT iN THE 1980s 

Olivier Giscard d'Es,~aing. President 

European Centre for lntematiotlOI Cet·"J)eration (CEO) 

The e::x>namic objectives arP. clear: feeding a fast i.1Crea.Sing world 
population; organizing work so tha\. there will be employment together with 
the necessar1 goods for everyone, drastically reducing the preseut inequali
ties in standards of living; bringing each state's trade and financial 
balances into equilibrillll; and providing each of the world's regions with 
infrastructures and facilities worthy of the IOCldern world. 

With regard to industry, we should bear in nend the target set forth in 
t.he Lima Declaration and Plan of Action on Industrial Developaent and 
Co-operation in 1975: industrial ~tput j n the developing countries to be 
raised from less than ~O per cent of world production as at present to 25 per 
cent. Arith:netically, this will mean: 

(a) An annual average industrial growth rate of 10 per cent for 25 
years in the developing countries. At that rate by the year 2000 they will 
have reached the present production levels of the industrialized countries; 

( b) Annual industrial growth in industrialized countries kept at an 
acceptable level of 5 per cent; 

(c) World growth to be maintained at a rate slightly above 6 per cent -
the minim..un necessary to make such an evolution possible. 

Can this be achieved? It means a substantial and steady increase in 
world industrial production - justified by consumer needs and made possible 
by IOOdem productivity and technology, but which ha..~ to face serious 
obstacles of a uaterial, human and structural nature. The..~ obstacles need 
to he well weighed. The potential remedies involve, inter alia, the funda
mental role of development banks. 

The obstacles 

The principal material obstacle concerns energy - its high cost and 
shortage of supply. The size of the problem is indicated by projecting 
current growth rates in conciumption (in terms of equivalent tonnes of 
petroleum ( E.TP) ) : 

World consumption (billion ETP) 

Consumption pe.· head (E.TP) 

1950 

1. 7 

0.7 

11 

1970 2(XX) (estimated) 

6 14 

1. 7 2.25 

( 



fhe estim.te of 14 billion E.lP in 2COJ is conservative It correspo:ids 
t.n ;i nonul;:ition i<rowth and a world consumotion ir:crease of -=!.'1 oer cent 
arinuaiiy (i.e. not 6 per cent as assumed ir. the Lima target) . It is· also far 
from certain that it will be possible to double present energy production that 
even these figures wocld require. This factor alone could bring about c: 
crisis of unprecedented scale and a dramatic increase in the income gap 
between the cil-producing c.-ountries and the res~ 0f the world. Indeed, if the 
market is given free rein - that is to say if supply shortages result in a 
continuous and unrestrained rise in the sales price of crude oil - the world 
econauy may well be faced with an apocalyptic situation. 

TI>e second material obst3.cle concerns availability of f.inancc; in tenlL'5 
of ;>resent indebtedness and savings possibilities. Globally the figures are 
very high: more than F 1,000 billion (i.e. more than $230 billion) for 
developing countries and F 200 billion (rore than $45 billion) for the Ea.st 
European countries. 

However, CCII{>ared to the GNP of the developing ccuntries, the anxx.mt 
only comes to one seventh of their total coubined GNP; the debt per head is 
F 37. 50, whicl> is bearable. The burden is also bearable for the lending 
count1·ie...~. Certain countries will nevertheless not be able to cope 
indefi.ill.tely with the balance of payments deficits resulting from the debt
servi~ing burden. 

The princip~l problem for the developing countries is therefore to break 
the cycle - fl"Olll which there appears to be no excape - described by Franklin 
Root as follows: 

"Productivity is low because investment is low; investment 
is low because savings are insufficient: savings are in
sufficient because incomes are lm•; incomes are low because 
productivity is low." 
Another mate:-icl obstacle is the lack of infrastructures. Industrial 

development demands IOOdem infrastroctures, which in turn often call for 
substantial investment. The direct short-term returns on such investment is 
difficult to estimate, but the lack of it prevents the functi:xiing of a growth 
econauy. 

In this context, infrastructure embraces transport, telecoammications 
and the necessary supplies of energy and water. 

Tht htmlll obstacles ir:vol ve tradition, nationalist and protectionist 
sentiments, a lack of vocational trainifi6 and unfamiliarity with the require
ments of industrial production. TI1is does not mean that il'l'iustrialization 
:is j n conflict with culture, religion, collective spiritual and traditional 
aspirations. But it does mean additional requirements regarding organization, 
methods, timetables and regular working habits to which not everyone is 
accustomed. These constitute constraints which, under conditions of freedom, 
are only sunrountable thrcugh economic rootivations sufficiently powerful to 
engen<ler individual and collective effort in the interests of production ::md 
rroctuctivity. 

Every region, every nation has established institutions and the inter
national organizations contribute additional competence and resources. 
It would thus appear paradoxical to classify these various inst.itutions as 
institutional obstac~es to development, when in fact they are contributing to 
it. 

Nevertheless, their authority and their resources cannot guarantee 
that the objectives will te attained. Evidence is in both the present 
international roonetary chaos and the lack of a world energy policy. The 
blame does not lie with these institutions but with human beings, their 
traditions, collective eg:.Jism, fears, public opinion. Fear of supranatio
nalism, t:1e burden of cumbersome national or international public 
administrations and th~ attenc::Lanl danger.s of a slowing down or even paralysis 
of ini tiaLi ves, the diffi~ulty of bringir.g about international agreerents -
all are factors whose effects shOuld not be underestimated. 
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The remedies 

All these obstacles need remedies and they do exist. Scene can and must 
be supplied by European enteriJ.·ises on the one hand and by DJ..1ltinati~l 
financing and credit institutions on the other. 

The European Centre for International Co-opPration (CECI) tries within 
its m:xiest means to bring about concrete conditi .x.s for implementing projects 
in developing countries. It is as a result <1f its four years' experience 
that the follow~ convictions are offered. 

The role of European C!Dpani.es consists i.1 actively participating in the 
growth of industrial production in the count•_·ies of Africa, Asia and Latin 
America. The objective is not so nuch to de, ise a new distribution of wealth 
as to contribute to increasing its producti<'~1. 

If the wea:thier countries were to transfer 20 per cent o~ their ~ 
capita consumption to the poorer cou·1tries - which aduiittedl:r would be 
politically, economically and socially impracticable - there would be little 
change in the wealthier countries' const.."llption. Assuming, for e~:!.c:, a 
growth in production of 5 per cent in the industrialized countries and 10 per 
cent in the others, the consumptioo rate of both would rise rapidly; and the 
wealthier countries would make good the:r transfer within five years. 

Index of per capita consumption 

After 
Country Population Consumption 'foday ~/ consumption After After 
group (per cent) (per cent) transfer b/ 5 years 10 years 

Wealthier 20 60 3 2.4 3.8 4.9 
countries 

Other 80 40 0.5 0.65 0.88 1.43 
countries 

Ratio 0.25 1. 5 6 3.8 4.3 3.4 
a/ Ratio of per cent consumption to per cent population. 
b/ 20 per cent transfer of per capit<t cor~tion. 

This growth f.NUlcJ require careful selection of projects, a choice of 
technologies allowing good ratez of productivity, and the accel~rated training 
of the workers, foremen, senior staff and management of enterprises. Western 
experience in these fields is useful and transferable. 

We, in Europe, are conscious of this growth potential. One example: 
annual world requirements of cement will grow fran 840 million tonnes in 1978 
to 1,250 million in 1990, and 90 per cent of the new requiremer.ts will be 
outside the industrialized countries. 

European companies can and rust play a part in this effort, but it must 
be subject to certain conditions and with certain limitations. 

The conditions involve a spirit of international co-operation that 
facilitates the m:lvement of me~, techniques, products and financial resources; 
administrative relationships must be based on confidence and noL on mistrust; 
and the policies of the Goverments concerned rust give due weight to the need 
for a return on investment and for investment guarantees. 

The limitations involve the availability of human and financial 
resources. They vary according to sector, company and country. Such 
resources are plentiful and still inadequately utilized. Nevertheless, 
sectoral studies and feasibility studies are neces::oary so that the costs and 
potential markets can be assessed to provide guidance for the huge efforts to 
be undertaken. 

Companies can perform this function without attempting to dominate 
markets or to impose a Western model which is often ill-adapted. They should 
do so in a spirit of partnership and imaginative effort so as to take local 
realities and traditions into account. 
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Development banks have a major role in C<"atributing to the establishment 
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position to do. They look after the long tenn to avoid cn.ishing Stat~s under 
excessive financial burdens. But they can discharge other important 
functions: instituting complex financial arrang~nts in which resources 
varying in national or i~titutional origin are ccmbined; financing feasi
bility studies which will be paid for after the projects studied have been 
implemented; contributing to vocational trair.ing efforts; playing a 
praootional role by participating in semi-public or private project.:> regarded 
as naving priority. In this way financing from private and public, national, 
foreign and inten1ational sources can go hand in hand. 

Governments also have their part to pla:-;, and they could do more. A 
decisive gesture is indispensable. Spectacular political action on a global 
:;cale is required to respond to the anguis'l and aspirations of the world's 
peoples. A new type of pla-1 in.<:pired by the following four principles must 
be devised: 

Massive aid, expressly contingent on a pause in the rise of petroleum 
prices 
Material aid in the fonn of food and equipment 
Temporary aid on condition of accel~r-~tej social progress in the 
recipient country 
Selective aid - selective in its application and multilateral in its 
origin 
Such aid has to be on a large scale: if it does not go 'Lit:yond a certain 

critical threshol0, it is ineffectual. Tts volume will play a decisive r"Gle 
both for the subsequent development of the recipient countries and for 
effective economic recovery in the donor countries. Official assistance 
today is insufficient - witness the inadequate results attained. The new 
assistance proposed should be at least equal to the assistance now being 
given; it would double the sums contributed at the I001Dent and more or less 
make it possible to attain the target for official assistance of 0.10 per 
cent of the GNP of the contributing countries. A doubling of the aid flow 
would represent an additional F 100 billion per year, i.e. , less than 5 per 
cent of the sum which it is plann~d to devote to energy investment. A 
reduct~on of 10 per cent in the worl.d's military expenditures, agreed upon by 
the leading nations, would be sufficient to achieve this objecti··~. 

Credit for purchases would be provided to allow temporary utilization of 
the assistance. This credit would pennit carefully defined supplies of food 
products to ensure the survival of t.he countries concerned, 3.nd equipment to 
sti.m.Jlate the creation of new wealth. Following the salutary example of th~ 
Marshall Plan, this proposal would ~bsorb food surpluses and would encourdge 
::ioth agricultural production and the recovery of the capital goods industries 
in the West - thereby contributing to its industric.l activity as a whole. 
There would be no further justification for criticism regarding waste or 
improper utilizc.tion. :i1e systematic organization of needs forecasting and 
suppl~, possibilities would be instituted, bringing into being a new world 
IOC>del for co-opera~ion and progress. It would become the source of a colossal 
transfer of agricultural and industrial technologies, and should ue accom
panied by a huge management training P.ffort. 

The time allowed for this aid could be approximately five years. The 
effort demanded of the contributing states would thus be of predetermineu 
duration. The psychologically disagreeable situation of countries being 
perpetually assisted would thus become acceptable for a period limited iri 
time. 

The social progranming, of equivalent duration, included under this 
plan, would en~ure that the effort benefited the population concerned. 
Wages and social benefits would be rapidly increased, and new social 
legislation would consolidate this progress, so as progressively to bri;-ig 
about llX)re humane conditions of work and social welfare. Future international 
competition would be on a sounder footing. It would, therefore, be possibl~ 
to ar:>ve towards an equitable and stim.llating liberalization of trade. 
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Unfortunately, thi!l plan necessari 1 y r..::ill~ fo!' .eele~tiY-ity .:.5 c"==~artl.s the 
countries that will benefit. Th- problems of world poverty cannot be solved 
in five years. In addition to tne present efforts on behalf of the mst 
disadvantaged - which would be maintained - those Pl"l..')JC>sed here would 
concentrate on countries offering the mst promising prospects for the 
utilization of assistance. 

At the conclusion of the proposed plan the economic results achieved 
would make it possible to re-examine the proble~ - this time in the interests 
of the poo~t countries. 

There are at the present time a certain number of countries, perhaps 
about 20, where the economic and political situation offers a climate 
providing the necessary guarantees for the success of such a plan. A 
selection should be made am:>ng Andean Pact countries, t'1e countries of 
South-East Asia, certain African states, and the oil-producing countries. 
The latter could be included as both gi·.-ers and beneficiaries under this 
plan. The basis would be objective criteria of economic efficif'!ncy, political 
st~bility and potentially rapid social progress, that ~ould ensure the 
necessary focus of the project on attainable objectives. Subsequent stages 
would respond to the aspiratjons of other countries within the f~rk of a 
plan whiC'.h could continue up to the year 2CXXJ. 

The source of such aid would be 1I1.1lt1.l.ateral, thereby increasing its 
p:>tential. The European Coummity could play ar1 important part in the plan, 
the scope of which would be still greater if it included all the member 
countries of the Development Aid Comnittee. This group could even be joined 
by additional countries adhering to the common political will directed 
towards helping countries that aspire to become developed and are within 
reach of that goal. 

An intergovernmental agency could be set up to establish and administer 
the programne. It w0..ild work close!:· with existing organizations such as the 
OECD, the E~C Comni.ssion, UNIDO, and the World Baruc and its subsidiary, the 
International Finance Corporation (IFC). 

The example 211d support of these existing ~~ ..... ltilateral organizations 
would help implement the plan rapidly. But it would be desirable that 
representatives of the private sector also co-operate with the representatives 
of states and international organizations for the purpose of studying and 
implementing the plan. 

Parallel to this public ee)rt, companies and corporations should t --y 
to multiply their activities on the African, Asian and Latin Americ•n 
continents by a factor of ten. This presupposes the Governments concerned 
adopt a favourable attitude. For the entrepreneurs it implies a will to 
acc~pt risks, and needs their unrelenting efforts in the direction of 
tr"iining and the application of techniques and selective investment. Both 
tr.lnsnational corporations and existing or new lol!al enterprises would be 
in·rolved. 

Somf may fear that tt-iese new efforts called for may be onerous. Let 
ttiem res c. assured: their economies will benefit along · •ith thP.ir material 
security and their rrnral conscience. 

The real probler1 lies in the sphere of political will. 
Absorbed as they are by their concerns a::. home, will there be enough 

heaJs of state of contributing countries with sufficient vision to subscribe 
to this plan? will they be able to convir.ce public opinion in their home 
countries? 

Will the heads of state of the beneficiary countries be ready to under
take the economic and social CODlllitments required on their side? Will they be 
capable of persua~ing their populations t~ co-operate? Will they show 
sufficient liberalism to llflk:e their implementation possiQle? 

If the responsible political authorities accept this r!e:.r orientation for 
their economic and social effort, the me.chanism.s wHl be set up and companies 
will colllJli.t them.selves, finaEy and completely, to energetic action for world 
industrialization. 
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PRINCIPAL ELE~1ENTS OF GOVERNMENT POLICY 
WHICH AFFECT DEVELOPMENT BANKS 

Cesar Virata. Minister of Fitiance 

Philippines 

Looking back on developments over the last 50 years, it is now clear 
that what the colonial relationship and administration brought about was the 
development of plantation agriculture, mining, ports and railroad system.s, 
co!llllllf1ications, water supplies and energy facilities. These projects were 
financed by Goverrunents, trading conglomerates, multipurpo:-.e financial 
institutions, o~ merchant tanks. The degree of developnEnt in any particular 
country provided different starting points when these countries became 
independent. 

Aware of the high degree of economic dependency, the first national 
leaders want diversification of the economic base - emphasizing industriali
zation and diversification of markets as well as diversification in sources 
of technology and capital. At this stage of development, many institutions 
are set up: government development companies, central banks or nxmetary 
authorities, development banks and private companies ai~ encouraged and a 
securities market is established. 

This period after independence also creates imp<,rt substitution 
industries under' the aegis of import licensing, exchc..~0.;:; controls, ::a.riff 
protection, and tax incentives. The traders and traditional distributors 
becoMe the industrialists and the multinationals enter with packaging 
operations or light manufacturing industries, basically to protect their 
w.arkets. As can be expected the traders-turned-industrialists need financing 
by their collJilercial banks, unless by this time development banks are already 
utilized to fund or guarantee equipment imports. The multinational 
corporations either finance them.selves or seek local partners at an early 
stage. 

This is a typical market-oriented approach to development and we know 
by now the limitations of this type of industrialization. Linkages are 
difficult to establish because of the great variety of products that were 
assembled. Backward integration of industry is therefore hampered until some 
of the companies close because of competition - thus pennitting to others a 
wider market base. We also find that foreign exchange is not really saved by 
establishing import substitutin:i industries when they are allowed to p;row 
under protective devices. Because of this experience, there is now greater 
emphasis on export-oriented nanufacturing enterprises - especially those 
featuring non-traditional labor-intenstve products. 

At the other end of the spectrum are the extractive industries that 
export l!X'.)St of their products in raw form or after slight proce5~ing. There 
is an urgent need to expand these industries in order to earn foreign 
exchange for the import substitution industries. Again, the conmiercial or 
development ban~s become involved, especially in ventures financed by 
advances from colllllOdity buyers. 

Countr:.es a:. this stage of development rrust consider their industrial 
projects carefully l)ecause they require intensive capital investment and 
highly developed technological know-how. fhe multilateral tanks, the 
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export-import banks and the na::.ional development banks also have to work in 
cl()ee co Gpc~tic~ Gi'i such wajv1 p10jc-c;t.s. Tl1t 11a.ti0cldl Uarik~ u::nJdlly provide 
equity capital and guarantees, and they extend loai1s in domesti~ currency. 
The foreign exchange is usually supplied either by the export-i~port banks, 
or the IrUltilateral development banks. Nevertheless, on the different 
experiences in setting up these types of industries, countries are nowadays 
!OClre careful in planning such industrial projects. Development banks should 
support this trend to avoid repeating the investment mistakes of the past. 

In agriculture, the push is towards self-sufficiency of the basic staple 
foods. At the same time there is the natural expansion of plantation crops. 
Expansion of the area in agriculture reflects both population pressure and the 
fact that forest exploitation enables conversion of hillsides to agricultural 
and livestock production. Agrarian reform is also another aspect of develop
ment requiring banking services for both the farmers and the fonner land 
owners need investment guidance in business and industry so they may transfer 
their assets. 

As soon as uncultivated agricultural land is exhausted, the drive for 
intensive a~iculture begins - with irrigation and drainage systems, high 
yield crop varieties, fertilizers, pesticides, processing equipment and 
storage units all needed to keep up production. Again the development banks 
are called upon t() assist. They are likewise called on to finance projects of 
the co-operative roovements, for example warehousing and equipment pools. 

In the 19P.Os, Goverments will continuously reassess the gaps - areas 
that have been rieglected - so there will be some re-orientation of the pro
granmes. There will be greater emphasis on medium- and small-scale industries 
that link to agriculture and other industries and to export. It is necessary 
to disperse indu;.;tries in the rural areas to provide employment and to keep 
the people from moving to the cities. The cost of urbanization is so high 
that greater attention must be given to broadening economic opportunities in 
the rural areas. Industrial estates are particularly helpful for small- and 
medium-scale industries, for example. On the other hand the urban poor and 
unemployed will need similar treatment. Capital ventures requiring low 
capital investment, e.g. in the service areas, hold considerable p~omise for 
the urban sector. 

In a world where oil supply dc~s ~ot meet current demand and the price 
of energy is definitely going up, many countries are implementi11g energy 
diversification prograrrmes. But unless there is a stablE:: energy scurce it 
will be difficult to industrialize further. Major investments will therefore 
have to be made in the energy field. Financing of exploration and 1avelopment 
of fossil fuels, construction of hydroelectric or geothermal plants and 
various forms of non-conventional energy will require greater participat~on by 
development banks. The World Bank, regional banks, eximbanks, national 
cevelopment banks as well as CO!llll€rcial banks will have to be rrobilized to 
fund such projects, whosf: costs are two thirds in foreign exchange and only 
one third in domestic currency. Only by facing this problem squarely, can we 
assure stable economic growth. 

While there is a great need for development financing, the existing 
financi< 1 systems are based towards short-term maturities, especially in 
developing countries where there is a general lack of savings. Relatively 
high inflation rates further accentuate the shift towards short-term 
operations. For the sake of long-term industrializaticn, greater efforts 
should therefore be made to control inflation. At the same time we should not 
fail to modernize our incentive schemes in order to n~et industry's longer
term financial requirements. In the Philippines, for example, we are now 
studying with the World Bank the feasibility of reforming the Philippine 
financial system in order to utilize a greater proportion of the financial 
resources for medium-term, and hopefully long-term, lending. 

Since a large proportion of export earnings go to finance our industrial 
development, a number of stabilization measures for COlllJX)dities will have to 
be undertaken in the 19&0s. By means of export earnings stabilization under 
the 1,ome ConveiJtion, the compensatory financing facility of the IMF, and the 



International Coom:xiity Agreements, it is hoped both that the earnings of 
developing countries will be ioore stable and that their terms of trade wiil 
improve. 

We can only project the neeas on the basis of what is presently lacking, 
and what could be done in the face of increasing constraints. As stated 
earlier, there will be emphasis on basic needs; food; domestic energy 
sources; labor-intensive, medium- and small-sca:e industrit:,..:;; industries 
linked to agriculture; and those that generate export earnings. 

As we enter the 1900s, there is above all a greater awareness of the 
trend to equitable growth rather than plain economic growth. Projects have to 
be considered by tti.e development banking system in terms of socio-economic 
benefits. 

But, while there is a greater realization that countries are highly 
interdependent we nevertheless cannot re[l'X)ve the desire for self-reliance. 
These parameters govern our actions. 



INSTITUTIONAL RELATIONSHIPS BETWEEN 
GOVERNMENTS AND DEVELOPMENT BANKS 

J. S. Raj, Chairman 

Industrial Credit and lnuestment Corporation of India 

By and large, Governments of developing countries have viewed raising 
the level of living standards as their benevolent duty. The focus in economic 
management has therefore been on accelerating the pace of development rather 
than playing a dominant role in the economic activity itself. 

Mahy Governments have adopted economic planning as a strategy for growth. 
The exercises in planning have been undertaken however with a view to DBpping 
economic resources and directing their allocation: planning was not conceived 
as an instrument of rigid control. 

In this framework, development banks, like other financial agencies 
set up to help develop sectors such as agriculture and trade, have been agents 
of development. As such they have been regarded benignly by Governments. 

There has been an understandable desire by Governments of developing 
countries to di versify into industrialization, IOOving away from traditional 
agriculture. Apart from being a symbol of modernity, industry-oriented 
strategies appe.?.l to Governments of developing countries on several scores. 

Agro-based industries have been seen as means of upgrading agricultural 
productivity and incomes by enlarging markets for agricultural produce. 
Industries processing minerals have had the advantage of augmenting domestic 
value added. 

Even though low per capita incomes restricted local markets for indus
trial products, a further point in favour of industry-oriented development 
strategies has been the fact that the develoi;ing countries almost wholly 
depended on imports of industrial goods. Import-substitution industries 
provided a natural area of viable growth. 

Development banks in turn were perceived as instruments for attaining 
the objectives of rapid industrialization. In this context, the World Bank 
has played an important role in establishing the credentials of private 
enterprise. Not only did it stress the need for setting up development banks 
exclusively for assisting private enterprise. It also insisted on private 
ownership of such banks. 

The private DFI model of the World Bank was designed against a backdrop 
of the developing countries' underdeveloped capital markets. Investable 
resources were as limited as dorestic savings were meagre. And even these 
meagre resources were often siphoned off into non-industrial assets such as 
real estate. But not only was risk capital for industry shy, much of the 
equipment and know-how for import-substitution industries also had to be 
imported from abroad. Development banks assiste& by the World Bank and other 
international financing agencies were therefore the specialized institutions 
ideally suited to play the role of purveyors of foreign exchange. 

Governments have not overly interfered with the management of development 
banks. For instance, in the ,..ase of The Industrial Credit and Investment 
Corporation of India (ICICI) the Government of India appointed one director to 
the board. But looking back over the early years, neither the financial 
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support of the GoveM'llllel'lt nor the presence of this senior govenmient official 
cu th~ ~~ i!'lf!"ir>.ged, even i!"! th~ sligntp_c;t !11."lnner, the autonany of ICICI. 

The prerogative of accepting or rejecting a project rested solely with 
the board of ~irectors. Only projects which satisfied the Dl.lltiplicity of 
criteria evolved by ICICI itself qualified for assistance. A large ntinber of 
DFis, assisted by the World Ban1c and with financial support fran Governments, 
have experienced similar institutional relationships during their formative 
years. Today this could well be the pattern of relationships between develoir 
ment banks and Governments in the lea-st industrialized countries. Purveying 
foreign exchange loans would pres\.llliably be a primary ~..mction of development 
bank.~ in these countries. 

Diversity in the pattern of relationships 

Starting fran a position of autoncmy in fonnative years, the government
develoµnent bank relationship evolves in different ways in different coun
tries. In sane developing countries the autoncmy of development banks has 
been considerably eroded. In others, notably the high growth econcmies of the 
Far East, South-east Asia and Latin America, developnent banks have exhibited 
r~rkable vitality - despite their late entry to the family of development 
banks. 

There has also been no uniformity in the matter of government ownership 
of develoµnent banks' equity capltal. Nevertheless, the CCJllDO!'l featun;> of the 
high growth econanies is openness of their financial markets and liberal 
government policies regarding the inflow of foreign capital and lmow-how. 

The inflow of foreign saving to the semi-industrialized developing 
countries has acted as a catalyst to mobilize dcmestic resources, both human 
and financial. Governments of developing countries have often insisted on 
indigenous participation in industrial ventures. Develoµnent banks in these 
countries have therefore been called on to raise local resources. 

With the develoµnent of an indigenous industrial sector, the need for 
local currency resources !:teadily increases. To meet this challenge, develoir 
ment banks in 3everal developing counlries have becane mobilizers of primary 
saving, i.e., ~n addition to agencies for purveying long-term credit to 
industry. Develo;nent banks have also set up subsidiaries such as unit trusts 
and banking companies to mobilize domestic capital. They have further 
diversified into activities such as leasing canpanies, merchant banking etc. 
Fr·om purveyors of foreign currency credit, development banks in several 
semi-industrial developing econcmies have thus emerged as significant pro
moters of financial institutions. 

The rapid growth of development banks is facilitated by an appropriate 
interface betw~ the managers of develoµnent banks and government agencies. 
The ideal relationship is base1 on mutual trust and respect for autonany. Top 
management in develoµnent bar>ks is given representation in govemment todies 
which are responsible for investment planning. Besides ensuring viability of 
industrial investment, this involvement of development banks has ensured 
efficient implementati<X1 of government industrial investment progranmes. 

In contrast, Governments in sane developing countries decide to assume 
detailed responsibility for controlling the econcmy. In the process, the 
autonomy of developmental agencies is curtailed, particularly in those 
developing countries where Governments own and control an overwhelming portion 
of the financial intennediaries that act as primary mobilizers of danestic 
savings. Develoµnent banks in these countries have had no option but to seek 
government support for raising funds "ran danestic capital markets. However, 
international agencies such as the ·1orld Bank and foreign cc:mnercial banks 
have also insisted on government guarantees for their lending to development 
banks. 
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Financial dependence does not wholly explain the infringement of autonomy 
of development banks. In developing economies that featu~ national planning, 
!X)pular thinking hi:l~ g~rn:'~lly v~~d to~~~~ i!!!!?""eased Q()"e~-~.:e~t i~tcr-·;cu

tion and direct ownership of industrial capital in order to expedite the 
process of development. Development banks in developing countries u·,at also 
pursued restrictive economic policies have generally experienced greater 
erosion of their autonomy than their counterparts in other countries. 

To a ce~tain extent, the infringement of autonomy is a consequence of the 
widening gap between actual growth performan-'.!e and what is required to allevi
ate poverty and unemployment. In several developing countries the pace of 
economic advancement has barely exceeded the rate of growth in population. 
Improved public health services have dramatically reduced the death rate 
whereas no perceptible impact has been made on birth rates. Consequently the 
process of development has remained a struggle even to mc.int.ain the same 
standards of living. Governments in such slow growth developing countries, 
whether of dictatorial or deDX>Cratic varieties, have often become desperate to 
produt:!e results out of sheer desire to survive. The consequence has been the 
tightening of government controls in all spheres. 

The international agencies that were instrumental in setting up private 
sector DFis now pe~ceive development of agriculture, small industry, housing, 
public water supply and other public utilities as the main areas worthy of 
their support. On their part, the Governments of several developing countries 
have set up development banks, wholly owned by them, with a view to regulating 
the flow of capital to these industries. As a result interTiational flilallcial 
agencies such as the World Bank have begun to channel funds through these 
Government-owned development bar.:.CS. Such changes in attitudes and policies of 
donor agencies have considerably influenced the development of relationships 
between Goven1I11ents and development banks. 

The 1980s 

The scenario for the 1980s for developing countries as a whole 5s 
encouraging. According to World Bank projections, grcwth perforn:ance of 
low-income developing countries during the decade 1975-1985 should be con
siderably better than the past decade and a half.1/ In terms of basic 
requirements such as a developed industrial structure, a supply of skilled 
labour, cadres of technicians and professionals, and a financial institutional 
structure, developing countries are in a position to perform better than in 
the past. What is needed is an a~~ropriate framework of ~OVP!"!UDent policies. 

The liberalization of economic policies by ::-.any developing countries 
is al!lo an encouraging sign for development baui< operations in the 1900s. But 
in order that these countries continue to pursue liberal economic policies, it 
is essential they continue to have acces~ to foreign capital. 

For example, many Governments of developing countries, emboldened by 
their improved foreign exchange resources position, have lowered t~eir tariff 
and non-tariff barriers. Development banks in these countries ~ould now 
provide, as they did during the 1950s and 19Ws, a channel for inflow of 
investment capital on reasonable terms. In the 1950s and the 1960s. th~ 
sources of funds were the official international agencies. In the 1980s, it 
could be coDJ1Jercial sources. The international private capi +:..al rarket is 
increasingly being tapped by middle income non-oil exporting countries to 
finance their development needs. 

According to other World Bank projections, domestic savings in low 
income countries of Asia and Africa are expected to register significant 
increases in 19b5 compared to their levels in 1975. The share of foreign 
resources in the financing of investment should thus decline. Mobilization of 
domestic resources therefore poses a major challenge to developin6 countries 
in the 1980s. In particular financial institutional structures will have to 

1/ World Development Report, 19'"@. (Washington, World Bank, August 1976). 
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be diversified and strengthened. This means that develoµnent banks in both 
the low-inccme semi-industrial countries and in least industrialized countries 
~:l~ pl~y a ~A\.&i:ial ivle iii 3Ct.tiug up d if·d.JDt::work of ::sliit.able financial 
institutions to accelerate the flow of industrial capital. 

In the final analysis, the cn.nc of the institutional relationship between 
Governments and develoµnent banks is the rapport between manage.rs of develop
ment banks and governnent officials at all levels. However the creation of 
many interface relationships, with the Government taking the driver's seat, 
t.K>Uld clog the process of develo~t. However many GoveITIEnts might like to 
have their representatives <'a management boards of financing institutions, the 
temptation to centralize decision~ing will have to be avoided. Thus, in 
addition to professional cccnpet.ence, top management of develoµnent banks in 
developing countries 1111St r.ave developed strong personalities to meet the 
challenges of the 1980s. 
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RELATIONS AND INTERACTIONS 
IN A CENTRALLY PLANNED ECONOMY 

B. Belghoula. Chairman and Director-General 

Banque Exterieur d · AJgerie 

Direct state intervention occurs onre and lll>re frequently for a variety 
of reasons: to safeguard certain vital sectors of the econany; to support 
employment levels and avoid social disasters; or to praoote and develop 
public service activities or ~trateeic sectors in which private enterprise 
is loath to participate, eithe~ bec~use of the large capital investment 
required or because of the non-existent, or at best very long-term, returns. 

It may also be observed that, even in free-market economies with very 
high levels of development, state interference in economic decisions is 
ext~ly frequent. 

At the same ti.me, many ceveloping countries have turned to national 
development ba"lks to stim.llate their economies, these banks being regarded by 
~ as an ideal, effective instrument for the rapid achievement of develop
ment objectives. 

Obviously the efficacy of these institutions is not to be judged by 
their degree of independence from or their dependence on the central author
ity, but rather from their capacity to play a useful part in the develo(Xllent 
effort. 

It is none the less a fact that their role and importance depend both 
on the resources they are in a positi.on to supply for the needs of development 
and on their economic and financial ~rganization. 

In a developing country with a liberal regime, where industrial policy 
rests essentially on the initiatives of domestic and foreign private capital, 
the role of the development bank is of prime importance as an instn.nnent for 
guiding, sele~ting, financing and prorooting investment. Nevertheless, when 
such a bank enjoys complete management autonomy it is bound to look primarily 
for safe and profitable investment~. 

In developing countries of oocialist pattern where economic decisions 
are generally taken within the framework of a centralized plan and the 
activities of private capital are severely controlled (and often quite 
marginal), the stilll.llus for development comes from the central authority. The 
plan represents a political aecision of a binding nature for all the actors on 
the economic sL1ge responsible for its implement.:ltion. 

Considerabl\" effort and great sacrifices are required to make up a lag 
of several decade~ of underdevelopment and to bring about radical changes in 
economic structures that were conceived to originally suit the needs and 
interests of the fonoor colonial authorities. In these circumstances it is 
understandable that the state should play a major part in the eonomic process 
as the nation's pr·incipal investor. 

Deciding on investments then becomes a political rather than a technical 
problem, in which it would be inappropriate to dwell on considerations of 
risk, security of employment and financial returns. The purpose is to 
establish the basis for a truly national industry that will ensure the 
country's economic indepenaence and raise the people's standard of living 
ar,d social well-being. 
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In the t inal decision-making stage, the economic and social effects of 
intended investments are a criterion that cannot be ignored. The banking 
syst.Pm - ;:m<i the financial organization as a whole - then take on the role of 
providing technical and financial support for the investments they have to 
finance and whose implementation they have to supervise. 

In schematic form, this is an outline of the relations which would seem 
desirable between the financial system and the government in a centrally 
planned economy The experience of Algeria illustrates this type of 
relationship with the role of the Development Bank in the ~lgerian financial 
system. 

First steps toward a national financial system 

On gaining indepeooence, Algeria's financial ::ystem was adapted to the 
economic and financial organization bequeathed by the colonial power - a 
ramified extension of the structures existing in France. 

The economic environment was that of a market economy dominated by 
foreign interests: 

(a) Natural resources, the country's main source of foreign exchange, 
were in the hc:..ads of foreign corporations; 

(b) Industrial organization, still in its earliest stages and highly 
disorganized, was largely controlled by foreign private capital. It was not 
designed by the country, nor did it aiffi at satisfying its needs; 

(c) The banking network consi~ted of branches or subsidiaries of 
foreign banks whose interests were far from coinciding with Algeria's 
development imperatives. 

Under these conditions, the socialist and planned development for which 
Algeria had opted was quite a distance away. This made it all the more 
necessary for Algeria to hasten the process of recovering the attributes of 
economic sovereignty: 

(a) By recovering sovereignty over its natural resources; 
(b) By developing the state's means of production; 
(c) By setting up a financing system to suit develo~nt needs. 
In this context, the creation of the Algerian Development Fund was an 

answer to the authorities' immediate concern to fill a void left by the 
French institutional structures responsible for financing productive 
investments, e.g. the Credit national and the Caisse d I equipement pour le 
developpement de l 'Algerie (specially set up to implement the Constantine 
Plan, 1959). The continued existence of these bodies was considered no 
longer compatible with the country's sovereignty. 

At the same time the Algerian Development Fund became the State's 
first instrument for achieving its development objectives. It was the 
institution responsible for helping finance productive investnent and for 
implementing investment programnes and plans. 

TI1e development fund's field of activity 

The Algeri8n Development Fund was to play a part in many areas: 
firstly, it was a source of credit in the pure tradition of the financial 
institutions from which it had taken over. As such it participated in 
financing of all forms of investment, either from its own resources in the 
case of long-tenn credit, or by guaranteeing medium-tenn loans granted by 
corrmercial banks. It also pr,ovided all kinds of credit to help execution of 
contracts concluded by the Government and other public authorities and 
institutions. Like its predecessors, it was also to be one of the 
instruments for monetary stabilization, responsible for moderating 
inflationary pressures at co!llTlercial bank level. 

The Algerian Development Fund also prorooted industry creating or en
couraging establishment of enterprises and assisting in their expansion, 
transformation or roodemization. 
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An auxiliary of the Government and an instrument of the latter's eco;')Cllj_c 
policy, the Algerian Development Fund could be rnaae responsible for: 

(a) ~lementing the natioml <'.i'lpit.;:i! ~vF>l0~!'!t p~g!'2...~; 
(b) Participating in the capital of enterprises on behalf of 

the Government and representing it in the governing bodies of enterprises; 
(c) Carrying out credit operat.ions on behalf of the Government 

and facilitating such operdtions; 
(d) Providing guarantees on behalf of the GovemrtEnt. 
Acting as an orienting and selecting instrument for private investment, 

the Fund was to judge the soundness and financial aspects of projects sub
mitted to the National Investment Coamission, in the context of its functions 
a::, the secretariat of the Cooltlssion. Its various acttvities were exercised 
within the framework of poli~y defined by the governing boaro, aroong whose 
duties were: 

(a) Annual detenninations of the economic sectors to be encouragea 
by the Fund, the financial effort needed and the objectives to be attained in 
each case, as well as the orders of pri.ority to be observed; 

(b) Decisions on which enterprises were to be set up, the equity 
participation and the credits to be granted. 

The clear political composition of its board, which included the Prime 
t-linister and all the ministers responsible for economic sectors, gave the 
Algerian Development Fund considerable autonomy in its activities and enabled 
it to exert useful influence on the country's economic choices and decisions. 

Seen in that light the Algerian Development Fund could be regarded as 
a genuine instn.ur.ent for co-crdinating the country's economic actions. The 
conditions for socialist development were, however, still lacking and the 
Algerian Development Funa had to operate under two unfavourable circurr.
stances: 

Dominance of the private foreign sector 
A banking system outside state control 
The economic structure haa not yet developed and the methods of financi~g 

were still those of a market economy. 

ihe financing system 

Until the creation of the National Corporations, financing problems 
were relatively simple and easy to cope with. 

The budget covered working expenses and non-proauctive investment. 
Productive investment, not very substantial at that time, was taken car...:: of 
either through loans from abroad, nx:..stly governmental or by private initiative. 

The saving-investment equ1~1orium in general was a responsiblity 
shouldered, within the limits of its capacities, by the banking system. 

Thus, there were two sources of financing: 
(a) The Government, with the support of the Treasury; 
(b) E.nterprises, which were dependent on the banking system. 
The banking system dete~ned its financing policy by naking choices 

between the various possibilities for the placing of funds (e.g. capital 
investment, short-tenn financing and subscription to Treasury bonds). At the 
~ time it elirr~nated investments which did not conform to its own criteria 
and it oriented savings to purely profitable uses. 

Communication between the banking system and the budget system was 
established through the Treasury, wh~ch sought to l?l)bilize savings by issuing 
interest-bearing bonds to cover its temporary needs. But apart from the 
obligatory quota of Treasury bonus, the requirements of the Treasury were 
subject to the same rules of selection a<> those of enterprises. In other 
words, the banking system only transferred to the Treasury funds which had 
not found other uses. 
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At the time, monetary pr·essures were relatively IOOderate in the light 

Th~ r-itSid tuU.l!~t l-t:tsulcr.tiuu.:;> 
The conservative line taken by the primary ba!lks ~ industrial 
financing i:;roblems 
The canparatively low level of investment 
The picture changed with the introduction of the triennial progranme 

in 1967 and the develoi:ment of an increasingly i..rr.portant public sector. The 
ext.ent of ti1e public sector's financing needs called for total ioobilizat ion 
and rational allocation of savings. Most savings, however, were still 
handled by a banking sector that was still dominated by foreign interests and 
the banks' selection criteria autanatically excluded any financing of the 
nascent public sector. 

In the circumstance~, the Government had no other recourse but to 
concentrate the financing of productive investment in the only financial 
instruuent controlled by the Govennent, namely the budget. 

As it then existed, the banking system functioned counter to planned 
econanic develoi:ment. Its IOOdes of operation left the choice of investments 
to the laws of the market, :-_.id called in question the implementation of 
central investment de~isions. In contrast, financing problems should have 
been approached in terms of planning, and it was for that reason that the 
1971 reform was introdu~"'Cl, the Government having meanwhile taken over the 
entire ilanking system. 

The role of the banking system in Algeria's planning 

It should be understood that planning is on inevitable consequence of 
the socialistic organization of society. It constitutes the appropriate 
instrument for controlling the economy, and contrasts ~ith capitali~tic 
organization which leaves the implementation of econanic decisions to the 
laws of the market. 

In a socialistic econany the r·einfcrced role of the state appears to 
be a nece;:;sary condition for achieving a fair and equitable policy. It:. is up 
to the state to take the appropriate decisions and to adopt the DX>St effi
cacious measures for- achieving a hanoc>nious and coherent development. 

The state sets out its priorities through the plan, is responsible 
for co-ordinating the various econcmic measures and adjusts means to objec
tives within the overall circumstar>ces. 

In this way the plan, central1zed in its conception, constitutes a 
guideline for econcmic development. It is the expression of the political 
will of the state and its general strategy for development. 

The activities of the various econcmic agents must therefore follow 
these planning guidelines, and it is important they be syn~hronized and 
rationalized to ensure optimum implementation of the plan. 

It was this overall objective which made the 1971 refonn necessary - to 
adapt the financing system's methods of intervention to the imperatives cf 
planning. 

Financing after 1971 

Far fran overturning the financi~l structures of the time, the procedure 
established in 1971 restricted itself essentially to bringing about better 
utilization of existing agencies with a view to controlling the allocation 
of re.suurces ar.d securing str:<!t control over roonet...ary and financial flows. 

It should be recalled that the two sources of financing (the Treasury 
system and the banking system) were completP.ly independent of each other up to 
1971. The banking system, even after being completely nationalized, had 
retained broad freedom of decision regarding how to utilize its resour<!eC', 
i.e., essentially on the basis of criteria of profitability and sece;rity. 
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This resulted in a poor utilization of savings, particularly of savings 
drained off by the banking system and allocated to non-priority operatiOi'IS. 
~ ~i~ p~i!"!ciple:; lay bch!..-.d th~ ~97~ &efvliii, the pui-".iAJSC uf wl1iul wet:s 

to put the banking system at the service of planned development: 
(a) The financing of productive investment in the public sector is 

henceforth ensured by t.eq>orary inputs (i.e. total financing by credits); 
(b) Allocation of resources is centralized in the interests of better 

utilization through redistribution in accordance with the objectives assigned 
to each sector of the econaay. 

The aim, therefore, was to channel available resources of all kinds 
into development operations by giving the banking system an obligation to 
finance productive investment. 

The collection of resources, however, contir:ues to be the task of the 
two networks that existed at the time: 

(a) The Treasury system, which, in c..ddition to budget (Caisse na.tionale 
d'epargne et de prevoyance, insurance compcnies, pension funds, social 
security organizations) and the savings collected by its correspondents (in 
particular the Centre des cheques postaux). This network covers long-term 
in•restment needs; 

(b) The banking system, which takes deposits from individuals and 
client enterprises. It provides financing for the medium-term needs of 
public enterprises in adC:ition to operating credits granted in the context of 
t..~eir current activities. 

The pictt--e is coq:>leted by external credits which are ioobilized to 
help pay for i~rted goods and services. 

In thi1 system, the Issuing Institute has to take care of the liquidity 
of the economy eithe~ by rediscounting or by taking in short-term credit 
papers, and by granting advances to the state to satisfy temporary cash 
needs. 

In view of the high capital investment outlays deaended for the acceler
ated development of the er.onomy, the strains on the currency depend on 
the country's ability to accU1111late capital and the possibilites for ioobil
izing resources by the banking and financial systems. 

From a financial point of view the programming of investment is a 
means cf ensuriflb equilibrium with regard tu currency, the balance of p.:iyments 
and forei.gn indebtedness. 

The financing plan: a factor in financial planning 

When the Algerian Development Fund became the Algerian Development 
BC:lnk in 1971 there were changes in the statutes. The governing board was 
replaced by a board of directors, essentially made up of technicians from the 
Ministries of Finance and Planning and the banking apparatus. 

In addition to its administrative powers, the board of directors has 
to supervise credit operations within guidelines and instructions issued by 
the Ministry of Finance. 

After the changes in the statutes and powers of its administrative 
organs, the Algerian Development Bank in fact became both a purely technical 
executive body and at the same tiw.e a co-ordinating centre for creating 
financial coherence in investment. 

Also since 1971 the Develcpment Bank has become the starting point for 
procedures for financing productive investment. For implementation of an 
investment project i_n the production sector two pre-conditions must be 
satisfied: it rust be individualized and accompanied by a financial plan. 

The indi'<I idualization decision, the approval of a project at a given 
cost, is taken by the central planning body. The financing plan i.:> estab
lished by the Development Bank in the context of the principle of cE:iitralized 
allocation of resources and is formally adopted by the Minister of Finance. 

The prime aim of the financing plan is to ensure the project's financial 
equilibrium. This means that the combination of various types of credit 
( long-tenn, medium-tenn and external loans) is subjected to careful study 

27 

f 
\ 



with reference to the goods financed and the oorrower's foreseeable capacity 
or repayment. This ensllr€.s that once a projected unit starts to be implemen
ted, there shouid be no d~fficuities with re~:ll'd to its financiai structure. 

The financing plan is also the guidance for the financial aspects of 
the investment. Spread over a number of years, it sets forth the funds to te 
ioobilized by type of credit in terms of the physical planning of project 
implementation. It thus means that the project should not suffer any finan
cial constraints during the course of implementation. 

By collating the financial plans it is possible to project the financing 
netds for investment in the entire production sector. 

A synthesis between the financing plans, the status of the physical 
implementation of the projects and the forecasts for the mbiiization of 
resources enables the Government to decide on the definitive global aIJX)unt to 
be set aside annually for each branch of µroduction. It is thus in a position 
to arbitrat~ between the various priorities and decide on the levels of the 
different equilibria to be attained. 

This of course is a deliberate simplification of the requirements 
for· financial prograI1111ing of investments. The reality is in fact more 
complex, if only because of possible divergencies, e.g. delays, re-estimating 
of costs, or growth being slower than foreseen. 

The financing plan is thus not always of optirm.Im efficacy. In particular 
it depends on the degree of reliability of the financial data derived from the 
techno-economic study of the project. Nevertt:eless, based on experience 
gained so far, it is always possible to bring aoout substantial improvements 
in this efficiency. 

Starting up and c0ntrolling the 
implementation of financing plans 

As noted, the Government sets aside each year a credil allocation in 
accordance with the needs of ~he prociuction sector. 

The board of directors of the Algerian Development Bank •1ses this as 
a basis of establishing a schedule of credit provisions by type and by 
enterp ... ise, the schedule being approved by the Minister of Finance and 
COllllll.l.."lica::.ed to the banks and enterprises. 

The credits are then mbilized in accordance with the outlays provided 
undec the framework of multi-year agreements set up for par·ticular projects, 
e.g. between the Algerian Development Bank and tte enterprise (in the case of 
long-term credits financed fr-om Treasury funds), and between th~ priimry homP 
bank and the euterprise (int.he case of medium-term credits). 

The enterprises themselves, generally with the assistancP of their 
banks, arc responsible for robilizing supplementary external credit, either 
from their suppliers or from the international capital market. However, it 
has to be demonstrated UVit the credits irobilh.ed are really for expe"lditures 
on projects approved under the Plan; enterprises are no longer free to make 
decisions on their financing. The banking system, and particularly the 
primary banks, constitute the sole channel for financial flows. It is thus 
up to the banks tJ make sure that enterprises are spending the money in 
accordance with the decisions taken by the pla11ning authorities. 

Financial control only ope~ates with ma.xir:m.un effectiveness if enterprises 
carry out their operations in conjW1;::tion with a single bank. The bank is 
then in a position to watch over the cash flows of the client enterprise. 

Expenditure is therefore only authorized by the banks if the planning 
formalities have been fulfilled (i.e., the project is individualized and 
accompanied by a financing plan), and if the expenditure comes within author
ized cost and jf payment credit is available. 

The centrali.zation of an enterprise's cash flows through a single bank 
nas the further advantage of avoiding interference between operating cred:it 
~~rl investment credit. 
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As the sole financial partners of enterprises, the ~3nks are also 
;:-c3pv;;3iblc i~vf' p.::1--iuU.i(;c.l.l.y n:µorLing to the cem.ral autnori ties on the 
financial implementation of investuk:nts and the progress of projects. 

Conclusion 

The Algerian ~i:lg system, generally speaking, is a faithful, inte
grated instrument in the service of planning and has the task of attending to 
the financial needs of productive investment. It is at the same time a unit 
for financial planring, a centre for supervising conformity with goverrunent 
decisions and a rep.:irting body. 

CJuite clearly, its role cannot be conceived in a framework of indepen
dence vis-a-vis the Government, in the light of the imperatives of central
ized planning. 

However, it must be in a position to throw sufficient light on the 
financial aspects of the investments in order for the Go;ernment to be able 
to evaluate the im~ct on the economy and the various national equilibria. 

In other words, the intervention of the financial system aimed at 
improving the reliability of financing plans should be directed towards 
fuller knowledge of the projects to be financed, in order to ensure better 
control over costs. 

This can be achieved by co-ordination between enterprises and the 
banking system in the stages of project preparation and finalization. 

An evolution in this direction seems to be well under way. The Develop
ment Bank in Algeria is endeavouring to set up a service for evaluating 
projects, which will help local authorities to start up small and mediunr-sized 
enterprises. The planning authorities, for certain major projects, are more 
systematically sutmitting their files to the banking system for examination 
before deciding on the individualization of the project. 

The dimensions of development problems are steadily increasing every
where. The attempt to rationalize financing methods for investments deserves 
to be pursued. But we have to be aware that this is a long-term task, the 
achievement of which will undoubtedly encounter all manner of difficulties, 
particularly in this rather disturbed period when i_nflationary pressures and 
onnetary instability are becoming daily [OC)re critical. 
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NATIONAL AND INTERNATIONAL SUPPORT 
FOR DEVELOPMENT BANKS 

B. Knapp. former Senior Vice President. World Bank 

Developm3nt banks are taking on an increasing variety of forms and 
functions. Arr.ong them are the promotion of the modern sector in the 
economies of developing countries, i.e. fostering the development of 
enterprises in the field of industry, conmerce and finance, and extending in 
some c::i.ses to agri-business and colllllercial agriculture. 

The proposition is that such development banks, which have generally 
been launched with funds proviaed largely or entirely from local governments 
and international public insti .~tions, should constantly evolve as they mature 
in the direction of raising their resources in the domestic and international 
capital markets. Each of them should establi~h for itself the goal of 
achieving, over a period of time suited to its present stage of development, 
full independence from reliance upon governmental and intergovernrr.ental 
financial support. 

This evolution would provide an imrortant stimulus to the healthy 
growth of the development banks the!ll.5elves, and of their contribut10n to 
their local corrmunity. 

'!his proposition is based upon three premises: 
(a) Both domestic governments and international developmen~ 

institutions face severe proble!ll.5 in allocating their investment resources 
between the wide spectrum of capital requirements in developing countries; 

(b) Any investment activity that can conmand resources in th~ capital 
market shoulct be expected to do so; 

( c) The financing of the modern sector in developing countries, if 
conducted in an appropriate manner, should be able, i"l due course, to stand on 
its own feet and co!Tllland the confidence of investors in the capital markets. 

Furthen!X)re, to the extent that dependence on direct government support 
brings a risk of political influence in the day-to-day conduct of a 
development bank's business, freedom from reliance upon such support will 
enable the development bank to better discharge its responsibility for 
pronx>ting sound economic development. 

This is not to depreciate in any way the responsibility of Govenunents 
for establishing objectives ana priorities to which development banks should 
adhere. Development banks are a vital bridge between the broad development 
plans and macro-economic policies of Govemmer.ts and the day-to-day applica
tion of these policies to the productive enterpri.:>es with which developrnent 
banks deal. It is indeed that relationship which justifies the support 
national banks and international development institutions have long given, and 
continue to give, to the development banking business. 

All the foregoing remarks are meant to apply to both publicly-owned 
and privately-owned development banks, since it is assumed that public 
development banks will be equally guided by professional, economic and 
business principles. 

So far as local fun1s are concerned, i'~ is fully realized that any 
exhortation to development banks to tap local rt'sources nther tt1an government 
appropriations presupposes an environment i1; the country concerned 
conduci VP. to the functioning of an effective local capital market. Here the 
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rrain respor!sibility lies •nth the Government to foster ~mch a market through 
appropriate institutional, legal and administrative pol:cies. But develop
ment banks t.hPms~lves ~:; ::!..'id ~hG;..;ld U"iike c.r, i!!!tXJrl.anL contribution to 
this rrocess. Furthenocire, int~rnational development institutions should 
devote JlX)re time and attention to assisting Governments in this task. 

It is indeed one of the prime economic functions of the Goverruaent of 
any developing country to stimulate the flow of domestic savings ar.d to see 
that these are 10C>bilized through appropriate institutional channels in order 
that they may be harnessed to the country's development needs. For such 
effort to be effective the Government lllllst also pursue appropriate macro
financial policies including, in particular, the adjustment of interest rdtes 
to levels corresponding to market forces. Artificial ceilings on interest 
rates for example are likely to frustrate a development bank's efforts to 
find its own sources of local funds and to force its financing requirements 
back on the Government's already over-loaded budget. 

But, as noted, development banks themselves should be part of the 
process cf creating an active and responsive local capital market, and they 
should regard this as one of their high-priority functions. They can 
themselves promote portfolio sales to local investors, underwrite and 
distribute local security issues, offer their own paper with !!Bturities and 
other features designed to elicit local support, and assist the Government 
in designing and creating local capital market institutions. And, at least 
in the case of privately-owned development companies, they can sell their own 
shares to a widening pubEc, thus, aroong other things, obviating criticism 
that they are themselves too closely held. 

In this connection a further prerequisite for achieving meaningful 
financial independence by a development bank, whether privately or publicly
owned, is its capacity to build up an adequate equity base to sustain its 
borrowing activities both at home and abroad. This means, among ot'1er 
things, that Governments and international development institutions must 
recognize the need for development banks to realize net earnings (after all 
appropriate provisions) in aJOC>unts adequ;:i.te to sustain their operations. 
Here again artificial ceilings on lending rates and lending spreads may 
frustrate a development i)ank 's sound evolution, especiall:: at a time when 
such banks are often being pressed by Governments and international 
development institutions to take on new functions and responsibilities which, 
although entirely desirable and even nece3sary in terms of the prorr.otion of 
sound economic and social development, do impose additional costs on the 
development bank's budgets. 

So far as external financing is concerned, the stage is well set for 
increased access by development banks to the irrmense resources of the private 
international capital market. This remains very important in r.nst developi~g 
countries because of the substantial foreign exchange component in 
investments financed by development banks. 

The private international market already is supplying very substantial 
funds to developing countries. The circle of countries regarded as credit
worthy by this market is gradually extending, and although lenders are 
increasingly seeking to "projectize" their operations rathe:- than to disburse 
general purpose funds to borrowing Governments, their maturities have been 
lengthening to a point where they are well suited to the requirements of 
industrial investment. Investmenl. by foreign investors in the form of 
lending to an active and enterprising development bank offers opportun±.ties 
for establishing business contacts and brings collateral advantages. 

From the point of view of the international developrrent institutions 
such as the world Bank and the regional banks, there is, as suggested 
earlier, a severe problem of allocating resources to competing investment 
requirements in developing countries. There is therefore a natural tendency 
for them to concentrate increasingly on those sectors or investment that 
are less likely to command the confidence and support of private capital 
sources. They are at the same time - and quite properly ::;o at thi.s :3t,age in 
the developrr.ent process - seekinP.; to r"'-rllrect their efforts into a roore 
sharply focused attack upon the roots of poverty in the developing countrie:; 
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and toward the satisfaction of basic human needs. 
None of this means that the interr.ational development institutions 

should discontinue their lending operations in support of development banks 
l.naL neeci such support.. 1ne international institutions still find that loans 
to these banks are anKmg the roost productive ones in their portfolios in 
terms of the stimulus that they give to economic and social development. 
Their long record of associatior. with ma.ny of the leading development banks 
around the world provides a source of great pride and satisfaction. 

The World Bank alone has provided assistance in the amount of some 
$6 billion to over 1CO development banking institutions in some 73 countries, 
and indeed this activity has represented a very important segment of its 
entire operations. Nonetheless, new priorities are always in the making 
and the resources of these institutions are never unlimited. Hence, within 
the field of development banking itself, the international institutions are 
likely to concentrate increasingly on the promot~on of new developr.ent ban!'s, 
especially in countries which hitherto have still not been able to develop 
effective agencies of this kind, and toward helping mre nature development 
banks to improve their access to the domestic and international capital 
markets. 

The iITJDediate responsibilty for this new drive in the airection of 
financial independdnce must lie with the development banks the· ·_.;)elves. 
Indeed, many have already embarked upon such a course with gr~tifying 

results. This new dimension in their activities requires both top management 
involvement and the acquisition of mw skills in fund-raising operations. 
None of this, of course, should be at the cost of maintaining the highest 
possible quality of lending operations, espedally since it is the quality of 
a development bank's portfolio which will be the prirrary determinan~ of its 
own creditworthiness in the eyes of do!Uestic and international .i.uvestors. 

It is hoped that the international development jristitutions will also 
actively take up this cause. They could lend it great support by making 
special efforts to assist Governments - indeed, to press Governments - to 
fonnulate positive progranmes for the creation of active and efficient local 
capital markets, and to pursue macro-financial policies conducive to 
mbilization of local savings and their application to priority development 
purposes. They can also provide important assistance to development banks in 
their approach to the international capital markets; one of the most 
effecl:-ive ways to accomplish this purpose, as has already been deroonstrated 
•. in se:veral occasions, is to arrange co-financing from private sources in 
conjunction with world Bank and regional bank lending to development banks. 
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B. Working Panels 

Group I - Government I development bank 
relationships in semi-industrial developing countries 

GOVERNMENT I DEVELOPMENT 
BANK RELATIONSHIPS 

IN SEMI-INDUSTRIAL DEVELOPING COUNTRIES 

H. F. G. Leembruggen. General Manager 

Malaysian Industrial Deuelopment Finance Berhad. Malaysia 

Historicaily, the financing of industrial and economic development 
in Europe and North America has been a function of the growth of capital 
formation. It was ass is tea by the banking system and, consequently, not 
directly linked with government. This was probably due to the slower growth 
experienced by the countries involved in the Industrial Revolution and 
the rr.i.nor role played by the public sector at that time. Even where the 
financing of major public works was involved, the role of government remained 
indirect. 

The devastation of the Second World War and the resi..lting need for very 
large finances to restructure and rehabilitate damaged economies made it 
necessary t0 form new financial institutions, even in European countries. 
Their role was to provide finance for small-, medium- and large-scale in
d us try, for regional and sectoral development, and for aevelopment for 
social purposes. 'This led to a development-oriented outlook requiring the 
roore direct intervention of Goverrunents. Imbalances in the distribution of 
development and wealth also necessitated specialized institutions backea by 
public funds to develop less advantaged areas. 

In the early 1940s the need to reduce the gap between the standards of 
living of the developing countries in Africa, Asia and Latin America on one 
hand and those in Europe and North America on the other, brought about rrore 
conscious prorootion of economic development by means of development financing 
i.nsti tut ions. 

This roove received unusual impetus from the establishment of the Inter
national bank for Reconstruction and Development in 1945, from world Bank 
involvement in setting up such development financing institutions, and 
from its provision of much-needed specialized lines of credit. World Bank 
involvement also brought about closer involvement of Governments in both the 
fonnation and evolution of development financing institutions. This was due 
not ::mly to the World Bank's need to be assured of Govermrents' support for 
the aevelopment process but also to the belief that the participation of 
Governments would strengthen the status and stability of fledgling development 
financing institutions. 
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The steady evolution of development banking since 1945 is -.::·vide.'.lt in an 
analysis of 139 DFis, which discloses that no less than 67 per cent have more 
th=:!~ 50 per- ~crlt gcvcr-ri::c~t Vftli€L3hip aud that 46 per: .:.:~fit dr~t: ~uLirely 
government-owned (see table). 

The period 1945-1975 can be considered a period of establishment. 
Progressive evolution of development banking as a distinct profession is 
evidenced by the fact that 82 per cent of the development financing institu
tions were established after 1950, 41 per cent between 19b1 and 1970, and 
19 per cent after 1971 (see table). One question for the 1980s is whether the 
bulk of the developaent banking COlllll.lni.ty has now reached a stage of maturity 
sufficient to presage a change of relationship with Governments. 

PROFILE OF DEVEl.OOONT FINANCE INSTITIJTIONS 

Percentage of 
government 
ownership 

0 
1 - 10 

11 - 20 
21 - 30 
31 - 40 
41 - 50 
51 - 60 
61 - 70 
71 - 80 
81 - 90 
91 - 99 
100 

Unknown 

Total 

Year of 
establishment 

Before 1920 
1920 - 1925 
1926 - 1930 
1931 - 1935 
1936 - 1940 
1941 - 1945 
1946 - 1950 
1951 - 1955 
1956 - 1960 
1961 - 1965 
1966 - 1970 
1971 - 1975 
1976 - 1980 

By government ownership 

Number of DFis 

23 
5 

4 
4 
9 
9 
3 
5 
1 

10 
64 

2 

139 

By age 

Nt.unber of DFis 

3 

1 
2 
2 
b 

11 
12 
19 
35 
22 
24 

2 

139 

Percentage 
of total 

17 
4 

3 
3 
6 
6 
2 
4 
1 
7 
46 

100 

Percentage 
of total 

2 

1 
1 
1 
5 
8 
9 

14 
25 
16 
17 

1 

100 

Source: Financial Resources for Industrial Pro ects in Develo in 
Countries PI/ i 
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The main aspects of the relationships of DFis with GovertJEnt.s for the 
period 1945 and 1975 may be sunmarized as follows: 

(a) Government participation was required not 0'!ly t:-0 p!":)Yi.de ~ed 
capital but also to lend strength and stability and to i..qlart status; 

( b) The participation of Governments in the ownel"5hip, and sane times 
management, of DFis was justified on the grounds that they could ensure 
the proper development of such fledgling instruments of growth; 

( c) Both forDBl agreements - sometimes engendered by the War ld Bank -
and verbal understandings helped ensure government respect for the 
independence of DFis, both public and private. Governments also reoognized 
that DFis could best fulfil their function when left free to operate with 
the least possible interference; 

(d) The links between Governments and DFis also assisted DFis to fit 
their operating policies m::>re accurately into the national econanic develop
ment framework and gave them better access to the national planning process. 
nas in turn enabled the m::>re vigorous DFis to play a part in the shaping of 
development policy; 

(e) It had been argued that DFis could not function in isolation and 
that, since their primary function was that of a catalyst for development, 
they could only profit from close linkages with Goverrwnent.s. (;ompletely 
independent DFis would quickly be isolated and render-ed obsolete by governnent 
policies and such governnent participation and influence was considered a form 
of insurance. Nevertheless, even when the best intentions prevailed, the 
possibility of government influence renained a matter of concern for the 
development banking coam.mity. 1be fears were exacerbated by the tendency 
of some Govemment.s to seek to increase their share holdings and thus pres
surize the management of DFis to influence the flow of lending towards 
enterprises that under nonial criteria did not qualify; 

(f) As a oonsequence, the prevailing view was that the mbilization 
of scarce resources towards productive and profitable economic development 
would not be successful unless the DFis pursued a policy of vigoro~s 
independence despite their links with Governments. The difficulty lay in the 
fact that DF!s were hampered by dependence upon Governments for allocation of 
funds. As long as the DFis depended on government fund allocation, the 
quality of their perfonrance could therefore only be judged by the flexibility 
and independence of their decisions. In turn this was made possible by their 
out.standing professional expertise, integrity, initiative, sound judgement and 
respect by Governments. The objecc.ive in the short-term was to ensure that 
the maJ"lagement of DFis would be as free from undue pressure as possible; 

(g) It was thus widely regarded as quite proper for development 
financing institutions to minimize the dangers of government influence by: 

(i) Adopting Charters with precise terms of reference that 
restricted the areas of government influence; 

(ii) Adopting policies that insulated the declared functions of 
DFis from the need to finance projects or become involved 
in areas of development that had political rather than 
economical implications; 

(iii) Ensuring that, as far as possible, the bulk of the share 
capital of DFis would be in private hands; 

(iv) Insisting on government guarantees for investments that 
satisfied socio-economic rather than the normal economic 
criteria; 

{v) Raising their ~n funds and thus gradually lessening the 
strength of the links between Governments and themselves. 

In tt.e 1980s it may be assumed that development banking will m:>ve 
rapidly into a more mature and competitive phase. This would be due not only 
to the longer experience of the DFis themselves but also to the roore rapid 
rate of development of the economies in which they operate and the emergence 
of competition fran banks, merchant banks and other specialized financial 
intennediaries. 
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lbe rapid escalation in the CC\St of econanic and industrial development 
in recent years and the continuation of this tr~nd is bound to escalate 
the costs of future project and infrastructure development to such high 
figures that no single DFI will be able to marshal the capital required. Th.:> 
escalation in develorment costs will also require capital of longer duration 
and at more canpetitive rates. lbis may only be available in sufficient 
quantity in future when backed by government guarantees. 

lbe provision of credit lines in foreign currencies also demands bacl · :ng 
with government guarantees, and this trend itself will require the support 
of Governments. 

The rapid development of the economies of the developing countries 
will itself engender imbalances in the distribution of develoµnent and wealth 
within natiooal borders. Special arrangements will therefore have to be 
made between DF!s and Governments to provide capital for developing such 
lesser-developed and riskier areas. To be able to move into such new areas 
of financing, suitable soorces of funding at below market rates would be 
required - and this would be unavailable witha;t govermient support. 

lbe flow of funds through the banking system of developing countries 
would thus increasingly require government intervention. If the linkages 
between GovE>rnments and the DFis were to lessen, it may be doubtful that 
the DFis would be able to procure sufficient funds at appropriate cost. In 
such an event, the future of devel~t banking may be a move in the direc
tion of reduced profitability and performance as the scarcity of capital 
and its higher cost push the develorment banks into the position of marginal 
lenders. lbey could becane increasingly squeezed by operating in the capital 
market at high cost and having to offer narrower spreads on their interest 
rates in order to canpete with other institutions. 

One possible conclusion is therefore that the more canplicated the nature 
of funding, the higher the costs of develorment, the greater the cccpetition, 
and the newly developing ethos of spreading development more justly and 
equitably within developing countries as rapidly as possible wili require that 
the linkage between Governments and develoixnent banks be increased during 
the 1980s. lbe alternative is that the tradition of develorment banking is 
progressively adulterated and lost as the develorment banks metamorphose 
into marginal financial lenders as a consequence of normal competition. 
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GOVERNMENT I DEVELOPMENT 
BANK RELATIONSHIPS 

IN SEMl-lt~DUSTRIAL DEVELOPING COUNTRIES 
Luis R. Almeida Duran 

Director for Programming and Projects. Nacional financiera. Mexico 

Develoi:ment agencies and economic develoi:ment 

Development banks made their appearance in mst developing countries 
of Latin America in connection with industrialization objectives. They 
were regarded ir. i:-articular as suitable instruments for creating conditions 
of sustained growth, thus raising standarcts of living. 

The subsequent development of these institutions has enabled them 
to provide financial support for their countries' infrastructure and for 
the development and praootion of new enterprises to balance the industrial 
structure. The resulting combination of fi:lancial and production experience 
has given the development banks significant capacity for implementing indus
trial policy. 

Economic development was seen, however, as an integrated process. 
Long-tenn objectives were set for the ecoP':"llic system and these institutions 
became directly responsible in their role a~ financial intermediaries. This 
accounts, in turn, for the growing state pd.f'ticipation in the ownership or 
supervision of the development banks. 

Such participation by the state naturally becomes more extensive in 
countries like Mexico with a mixed econany. 

Mexico's Nacional Financiera, S.A. (NAFINSA) was founded in 1934 as a 
state bank designed to promote the economic development of the country. 
By 31 December 1978 total assets were valued at 191,464 million pesos. 1/ 
The cou~try's largest financial institution, with only the Central Bank 
holding greater assets, Nacional Financiera is the Govel"l'lllJent 's principal 
instrw&nt for financing the economic infrastructure and prcxooting industrial 
devel0pment. It provides credit to industry and to the Government and 
its enterprises and organizations and guarantees loans, principally those 
contracted abroad. It buys industrial and government bonds and invests in 
industrial undertakings. It raises funds from the domestic market by issuing 
its own paper. It negotiates for and obtains financing from abroad on 
its own account and as financing agent for the Government. 

To promote new industrial enterprises, it contributes risk capital 
and encourages participation by other sources of capital, and solicits 
technology for the enterprises. It participates in industrial planning of 
basic sectors of thP. economy, especially sectors with priority for econanic 
policy, e.g. food and fertilizers, small-scale and medium-scale industry, 
capital goods, secondary petrochemicals and other basic industries. It takes 
on the task of co-ordinating the development of trusts, mainly in connection 
with the industrial and tourist sectors. 

1/ With the exchange rate at $1 = 22.bO pesos, this aroounts to about 
$8.4 billion. 
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In sui:mary, as a financial intermediary, Nacional Financiera, S .A. , 
fulfils two basic functions: as financing agent for the Government and 
as develoµnent bank for the country. 

Role as financing agent for the Goveniment 

Fran the start, the role of financing agent for the public sector has 
been one of the institution's most important functions. In whe past 45 
years its activities have expanded at both national and international levels. 
At national level it acted as financing agent and as adviser for issuing, 
placing and other operatioos connected with public paper; it has sought 
to develop the private stock market, starting with mortgage bonds and later 
going on to support the purchase of shares in industrial enterprises; it 
has becane a major support for public issues. Intervening when needed, it 
helps stabilize stock exchange quotations so as to attract a larger nllllber of 
investors and savers. It helps the formation of canpanies by means of a 
special support fund and an instrument known as the Co-Investment Fund. 

Since 1941 N.AFIHSA has obtained financing fran abroad either in its 
position as financing agent of the Government or for its own deve.!..oixnent 
purposes. On 30 June 1978, credits contracted with the World Bank and 
the Inter-American Devel()IJleflt Banlc stood at sane $5 billion. 

It has been the institution's policy to diversify the sources of financ
ing under conditions suitable to specific progranmes or projects, assuming 
responsibility for the servicing of such financing and its use for productive 
purpos~ with.!.n the limits of the country's ability to pay. 

Its credit operations therefore cover public, private, bilateral and 
multilateral bodies. In its search for appropriate mechanisms it has drawn 
up a plan of global lines of credit and introduced the use of parallel credits 
and the Co-Investment Funds system at the international level, making it 
possible to obtain resources fran abroad at la.r rates. In the one case, it 
facilitated the transfer of technology; in another it organized participation 
of foreign capital in new undertakings which had to be set up in even more 
complex sectors, such as capital goods and the secondary petrochemical 
industry. 

Mention should also be made of the activities of NAFINSA in inter
natiooal capital markets. At a time when only institutions fran developed 
countries had access to those markets, NAFINSA succeeded in introducing 
itself - thanks to its serious approach and reputation for fl'lfilling its 
obligations. 1hese gave it an image of solvency and trustworthiness which it 
still enjoys in international banking circles today. 

1he sophistication of international financial operations has reached 
a point where the usual practice is for loans to be obtained fran banking 
syndicates grouping a number of creditors from various countries. The 
markets approached which included the Euranarket, the oil-producing countries, 
Japan and other dollar market~ has led NAFINSA to set up branches in 
Washington, New York, Tokyo and London. 

Role as a national developnent bank 

1bere is no doubt that NAFINSA has been a pa.rerful instrument supporting 
Mexico's national development policy. The broad diversity of uses for 
its funds and of the instruments used to raise them at home and abroad 
enables it both to support the Government's priority development areas, and 
at the same time to act as a development bank. 1he financial results have 
been positive - without any fiscal subsidies, except in the case of its trust 
f!.UldS. 

Over these 45 years, the role assigned to the state as prime mover of 
the econooiy has changed. 1his is reflected consequently in the r-ole assigned 
to the development bank, and a wide variety of instruments of economic 
policy that are utilized. H~ever, in accordance with NAFINSA's charter, in 
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rorce sinoe 3 Jamary 1975, it.s traditional ta3b ha'V'e been added to. In 
addition to ...a.king on the functions of a mJltiple bank and offering inte
grated h;:in_l(ip_g ~e!":ices, t.'1e w..::,1-ii: of planning and pt"CXIDting the country's 
indus\.rial development is now one of the institution's prime duties. 

In the light of its new charter, the ins~.itution can regard itself as 
the financial body responsible for the country's industrial planning and 
progranming. To this end the institution has organized itself into five 
departments under deputy directors to carry out rore specific functions: 

(a) Industrial progranming, proax>ting new enterprises and encouraging 
private sector participation in them; 

(b) Obtaining resources for carrying out such progranming; 
(c) Qiannelling these resources into sectoral progranmes, existing 

enterprises or new projects; 
(a) Permanent and systematic managerial support and technical assistance 

for companies borrowing from or associated with NAFINSA; supervision of trust 
funds set up by the Government as support bodies for the fu...'lction of 
industrial programni.ng; 

(e) Internal administration of the institution, involving the management 
of its human resources and the establishment of controls to ensure efficiency. 

Current activities 

The overall performance of the institution is illustrated by the 
following figures: 

Currently NAFINSA investments in its group of affiliates amount to 
14,0~b million pesos ($9.62 billion). These enterprises have a total paid-up 
capital of 43,189 million pesos ($1.89 billion) and assets of 210,071 million 
pesos ($9.21 billion). They employ 115,628 persons and maintain a sales 
volume of H3,156 million pesos ($3.65 billion). 

During the period December 1977 to Decent>er 1978, 38 (out rf a total 
of 79) enterprises showed profits of 2,940 million pesos, producing a return 
of 10 per cent for the institution. Studies of the problem enterprises are 
being made to fi~d ways of improving their operations and to determine 
how they should operate in order to be profitable. At present 43 enterprises 
have plans for projects and extensions aimed at a wide range of objectives; 
the combined investments req•iired amount to 55,371 million pesos 
($2.43 billion). 

Relations with the Government 

Fonnal co-ordination of the objectives of economic policy and the func
tions and tasks of the state development banking system is carried out at the 
highest level of the institution, the governing board. Those participating 
incl14de the Ministry of Finance and Public Credit, the Ministry of Public 
Property and Industrial Development, the Ministry of Conmerce and the bank of 
Mexico (the country's central bank). Three representatives of the pri vale 
sector, representing the interests of private bankers and industrialists, 
reflect the institution's status as a limited company in a mixed economy. 

The economic policy of the present government stresses the goal of 
lowering the rate of inflation and unemployment. To that end an "alliance 
for production" has been formed between the public and private sector3. 
This alliance is reinforced by administrative and political refonns, the 
planning of urban and rural settlements (National Urban Development Plan), and 
sectoral plans in line with the country's Global Development Plan. The role 
of the institution in national economic activity is thus reflected in guide
lines derived from the Global Development Plan, the Industrial Plan and the 
National Urban Development Plan; the functions as!' ~gned to the institution 
through its charter allow it, in fact, to adjust to the guidelines of these 
programming inst~nts. 



~AFINSA, in co-operation ~ith the Ministry of Public Property and 
Industrial uevelopment and in accordance with the guidelines set b:· tl~~ 

Minfat~- of Finance and Public Credit, implements its programne of support 
for the industrial sector by providing resources to a very large number 
of enterprises and semi-state bodies while at the same time prorr~ting 
strategic sectoral programmes. To that end the Ministry of Finance "!!lO. 
Public Credit has announced that the national banking system will p:-ovi-:!e 
supp:>rt in the form of loans for active programnes of structural ·~.an:5e and 
promotion, particularly in relation to the fishing and farming se~tors, 
small- and meditm-scale industry, the manufacture of capital goods, exp:>rts, 
tourism, and agreements concluded with the alliance for produ.:-tion. NAFINSA's 
function of industrial praootion follows the guidelines laid down in the 
National Industrial Development Plan. It thus contribut-es to tne objectives 
of the Plan in various ways: with its industrial programning work, by its 
participation in the National Industrial Development Camdssion, with its 
Integrated Supp:>rt Progranme for Small and Medium Scale Industry, through the 
Co-ordinating and Financial Evaluation Camdttee for the Develo(Eellt Programne 
for the Capital Goods Industry, and by a Programne for Direct Prooiotion in lhe 
Capil3.l Goods Sector. 

'Ille challenge of the future 

The strategy of the Govennent provides for three stages of development. 
Each consists of a two-year period, the first ( 1977-1978) being aimed at 
achieving internal price stability and a floating foreign exchange rate. The 
second period (1979-1980), the so-called consolidation period, aims at 
eliminating bottlenecks in the existing economic structure and in the area of 
financial resources, so as to consolidate the accelerating economic growth 
rate. The third period ( 1981-1982) is geared towards real develoµnent with 
an annual growth rate of at least 10 per cent fran 1981 through to 1990. 

For the institution, such explosive growth implies an important role in 
the direct creation of e~terprises (especially in the capital gooods sector), 
greater channelling of resources through its development funds, and, extremely 
i.mpurtant, anphasis on industrial develoµnent progra.mning. This includes 
participation by the country in financing and investment schemes in other 
Latin American countries, together with rational and coherent mmagement 
of its traditional financing schemes using resources fran abroad and transfer 
of technology (Co-Investment Funds). 

This means that in the area of financing, the institution will have to 
provide for a reorientation of its traditional patterns of international 
financing, !IX>Ving fran a basically debtor orientation to the establ)shment of 
financing mechanisms that will allow Mexico's exchange surplus - st.emni.ng 
frccn petroleum exports - to be appropriately channelled. 

Such financing schemes will have to be integrated in industrial pr"Jgramn
ing policy, and the generation and expansion of projects and ent,~rprises 

will be cf even greater imp:>rtance if projected growth rates of 13 per cent 
for the industrial sector are to be achieved. 

Locking ahead, the institution, together with other teaching institu
tions, 'llill rave to make greater efforts, especially in the field of human 
resources, to train managerial sta:'f for the enterprises to be formed and to 
introdu~e new management techniques in the public sector corp:>rations. Only 
in thi:3 way will it be p:>ssible to a..:hieve adequate levels of efficiency 
and pcofitability in public enterprises set up in the capital goods sector, 
the secondary petrochemical sector and other industrial sectors of nativnal 
priority. 

Currently the institution is carrying out a programme of immediate 
action in the capital goods sector. This involved investme11ts of 22 ,000 
million pesos in 1978 and 1979, the creation of some 23,000 new jobs and 
the replacement of 17,000 million pesos' worth of imp:>rts. 
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The success of the institution's direct praootion work is geared to 
the use of the instruments now at its disposal plus 5ncreasing transfer 
of technology anc participation in the risk capital of new enterprises 
by foreign suppliers of technology. This will mean combined participation 
by the state, national investors and the foreign suppliers of technclof;Y 
in the priority industrial projects required for the development of the 
country. We are thus conscious that the targets planned for 1990 imply 
significant participation by the national and foreign private sector within 
the guidelines and framework of the National Industrial Development Plan. 
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GOVERNMENT I DE'JELOPMENT 
BANK RELATIONSHIPS IN 

SEMI-INDUSTRIAL DEVELOPING COUNTRIES 
Sung Sang Parle Deputy President 

The Small and Medium Industry Bank 
Republic of Korea 

The need for a close relationship 

In the initial phase of industrialization Governments procoote numerous 
new projects - fertilizer and pesticide plants to increase agricultural 
prcductivity, cement plants for constru~tion, electric power plants for 
industrial use, transportation facilities and conmunication networks etc. 
These ~ew projects require huge annur.ts of ~arrowed capital - from abroad as 
well as from local resources. 

The technical limitation in financing these projects and the financial 
supervision needed during their construction and operatior. make necessary a 
suitable financial institution, such as a development bank - even where 
foreign and aomestic resources for the projects are mobilized entirely 
by the Government. 

The distinction between Government-owned developrrent banks and private 
DFis set up to do this became clear as the inaustrial sector developed. 
GovernmeLJt-owned development banks are concerned rrainly with large government 
projects: the private DFI is rr.ore involved with the relatively srnll private 
industrial sector even where there is no clear demarcation between the two. 

The concept of a privatt DFI favoured mainly by the World Bank partic
ularly proved its effectiveness in directing the financial assistance of the 
Bank to support the private industrial sector of developing countries. 

As industrialization advances, the need for investment increases and 
with it the need to mobilize long-tenn domestic savings resources expected to 
become the main source of loanable funds for DFis. t,.,hile th2ir fi.nancial 
strength and reputation for effective service remain high, private DF'Is 
are thus beginning to find that external credit sources are becoming increas
ingly i.;ncertain and access to domestic savings resources is limited. 

The concept of the pr'ivate DFI is an attempt to avoid excesRive govern
ment interference: they can bypass direct g0vernment interference thus 
allowing them to deal more effectively wi lh the private '1dustrial sector. 
Because of this underlying principle, private DFis have operated as indepen
dent institutions making their own decisions except when government guarantees 
are required for borrowing from external sources. 

One problem with complete independence from government, of course, is 
the inability of some DFis to mobilize sufficient domestic resources. 
This partly reflects high market interest rates. Because of inflation, 
these often range between 20 and 30 per cent per annum in developing coun
tries, and the resulting high cost makes it diffi~ult to finance long-tenn 
( b- to 10-year) investment projects. The gestation period for factory con
struction and machinery j_nstallatL:,n is often between 2 to 3 years, and by 
the time plant construction is completed, the cost of the plant, including 
interest, is 60 to 90 per C'~nt higher than starting cost. 
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Development economists nevertheless insist that unrealistically low 
official interest rates should be adjusted upwards to reflect realistic 
market rates. thus making it possible to mobilize domestic financial resources 
for development projects. However, while accepting this rational concept of 
interest policy, the high cost of financing still creates many problems for 
industrial plant construction because of the long construction period. Un-:il 
an industrial project starts operating, a long installation period has to be 
allowed for with an appropria+:.ely long grace period. In addition, there are 
high costs for working capital, but these might be acceptable if passed on to 
the consumer. 

One possibility for mobilizing domestic resources through DFis is for 
the margin between the cost of resources roobilized at the market rates of 
interest and the relatively acceptable rates of interest on a loan, to 
be subsidized by the Government at least during the plant construction 
period. The experience of semi-industrialized countries indicates therefore 
that partial rather than total government assistance in savings resource 
mbilization by subsidizing interest costs might be the best solution for 
DFis. It would also minimize government interference. 

The idea of self-reliance and autonomy \lith no assistance from the 
Government should therefore be t!Xamined in the light of the relationship 
between t:ie Government and the DFI. DFis should weigh the cost of inter
ference and the benefits to be derived from close relationships with the 
Government - for example accepting linkages through ownership, resource 
allocation, some forms of subsidy and tax concessions. 

Problems of relationships and co-operation 

Any link between the Government and development banks can be interpreted 
as one-sided interference by the Government. And certainly, if the link 
is ownership, government control of the development bank and the DFI can 
be tight. 

One reason is that during the initial phase of industrialization, 
development banks and DFis are often perceived by Goverrments as reluctant 
participants in the national economic development effort. On one hand they 
are regarded as conform.tog only under pressure to government directives. On 
the other, these directives ignore the fact that the habit of obedience often 
leads to institutional inP-rtia with initiative, innovative ability and, 
profesdonalism being lost altogether when interference is strong. DFis 
effectiveness can thus be impaired when the Governments intervene to the 
extent that their autonomy, professionalism and objectivity in decision
making are removed or thwarted. 

Notable pressure can 'llso result from an ownership link - for example 
where the Government appoints directors to the board of the DFI or appoints 
the president of the institution. However, if directors coming from the 
Government retire from office on their appointment, they become private 
directors acting in the own institution's interests even though their w~tch
dog status remains. And if the president is chosen from am::mg professional 
banking institutions and has experience in finance, the DFI would be eve:i 
llOre likely to be a sound organization, even if the institution is partially 
or fully owned by the Government. 

But even when such DFis are effectively managed as private enterprises, 
conflicts can still arise, since private enterprise is profit oriented whilt 
public interest is considered to be the objective of government policy. If 
DFis consider they have been established as instruments for lonB-term invest
ment for national economic development, managerial effectiveness could to some 
extent be subordinated to the public ir.terest. But if pressures are brought 
to bear that affect individual investments without an open Government-board 
deci.:iion, they might cause misallocation of resources or even failures of 
projects. Such interference usually does not stem from Goverrunent-board 
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aecisions but fran individuals in positions of power. bringing ~~essures to a 
DFI over recruitment or the promotion of individual staff members :s one type 
of action that can destroy professionalism. were it owned by the Government, 
th~ dcvclGPt."7i~l,t tcu-~ wight a.lsu (;~ wu.ier pressure to conform ro government 
salary scales, which are usually low compared to those in private business. 
This problem is serious for holding staff losses to a minimum and attracting 
new people. One solution is for the Government to permit higher salaries for 
DFI and Government-owned development bank staffs than for civil servants. 

Too much stress laid on public interest aspects of a DFI's lending 
policy can cause loss of income, and that in turn causes problems in raising 
further capital. Even where Government-owned development banks are non
profit institutions, a deficit could affect their reputation and reduce 
their creditworthiness at home and abroad. Even if private shareholders in 
DFis voluntarily limit direct return to a modest level, they must earn some 
profit. 

It is accepted that adhering to profit standards alone makes it impos
sible to achieve nation~l econcmic developnient goals. But at the same time, 
if profit potential is not taken into account in financing development 
projects, it might also interfere with the policy goal of overall industrial 
development. Joint efforts and consultation between the DFI and the Govern
ment when financing important projects can thus be decisive factors in the 
success of individual development projects. 

The expectations of the Government and the DFI often differ greatly 
nevertheless. While the Government has long-term policy goals in mind when 
appraising investment projects, the DFI is more interested in the inmediate 
prospects. Some Governments try to promote projects which would be ineffec
tive for some years but promise to be ultimately successful - whereas the 
DFI' s management ir.ay be aiming at early returns on its investment. Projects 
can even fail because - despite government pressure to carry them to com
pletion - they may be premature for the stage of the econarry. 

To minimize such possible conflicts between Governments and DFis it 
might be suggested that large public sector projects are carried out, through 
a Government-owned development bank with heavily subsidized resources -
leaving private sector projects to operate through privately owned DFis. 

Such a two-tier system for development financing would have the merit 
of easing tension that might build up between the two. According to the 
experience of semi-industrialized countries, government financial interference 
in the public and the private sector can make them both ineffective. Dis
persal of scarce resources among too many individual projects can cause 
inefficiency, for example. At an advanced stage of industrialization, the 
Government would be wise tc act more as an overall guide rather than issuing 
directives on indi victual projects. In this way the development banks and 
private DFis would have more leeway in selecting the individual projects. 
They would still qualify for development financing in compliance with govern
ment policy for project diversification, \tlich would then lead to industrial 
diversification. 

In such circumstances, the relationship between Governments and develop
ment institutions in semi-industrialized countries could become co-operative 
rather than interfering. 
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SUMMARY OF DISCUSSION 

During the discussion, a repr~sentative fran the Philippines discountP.d 
the fears voiced by previous speakers on the consequences 0f development 
banks' dependence on government for its funding needs. Quoting from the 
experience of the Development Bank of the Philippines (DBP), he asser~ed that 
his institution had to follow nationally accepted ._,riorities and objectives 
of development. Thus, DBP activities were geared to objectives such as 
creating employment acceleration of economic growth, more equitable 
distribution of wealth and incane, and regional industrial development. DBF 
had also been actively involved in pranotion of regional and rural development 
banks. 

While his bank did not face any problems of government interference he 
wondered if any develoµnent bank could afford to insulate itself fran linkages 
with its Government. The real issue was to define how best the backstopping 
role of the Gol/ernment could be blended with the catalytic role of the devel · 
opment bank in achieving mutually shared objectives. 

Looking ahead, the working panel felt that the institution of development 
banking was at the crossroads. Developing countries were becomiDg more 
industrialized and their econanies more diversified. But if development 
banks sought to move away fran government support as a result, they might 
have to diversify into areas of activities that would bring them into 
competition with ')ther financial institutions. In this, reference was made 
to the example o the Development Bank of Singapore. While sane dev~lopment 
banks might be able to pursue such a policy successfully, the danger was that 
those institutions would alienate themselves frorr. t.he mainstream of 
developmental activities and hence forfeit their claims as developmental 
institutions. The other path for tre operation of development banks was to 
come to tenns with the Governments. 

It was observed that though in the past the linkages between development 
banks and Governments arose out of funding support - including guarantees for 
foreign loans - in the 1980s the nexus of interaction was bound to be deeper 
and diversified. The development banks, whether privately owned or 
Government-owned, had to work i.n close co-ordination and co-operation with 
the Government to achieve socially accepted econanic objectives. 

It was questiooed if the discussions concerning the differentiation 
between the privately-owned and Govemment-owned develoi:xnent bank::> were not 
wrongly directed. The more important point seemed to be the objectivity of 
decision-making and the capacity of management to stand up to pressures 
running counter to its considered operational decisions. 

Questions concerning the relationship between Governments and development 
banks need not be posed in the context of perpetual confrontation. They 
should be conceived rather in a framework of positive co-operation with each 
party being coriced~ the right to its own convictions. 

It was stressed that a development banking institution should be 
considered essentially as a gap filler. It should perceive in:; ti tutional or 
other gaps in the econany impeding industrial develoµnent and take over that 
function so that it could effectively fill the gap, Fo~ example, the 
Singapore Develoµnent Bank (SOB), identified and ='>Ought to fill up gaps by 
undertaking ccmnercial banking, merchant banking and issue-house operations 
in competition with the exi.sting ccmnercial banking institutions - mostly 
foreig:'l owned. This was the only way SOB could ;:i0.hieve its develoµnental 
obligati.ons of attracting oversP..as entrepreneurs, foreign technology and 
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management know-h'.:'w and developing indigenous small-scale enterprises. 
what was important to realize was that there was no divergence between EOVern
ment policy ana ~DB activities. 

There was no unanirr..ity am:mll: delegates regarding the exact rlPfi nit i ori 0!' 
a development banking institution. Some believed that privately-owned 
development banks did not merit the title because they were conservative 
in taking risks and their rooti ve was maxim.5_zing their returns. They disagreed 
with the analysis of B. Knapp (fonner World Dank official) that in the 19ti0s 
development banks might have to be increasingly independent of Goverrurents 
regarding their resources if they were to maintain their operational autoncmy. 
Many observed that developn:ent banking institutions might well have to depend 
increasingly on liovernIIEnts in one way or the other, and that so long as those 
institutions kept their developmental obligations to the country in view, the 
linkages with the Government would grow, and rightly so. 

The discussions revealed that in the 19b0s the interface between develop
ment banks ana governments will be diversified and that the distinction 
between privately-owned and government-owned development banks would tend to 
be increasingly blurred, at least operationally. 
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Group 2 - Government I development bank 
relationships in less industrialized countries 

GOVERNMENT I DEVELOPMENT 
BANK RELATIONSHIPS 

IN LESS INDUSTRIALIZED COUNTRIES 
G. F. Mbowe. Chairman and Managing Director 

Tanzania lnuestment Bank, United Republic of Tanzania 

Ori8~~~ ~~ aevelopment banks 

The genesis and growth of DFis together with thej r governrent links in 
less industrialized countries can be historically ~raced from the Latin 
American countries. A few were established during the depression of the 
1930s and during the Second World War when tr.we cow1tries were hard hit by 
deteriorating prices of thair prinBry goods exports: shortages of consumer 
goods, lack of foreign private capital for new industrial ventures and 
inadequacy of foreign excha'lge to pl"Olll)te domestic private investment. 

These economic hardships compelled the Governments of Latin American 
countries to pursue a policy of aggressive industrialization through import
substi tution. The pl"Olll)tion of this policy was implemented parallel with the 
establishment of industrial DFis which ch&nnelled funds to the orivate 
industry. The period, therefore, witnessed the birth of the Nacional 
Financiera in Mexico w'hich started business in 1934; Corpor-aci6n de Fomento 
de la Producci6n, Olile, in 1939; Institute de Fomento Industrial, Colombia, 
in 1940; Banco Industrial de la Republica, Argentina, in 1943, and 
Corporaci6n Venezol0ne de Fomento, Venezuela in 1 946. 1/ 

The emergence of DFis and their growth in African and Asian countries 
in tha period 1950 tv 1975 was associated with the political independence ')f 
those countries. Their DFis wre established on social, political and economic 
grounds, and the principal factors nx::>tivating the Governments to create them 
focused on the need for sound financial infrastructures for mobilizing 
domestic and external resources for accelerated industrial developuent. The 
establistunent of the DFis in the Middle East in the same period was connected 
with the exploitation of natural resources there. 

In the United Republic of Tanzania, the establishment of the major DFis 
followed a rationalization policy for the public sector after the 1967 Arusha 
Declaration defining the country's economic objectives. The importance of 
the Tanzanian Goverrunent's action in directing the activities of the economy 
followed a systematic establishment of the direct productive sectoral 
parastatals, on the one hand, and spec~alized sectoral financial institutions, 
including service-oriented parastatals, on the other. 

_y Bureau of Business and l:.conomics Research, Public Exter.!131 Fi!!anci~ 
or Development Banks in Developing Countries (Oregon, University of Oregon, 
19b6), pp. 6-23. 
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le all these cases, the decisive intervention by the Governments 
signified the need for links between these DFis and their respective 
Governments. 

The motivation for creating the DFls stemied from certain unfavourable 
circumstances prevailing in these countries. These were: 

(a) The absence of private markets for raising equity and long-term 
loan capital; 

(b) The unwillingness of existing cODIDercial banks, which were oriented 
towards trade financing, to provide even short- and medium-term loans to any 
but well-established foreign and domestic firm.5; 

(c) The relatively low rate ~f profits in relation to risk in the 
field of industrial investments compared to alternative uses of financial 
capital such as construction, land speculation, trade and loans for 
consumptive purposes; 

(d) An unfavourable climate for foreign investments; 
( e) Limited markets and high production cost a::.> a consequence of a 

shortage of skilled labour, technicia..1S and managerial competence; 
(f) The need for pre-investment surveys and adequate assessment of 

industrial ventures; 
(g) For at least some ~ountries, the inability to obtain foreign 

exchange for imports of industrial equipment and materials.2/ 
A quick glance at the design and framework of DFis in varying 

environments such as fully socialist, centmJ ly planned, indicatively planned 
and market economjes in::iicate that their rationale and role do not differ 
significantly. Their common characteristics are summarized under the 
following headings. 

The catalytic function 

In order to enhance their hanooniou> development, roost developing 
countries have formulated development plans with objectives such ci.s: 

Accelerated industrial developmen~ 
Increased value of cgricult~ral production 
Creation of new employment opportunities 
Assistance in proonting public enterprises 
Help for private and social inter-est institutions in prOIOOtional 
activities 
The basic function of DFis, therefore, is to act as a catalyst in 

proCJX)ting these objectives through the facilitie3 of financial assistance 
for specific projects and also to render technical advice in carrying out 
feasibility studies and project implementation. Where Governments are 
the prime roovers, the DFis are obliged to work nand in han1 with them to 
pro10C>te these objectives. 

Technical assistance 

Of vital importance to industrialization is the DFI's contribution 
in terms of technical assistance. As specialists in resource CJX)bili
zation, resource management, resource allocation, project appraisal and 
project suvecvision, public and private DFis are constantly expected to 
render technical assistance to Governmei1t-sponsored projects. The extent 
of this contribution depends on how close working relationship is 
between the Governments and their respective DFis. 

21 bureau of Business and Econ rue Research, op.cit. 
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Resource IOC>bilization 

The basic reason for setting up DFis is not to act only as 
custodians of exchequer funds or channels for official development grar.ts 
and credits, but to act as 10C>bilizers of domestic and foreign resources 
needed in economic development. The importance of this function makes 
close links with the respective Goven11Dents inevitable since Governments 
determine the extent, pattern and timing of resource mobilization. 

Economic development 

The motivation for establishing DFis is to promote social and 
economic development - n0t necessarily profit maximization. With regard 
to public DFis, this objective is normally stipulated in the statutes. 
Their lending activities must therefore be aligned to national 
objectives. Nevertheless, this does not mean wholesale involveirent even 
in the proontion of projects of purely social character, such as the 
construction of football stadium.5. DFis, whatever the nature of their 
ownership, are not - and should not become - mere administrative conduits 
for lending, but rather institutions capable of using capital effectively 
in achieving their Goven11Dents' development objectives. 

Strategic function 

Industrial self-reliance is very often associated with praootion of 
certain strategic industries such as iron an<! steel, pulp and paper and 
fertilizers. These activities normally involve an outlay of enonoous 
resources. Nevertheless, DFis are expected to give preferential 
assistance to such activities of national priority and strategic 
importance. Again, this function calls for close woricing relationships 
with the Government. 

Regional co-operation 

Regional industrial co-operation, promotion of multinational 
industries, joint t~chnological research activities, joint financing of 
regional strar.egic industries and the like, are some of the issues that 
are facing developing countries. Both national and regional DFis are 
expected to shoulder this responsibility together with their respective 
Governments. 

Conlnercial function 

Most of the DFis in the less indust;·ialized countries have been 
established or praooted as a means of channeling exchequer funds and 
private domestic savings into industry. In order to attract external 
capital for industrialization, DFis have to be creditworthy and operate 
on a sound conmercial basis. As coamercial entities, they are expected 
to operate profitably, pay corporation tax and declare dividends to their 
Governments and other shareholders, as well as borrow from overseas. In 
l!X)St cases, foreign loans are guaranteed by Governments, but it follows 
that DFis should also be capable of meeting the foreign obligations from 
their operations without ever having to invoke the guarantee provision. 
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Transfer of technology 

Many of the tasks of industrialization are probably beyond the 
ability of the DFis to tackle. ~evertheless, these institutions play a 
sign1f1cant role in ass1st1ng liovernments in providing some of the 
answers. The issue of transfer of technology therefore concerns DFis 
also. 

Many l.iFis have established technology departirents solely charged 
with providing advice to clients on apprv~riate technologies. Because cf 
the national interest in technology issues, Governrrents have worked 
clos-=ly with DHs to expand the facilities and research programnes for 
these technology wings. 
by definition, the basic functions of DFis discussed above cover areas 

of essential interest to Governments in their efforts to prcxoote growth and 
development. E.specially in the less industrialized countries with a scarcity 
of institutions, training and education facilities, entrepreneurial talent 
and low living standards, Governments have of necessity assumed active 
participatory roles in the development process, and particularly in the 
industrial sector. 

International co-operation 

The foregoing is, however, only one side of the complex story of the 
Govemment-DFI relationship. There are other indirect forms and natures of 
co-operation which involve international and bilateral institutions. 

Tne current availability of resources of DFis can be classified into 
three categories: local capital, external capital and technical assistance. 

Governments of less industrialized countries receive substantial develop
ment assistance for industrial and other types of activities from inter
national institutions such as the World Bank, United Nations Development 
Programne (UNDP), Economic Coumission for Africa (ECA), Asian Development Bank 
(ADb), European Investment Bank (EIB), European Development Fund (EDF) etc. 
Enterprises seeking financial assistance from these organizations must, 
therefore, have links and co-operation with their own liovernments. 
By virtue of this basic re~uirerrent, DFis must have working relationships wit~ 
their respective governments. This is a prerequisite for financial and 
technical assistance from the international organizations. Loans to DFis from 
the world Bank and the European Investment Bank, for example, require 
guarantees from their Governments. Technical assistance from UNIOO to DFis is 
normally processed through ministries of finance, planning and manpower 
development. Recognizing the need for channelling scme of this assistance 
directly to the DFis from these international organizations, Goverrmients have, 
on a number of occasions, been closely involved in the discus~ions concerning 
the national development schemes, particularly in the less industrialized 
countries where these institutions intend participating and assisting in 
investment progranmes in the industrial, agricultural and basic infrastructure 
sectors. 

Bilateral co-operation 

Bilateral financial and technical assistance to the less industrialized 
countries is also another focus of co-operation between Governm.,nts and DFis. 
The major sources of bilateral assistance to these countries are the United 
States Agency for International Development (USAID), Swedish International 
Development Authority (SIDA), Norwegian Agency for International Development 
(NORAD), Canadian International Development Agency (CIDA), Danish 
International Developrrent Agency (uANIDA), Financial Management Office (FMO) 
of the Netherlands and Th=utsche E::ntwicklungsgesellschaft (DE::G) of the r'ederal 
Republic of Germany, to mention only a few. These institutions provide 
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very substantial assistance to countries like the United Republic of Tanzania 
for specific productive sectors. Their assistance to industry, agri~ulture 

and forestry has invariably been routed through th1~ Governments to the finan
cial institutions for allocation and disbursement t.o rirojPt:-t-<::. Th~ !'outi!".g of 
these funds through DFis makes it essential that chere be strong co~peration 
betwee~ Governments and DFis. 

One key attribute for efficient operation of DFis is an ability to act 
as a link between the producti1e public sector, the private sector, the 
Government and the donor institutions. Through this process of co~peration, 
DFis are able to assist their Governments not only in vetting projects, but 
also in stim.Jlating new approaches to develo~nt. 

The interlinkages of DFis 

In tte light of both this broad perspective and DFis' role in development 
strategy, it is important to stress that DFis 111JSt serve the ma.c~conom.ic 
objectives of their govemmen~. They need close relationships with their 
Governments both because of their historical links and the purposes for which 
they were created. 

It is precisely because of this close relationship that Governments 
provide DFis with substantial assistance: exchequer, bilateral and inter
national funds, and Dllltilateral and bilateral technical assistance. As 
channels of official aid to direct productive a~tivities, DFis are frequently 
invited by Governments to participate in discussions with bilateral and 
rultilateral develo~nt agencies. Sometimes they are called upon to suggest 
areas deserving financial assistance or to give their opinion on certain 
projects. 

Because of their specialized functions and expertise developed over the 
years, DFis often are the first focal point in the process of economic and 
technical evaluations undertaken by international and bilateral organizations. 
Such consultations assist in assessing the content and volume of aid to the 
less industrialized countries. Their intima.te relationship with Governments 
can, therefore, be veFf influential in the evaluations made by these inter
national and bilateral institutions. The technical information that inter
national organizations are keen to obtain includes policies on various 
probl£.:ms, levels of industrial activity, industrial data, national priority of 
industrial projects, the bankability of projects in the pipeline, and the 
health of both the business sect::>r and the economy in g£.:neral. 

Organization and institutional arrangements 

For a number of reasons one cannot expect uniform legal forms and 
llB!1agerial structures COll'IOOO to all DFis. For example, the legal and mana
gerial structure should be directly related to the local environment in which 
a DFI oper-dtes. At the Sew:! tire, it is generally accepted that the legal and 
ma.nagerial framework of a DFI should be flexible enough to give it sufficient 
autonomy to discharge its responsibility with the highest possible degree of 
efficiency. 

The acts establishing DFis should be as comprehensive as possible. 
They should cover their objectives, appointment of top executives, the board 
0f directors and their detailed responsibilities; capital structure; 
accounting and auditing requirements; investment and financial policies and 
any other matters relating to their links with government resource contribu
tions, the administration of special funds, raising of external resources, and 
guarantees of loans. 

For supervising DFI activities, there can be four levels of control: 
ministerial, board, external auditing and parliarr~ntary conmittee. Although 
this arrangement should be encouraged, in practice there is a need to defin<: 
clearly the objectives of Drls and to develop tactical systems of control and 
co-ordination without stifling their operations. 
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Conclusion 

One of the rnst important considerations in broadening co-operation 
~t:-w~r! the c:.:ive;!'~~ts 3....r:d IJFI!; i!; ~ ~tti;1 w1uc1.stru1Uifig uf i..he Government.s' 
practices, their expectations and their influence on the working envirorurent 
of the DFis. This influence is pervasive and no institution can claim to be 
insulated from it. In other words, there is no such thing as sovereign 
i.IIm.mity of a DFI. The extent of influence varies from country to country, 
and it is the quality of management of a DFI that determines whether the DFI 
is a robust instrument of governm::nt development strategy or a weak handmaiden 
of political whilll5. 

In view of the identity of intentions and objectives, particularly of 
the public DFis and Governm::nts, there is tiardly room for conflict. Fears 
are sometimes expressed that too DJJch government influence can impair the 
business efficiency of DFis. The advocates of this fear suggest that while 
DFis should maintain some links with the Governm::nts, they advise that DFis 
should keep themselves at arms's length lest their business ethics are 
submerged in the government bureaucracy and political expediencies. The 
extent to which government influence can cripple the efforts and efficiency of 
DFis depends very largely, however, on the degree of co-operation and extent 
of linkages between the DFis and the government ministries and how well they 
are maintained. 

Governments do not have a monopoly of all good ideas, nor are they 
impermeable to rational arguirents originating from DFis. Persuasion and 
logic are basic tools in dealing with Governments. On sensitive issues with 
broader national significance, such as determination of interest rates, the 
views of the Government often prevail. This is an area in which figures speak 
louder than words. A simple quantitative analysis is likely to be more 
convincing to the Government than a theoretical argument in abstract. 
Interest-rate questions are vital - they determine whether and how a DFI can 
roobilize resources, the risks to which it exposes itself and the level of 
administrative costs it can beat. 

The areas in which DFis can promote srrooth working relationships with 
Governments are several. Their advice could be in areas of management of 
foreign exchange risks, transfer of technology, interest-rate policy, invest
ment priorities, incentive schemes, and several others. Where there is 
a harmonious working reltionship, it is uncol!JIX)n for the Goverrurent to meddle 
in the affairs of the DFis. Apart from infonna.tion which the Governments can 
obtain directly, information on the perfonnance of DFis comes also through the 
government representation on the board of directors. 

Co-operation between DFis on the one hand and the Government on the 
other hand is vital and should be cuitivated. A collective approach by DFis 
on matters of national importance can have a better impact on the Governments 
than individual efforts. In particular, what is reC011Dended is a union of 
DFis in each country to meet regularly with officials from the Government to 
review aspects of policy affecting their general perfonriance and the well
being of their clients. 



GOVERNMENT I DEVELOPMENT 
BANK RELATIONSHIPS 

IN LESS INDUSTRIALIZED COUNTRIES 
Obeng-Ansong. Managing Director 

National /nuestment Bank. Ghana 

With attairmient of independence by llBily developing countries after the 
Second World War, the need to accel~rate the process of economic development 
became DX>re prom:i.nent and pressing. F.mphasis was placed on industrialization 
as a means of achieving faster economic growth. However, the necessary 
ingredients of development were absent: capital, information on investment 
opportunities, and local entrepreneurs with the requisite managerial and 
technical skills for induztry and agriculture. These lacks inhibited private 
initiative in new areas of economic activity that appeared risky and required 
medium- and long-term capital. 

The coomercial banking system with only short-term funds to offer con
centrates on giving support to tne trading sector, which appears to be a 
highly profitable and relatively safe investment. But with the coomercial 
banks concentrating on trading, there was a growing need for specialized 
institutions to identify investment opportunities, appraise projects, and 
l!X)bilize local and external finance and management to implement the projects. 
Thus the establishment of development banks was seen ty Governments as an 
instrument to support their newly-wo~ political sovereignty thrcugh l!X)bilizing 
mediur:- and long-term capital, transfer of technology and r.anagement skills. 

In many developing countries the private sector has not taken the 
initiative in creating development bani<s because there were other highly 
profitable investment opportunities with relatively short gestation periods. 
Governments have therefore had to be actively involved in setting up such 
institutions. Developmert banks have therefore tended to be wholly 
Government-owned - at best with minority private participation. 

Governments did not merely initiate the establishment of development 
banks, but also financed them with equity and long-term loans at concessionary 
rates of inte~ .;t. Guarantees, where necessary, were provided to enable 
them to raise additional capital from tioth local and external sources. 
Gov~rnmental financial support to a certain extent thus determined the 
important role that development bcnks were to play in the economic development 
process of a less developed countr;·. For this reason, the factors that led to 
the creatior. of deveJ opmer.t banks and the role of Governments in getting them 
established usually determines the relationship of Governments and development 
banks. The closer the link to the Government through ownership and 
management, the greater the likelihood of government influence on the 
activities of development banks. There are nevertheless wide variations in 
such relationships. 

Where the institution has some privat~ participation, a Government 
may limit itself to the appointment of the chief executive and one or two 
directors to serve on the board. Management is t.hen relatively free to 
exercise co~trol within the broad framework of government economic development 
policies. In such circumstances, the degree of government interference 
depends largely on the competence of management a"ld quality of tt>e board. 
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However-, if a development bank is made an extension of a goven111ent 
departa:mt or ministry, as in the pre-independence industrial development 
countries, government directtves may be frequent and specific. Here 
management may be exposed to direct political interference and even 
;innni ntrnPnt <:: rn::.v l"'h::>ncn:> ui t-h ::> l"h::ina<> nf" onvo...........,,~ -rr----------- -.,r --"""CJ- ------ - --~- -- o-·--·-·-· 

Whatever form development banks take, they cannot operate in isolation 
and they require governnent support and encouragement to function effectively. 
Over the years, develop!lel'lt banks have -evolved special w'Oricing relationships 
with Govel"T'..ments to.lards achieving the objectives for which they were set 
up. The relationship is insti'~utional and is reflected through excha."lge of 
infonmtion and consultation on various development policy issues. Since 
the relationship is rutual, management staff of de7elopment banks are often 
appointed to serve on inter--mir.isterial and national econanic ccmnittees. 
Through this, development b~ participate in the policy~ing process 
of the Government. 

Where there is a healthy institutional relationship, Governments are 
co-operative in solving the operational problems of their development banking 
institutions. 

Conversely, due to the strict methodology development banks exercise 
in handling projects, they earn the Government's confidence and reciprocate 
by making their services readily available to the Government. As a result of 
this woricing relationship, development banks are looke1 to for advice on 
various investment proposals submitted to the Government. Thus, in the 
less industrialized countries, although development banks may be susceptible 
to government action and control, the control can be reduced, but not 
eliminated entirely. 

In suamary, the extent to which development banks maintain a healthy 
institutional relationship with the Government and the confidence the 
Govennent has in the management of the bank determine the degree of the 
bank's control. 
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GOVERNMENT I DEVELOPMENT 
BANK RELATIONSHIPS 

IN LESS INDUSTRIALIZED COUT'~TRIES 
G. Raynor, General Manager 

fnuestmenf and Deuelopment Bank of Malawi Ltd. 

Betwe€n the Malawi Governrent (through its Treasury, Reserve Bank, and 
Ministry of Trade, Industry and Tourism) and the Investment a.nC Development 
Bank of Malawi, known rore popularly as Indebank, there is what might be 
described as a IJXXiel relationship. 

Indebank is the only development bank c.~rating in Malawi, and this 
possibly is a significant factor in the development of a hal'UX)nious relation
ship. Indebank conmenced operations on 1 January 1973 as a partnership 
between a Malawi statutory corporation, the Agricultural Development and 
Marketing Corporation, and three well-known international institutional 
develo~nt organizations, the British COlllOOr.wealth Development Corporation 
(CDC), the Netherlands Financial Management Office (FM)) and the Deutsche 
Entwicklungsgesellschaft (DEG) of the Federal Republic of Germany. In 1978, 
the original sponsors of Indebank were joined as equity shareholders by the 
International Finance Corporation. Indebank is also supported by lines of 
credit made available by OCD, the European Investment Bank (EIB) and the World 
Bank, the latter two lines of credit being guaranteeo by the Malawi 
Goverrunent. Available resources total $27 million, projects total 44 in 
number and commitments $19 million. Since inception the bank has been 
l!XXlestly profitable. 

Indebank is registered in Malawi as a private company and under its 
Articles of Association each partner may appoint two directors to the board. 
This provides the Malawi partner with two directors, on~ of whom i3 the 
non-executive chairman of the company. The relationship between Indebank 
and the Malawi Government is, however, fonnally regulated by a finance and 
co-operation agreement between the Government, the sponsors and the company, 
signed shortly before the Bank coomer.ced operations. Apart from the usual 
undertakings to provide exchange-control consents to facilitate the remittance 
of funds, payments of dividends etc., the most important aspects of the 
agreement are its investment policy principles c..nd operating procedures, which 
may not be changed without the written agreement of each of the five 
shareholders. Inter alia, these principles define: 

Investment sectors of primary emphasis for further economic 
development of Malawi 
Project Clearance in Principle procedure 
Criteria to be met by all applications for Indebank participation 
General tenns and conditions on which Indebank will consider 
investing in projects 
The most important single factor controlling the investment portfolio 

of Indebank, however, is the Clearance in Principle procedure. Under this 
procedure, an outline sUI11?Bry of the project proposals, with management's 
confirmation that they are within the investment policy ~rinciples, is 
circulated to the directors before a project is investigated in depth. 
Within 30 days the directors nust indicate thei .. agreement or otherwise to 
a full investigation of the project; the veto of one director will prohibit 
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d~tailed investigation until ~he matter has been discusse•i at the next board 
meeting. This situation has never arisen but it is doubtful if Vie board 
would authorize management to proceed wit'; ci project investigation against 
the wishes of one of the spor>.sol's. 

T~ --- \..- ........ __ ,.. __ ~L.. ............. _.._,......., .... ,..a.,. ___ ._L..._._ ~\... ..... .._,_., • .; /9"...,.._.,.... ____ ._ ,...._ ..;_... 
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fact any sponsor' through its directors on the board of Indebank, can stop 
further investigation of a project it does not consider desir2ble. In 
practice, since the inauguration of Indebank no veto has ever been imposed 
by any director under the Clearance in Principle procedure. Only on one 
occasion has a project been rejected on advice of the Government - on grolll1ds 
which were later discovered to be related to currency infringement proceedings 
pending again.st the project sponsor, of which Indebank -.-ras, of course, lll1aware 
at the time. 

In practice, the Malawi Government relies entirely on the judgement of 
the Chairman of the cooipany to decide whether projects 3.re in support of 
its econanic strategy. If in doubt, the Chainnan has direct access to the 
Minister of Finance for guidance. The Chairman is also supported by an 
experienced development-oriented board, with strong representation from 
the international develoIXJlent organizations that support Indebank. 

Since inauguration, there have been only minor changes in operating 
principles, mainly in connecti0C1 1o1ith increase of investment limits. Agreed 
investment principles notwithstanding, it could be possible for a Govenunent 
to bring pressure, either directly or indirectly, to persuade its develo~nent 
institutions to support its policy by investing in those projects which 
it considers to be in the interests of the country. In Malawi no such 
pressures exist, or if they do, they have been so subtle as not to have been 
noticed by management. Th~ relationship between the Government and Indebank, 
although fonnally dOCl.llleflted, in practice is one based on mutual trust and 
understanding. 

Indebank recognized its role in the praootioo of ccmnercially viable 
medi~scale develoJJDeflt projects and c~operates closely with the Govenunent 
and statutory corporations in order to identify projects suitable for 
develoIXDeOt bank finance. There are of course large projects like sugar 
schemes, cement and fertilizer plants etc. While accepting the limitation 
of the contribution that can be made by a development bank oriented tCMards 
financing medium-scale agricultural and industrial p;--ojects, the Govenunent 
welcomes Indebank's ~peration in the prcxnoti<n of these projects. Where 
major projects are beyond its scope, there is an understanding that Indebank 
will concentrate on identifying, promoting and financing the peripheral 
service projects that inevitably emerge. 

The co-operation between the Government and Indebank in project 
participation is a two-way business and there are many instances where 
Indebank has been able to fill finance gaps in projects it is promoting 
by apnr,aching statutory corporations for their participation. The 
co-operation has been of particular value in projects with economic and 
social consequences, for which the goodwill of the Govenunent was essential. 

The Government's reliance on the coomon sense, practical policies of 
the bo~~ct has continued, even though in the last two years the Government 
has guaranteed lines of credit from EIB and the World Bank and there is 
no direct goverrunent representation on the Indebank board. The relationship 
with the Reserve Bank of Malawi is again one of mutual respect and 
understanding. Indebank is not registered as a bank in Malawi and therefore 
is not required to comply with banking restrictions, including the usual 
deposit restricticns placed on c<X1111ercial banks. 

The role of the Malawi Goverrunent has been protective and understanding. 
As a consequence, no projects have failed ?.nd because of this the response 
of Indeh1.nk's sponsors has been equally co-operative. FW1ds frcm the sponsors 
have always been avai L::\ble to meet the Bank's investment requirements, in 
particular for its agricultural inves~ments - a sector for which it is 
notoriously difficult to find medium-tenn international finance. 
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In sum:nary, the main factors contributing t:.o an ideal relationship are 
as follows: 

(a) Initial detailed and ccmprehensivP. Jiscussions between all parties 
leading to full agreement on the investment principle~ and operating 
~~''"'°"' ,....r th<> ~m· t". ____ ....... -- "- -·- --- -, 

(b) Clear, coocise legal documentatioo setting out the obligations of 
the Government, sponsors and canpany to each other; 

(c) Precise and careful imple~entation of the agreed policies ~nJ 
operational procedures by the board through management; 

(d) Freedan of the development bank to choose viable carmercial projects 
in the econcmic interest of the country and for which finance is most 
suitable; 

(e) Interest on the part of the development bani-: in i·nple-nenting 
goverruoent policy. 
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SUMMARY OF DISCUSSION 

In discussing the relationships between development banks and 
Governments , a staff member of the World Bank, speaking from his personal 
experience of DFis from the African continent, confirr~d the "symbiotic 
relationship". He was wary of prophesying the direction the future 
relationship might take in different countries, given the wide range of 
economic and social situations in these countries and the diversity underlying 
the DFis themselves. However, he thought that there was need for greater 
co-operation between Governments and DFis regarding identification, 
preparation and implementation of viable projects of all sizes and of 
relevance to the economy of the country. Development banks in the 1980s 
would be called upon to diversify their activities; they might be called 
upon to engage, to a greater extent than today, in project identification 
and development of feasibility studies and to specialize in financing specific 
sectors, which had been neglected until then. In that process, the World Bank 
realized that the con::.act points of DFis within the Government were likely to 
enlarge and might include, in addition to ministries of finance, industry and 
planning, those concerned with public works, construction and education. 

Participants observed that the nature of the relationship between the 
DFI arid the Government was determined by the structure of the economy 
concerned. In particular, the relationship was likely to vary depending 
on whether the economy was a centrally planned one, a mixed one or a market
oriented one. Also, the relationship was different depending on whether 
the DFI concerned was substantially privately owned, or entirely Government
owned. A third factor was the composition and structure of management of the 
DFI. Govemment-DFI linkages needed to be understood against the background 
of those factors. 

The economic and statistical adviser to the Industrial Finance 
Corporation of India observed that development banks, being only one of 
several instruments engaged in industrial development, could not be expected 
to perform the whole range of activities involved in fostering industrial 
development in a country. It was therefore important to divide the functions 
among dif;erent institutions engaged in the common task of industrial 
development and assess the performance of development banks against the 
framework of the tasks expected of them. 

It was concluded that most industrial development finance institutions 
had in fact established excellent relations with their Governments, whether 
they were federal or central Gc·vernments, irrespective of the specific 
functions within the economy or the ownership of the banlr'"'' capital. 
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GOVERNMENT I DEVELOPMENT 
BANK RELATIONSHIPS 

IN CENTRALLY PL~NNED ECONOMIES 
M. Radosavljevic, President 

Yugoslav Investment Bank 

Investment planning and financing in Yugoslavia have been influenced by 
institutional changes and the development of productive resources. The system 
evolved effectively in three phases - periods of central econOOlic planning, 
global proportions planning and self-management planning. 

Central economic planning_ 

The first period started illlDediately after the liberation of the country 
and lasted till the end of 1950. The planning and financing system in 
general, and investme:it planning and financing system in particular, were 
characterized by central decision-ma.king and physical allocation of procuction 
factors according to centrally established priorities. An investment plan 
was subsequently implemented in the form of centrally decided pro~s based 
on priorities set for constructing the necessary facilities. These progranmes 
took the form of lists of key projects with basic data such as type, size and 
industrial value of the project, breakdown of capital investroonts, length of 
construction period, time needed for start-up etc. 

The national economy being devastated by war, the urgent need for fast 
development of productive resources called for strict control over the means 
of finance and their allocation to investment projects defined in the Government's overall social plan. 

In this period, investmE.nts in the entire territ.ory of Yugoslavia were 
financed from the budget, without any obligation for repayment. The Govern
ment's planning authorities decided on the necessary funds and sources. Their 
utilization and control over their correct and meaningful application were 
entrusted to the only development bank in Yugo::'. •via at that tir;1e - the 
Yugoslav Investment Bank. Thus, the operation of the developMent bank 
depended directly o.. the Government's planning and budgetary au.:.horities. 
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Global proportions planning 

In the period beginning in 1950 a process of self-management was 
:::iti3.ted i~ c~tCrtir"'i.363 Z~td i11 30ilC O.i-~d.5 ur µuUl.ie ::>~rvices.. It. ca.i1ea 

for the introduction of a new economic system whose rain feature was to narrow 
the central planning dooein, and to gi·:e larger decision-making powers to 
enterprises and comn.mes. 

Further new incentives were legislated in the m.id-1950 's when a rn.nnber 
of large industrial projects wer~ put into operation. Following liquidation 
of the state-controlled economy and the ~e-over of management in enter
pr-ises by workers, new invPstment finanancing measures, applied over the 
period lasting till 1960, wer( as follows: 

(a) A long-tenn financ .. ng system comprising investment funds set up at 
different levels, i.e. at Federal Republic level and at that of other socio
political organizations; 

(b) Introduction of a lending mechanism - long-term credits replaced 
budget financing, and introduced the idea of credit repayment with accrued 
interest; 

(c) Introduction of economic criteria for selecting investment projects 
(e.g. profitability). 

1he role of the development bank in this period was rrnre active since it 
operated mre independently than previously. Fe:" development of individual 
branches of the economy, the system of global proportions required overall 
quantifications, but avoided the need to specify individual projects and their 
locations. Resources to meet the requirements - globally defined in the plan 
over a given period of time (for instanee, 1 million tons of steel, 100 
thousand tons of aluminium, 50 t~ousand cars etc.) - were provided from 
special investment funds formed for the purpose. 1he bank's role was to 
select within the globally deterrnined capacities, the IOC>st eligible projects 
for financing, up to the limits of available resources. Project selection 
was made on the basis of public bidding by Yugoslav enterprises applying 
established eC'.:>nomic criteria. 

In this way, the bank was given an exclusive right to choose eligible 
projects and to enter into contractural relationships. 

Self-managing socialist planning 

Al though the ffrc:t lending rrechanism represented an improverrent compared 
to the state-controlled system of budget foruation and allocation of invest
ments funds, there ·t1ere increasing problem.s in carrying out investment plans 
at the industrial project level. 

Firstly, the required investment structure could not be sufficie!1tly 
determined. In many cases directly productive investment in industry required 
a supporting infrastructure that was not available. 1he question also arose: 
Can profitability be distinguished from the benefits derived from centrally 
planned public investment structure? 

Secondly, there was a strong tendency to concentrate investment funds 
in the bank. In this way, huge reserves called st3te capital were built up. 

Eliminating these reserves was one of the main aim.s of the economic 
reform in 1965. This introduced direct participation of Yugoslav enterprises 
in decision making and in formation and allocation of investrr.znt funds. After 
the constitutional amendment of 196 3, the principle of self -management was 
applied at the basis of the entire social system. 

In order to satisfy market requirements while s~lll.lltaneously 11Bintaining 
o~timal progress, both workers in economic enterprises (through mutual self
managemer. t agreements) and citizens in socio-political collllluni ties (through 
social co~~racts) hanTX)nize and direct their social rtnd economic development 
taking into account their own priorities and joint interests. Eccnomic 
enterprises subsequently becarre the exponents and activating forces in social 
economic planning, operating eithe.~ individually or together with other, 
related enterprises. 
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It should be underlined here that basic princl.pJ.es in the system of self
manaeing planning' particularly those relating to economic developrrent' are 
the principles of social contracts and self-management agreements. The 
P'.1!"p0se Qf thee~ cc~t~ct::; w~ a.g&eeUJ6iit3 is tu i--tpl.es.(.~ ti1e ~Le.Le~! role in 
resolving social contradictions and tc ens:.ire co-operation and solidarity in 
the economic and other spheres of life. It is thus possible to co-ordinace 
development plans based on objective inputs such as 3Cientific research data, 
social parameters and statistical indicators. 

In investment financing, this period has been characterized by increasing 
decentralization of financia~ ~ourc~s with the aim of strer.gthening the 
financial position of the economic enterprises themselves. Econcmic 
enterprises thus become not only the exponents of the economic planning but 
also the exponents of investment financing. The introduction of social 
contracts and self-managenent agreements constitute an innovation in economic 
planning. The concurrent innovation in the investment financing system was a 
shift towards self-fina~dng and pooling of funds of the enterprise. Bank 
loans and other sources are used only as sources of additional funds. 

It should be added in conclusion that a federal fund for financing 
less developed areas in Yugloslavia has existed for many ytars. It 
specializes in financing projects to accelerate de\ dopment of industry and 
uses special resources allocated to it by economic enterprises and the 
cOl!Jllercial banks. 
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GOVERNMENT I DEVELOPMENT 
BANK RELATIONSHIPS 

IN CENTRALLY PLANNED ECONOMIES 
A. Olteanu. Member of Administration Council 

lnuestment Bank of Romania 

Economists and politicians the world over appreciate that underdevelop
ment and deepening of economic gaps between countries adversely influence not 
only the less developed countries but also the social and economic evolution 
of the whole world, including the industr:i.alizect countries. 

As a socialist developing country, Romania considers eradication of 
underdevelopment and reduction of gaps between countries should constitute a 
mjor preoccupation ooth of individual countries and of the international 
co!llIIUOity as a whole. 

ROl!Bnia 's experience and that of many other countries as well deroon
strates that the decisive factor in the process of social and economic devel
opment is the domest.ic effort of each country. In our opinion, the key lies 
in successful rocibilization of the whole potential of materials and financial 
and human resources. But parallel to the domestic efforts, an important role 
devolves on intensified co-operation between developing countries and other 
countries. 

The basis of Romania's achievements is a policy of establishing the 
social and economic strategy for development. During 1976-1978 the average 
annual growth rate of Romania's industrial output was 11 per cent - one of the 
highest in the world. 

This rapid development of the country is in fact the outcome of steady 
implementation of large investment progranmes - allocating a large share for 
development without in any way restricting programnes for increasing standards 
of living. During 1966-1977, for example, when the investment rate was 
33.4 per cent, national income iricreased by an average annual rate of 
9. 5 per cent, compared to 7. 9 per cent during 1956-1965 when the allocation 
for investment was only 22.4 per cent national income. 

The high rates of economic growth have led to increases in Ronania 's 
~ capita national income, thereby reducing the gap compared to the eco
nomically developed contries from 8 to 10 times in 1960 to 3 to 4 times by the 
end of 1975. 

A major part in the country's ~conomic development is played by the 
Investment Bank of Romania, the specialized state institution responsible for 
financi n11; development and managing the financial resources allocated for 
imple~ •. :tion of invest~nt progranmes. 

The Investment Bank finances 80 to 85 per cent of the total investrrents 
implemented in all sectors cf activity except agriculture and food processing. 
These are separately financed through the Bank for Agriculture and Food 
Industry. 

As a state body, the InvPstment Bank implements state policy related 
to raising and administration of funds for development, as established by 
the national plans and state budget. It also credits and controls the 
economic enterprises' use of these funds. 
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because the economy is developing on the basis of five-year plans and 
annual plans, the Investment Bank works directly with the planning and finance 
bodies to establish the investment projects to be implemented within the 
~~~~ti'!e p~g:--~s, supcr-vi.:::s.iug individual growth rates and the relative 
growth needed to modernize economic structure and induce harmonious and 
halanced develoµnent of all regions of the country. 

One of the important re~ponsibilities of the Bank is to appraise prior 
to any investment decision the economic effictency of proj~ts from technical, 
economic and financial points of view. 

WiLhin this activity, there is particular stress on savings investment. 
funds - by establishing mininum expenditures per unit of product assuming use 
of advanced technology by demanding high profitability and productivity, and 
by encouraging high rates of return on the use of development funds. 

There is accordingly a close relationship established bet\.·een the general 
interests of the Gove:-nment and the responsibilities of the Investment Bank. 
The bank is requested to furnish its competent opinion for e:ach project based 
on inputs by a staff of financial analysts, economists and engineers. 

In all cases, the approval of techno-economic docl..lirentation for each 
investment is based on the advice of the Investment 8anK on the economic 
efficiency of the vroject includin~ both production and sales. n:~ only 
exceptions are projects of national importance, which are approved by the 
Government and for which the initial advice is given by the bank together with 
other government bodies. 

The support of the Bank is also extended to industrial in·1!.'stors, with 
a vie# to improvinrs their investment projects, especially with regard to the 
technology, construction and production costs. 

Any investment programme has to be supported by the corresponding 
financial resources. Here the Bank plays a decisive role in assisting the 
principle of self-mar..agement and self-financing of the economic enterprises. 
It helps "X:>bilize the industries' own financing resources, co-ordinating them 
with contributions from the state b~dget. 

In addition to these basic resources for financing investment, the 
Bank contributes foreign credits obtained from intenlational bodies. 

Parallel to inve~;tment financing, for which long-term credits are 
extended, the Bank carries out credit and financial operations during 
construction and start-up periods. 

One of the Bank's responsibilities is to IOOnitor the implementation of 
investments with reference to legislation in force. It is assigned extensive 
investigation rights - from the stage of a project's introduction in the 
economic plan, to its cOIJIDissioning and final evaluation of performance. It 
supervises the way the human, financial and material resources are managed and 
detennines measures for achieving targets and improving project eff:..ciency. 

The Investment Bank also participates in the infonnation system organized 
within the Economy - reporting to the Government and requesting its interven
tion to settle cases in dispute. 
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GOVERNMENT I DEVELOPMENT 
BANK RELATIONSHIPS 

IN CENTRALLY PLANNED ECONOMIES 
Secretariat of UNIDO 

Distinctions in Financial Intermediation 

1be institutional role of an industrial development bank is defined, not 
only by the financial system - which is the entirety of banking organizations, 
capital markets and industrial financing instruments in a country - but also 
by the policy of the bank's own DBl'lageIIEnt, the economic and financial policy 
of the government or both. 1be question is what this organizational relation·· 
ship is in the countries with centrally planned economies and how it compares 
with practices elsewhere. 

In seeing useful criteria for systenatically grouping the different 
banking system.s of the world, UNIIX) finds that neither the banking structure 
nor its degree of concentration, nor the character of banking activities nor 
even specialization in industrial financing provides clear-cut di visions for 
systematic analysis. Whether development finance companies i'lave a pri.vate 0r 
public function, it need not make any difference who has the majority in the 
board of management and what the other criteria related to ownership, financ
ing activities or financial resources are. Nevertheless, there do exist. 
liberal versus centrally conducted systems of finan0.ial intermediation. 

Under any economic system there are households, productive units, oublic 
organizations, and private individuals, who at certain times have financial 
resources temporarily available. 1bis is a result of the seasonable nature of 
production, time-Jags between expenditure a~d income, and the accU!ll.llation of 
funds, profits, reserves or budgetary advances. 1be predominant criterion in 
industrial banking is whether decisions on investment and finance are made 
centrally or individually. 

Mono-bank system 

In centralized economies, surplus funds of industry and state organiza
tions have to be surrendered to Government-appointed public financial institu
tions. Credit operations are therefore planned in a way to re-distribute 
money resources in the economy in accordance with official plans for invest
ment and producti~n processes. 

The nnst striking characteristic of financial intermediation in central
ized economies is of course the state llX)nopoly. Financial institutions are 
completely in the hands of the state. In theory the economy functions thus 
with a roono-bank system. There is only one bank where all financial settle
ments are concentrated and it combines all central coamercial and investment 
bank functions. In practice, however, the banking structure and the function
ing of financial intennediation is often very sophisticated. 
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China has a typical IOCXlO-bank system. The principal domestic financial 
institution is the People's Bank; there are no separate savings banks, 
consumer credit does not exist, and financial instn.unents such as cheques, 
bonds and shares are not used. The well-known Bank or China is a rore1gn
exchange bank managed by the People's Bank. 

As is the case within China, financial resources for investments in 
equipment and construction derive from the state budget. Sums ar~ allocated 
in accordance with the national plan in the fonn of grants and credits. Only 
state enterprises or public COlllll.lileS can obtain credits. They are restricted 
to certain operations and have a limited maturity. The People's Bank has the 
task of controlling the correct use ::>f funds ;_., accordance with purposes 
envisaged in the plan. It supervises wage payments and payments to other 
enterprises and plays a permanent role in managing overall liquidity. 

In practice, one of the main functions in the organization of industrial 
investment fir.ance is carried out by '~1e Construction Banl<. This, in fact, is 
not a financial ::.nstitL•tion, but a part of the Ministry of Finance, an execu
tive organ of thP. Government. 

In the Union of the Soviet Socialist Republics, the economic reforms of 
the 19b0s laid emphasis on self-financing of enterprises. Since then, credits 
have played a somewhat greater role as additional sources of finance for 
industrial roodernization. Financing 0f investments through the state budget 
has been replaced as far as possible by attempts to make enterprise expansion 
depend on the realization of economic surpluses. 

Although Gosbank (the USSR state bank) has a wide range of special 
tasks, as an organization it cannot be compared with any financial institution 
in a oarket economy. It is a government agency, a fact illustrated by the 
direct subordination of its board of directors to the Council of Ministers of 
the USSR. However, its resources consist of balances on current account, 
deposits of savings banks and state insurance companies, deposits from other 
banks, budget reserves of the USSR and other administrative entities. 

Unlike the nx:mo-bank structure of China, Gos bank provides long-tenn 
credit for agriculture and conswner co-operatives and medium-term loans for 
the financing of non-centrally planned investments. 

Under the economic reform of 1965, measures were taken to boost the 
role of credit and to a'.)ply interest charges. This was to encourage the wider 
application of credits in the economy. Instead of relying on the state 
budget, industria! enterprises are expected to self-finance both their fixec' 
and working capital from their own resources, from capital surpluses and 
depreciation allowances. Subsidies from the state budget were to be reserved 
for a limited number of big projects, for developing production of energy, for 
establishing new plans based on advanced technology etc. 

The system of the USSR has served as a basic nxxiel for the majo~ity of 
other centralized economies - particularly the socialist countries of Europe -
but also many developing socialist countries, such as Algeria, Burma, 
Ethiopia, Iraq and the Syrian Arab Republic. In seve:-al of these countries 
the special role of credits is to provide additional finance geared to 
productivity improvements and better export performance. 

Given the aims of the economic reforms, it would be highly debatable to 
regard banks in socialist countries as administrative insti~utions - as 
passive bureaucracies charged only with the distribution and control of 
investment finance. Their !"'Ole is a wider one: 

(a) Many institutions have supplementary functions in the financial 
structure of the socialist economy. They are in a privileged position since 
they provide long-term credit to finance not only centrally-planned invest
rrents in all branches, but also where no contributions from the budget have 
been reservec! and neither the enterprises in question nor their respective 
rrunistries have any other financial resources available; 
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( b) The socialist banks' activities abroad include financing of the 
international trade (especially E.ast-West trade), and transactions in foreign 
currency, gold and deposits; 

(c) Svcialist be...-~ ar.:; r1ii;f1ly dt:vt:lu~ i.u t.i1~.ic· Ci:ipi:lCi Ly to inter
mediate on international capital markets, where they operate in both European 
and Asian currencies; 

(d) Socialist banks in Western market economies enjoy the same rights 
as private banks; 

(e) International financial co-operation is a socialist tradition. 

The trend to nationalization 

Against the background of industrial banking in centrally planned 
socialist economies, one nust be aware of a trend to nationalization in a 
number of developing countries. This, however, has to be differentiated. In 
s~ cases it means the expropriation of private banks by bringing them into 
state <Mnership. In others, the banking structure was previously dominated by 
foreigr. banks, and this was often found insufficient for the basic require
ments of centralized, sociali!lt developing economies. Therefore, foreign 
banks in developing countries were obliged to become incorporated in the 
count .. y itself instead of abrod~. However, in both cases this does not 
necef sarily result in 100nostructured banking systems, even though it helps 
establish national majority positions. Central banks, development banks and 
other state-owned institutions continue to fulfil their specific roles. 

The question arises to what extent nationalizatio~ influences the 
financing of industrial investments. According to UNIOO experience, the 
foreign banks in former colonies were mainly concerTied with financing foreign 
trade, harvests and raw material supplies and carrying out foreign exchange 
business, ar.d export-import transactions. Industrial development, 
particularly as far as indigenous small and medium-sized industries were 
concerned, did not have their primary attention. UNIOO therefore concentrated 
its support on national industrial development banks, particularly those that 
were Government-owned and expected to play an important role in the industrial 
developmer.t plans of their country. 

With many national development banks just bezinning to establish their 
banking uusiness, the UNIOO progranme in industrial development banking has 
faced many practical constraints on its activities the past 10 years. The aim 
has been to help build up the reputatfon and international credit standing of 
the banks. That could he: . .ve best been achieveu by joint action and interna
tional co-operation aroong them.selves. 

The World Bank has already financed some large state-owned developnent 
banks (in India, the Philippines and the Republic of Korea), and has evaluated 
and financed government in$titutions that have public sector industrial 
activities as their targets (Algeria and the United Republic of Tanzania). 
Co-financing with co!Dltercial banks and official aid-giving ir.stitutions 
(e.g. regional Gevelopment banks) is also of increasing interest. 

Relevant in this context is the establishment of the International 
Investment hank ..!! in Moscow by the Governments of Bulgaria, Czechoslovakia, 
the Gennan Deancratic Republic, Hungary, Poland and the USSR - later on joined 
by Cuba, Romania and Viet Nam. Article II in the basic agreement provides for 
the following: 

"The fundamental task of the Bank shall be to grant long-tenn and 
medium-term credits primarily for carrying out projects connected with 
the international so~ialist division of labour, specialization and 
co-operation of production, expenditures for expansion of raw materials 
and fuel resources for the members' ~ollective interest, and the 

1/ A reement on the Establishment of the International Investment 
Bank = Statutes of the International Investment Bank Moscow, 1971). 
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construction of projects for developnent of national economies of the 
countries and for other purposes, establi.:!hed by the Council of the Bank 
and consistent with the ai.:ns of the Bank .. " 

Th".:' fot~!"!"'..ati~:".:!l ~-;--...:;t;;:;r;mt Ba.fik ~i.<:tulishes contacts and business 
relations with inte"1ational and other financial and credit institutions 
and banks. 

Tne Inte"1ational Investment Bank has C.:so created its own Special 
rund to finance programmes for rendering economic and technical 
assistance to developing countries. Article V in this later agreement 
indicates the intention to mobilize additional capital resources through 
national banks for industry - public or private - in developing 
co~tries: 

"1.. The Bank grants loans from the fund for the construction of new 
enterprises, reconstruction and toodemization of acting ones in industry, 
agricult-..: .. ""e and other branches of economy of the developing countries, .... 

"2. Lc..ans from the resources of the fund may be oade to: 
(a) central and other banks of developing countries; 
(b) enterprises and economic organizations in public 
and co-operative sectors of developing countries. 

"In certain case3, on decision of the Council of the Bank, loans may 
be granted to private firms and organizations in developing countries .. " 

Conclusion 

Even though based on different econanic system, all financial inter
mediation is predominately aimed at mobilizing financial resources for 
industry and distributing them in opti..nal fashioo in the interests of the 
population as a whole. Whether central planning or a oarket-economy approach 
comes nearer the optim.lm is not for d"'bate here.. What is confirmed by UNIOO 
expe~ience in daily co-operation with bankP.rs from all o?er the world is that 
their spirit and mtivation have much in comoon.. The borderline between 
"centralization" and "freedom of dec:sion" are seldom clearly defined in any 
system.. Industrial bankers in bott. planned and market economies can be in a 
position to apply personal judgements and employ programne funds to a large 
extent at their own discretion. 

In international banking there is also an important an<i growing area of 
institutional initiative and decision making.. This does not necessarily imply 
free disposition of the bank's own resources nor does it mean that investments 
that are not centrally prograamed need not to be approved and controlled; but 
the managers involved do have increased freedom of choice. Generally 
speaking, almost all industrial financing institutions - even where they 
oaintain close relationships with the Government - c-:i-operate with capital 
markets abroad and are active in international nvney markets. If they were to 
apply strict instructions emanating from a domestic bureaucratic system, they 
would be unable to exercise any flexibility.. Quick decisions, personal 
llX>tivation and creativity along with professional ability are prerequisites. 

In summary, as far as Government/development bank relationships in 
c.-entrally planned economies are concerned, there are many reasons for optimism 
in the 1980s. However, the international banking systems, whether centrally 
planned or not, should 111.Jch llX)re effectively use their potential for enlarged 
co-operation - to pool the required investment funds for industry and ensu~ 
fina.~~e for the developing countries. 
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SUMMARY OF DISCUSSION 

A representative fran Czechoslovakia observed that until around late 
1970, his country did not have a development bank for praooting industriali
zation within the country, but had set up a foreign trade organization called 
Fincom and the Czechoslovak Coomercial Bank for collaborating with other 
developing c-,untries on a bilateral basis. The partners from developing 
countries were normally foreign trading coprporations. Financial partnerships 
in joint projects took the form of equity contribution or loans with equity 
features, or assistance in obtaining financial aid frcm international agencies. 

The Czechoslovak Government did exert its influence on the operations of 
these institutions particularly in regard to the scope and direction of their 
activities. In fact, all projects for assistance above certain investment 
limits have to have the approval of the Government. The institutions also 
influence govemner;t policies by providing econani.c intelligence oo various 
aspects of recipient countries' econanies and policies. 

A participant frcm the Industrial Development Bank of the Ivory Coast 
wanted to know how centrally planned economies reacted to currency 
fluctuations and inflation rates experienced in industrialized countries and 
what counter~ures development banks in these countries had instituted to 
protect their operations from the deleteriou3 effects of inflation, 
une!I\'.)loyment, recession etc. 

In reply, the panellists stressed that exposure to exterTial factors such 
as inflation and currency fluctuations was marginal since transactions with 
the external industrialized world were not based on free-market lll)netary 
terms. It was further ~hasized that centrally planned economies did not 
have the problem of unemployment. 

To a query from international bankers about access to investment 
resources other than contributions from the state, it was observed that 
finance was provided mainly from four sources. The first was internal 
accruals of the banks themselves; second came repayments of loans from 
enterprises; the third consisted of lines of credits from international 
lending institutions; the fourth was in the nature of government budget 
allocations. 

More clarification was sought from South Airerican bankers on the role of 
state investment banks in setting investment priorities and selecting and 
financing industrial projects. They also wanted to know the rrechanism for 
channelling national savings to the banks in centrally planned economies. 

In reply, the Chairman said that the long-tenn national developirent 
plans, usually the five-year plans ana the annual pla:is, contained projections 
made by each enterprise as to its future demands. These projections and 
enterprise plans were submitted for scrutiny to the investment bank. The 
investment bank sutmitted its evaluation reports on each entery~ise's plans to 
the Government, which incorporated these in an integrated plan. Reviews of 
perfonmnces were undertaken and, based on these evaluations, the individual 
enterprise plans might be modified. The bank had the right to refuse 
permission for implementation of the plans of an enterprise. 

Answering a related question on the irechanism for channelling national 
savings to the banks in centrally planned economies, the Chairman stated that 
household savings were deposited in special savings banks, which made the 
accumulated funds available for investirents. 

68 

( 



1lle panellist from UNilX) drew attention to the fact t~at private saving 
did exist in the USSR and other centrally planned economies. That meant that 
individuals had to decide on spending or keeping savings accounts. Given the 
size of those economies, the accum.ilated private savings were substantial. 
Goveniment regulations and interventions did not necessc:.rily mean a change of 
ownership of the funds. :'urthenoore, in quite a number of countries with 
planned economies, centralization measured did not affect all banking 
operations. 

In view of the relative size of the industrial banking business, even 
taking into account the need for managerial flexibility, it was often judged 
sufficient if the central bank and the major institutions were state-owned. 
Partially nationalized systems in banking were known, for example in 
Argentina, Austria, France, India, Indonesia, Italy, Peru and Sri Lanka. 
Therefore, it was not easy to define clearly the field of industrial 
development banking operations to which different types of institutions should 
confine themselves without overlapping each other. In recognizing that fact, 
the industrial development bankers had been able to co-cperate internationally 
with an astonishing spirit of understanding. 
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Group 4 - Technological choices and 
information sources for development banks 

TECHNOLOGICAL CHOICES AND INFORMATION 
SOURCES FOR DEVELOPMENT BANKS 

J. C. Caruana. General Manager 

Investment Finance Bank Limited. Malta 

The choice of economic activity in Malta has been mainly governed by 
its strategic position in the centre of the Mediterranean Sea. Malta has 
attracted the attention of many nations for the past 2000 years, during which 
time the island was dominated, and its economy shaped, by the military and 
defence needs of those countries. It is no wonder, therefore, that Malta 
became known as "the fortress island" and that until a few years ago industry 
was non-existent. The one exception was the dockyard, and even this was 
geared to defence needs rather than to coamercial activity. 

Therefore, when in the late 1950s the United Kingdom of Great Britain and 
Northern Ireland gave clear notice that its military presence in Malta was to 
be drastic<:.lly reduced, it presented the Maltese Administration with the 
tremendous problem of finding jobs for thousands of workers who were to become 
redundant. This had to be done in the quickest possible time. The 
Administration however readily recognized that to attain its aim of creating 
~ork in a short span it had to base its progranme on three pillars - tourism, 
shipbuilding and ship repair, and manufacturing. 

For tourism it roore or less had the necessary ingredients: sun, sea and 
an equitable climate all the year round. Tourism has been a real success 
story; in 1976 the nwnber of tourists visiting Malta exceeded the local 
population by alnx:>st 50 per cent. 

The dockyard was a rore difficult problem. In the early 1960s strenuous 
efforts were made by the Maltese Administration to convert the yard into a 
comnercial venture. The workers in the dockyard had acquired considerable 
skills in engineering and metalwork, and in a few years it became a force to 
reckon with in the Mediterranean for ship repairing. More recently, Malta 
Drydocks took a bold step forward into building. Last year it delivered -
ahead of schedule - its first two product carriers, and its building 
activities included a floating dock, repeat orders for single-point rooring 
buoys, and other steel fabrications. For the last five years the dockyard has 
achieved increasing turnover and operating surpluses - consequences of greater 
labour involvement, favourable repair rates, and above all an aggressive and 
determined marketing effort. 

The third pillar, however, was the most difficult to build. The manufac
turing industry had to start from scratch, and it faced four difficulties: 

(a) The Maltese were not familiar with the process of pr0duction; 
(b) There was no knowledge of buying or maintaining machinery and 

equipment, no know-how, and no entrepreneurial skills; 
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(c) There was no infrastructure able to cater for the need~ of 
industrial activity; 

(d) Although capital had 3lways been abundant. the Maltese had no 
propensity to invest locally. 

The Adm.inistratioo therefore undertook a va..;t proJra!llDe in the late 1950s 
and early 1960s to provide .the necessary infrastMJCture. Industrial estates 
were built and harbour facilities improved. By means of investment incentives 
it sought to encourage local and foreign investors to cane to Ma:::.ta and to 
pranote the transfer of technol~. 

Malta, with a populatioo of 320,000, provides no real market for local 
profoction, and caru10t boast of natural resources other than its people. 
Labour is abundant and easily trainable. The target therefore ...as to attract 
industry that was laboul"-intensive and export-oriented. And, as happens in 
almost every developing country, textile manufacturing industries were the 
first to cane. Being laboul"-intensive and interested in lCM labour costs, 
they were also the least likely vehicles to transfer technology to Malta. 
And because they were mostly foreign-owned they were not likely to encourage 
canpetition. 

The choice of industries was therefore governed by the past and by the 
inmediate needs at the time. But these piooeers served other useful purposes. 
Above all they created among the Maltese an industrial environment, a 
mentality geared to mechanization, production processes, marketing, and 
contracts with the industrialized world. 

The dangers were always appreciated that, for the same reasons that the 
textiles and clothing industries were attracted to Malta, they could be 
attracted away to other developing countries. And although textiles and 
clothing still constitute over 50 per cent of the manufacturing industry, an 
intensive effort is under way to continue diversifying the industrial 
activity. 

Thus the Governnent's Develoµnent Plan for 1973-1980 lays great anphasis 
on the develoµnent of light engineering and metal industries. '!'he Maltese 
have traditional skills in these sectors. In such skills, also, the servicing 
industry is making encouraging progress. Ventures are set up to service 
aircraft engines for canpanies operating in the Mediterranean area, equii:xnent 
for the oil exploration canpanies, and electrical and mechanical plants. 
Again, the success of these efforts at industrialization is demonstrated in 
export figures: $27 million in 1968 and $356 million in 1978. 

With its very limited resources, Malta cannot hope to be a leader in 
technology. But sane local firms have recognized the need to innovate and to 
adapt imported techniques to local meaas. Research and develoµnent occupy a 
considerable part of the resources of a ni.lllber of firms today. Many are able 
to produce their own designs, find their own suppliers, and markets, and 
produce high quality goods. The education systan has also been overhauled, 
and the aim is to develop skills most in demand in accordance with those 
activities indicated in the Malta Devel~t Plan. 

Like most banks in developing countries, it is a difficult task for 
the banks in Malta to analyse the viability of a project. With technology 
still relatively in its early stages of develo~nt, they do not have the 
required range of technicians who can assess the up-to-dateness, capacity, 
capabilities, value etc. of machinery and equi!Jf"ent in all the various sectors 
of industrial activity. Nor is it an easy matter to assess for a particular 
venture the future availability and prices of raw materials, the salability 
and marketability of products, and above all the knCM-hCM, skills and 
capability of the entrepreneur. Often it has to rely on the advice of friends 
or imported experts. But this is not always available, and when it is it is 
expensive and scmetimes serves as a deterrent to the fruition of the project. 

It is for these reasons that one would like to see developing countries 
have easier and less expensive access to a b.::.:--.:..: of technological expertise 
set up by international organizations. 
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TECHNOLOGICAL CHOICES AND INFORMATION 
SOURCES FOR DEVELOPMENT BANKS 

Secretariat of UNIDO 

Two basic issues face development banking in the 1980s: 
(a) Their role is not merely the provision of finance; it is also 

to influence and promote technological capacities and to build a base for 
indigenous technological development; 

(bl Development banks should thenselves build, or have access to a 
bank of critical technological information, not only to reduce their own 
risks, but also to help them play their ~roper role in proanting the process 
of development. 
Both points were emphasized in replies to questionnaires circulated to senior 
officials of development banks. 

Questions have also been raised as to how development, banks can ensure 
that the technology chosen is appropriate in the light of development goals, 
resource endowments and specific product situations, and how they can 
ascertain that the equipment chosen and prices paid are reasonable, i.e. , 
based on detailed examination that itself requires considerable resources. 
Questions such as these indicate that development banks do have a role to play 
in the appropriate choice of technology, in technology absorption, its 
adaptation and perhaps innovation. 

But while technology has also been accepted as the main element of the 
development process, there is a tendency to aggregate it too ouch - to discuss 
it divorced from the actu;:i 1 production process. Technological development 
has unfortunately been bracketed with the establishment of research and 
development institutes, institutes that are often insensitive to the 
requirements of industry and the production process. As a result, much rooney 
has been spent on developing skills without direct links to the actual work 
performed. 

Unless technological development is viewed at the micro level in te~ 
of specific projects and products, and unless the necessary capacity is 
established for absorbing, adapting and innovating technology, the developing 
countries will not make much progress in building a viable production base 
and consequently silll..lltaneous technology base. The stress should therefor; 
be, not only on the production of goods and services, but also on the building 
of engineering, design and innovative capacities, both to respond to the 
changing needs of the mancet and to ITBke best use of available raw materials 
and human resources. 

The question is, then, how can the development banks ensure that these 
capacities are built - and can operating procedures be established for use by 
development banks in this task? The question is posed in the hope that the 
development banks not only agree in broad tel"IDS as to their role in pro!!X)ting 
develop~nt of technological capacity at the project l~vel, but also translate 
it into their systems of project evaluation, disbursement of funds for 
specific items and roonitoring procedures. 

The other aspect raised earlier, the information requirements to enable 
development banks to be satisfied t.hat the technology or the process chosen 
is suitable and that the terms and conditions agreed between the buyer and 
seller of technology are reasonable and equitable, is a fonnidable problem, 
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particularly when the investoent is lar;se and the technology or production 
process sophisticated. 

Tne prcD.lems are no less seric:.is W1." h small and mediur.:-size industrial 
units. The alternative technologies available are not adequately cocumented 
and proper methodology has not been developec for evaluating alternatives. 
Information on tenn.5 and conditions is also considered confidential, even 
though both are part of the overall CO!Illlercial information. UNIOO, through 
its newly established Industrial and Technological Infc;!"tlE.tion Bank (INTIB), 
has ~iled soire data on technology alternative~. It has also developed the 
Technological Information Exchange System (TIF.S), whose purpose is to systema
tically collect information on critical elements such as royalty rates, 
duration of agreements, licensing and kn0-.. -how fees, payments for technica :_ 
assistance and imnagements etc. The development of TIES was prirrarily the 
result of some 15 countries getting together to exchange information aroong 
themselves on terms and conditions of contracts. Based on such information, 
UNIOO has prepared guidelines fo~ evaluating transfer of technology agreements 
which will be published shortly. 

Using INTIB and a questio~-and-answer service, UNIIX) might also be able 
to r,elp interested development banks should they wish to take advantage of 
it. Since the basic orientation of INTIB is to provide such a service, it 
would be necessary to have continuous dialogue to ascertain the nature of the 
information required. INTIB, through its network of other information banks 
and technical correspondents, might then be able to obtain the specific 
information needed for development banks. 

It is also suggested that developnJE>nt banks themselves get together and 
examine if their infonnation requirements could be provided either b1 a large 
development bank with several years of experience, or by a group of them 
establishing a saall unit for information gathering and analysis. The subject 
is wide and needs further discussion. However, the couments and suggestions 
of this group would set the ba~is for further wurk in t!1e two areas outlined. 



TECHNOLOGICAL CHOICES AND INFORMATION 
SOURCES FOR DEVELOPMENT BANKS 

S. bin Tan Sri Data Osman. Genera/ Manaoer 

Bank Pemlxmgumm Malausia Berhad 

fir'stly, there is the issue of the technological choice itself, often 
termed as appropriate or altemati ve technology. Technology, however, is 
constantly changing as a result of technical and scientific development. 
Although users of technology are confronted with several choices of 
technology, be it production technique or choice of equipment or type of 
management, it cannot be assumed that the choices before them will reDB.in the 
sarre for all time. 

Secondly, there is the related issue of collecting, storing and dissemi
nating information - how it can be organized to promte the diffusion of 
technological knowledge. The paradox is that while knowledge about most 
advanced technology is quickly transmitted throughout the world - millions of 
people hear about rrx:>on landings, jumbo jets and nuclear bombs - the knowledge 
concerning low-cost technology often takes years to travel a few miles. 

Definition of technology 

In the broadest sense technology is a rr.ethod of applying science to 
give practical results. It therefore relates to the choice of production 
systems, the design of equipment, engineering, marketing and of management 
syste1~ - all contributing to the material betterment of mankind. However, 
society qlso depends on several other environmental factors: 

Gove1-11ment policies reflecting the social values and the 
aspira~ions of the society 
The tech1;ological gap between the recipient and the donor 
of technol1~gy 
The ?bsorptive capacity of the recipient 
The latest, 1•nst automated technology need not necessarily be the most 

appropriate. The choice open or offered to development banks, industrialists 
or government pla1ners is not one or the other, but rather a whole spectrum 
of technologies, :'anging from the small and simple to the large and complex. 

The difficuJ ty is not only in the choice of technology but also in the 
terms under whir;h that technolog:,• is made available. This includes such 
things as know-1ow and technical fees, royal ties, selection of suppliers, 
guarantees cf ~erforma~ce and post-commissioning technical assistance. 
Any assistance that the other development banks can provide on the basis of 
their own experience with their clients provides us with a suitable base for 
adaptation and negotiation. 

1he choice of technology is a decision normally taken at the level of the 
business enterprise. This is where development banks can play their proper· 
role in passing on their experience to assist clients to select not only the 
latest but ·1lso the most appropriate technology. There are some developmen~ 
banks that have been co-opted as consultants to the Government in drawin~ 
long-terrri plans. They can also influence decision rnaki ng at the highe;;t 
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level. Develo[j[l)ent banks 
latest, the best and the 
good information system. 

hrivt;> t0 be ~!".!;t~tl:; fcuuilicu-- witi1 wrl.Cii:. is Lhe 
most appropriate. In short, what they require is a 

Sources of infonnation 

Information is a maj0r production factor as well as an important 
resource, but it is far from clea: how it can best be organized and exploited 
to promote diffusion of new innovations. The problem of technological choices 
is partly solved if the information collecting and disseminating system is 
efficient. Many attempts have been made with various technological 
infonmtion clearing houses. But these have been organizec primarily on a 
national basis, either by government organiz.ations or by private institutions. 
There are of course n:ultinational organizations dealing with the diffusion of 
information on technology and the promotion of loca~ enterprises. 
Unfortunately, nearly all these llllltinational organizations originated, and 
are still b2sed, in the industrialized countries. The choice confronting the 
developing countries is whether to utilize existing information system.s of the 
multinational groups or to build up their own systems. 

Access to foreign technology and the cost of its acquisition have often 
been described as major difficulties for developing countries. The experience 
of various documentation centres and technology transfer centres shows that 
information is a very expensive commodity since three cost elements are 
involved: collection of information, its classification and storage, and 
finally its diffusion. The cost of collecting information on technology is 
definitely higher in the cas~ o" developing countries. Storage and retrieval 
costs are also t.igh. More important, information becomes obsolete as timP. 
passes. To be of much use the information service must be able to '"ollect and 
store substantial information (maybe 50 to 80 per cent of all infornation 
concerning a p;i.rticular technology). On the other hand, the users are few. 

Important as the costs of collection and st.::irage may be, the biggest 
difficulty is that of diffusing information. The real problem lies in the 
ability of users to gain access to the inforrration stored. In other words, 
any new system should start with a cle~r assessment of its potential users and 
l"ecognize the fact that th~ various ..ISers do not have the same need. The 
delivery system should not be rigi0.. A small-scale entrepreneur for example 
will not take the initiative and go to the information system and the 
information has therefore to be passed to him through an extension service. 
Large firms in contrast will be active users, since they know what they 
need. 

Flow of technolo~ 

Today, technology transfer is a one-way road. Information on 
technologies nnves from the developed or industrialized countries to the 
developing countries but rarely between developing countries. In the 1980s we 
would see development banks play a roore meaningful role as agents in trans
ferring technological information between the developing countries themselves. 
The development banks must be active in this. If necessary they must 
undertake or initiate their own research programmes in conjunction with 
already established local research institutions such as universities and 
research stations. In terms of scope, the development banks' functions sh0uld 
include identifying local or foreign technologies and developing them even up 
to a conrnercial stage. 

Another area where development banks can use their influence is to 
stimulate local innovative forces. One side-effect of industrialization has 
be~n to paralyze these forces. There are many economic activities in 
developing countries where local talents can be developed and upgraded. Thi;, 
approach enables a larger number of people to partictpate in the development 
process. 



The problems encountered in obtaining technological infornation are 
illustrated by the Bank Pembangunan Malaysia's experiences in starting up a 
local food processing industry. The amount of time taken and the number of 
people consulted, institutions visited, mchinery suppliers contacted, and 
market investigations conducted were just enornx:>us. 

The flow of information within developing countries is also far from 
satisfactory. To cite another example in Malaysia, there are a number of 
research institutions in both the private and the public sector undertaking 
technological research. Unfortunately, their findings, innovations and 
inforDE.tion are not yet systematically transmitted to potential users in the 
country. One suspects this holds true in many other countries. Of course the 
same can be said of the multinational organizations in tenn.s of diffusing 
infonnation to the developing countries. 

Conclusion 

To over('~ these problems some intermediary exchange centres should 
be set up at the international level, preferably on a regional basis, under 
the auspices of the World Bank or UNIDO to act as clearing houses on 
technological infonnation. The idea of an international technology bank has 
long been proposed but iothing has materialized so far. At the national level 
there shoula be technology extension centres. The object is not just to 
introduce new technology, but to try to identify within each comnunity the 
social mechanism of change to stimulate the internal innovativeness and 
inventiveness of the conrnunity. 
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SUMMARY OF DISCUSSION 

It was generally felt that industrial development banks had an important 
role to play in the appropriate choice of technology, its absorption, 
adaptation and, perhaps, innovation. Their role consisted not only in 
prOOX>ting development of technological capacity at the project level, but also 
in translating this into their own systems of project evaluation, disbursement 
of funds for specific items and monitoring procedures. 

However, while r2cognizing the important role played by industrial 
development banks in 3election of technology, one panellist observed that the 
dichotomy in functions - between engineers who selected the technology and 
economists who thereafter wer~ asked to assess the economic rates of retuni -
was not conduci·1e to selection 0f technologies really reflecting the socio
ec0nomic environment and the needs of the society. 

A representative of the Industrial Finance Corporation of India said that 
the UNIDO technology infonIBtion exchange has been found to be of great use to 
the development banks. However, he felt that it was only the larger develop
ment banks that used these services. He suggested that an intermediate 
linkage to disseminate this service among the relatively small developrrent 
banks should be evolved. In case UNIDO itself might not be able to directly 
reach these sooller development banks, he suggested that some institution-
3.lized arrangements be evolved whereby the larger developrrent banks would act 
as links between UNIOO and the smll developrrent banks. 

A delegate intervened to say that developrrent banks faced two types of 
constraints i11 their role as agents for selection and transfer of technology. 
One of these related to factors external to, and the other to those internal 
to, the development banks. External constraints arose because the market for 
technology was imperfect and roonopolistic. This prevented free access to 
technology. A related problem was inadequate flow of information on inter
national experiences in regard to the use of specific technologies. 

The internal constraints arose out of the inability on the part of 
aevel0pment banks the!Tl.5elves to mobilize resources of the magnitude called for 
in developing technologies relevant to environments of their operations. The 
delegate thought that some of these problen~ could be overcome by closer and 
more effective co-operation between ievelopment banks and international 
organizations. 

One banker added that the problems of adapt:i.tion and developrrent of 
technology indigenously cannot entirely be left i...o development banks alone. 
In some countries solutions to the problem were sought by setting up research 
and development units in universities and technological institutes. Perhaps 
development banks could make a f!X)dest beginning by associating themselves with 
those efforts. It had also to be remembered that nnst development banks were 
still in their teens and had yet to build up expertise in the art of 
technology utilization. Lack of industrial management skills in most 
developing countries compounded the problem. 

The President of the Caribbean Development Bank informed the delegates 
on an ex,,eriment concerning gathering and utilization of information on 
appropriate technology by his institution in its day-to-day operations. 
Funded by an international donor agency, the technology ur.it had two wings: 
one for gathering infonnation from both supplJ sources and those who had 
practical knowledge of using the technology; the other wing of the unit was 
concerned with identifying technology research and development institutions 
rind encouraging indigenous rese;ir·':h and development work. He added that the 



p'Ocess of choosing techr.o~ogy in the bank would be totally integrated with 
that ot project preparation and evaluation. This would be achieved by 
bringing about close co-ordination in the work of project and technology staff 
right frorr. the beginning. Intermediate technologies of use to developing 
countries were to be found not only in developing countries such as Brazil, 
India and Mexico but also in aeveloped countries such as the Federal Republic 
of Germany, Italy, Japa~ and to some extent the United Kingdom. 

The Managing Director of an Egyptian bank referred to the need for 
information on the cost of technology transfer. 1his, he said, would enable 
them to conduct negotiations with the technology donors in an infonned manner. 
He urged the World Bank and UNIDO to evolve a system whereby the development 
banks could be provided with such information on a continuing basis. 

Referring particularly to information requirements of smaller development 
banks, a representative of the World Bank suggested looking beyond the frame
work of development banks and helping to build local technical extension 
capabilities to which the development banks and their clients could look for 
assistance. He felt that whatever the effective international network, it 
should be supported by a national network that would be in a position to 
provide the necessary technological follow-up. It would be difficult indeed 
for an international institution like the world Bank to provide information on 
costs of technology relating to the thousands of cases handled by development 
banks. 

A representative of UNIDO outlined two specific situations for industrial 
development banks concerned with selecting appropriate technology. The first 
is where a development bank could do little, because the project promoter had 
already tied up all facilities and requirements of the project - including 
process, technology, plant and ffiachinery and even suppliers - before 
approaching the financing institution. In the second situation, the develop
ment bank was itself involved in project prorootion activities. In such cases 
it could definitely play an important role in searching out, advising on and 
selecting the appropriate technology. 'I11is would help minimize banking risks, 
but also require more readiness for additional responsibilities. 

It was concluded that an industrial develooment bank should not 
necessarily have the capability to analyse the technology rrom various angles, 
within its own organization. In this connection, reference was made to the 
example of India, where development banks had helped set up a number of 
technical consultancy organizations. These organizations rendered useful 
services in matters of analysing, selecting and, in some cases, adapting 
appropriate technologies at the project level. The industrial development 
banks wor'{ed closely with those institutions. It was envisaged that the 1980s 
would see more industrial development finance institutions erulating that 
example. 
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Group 5 - Industrial redeployment and the role 
of development banks 

INDUSTRIAL REDEPLOYMENT AND THE ROLE 
OF DEVELOPMENT BANKS 

J. Leech. International Relations Aduisor 

Commonwealth Development Corporation. United Kingdom 

The term "international di vi.sion of labour" means nowadays that labour 
in the developing countries would be concentrated on those industr'ies they 
specially need, whereas developed countries would change to a system of 
planned leisure based on high technology industries. Ironically, leisure 
has indeed increasec in the industrialized world - but only because of 
unemployment born of the unforeseen recession. 
_ Today this beautiful strategy lies in tatters. Millions are spent to 
keep labour-i~tensive industries in being and to protect their jobs. Advances 
in technology ti.at do not provide employment during the development phase are 
held back for fear they will cost further jobs in future. Instead of 
adjustment assistance, once intended to complement the transfer of industries, 
there is now protective aid - maladjustment assistance - undertaken in the 
absence of any coherent strategy. 

Misguided action is not, however, confined to these measures alone. 
Their rationale is that they need to be backed by tariff and other terms of 
protection. A mea~ure of the di versic'.1 of resources in this area was given 
by Robert McNamara, President of the ~ior ld Bank, in his address to UNCTAD V 
in Manila this year. Quoting a recent study that showed the effects of 
protective measures imposed by the Unit:.ed States of America between 1975 
and 1977, he noted they resulted in a cost to consumers of $600 million in 
sugar, $1.2S billion in carbon steel, up to $800 million in meat, $SOO million 
in television sets and $1.2 billion in footwear. It might be added that 
this constitutes some 8 1 /2 per cent of the total official development aid 
provided by all donor countries put together over those same three years. 

A further indicator of this lamentable trend is the European Economic 
Co!llllUnity's trade statistics. While the index of exports to the developing 
countries in 1978 relative to 1977 stood at 197.66, that of imports from 
them dropped to 94.65. In other words, the promise of progressive 
complementarity between the economies of developed and developing countries is 
receding. At the same time, instead of having labour-intensive products made 
i!". the third world and imported for consumption in the industrialized world, 
more and ITK)re high technology industry is being exported to the developing 
countries, especialiy in Asia. The syst,em is thus fast becoming competiU ve 
instead of complementary. 

In itself this is clearly no bad thing. What it is essential to realize 
is that the world has troved beyond the original simplistic strategy. What 
should now fonn the basi.:3 for the transff!r of industry b not only the l<1tour 
potential of developin17, countries but al::;o their potenti<1l ly immen:;R re:;our·cf:~; 
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of hydro and nther alternative ener&Y supplies which will soon be PVPr r1'nNO' 

oecisive. Harnessing sucti energy will require a massive technological input -
but this is precisely what the industrialized world now has to offPr. 

Furthennore, there are new opportunities for complementarity by C!Btching 
northern technology to the products of the southern world. Equipment made in 
India is in many fields, for instance, much better adapted to the needs of 
developing country conditions for which it was designed. wnat it often lacks 
is the sophisticated quality control devices aanufactureo in the developed 
countries. Together they could provide highly saleable products as well as 
offering new scope for co-operation between their separate aanufacturers. 

If these new opportunities exist, the problem rerrains h<Xol to provide 
the necessary bridges to enable theffi to be realized. In my opinion, this 
could be one of the domains of the industrial development banks. New ways 
must be found for them to reach the real candidates for co-operation in the 
developed countries. This has traditionally been a problem; and to the 
extent that roore sophisticated industries are now required, the problem may 
well grow in complexity. Certainly one route will be to go beyond the present 
institutions in industrialized countries concerned prinarily with overseas 
development and ~eek out those in industrialized countries who are doing the 
same job as the developrrent banks in developing countries. 

Since the problem has acquired a new technical aspect, it has also 
mve:i on to a different econc -,_ic and political level. Within Europe the 
structural proble:n.s of industry have 100ved beyond the national boundaries and 
become subject to policy developed at the European Economic Coamission 's 
headquarters in Brussels. Since few developing countries individually offer 
the conditions for high technology incustries, regional economic integration 
and co-operation is also required. Such identity of purpose provides for a 
prograrrired and systematic approach to the problem of industrial transfer of 
benefit to both sides. 

From these considerations it is possible to draw several conclusions. 
During the past decade relations between industrial development banks have 
been characterized by a search for technical assistance and experience -
a process which the annual meetings organized by UNIOO have done much to 
foster and systematize. The task for the 1980s is surely for a similar 
system of co-operation between industrial development banks in the third world 
and those institutionS in the developea countries responsible for national 
industrial financing programnes, e.g. Britain's· Finance for Industry, the 
Canadian Federal Business Development Bank and many others. The object, 
however, should no longer be the old-fashioned forms of assistance but the 
organized transfer of industries from one area to another. 

Such a prog~ can, however, succeed only if it is based on parallel 
co-oreration on the regional level. Regional groupings such as the Associa
tion of South-E.ast Asian Nations (ASEAN), the Caribbean Community (CARICOM), 
Latin America Free Trade Area (LAFTA) etc. need to reconsi~er their own 
industrial location policies if their members are to be effective partners in 
this process. Few individual countries are in a position to carry through 
their own convictions or offer the market potential to implement their ideas. 

Clearly, it is in this area that the industrial development banks and 
their regional associations will have a particular role to play, and this 
constitutes their new challenges for the 1980s. The EEC is ready to support 
ether regional integratior efforts, and the financing institutions of its 
members have decla:--ed their willingness to be involved i!. ~hose developmental 
initiatives. In the same way it is hared tha~ one of the major roles of 
national de·.relopment bank3 in developing countries will be to promote closer 
regional co-operation and ensure that this effort meets with responsive 
partners in the third world. The well-tried ar1d tested partnership between 
industrial development and finance institutions on both sides can then take on 
new and more powerful dimensions in the redeployment of industries - a wide 
field so far not effectively covered by them. 
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INDUSTRIAL REDEPLOYMENT AND THE ROLE 
OF DEVELOPMENT BANKS 

Secretariat of UNIOO 

Introduction 

The political term "new international economic order" has a more progres
sive economic and pragmatic cor>'1otation than usually implied by industrial 
bankers. The classical ~ode1 of international trade relationships, the 
present interdependence of world-wide industrial production, need not neces
sarily conflict with a rrodem interpretation of the theory of the terms of 
trade. The new international economic order is basically an internationally 
accepted target but not a prescribed method. The international flows of goods 
and services and specialization according to comparative cost advantages 
within the world economic system will continue to prevail. Eowever, the new 
international economic order will have to achieve a planned objective, !1.'.iIDely 
to accrue - by increased and accelerated industrialization and ~ith the help 
of a stable international trading system - income and benefit for the world 
population as a whole. 

The existing disproportions in income and unequally distributed social 
welfare have becooe unacceptable not only nationally but internationally. The 
required international adjustment process will have to involve a reconcilia
tion of costs and benefits of industrial production that, with growing 
specialization, ought to improve the terms of trade for many countries. 

In a climate of growth and business confidence, with equal 3ccess to 
natural resources, or with different economic systems being in equilibr iurn, 
one could possibly trust that market mechanisms would ensure efficient 
realization of this objective. Sine~ this is clearly not the case, one might 
conceive a new structure - to be set up by a planning authority, which would 
work out a detailed programme of action. Or, one might believe in a 
mathematically designed production and distribution process that would rrore 
precisely achieve the economic and social objectives. Unfortunately, there is 
no such pnenomenon as "balanced economic growth". If this were in fact 
possible, the problem of underdevelopment would not exist; neither would we 
have economic crises, recessions, balance-of -payment problems, inflation, 
unemployment, obsolete industries. t-<or, on the other hand, would there be 
inno"ations, advanced technologies, entrepreneurship, social and economic 
progress. 

And yet the restructuring cf world industry will be necessary if develop
ing countries are to achieve the Lima target, the means inr.er alia being 
improved market access and the adjustment of industrial policies~ -Countless 
economic factors and a great variety of political ideologies - an extrerely 
wide spectn.un when the 150 States Members of the U~it.ed Nations are taken into 
account - determine the extent the adjustment p~ocesses will have to be 
organized. So far, the consensus is to reach this target with a minimum of 
disturbance ~nd to involve the industrialized countries to the same extent a.~ 

the developing countries. 
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Industrial redeployment 

One method of international restructuring that has received special 
emphasis in international discussions in recent years is the concept of 
redeployment of industries. The : 1ited Nations Conference on Trade and 
Develo~t (UNCTAD) in its resolutio.' 131 (V) on protectiooism and structural 
adjustment and the General Assembly in its resoluticns 3362 (S-VIII) and 
31/163 urged dcvelopeci countries to encourage redeployment of certain 
industries ~o developing countries. In the same resolutions, UNIDO was 
requested to prepare studies including policy reccmnendations for pranoting 
redeployment. It should be stated at the outset that the redeployment of 
industries does not necessarily imply the dismantling of non-canpetitive 
industrial capacity in one country and its re-establishment in another. 

Recognizing that the concept of redeployment is capable of a wide range 
of interpretations, it is pointless - even dangeroos - to describe the process 
in absolute terms. "Relocation", for example, may or may not refer to 
"transfer of technologies" or "redeployment" which may be understood as being 
close to "unemployment~ in industrL , ized countries - but not necessarily. 

Some examples illustrate the breadth of interpretation by various 
Governments aP.d canpanies that were asked to give their opinion concerning 
redeployment. Many thought it was the establishment of indu3trial sub
sidiaries in developing countries; others think in terms of transfer of 
technology and kna.1-ha1 or selling equipment, including used equipment. It 
was also misunderstood as training of nationals of developing countries or the 
provision of management services to the developing countries. The transfer of 
existing plans or pure capital investments appears to be the typical inter
pretation of bankers. 

in UNIOO so far, a very broad definhion uf "redeployment" is used: "a 
form of international industrial co-operation for resource transfers aimed at 
e~tablishing productive capacities in the d~veloping countries, with a view to 
increasing these countries' share in total world industrial product:Lon on the 
basis of each country's factor and skill endowment, development objectives and 
other socio-econcmic considerations" (ID/B/199, para. 35). Accordingly, 
redeployment would mean the transfer cf capital, technology, kn<M-how, plans 
and other resources by an operating industrial enterprise in a developed 
country to a developing country, in order to establish a manufacturing 
capacity in that country (ID/B/222, para. 6). 

The role of industrial development banks 

Generally, redeployment involves decisions by the entrepreneur of the 
1eveloped country, the ccmpany or partner in the developing country, the 
( ovemment of the developing country and the Government of the developed 
~ountry. The intermediaries will, a~ usual, be industrial develoµnent finance 
institutions. 

UNIOO has undertaken surveys at enterprise level in a minber of developed 
countries to ascertain industrial entrepreneurs' interest in and motivation 
for participating in redeployment activities. The surveys reveal that 
signifjca1t interest and motivation exist for redeployment of certain 
indust.1 ial capacities to developing countries. In practically all ind1Jstrial 
subsectors companies indicate that they consider redeployment as a means of 
ration<:lizing their p;'Oduction or making better use of existing resources. 

Tut question arises whether there is a mandate for development finance 
companies ..-egarding their involvement in the redeployment process. The 
following is a brief summary of the possible scope of their activities: 

(a) To assist in financing redeployment projects wth equity participa
tion and with loans, to participate in joint venture investments, and to 
guarantee loans fran external financial sources; 
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(b) To finance redeployment projects throup;h non-conventional finan~ing 
methods such as leasing, buy-back agreements or to guarantee buy-back an.j 
compensation deals; 

(c) To finance the marketing of manufactured goods of developing 
countries in export markets; 

(d) To inform, and possibly assist, through UNlIXJ, interested firms 
in industrialized countries of the investment opportunities in developing 
countries, and also inform sponsors in developing c0untries about their 
potential partners; 

( e) To initiate redeployment of industries c.:oong developing countries, 
including intensified regional co-operation; 

(f) To invite developing country participation in investment praJX>tion 
meetings being organized by UNllX) that have a strong redeployment component, 
as was the case in investment promotion meetings held at Brno 
(Czechoslovakia), Budapest (Hungary), Helsinki (Finland), Montreux 
(Switzerland) and elsewhere; 

(g) To participate in international consultation and negotiation 
~tings organized by UNIDO for specific industrial sectors such as the steel 
industry, fertilizer industries, leather manufacturing, fats and oil produc
tion, pharmaceuticals etc. 

Conclusion 

Issued in connection with the Third General Conference of UNIDO 
(New Delhi, 21 January-February 1980), the publication Industry 2000 -
New Perspectives discusses the Lima Target and the necessary restructuring 
and redeployment, and suggests rec01I1Dendations for supporting pro~s. 
These proposals are relevant not only as guiding principles for future co
operation annng development financing institutions, but they also identify the 
constraints in developing countries in absorbing and reaping the benefits of 
redeplo)'!Ilent. Some problems likely to confront industrial developrrent banks 
in the 1980s might come to a large extent in the areas of redeployment and 
restructuring. 
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SUMMARY OF DISCUSSION 

Providing the framework for discussions, the Director of the Investment 
Co-operative Progranrne Office of the World Bank/UNIDO Co-operative Prograrrme 
reminded delegates of the huge foreign exchange gap likely to be faced by the 
developing countries in their tiid to achieve the target of industrial growth. 
Some possible means available to fill this gap were: 

(a) Increasing official development aid; 
(b) Increasing the share of industry in current total flow of aid; 
(c) Compensatory financing; 
(d) Increasing the investment resources of foreign private investors 

so that the share of redeplcyment could be increased in future. 
Redeployment was defined as "transfer of capital, technology, know-how, 

plants and equipment and other resources by an operating industrial enterprise 
in a developed country to a developing country in order to establish a manu
facturing capacity in that country". 

An official of a development bank in Argentina, quoting from the experi
ence of his institution, observed that there had been good as well as bad 
examples of redeployment. While their experiences had been good with regard 
to a cement plant and another che.nical plant, the same could not be said of 
their experience with automotive plants. while the former were operationally 
successful, the latter involved his institution in tremendous financial loss 
and dissatisfaction to consumers in terms of higher unit cost, out-rooded 
models and lower quality. Worse still, the redeployed autODX>tive enterprises 
effectively led to protectionist laws in his country. 

A bank director from the Ivory Coast mentioned t.iat all redeployment 
projects in his country were screened by the Industrial Proiootion Office, 
set up with the assistance of the UNIDO. TI"1is body not only scrutinized the 
terms and conditions for the redeployment of plant, but also the relevance 
of technology and the possibilities for its re-adaptation to suit local 
conditions. 

They expected, however, the redeployed plants to fann out manufacture 
of unsophisticated items to local enterprises. They also encouraged 
redeployed enterprises to be owned and managed as joint ventures. 

While the terms and conditions, along with the technological aspects of 
all redeployed projects, were examined by governmental authorities, the 
Development Bank scrutinized the techno-economic and financial viability of 
only those projects and enterprises which sought the Bank's assistance. The 
Industry Pror!X)tion Office came into the picture in regard to small and merlium
sizc projects only. 

A participant from the United Republic of Cameroon felt that it was 
essential to insist on the participation of local entrepreneurs and arrange
ments for associating and training local counterparts in the management and 
operation of redeployed enterprises. Many redeployed enterprises were 
reluctant to concede these two pre-conditions. He also pleaded for close 
regional co-operation in exchange of experiences and infonnation with regar~ 
to operation of redeployed plants. 

An official of a Belgian investment company reported on the successful 
experiences of his company in organizing visits for officials of development 
r;anks and planning organizations to Belgian enterprises and meetings with 
bdgian entrepreneurs. The results had been highly encouraging in terms of 
crysti:ll izinp; project ideas on the spot and finning up of business deals then 
and there. They also took an active interest in training Belgian technir~ians 
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in setting up and managing redeployed enterprises in recipient countrie.s. h· 
rrentioned several succ<:0ssful examples where h5.s company had been in vol veu in 
smooth redeployment of plants, particularly in ccuador, Tunisia and the United 
Republic of Cameroon. 

The speaker concluded by supporting the suggestion of a participant from 
the United Kingdom for co-ordinated endeavours on the part of development 
banks in developing countries to establish effective operational rapport with 
similar agencies in developed countries to foster industrial redeployment. 

An official of an industrial finance corporation in India observed that 
developing countries should be cautious of importing second-hand plants in 
the name of industrial redeployment. Care shoulcl be taken to guard against 
obsolete process, out-moded plants or plants with capacities that could not be 
sustained by local uarkets. Also provision for training of local technicians 
should be involved. He thought that one way of ensuring satisfactory per
fonnance a.1d viability of the plant in the local conditions could be to insist 
on equity participation of the donor finn. 

Another bank official from India observed that in selecting redeployment 
plants only those with potential long-tenn multiplier and linkage effects to 
the local economy should be preferred. He also suggested that the foreign 
promoters of redeployed plants should as far as possible reinvest their 
profits in the growth of the enterprises, rather than remit the entire income 
back home. This would be greatly appreciated by the developing countries. 

A representative of the Swedish International I\]velopment Authority 
(SIDA) rentioned that his organization was engaged in fostering the type 
of 3rass-roots level co-operation 1iscussed by the panel. For example, SIDA 
provides financial assistance to a local small industry pro!OCltion organization 
in an African country for identifying potential small-scale projects to be set 
up through joint ventures of Swedish and local entrepreneurs. TI1e schere had 
been highly successful. 



Group 6 - Role of development banks 
in upgrading accounting and auditing standards 

THE ROLE OF DEVELOPMENT BANKS 
IN UPGRADING ACCOUNTING 
AND AUDITING STANDARDS 

Auolf J. H. Enthoven 

The Uniuersit~ of Texas at Dallas. United States 

Our subject deals with the scope and methods for improving accounting 
and auditing in the context of (a) development banking activities (internal 
and external) and (b) the economy at large; these two are interwoven. The 
significance and potential role of good financial management (accounting) for 
development banking and economic activities is generally poorly recognized in 
third-world economies. 

The framework of accounting 

Accounting is conceived and practiced as an information measurement 
system dealing with the generation, verification and reporting of relevant 
data for micro and macro-economic activities and resources. 

The accounting system ccnsists of three subsystems, which in turn have 
a series of sub-branches or ve~sions. The three subsystems are: (1) enter
prise accounting, (2) government accounting, and (3) macro or national 
accounting. Auditing may be considered a separate branch although penneating 
each of the subsystems. Enterprise accounting is composed of financial 
accounting and Managerial or cost accounting. Government accounting splits up 
into goverrurent administration, budgeting, and taxation. Macro accounting 
consists of the national income, input-output, balance of payments, flow of 
funds, and nati.oPal balance sheet account. All th~se subsystems and branches 
are related; this has an impact on the development of accounting systems, 
methods, practices, and education. 

Accounting also has its impact on capital foniation anct the capital 
market mechanism. Financial statements have to be reliable and relevant, and 
need to be internally or externally audited. Good management accounting 
assists in the optimum evaluation and allocation of resources. Thus, good 
accounting and auditing help in generating sufficient investor confidence to 
stirrulate the flow of capital and to measure the efficient use of capital. To 
improve capital formation and the proper channeling of funds, adequate 
accounting of a micro and macro nature is required; changes or improvements 
may also be warranted in an accounting institutional, professional, lep;al, 
technical, educational, and certification content. 
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internal and external enterprise operatio~s, for sectoral and national 
accounting, and for other socio-economic purposes. Valuation of data, i.e., 
histo,.ical versus current, is another accounting issue which requires atten
tion in l!K)St countries to facilitat·~ better anaJ fsis, evaluation and decision 
making. Current values tend t<' reflect l!K)re relevant costs and benefits to 
maintain capital intact and to enhance capital formation. 

Accounting in third-world countries and its scope for improvement 

Accounling in l!K)St count~ies has emerged from an obligation for account
ability based on law, economic, political, or religious oower. 

F.nte:-prise accounting and auditing methodology and practice have been 
strongly influenced by foreign company acts and by legal and tru.. decrees and 
have been geared toward custodianship. Accounting may lack consistency and 
relevancy in both its practice and theory, making it difficult to compare 
financial statements, pinpoint capital and finance ~; measure efficiency, 
prepare feasibility studies (product appr&isals) and construct budgets. 
Limited focus is given to accounting systems and procedures. Professional 
accountants may be hired for tax computation or bookkeeping µirposes only. 
Aud~ting may be subject to extensive and detailed checking, largely due to the 
absence of good internal control and check systeir..s. 

Government accounting (e.g., public enterpf'ise) is often seen solely as 
an accountability device for public receipts and expenditures. Methods are 
frequently antiquated without enough attention to sound esti.IJation procedures 
and budgetary controls. Effective auditing standards and practices are not 
sufficiently stressed for government accounts, progranming and perfonnance 
activities, and public enterprises. 

Macro accounting often lacks a good data base (e.g., quantification and 
valuation) . Accountants may not be aware of the mcro accounting requ1re
men ts, e.g., value-added measurements, imputations, current valuations. 

Education and training also has a strong accountability orientation, 
while management a.ccounting, systems and procedures, cost-benefit analyses, 
feasibility studies, controls, government accounting and budgetary review, and 
"economic development accounting" are not getting due attention. Specialized 
accounting training may not be offered, and often one general accountant is 
produced. Institutional training for ch~rtered (certified), cost and govern
mental accounting may be hampered by a sh0rtage of good teachers, materials, 
and teaching aids. Many professional institutes have no training progranmes 
a'c. all. Vocational training also may be equally neglected. Accounting 
generally has a low status and accountants may be poorly paid. 

Improvements in the accounting "in1rastructure" are required. The 
aspects that warrant improvement are: 

(a) Professional and institutional. A well-functioning institute 
with related professional activities is needed to evaluate the status of 
accountants, to establish and maintain accounting (e.g., auditing) standards 
and to disseminate information. An institute is also needed to develop 
accounting and auditing standards, codes of conduct, professional training 
and updating, research, reading materials, and clf"..aring-house activities. 
Development banks can effecti vdy stirulate professional and institutional 
progress, both directly and indirectly; 

( b) Legal and statutory. These must be clearly spelled out. A ..:!ompany 
or an accounting act should set forth the economic significance, scope and 
content of financial statements, and the classification, valuation, and other 
measurement procedures to be applied. An accounting act rmy outline the 
qualifications and tests, registration requirements, accounting and auditing 
norms, required reporting to the Government etc. 
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(c) Adherence to accounting criteria and standards. Development banks 
(I.)P..'.;) ::'.;:ly :..:ze thefr le'."=~ t0 eris•-1!'f" ThM. ::i<"'C'Olmtmg standards, methods, 
and practices are soundly conceived and followed. They C"lfl influence the 
fi'lailcial planning and control system.5 of the finns they finan~ or are in 
contact with and secure adequate audits. Obs may well create separate 
"accounting development units" to serve present and prospective clients ana 
other outside parties. 

Underlying these requisites ror potentiai improvements is the need 
for an "accounting inventory", ~overing manpowe~ a3pects by sec~ors and 
functions, and related legislative, institutional and educational el~nts. 
The inver.tory and layout of requirements serve a.; a basis for "accounting 
planning", covering educational, institutional, legal ana profe~sional 
aspects. It will be necessary to specify the respective trainif16 needs and 
developments by levels, functions and types, including upper, middle, and 
lower levels. Test and certification requirerents 1IUSt be delineated. The 
various fonr..s of training should be spelled out, i.e., academic, institu
tional, technical and vocational. Institutional training demands a sound 
institutional (professional) setup cov~ring th~ various fields of accounting. 
"Accounting development centres" to impart i:heoretical and practical kJlrn.iledge 
for the private and public sector should be proonted. ~ch centres may be set 
up by country or broader region. These centres also should CO"er develop
mental aspects of an administrative, research, publication and information 
dissemination nature. 

The role of accounting in development banking 

To be distinguished are (a) internal accounting at Dbs, (b) aCC0Ullting at 
enterprises financed by DBs, and (c) general accounting tasks in the econ(Xlfy' . 
. r.r.!COLII1ting at DBs would require: 

(a) Clearly iaid out accounting policies and procedures. These rust 
cover financial accounting, budgeting, managerial and systems aspects. 
Guidelines should be hanoonized. Adequate "develo!J111€nt banking accounting 
manuals" need to be prepared, preferably with regional assistance and 
co-ordination; 

(b) Training of own personnel in accountins systems and methods. It 
is desirable to conduct, on a local o~ regional basis, 3 to b weeks of 
condensed courses on accounting (financial management) for dev~lopment 
banking. Such courses should incluae: feasibility studies and cost-benefit 
analysis; financial measurement and reporting; computer accounting ana 
auditing; controllership, budgeting, regulatory aspects, international and 
regional accounting developments; professional enhancerents etc. Regional 
development banks and international organizations may carry out or support 
such prograrrmes. Upgrading and updating of accounting personnel may also be 
undertaken at accounting development centres. 

Accounting at enterprise~ financed by DBs 

A financial-adm...nistrative well run DB will set an example for enter
prises it finances, while DB personnel can assist clients' accounting 
personnel in improving their accounting structures and practices. DBs could 
prepare s tanctara accounting forms and procedures for enterprises, covering 
financial and managerial accounting, budgeting, acc~ting systems and methods 
etc. Such efforts may be part of the pre-financing (feasibility) study, as a 
technical assistance project, or as part of the project financing itself. 

A well operating accounting system facilitates ::-he auditing task, and 
helps reauce audit costs. An inverse reiationship tends to exist between 
the accountinii; system and the audit sCOpE'. The audit should also result in a 
"long form" report, Dhs may in.sist upon an adequate system of accounting 
control and check and the preparation of sound financial and cost statements 
covering pa.st and projected (pro-fonna) data and statements. 
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Project feasibility studies of a standard iayout nature are warranted. 
TI-~x ~t.~ies ~rl to convey sys;;enatically and quantitatively the loirect 
and indirect) costs and benP-fits regarding proje'.:!ts. A macro u1· scct0ro.l 
economic-accounting analysis will be an integral part of such project studies. 
'nlese studies should be tied into input-output analysis. All these activities 
belong to the accounting sphere of 0peration..c:;. 

The technical assist.an<:~ function of 9Bs 

The technical assistance function of DBs has internal and external 
components. Externally, the~J ma:; require tr.at adeou;:it-: ..:_. ::t'°"'"' ''"'"'P. ; ns'::.aJ led, 
audit rep:;rts submitted etc. DBs may keep a record cf J.CCOUI1Li1>o finr.s that 
can grant such .services, while they also may set up their own acc:x.mtir'.g 
service units to cover local and regional assistance requirea:ents. 

Nationally, the main thrust will be to spur an accounting/auditing 
profession, accounting institute, legislation, training and education, 
clearing-house and research and developmental activities. DBs can becane 
directly involved in the development and financing of such activities or act 
indirectly, as a vehicle or catalyst, to spur such implementation. Inter
national and regional development institutions have extensive clout in these 
matters. UBs may want to set up appraisal teams to determine the best ways to 
develop a useful accounting infrastructure in countries. They may help asse~ 
the accounting and auditing standards, accounting acts, and the repor·'.1ng 
system. DBs may work closely with regulatory agencies and educational ir. ;t:;..
tutions; accordingly, they can function as catalyzers for change. 

Ways and means for improving accounting in the third worl<l 

Accounting improvement efforts by DBs should be actively s;:-~~Ted. The 
required improvements are of a methodological, professional, and educaticnal 
nature, and may comprise internal, external and joint elements. Internal 
supporting elements cover a layout of an accounting invPntory and plan, 
professional and institutional enhancements, governmental support, and 
de·.J'elopment of norrn.s, practices and training. The internal elements may 
require external and joir.t means of the following nature: accounting develop
ment centres of a regional or international nature, accounting service corps, 
support for foreign accounting institutes and firms, exchange of technical 
personnel, teachers and materials. A need exists to upgrade all sorts of 
financial management personnel. 

Better international and regional co-ordination should be sought and may 
warrant S€.tting up ar. international institute for development accounting to 
function as a clearing-house or association for eco-accounting development 
purposes. Financial support for such progranmes n.ay come from i.nt.ernational 
development agencies, regional and local developm~nt bodie~, accounting 
institutes, gove~nt agencies and foundations. 

Conclusion 

Accounting and auditing in many third-world economies have not received 
the attention they reqL:ire. These economies may not have been adequately 
exposed to current and relevant know-how practices and developments in the 
various systetLS, methods and practices of accounting, auditing, and related 
educational elements. A need exists to spur developments at three levels: 
Dbs, clients or LBs ana national. An adequate accounting planning framework 
may have to be installed, covering the whole accounting infrastructure, 
e.g., educatio.1, administration and accounting development. 
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Dbs can inCuence improvements as follo..-s: 
\ei/ .Ir1::>i:.all e-;uuu financial anci cosL accounL1ng systems ana practices at 

their own units and at units they contact; 
( b) Require effective 3.ccounting and auditing riethods and pr'OCP.dures at 

firms they finance; 
(c) ~rve as an age11cy to spur national and regional accounti~ sys~em.5, 

auditing norms, institutional and professional aspects, educational 
develoµnents etc. 

Ueveloµnent banks should carefully appr-dise their direct and incL.rect 
functions from an enterprise and national point of view, and take steps 
accordingly. DBs can and should play a ve~y effective role in spurring 
accounting progress at all levels and sectors of the econcxny. Their ways and 
means should be carefully set forth by them with the assistance of re~ional 
and international aevelopment organ:tz.ations. 
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A. Plenary Sessions 

PROJECT IDENT!FICATION, 
PREPARATION AND PROMOTION 

Balde\, Pasricha. Chairman 

Industrial Finance Corporation of India 

'The countries whose aevelopment banks are represented in this Symposil.lr!: 
have di verse chara~teristics. History, culture, stage of industrialization, 
level of economic developrr.ent, natural resouN'e ene:owments, and a host of 
other features distinguish one fl"Olll another. 

The development bank's intenial environments is ~s varied as its exte"1al. 
Therefore, no two development banks are alike. Still, all develop11Ent banks 
are looked upon as engines of ec0nomic aevelopment and their coomon endeavour 
is to accelerate the pace of economic growth in con~'onnity with national 
objectives, plans and priorities; hence their vital. interest in project 
identification, preparation and pr'O!IX)tion. 

The project see~ing assistance froi;: a development bank is both a business 
risk and a step towards tne accolJlllishment of desirable s<X!io-cconomic goals. 
Jlpart from the macro angle, the development bank examines the project in 
question, keeping several factors in mind, such as its technic.al, financial 
and economic viability; the exper·ience and integrity of the pranoter.s as well 
as their ')Wn financial contribuLon to the project cost; the quality, 
adequacy and competence of management; the socio-economic spin-off expected 
from the project, its contribution to the development of a culture; its 
emplo;'I!lent potential; its contributions to an improvement in the balance of 
payments; its deuBnds on scarce domestic capital, scarce foreign exchange 
resources or infrastructure facilities; its linkages with other :oectors of 
the economy, its contribution towards develo~-n~nt of local skills and use of 
indigenous technology or absorption of foreign t~~h~~logy; its potential for 
future diversification; its resistance to adverse market developr11ents result
ing from cha~ges in consumer preferences, govern.mental policies, international 
aevelopr.Jents, emergence of substitutes etc. A project which scores high in 
this long list of attributes should be called a good project. 

Improving the quality of projects before their presentation to a develop
ment bank is an important contribution. Once it is possible lo discern 
what the featt'!"cs of a good project are within the context of the environme'1t 
in ~hich it functions, one is then pre~red to make a proper evaluation of the 
project. Thi.3 is particularly true in the case of pr0jects sponsored by 
~ntrepreneurs entering industry for the first time and not familiar with the 
r::quirements of development banks. 

One might ask how a de·1elopment bank can best use its knowledge, experi
ence and resources to spawn a number of good projects. The first step 
towards meeting this challenge lies in sur-veying and evaluating the adequacy 
and effectiveness of measures already takP.n to proroote industrialization. The 
next step would be the clear identification of critic:al gaps. 

before the prorrotion of industrial ~rejects, infrastructure facilities 
should t:,e provided. When developed laPd, wate1., powe!"', transport and corrmur i
catic;n facilities and inciu3trial tr<..ining 111.stitutes are taken int.o account, a 
r:r,r.p;enial cl i:r,ate for the promotion of industrial projects 1s created. 
:~~,ec1;il izerJ institutions and wriat are called "prou>tional ar;tivities': are 
eil:;o necessary in the field of fina"lce. 
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1ne need for broader indll!.trial prr.llk>tior. strate~y and the importance of 
provitlirig phy~iccs.l euiU i1'5titutiv.-aal iiif&a.str-uctw~ fa~i!itie!; !;hG~!d be 
emphasized; with the understor.ding that project id~tifiration, preparation 
and promotion activi~ies cannot be undertaken by a development bank in 
isolation. 

The question beccJDE><i: How should a develoi:ment bank go about the task of 
?reject Identification? These are sane answers: 

(a) Import substitution is perhaps worth exploring at the outset. Not 
all produck which are imported will be worth substitution by indigenous 
manufactures. There might still be a good number of products that are 
actually imported which coold :.rell be manufactured indigenously, based perhaps 
on th~ import of necessary capital equipment, technic'il l<rla.;-ha..r, and raw 
materials; 

(b) Export-oriented projects coold also be identified by sca:-.ning the 
list of exported raw materials. Here the endeavour should be t~ export 
semi-pr~sed or finished goods instead of raw materials, or to improve 
the value added canponent of exports; 

(c) Growth in the size of the dcxnestic market for many cons1.111er goods 
determines possibilities for increased manufacturing or ;:;rocessing. Here, 
identification of the project idea must be followed by a market sur.rey. A 
preliminary study is necessary only in those cases where market prospects 
appear to be pranising; 

(d) Another approach is to study premising project possibilities through 
industry sector studies. Long-range availability of indigenous raw materials, 
market prospects, technological aspects, performcmce of existing industrial 
units in the sector, plant and equipment availability as well as cost.3 of' 
manufacture could be studies in an integrated manner a~d new investment 
possibilities thus identified; 

(e) A conscioos effort should be made to identify projects which can be 
set up quickly. When a ~ew are identified at an early stage, such proj~ts 
guarantee the continuation of the more ambitious project identification 
efforts. 

The funds expended by a develcpment bank in a systematic effort at 
project identification are in the natuf"F! of an investment which ;:irClllises 
good dividends. By the same token, the expenditure on project identification 
exercises in<.luding staff salary costs shol'ld be carefully evaluated and 
progres.> closely mer.;_ tored. 

On the other hand, project praparation represents an activity resulting 
in the conversion of a project idea into a bankable project. It requil·e~ 
professional skill in a variety of disciplines, such as engineering, market 
research, finance and econanics. 

The progression fran a project idea to a bankable proje,~t is gradual. 
Project ideas do not necessarily result in ban~able projects. One must 
proceed through pre-feasibility studies, techni:reconcxnic studies, feasibility 
studies, and detailed project reports. 

As the task of project preparation is conside;-able, it makes sense for 
the development bank to seek assistance fran consultants and industry special
ists. But, in order to best use these consultants, the develoi:;merit bank needs 
experienced, professional personnel. 

Where ccnsultaPcy firms are not readily avail~ble, the development 
bank may consider organizing its own division, specializing in technical 
consultancy for selected industries. However, a development bank which 
successfully undertakes project preparation could find itself a way off 
its original course and its c~m assigned function; such neglect coulC: prcve 
to be a costly mistake. Further, the develoi:;ment bank could well experience 
a ioss of objectivity in appraising the preparation of its projects. 

The next concern becomes project. promotio11. A neal thy industr·ial. 
enterprise such as a develoi:ment bank aims to achieve has t~o prerequisites: 
a good projecc. and a good pranoter. A good project in the hands of a second
rate prcxnoter is as apt to fail as a ~ood prcmoter trying to implement a 
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µuur·ly L"UCIL~.iv'"!U JJLUJ~l... TI-tC CS.5CI1C-C uf p10j~ct p1VU'AJt.iViJ, t.hi21(2fvac, lie=:; 
in bringing together a gooa project and a gooa proonter and keeping them 
together. The binding force is finance, post-finance supervision and guidance. 

One should look for a prom:>ter who is enterprising and enthusiastic and 
who has the relevant business background or considerable managerial COO'

petence. It is understood that the project proax:>ter should have a financial 
stake in the project. It is possible for the develop~ent bank or an 
interested agency to provide seed-capital assistance, which migr.t induce 
entrepreneurs of relatively nxx:iest means to enter industry as praooters of 
projects, thereby enlarging the €ntrepreneurial base. 

There are severai ways for development banks to encourage new prolllJters. 
Coun.""elling and advisory services could be provided, free of cost, funds 
for project preparation could be provided on soft tenns, and equi~y investment 
could be offered to increase l!Dtivation. Besides the usual assistance, e.g., 
loans in foi"'eign and local currencies, under-writing and guarantee facilit~es, 
development banks can attract procooters by offering special services. For 
example, l":erchant l:3anking services could be made available for mbilizing 
local-currency resources and arranging foreign-exchange loans. Assistance 
could be off"=red for obtaining government approvals and agency co~peration. 

There is even a ioore direct way of assisting the prospective prom:>ter. 
In India we call it the joint sector. Organized by the development bank, 
it is a proj~t in which the developme;-it bank and the private praooter- are 
mre or less equal partners, togethe~ holding '1 per cen ... of the equity. The 
balance of 49 per cent is subscribed by the public. It is understood that the 
day-to-day management of the project lies in the hands of the private pro
moter, 2 fact determined by the joint sector agreement made between the 
development bank and the private prorooter. Though his share in equity is only 
l'.5 per cent, the pri"v·ate prorooter retains .x>ntrol 01~ the project. This is a 
much lower investment in equity than would be necessary to retain control if 
the development bank were not his partner. 

The joint sector concept has helped spawn a number of medium-sized 
projects in India. Its success depends on the careful selection of private 
prO!IX)ters as partne..-s. If in a joint sector enterprise, the private praix>ter 
fails to do his part, the development bank has no alternative but to try to 
effect a change in ti'le management by br~nging in another private praooter. 

AnoLher aspect that should be considered is the viability of the develvp
ment bank itself. If a development bank launches several projects on its own 
and these run into troubled waters, the financial viability and hence the 
resource-raising capability of the developrrent bank itself is likely to be 
impaired. 

If a development bank assumes the role of prorooter it should be as a 
separate legal entity with a clearly defined financial and managerial set
up. Its industrial enterprise becomes a separate undertaking, managed by the 
developrr~nt bank until it is functioning. Then the possibilities are twofold: 
find a private pr()(!X)ter who will take over the project entirely or agree to 
manage it as a joint sector project. 

Development banks can play sirrJlarly important roles in the proovtion 
of small-scale industries. Approaches to project identification anJ prepara
tion are much th~ same. The number of entrept>eneurs to be identified will be 
ruch larger for the development of small-scale enterprises. The logistics may 
have to be slightly altered as the organb:.ational structure might have to be 
largely decentralized. Here, the institution of entrepreneurial development 
and training prograrrmes by development banks all over the world is especiaily 
promising. The aim should be to identify target groups of entrepreneurs ~nd 
use organizations at the grass-roots level to deliver specially designed 
entrepreneurial development and training prograrrmes. 

The various stages of the project cycle discussed here, namely project 
identification, preparation and pr()llX)tion, arf' integrally bound by the loRic 
and objectives of industrial enterprise. The line of approach to be adopted, 



its selection frcm available alternatives and the paths ~h~~~~ at diffe:-e~t 
stdg~~ of the proJect cycle can lead to desired results only if all the 
interrelated aspects are kept in view. 
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DEVELOPMENT FINANCING INSTITUTIONS 
AND MULTIPURPOSE BANKING 

P. Mistry 

SGV Group. Philippines 

The thrust of contemporary development financing can be traced to the 
early 1950s, when the World Bank made loans to two institutions in Ethiopia 
and Turkey. By the late 1950s, the World Bank had become an enthusiastic 
proponent of the private development finance institution (DFI). It saw the 
potential for promoting growth of new en:erprise in the industrial sector and, 
to a lesser extent, in the transport, tourism and mining sectors of developing 
economies. It also saw DFis as catalysts for capital market aevelopment in 
the third world. 

During the First Development Decade in the 1960s, a large number of 
private DFis were established and supported in Asia, E1..1rope, Latin America 
and the Middle East. 

By the end of the 19b0s, it was realized that it would be limiting to 
channel resource transfers only through private DFis. They alone would 11ot 
be able to meet the long-term funding needs of an increasing segment of 
eligible and deserving borrowers in the developing countries. And, it had 
not yet been proven that private DFis would prOIOOte capital development in 
the third world. 

The Second Development Decade in the 1970s saw an increasing proportion 
of the resources of urultilateral financing institutions being channelled to 
large public development banks in Asia, Europe and Latin America. It also saw 
the establishment of many new institutions, public and private, in Africa. 
This increased flow of funds resulted in making more resources available to a 
wider range of industrialists and business enterprises in the developing 
nations. Howt:.:ver, it did little to further the development of the capital 
market or financial sector. 

At the outset of the TI1ird Development Decade, it seems that large public 
institutions with government backing will stay alive. TI1e survival and growth 
of the smaller private, vulnerable institutions as well as ~he mature public 
institutions depend on their ability to confront the following pressures: 

(a) Other sources will become attractive or necessary as they are weaned 
away from traditional sources such as the World Bank, regional development 
banks and bilateral aid institutions; 

( b) They must expand their range of financial services in order tu 
remain competitive with other financial institutions and meet the increasingly 
complex financial needs of their own borrowers in a world of floating exchange 
and interest rates; 

( c) Their finan<;ial institutions are offering competitive financial 
services to meet the increasingly complex needs of their borrowers; 

( d) A greater di versification of the various financial instruments and 
a:;sets, which are a11ailable ~ n the capital markets of developing countries, 
will become necess~ry jn order to meet the different needs of savers. 

()bviously. nut all Dfls w~ 11 face these pressures to the same degree. 
M2ny may not encounter them until the next decade. But the respo~ses of the 
roore ma turc lJl"I~;: especially the private DF'Is, in the middle income and poorer 
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but semi-industrialized countries will provide the examples c.nd establisr. U.e 
p~<:'f'><iPnt.s. 

The need for further diversification of fund raising effort~ ar.d finaL
cfal services offered by the lOOre mature DFI in Asia, Europe and :...atin A!'..er'i,;;_; 
is not disputed. A large number of DFis have instituted prograrrmes of opera
tional diversification over the past ~!'lree to fi•1e years with varying cegrees 
of success. 

In South East Asia rost nature private DFis have affiliated financia.l 
companies specializing in: leasing, invest1;.ent services, mutual fund and 
unit trust operations, merchant banking, industrial estate and factory 
rl.e'tfelopment, securities brokeraging, and management consulting. In Singap-Jre 
a small DFI has become, in only ten years, a formidable financial fcrce 
providi~ a wide variety of banking and financial services. In South East 
Asia and a few other areas, DFis are also taking the lead in establishing 
housing and mortgage finance institutions. 

The continued financial diversification of DFis is inevitable. The 
question therefore is not whether DFis will diversify but how they will do so 
and when? 

Core institutions, whether conmercial banks, development banks, invest
ment banks or finance companies are all potential candidates for forming the 
nucleus of major financial agglomerations. Such agglomerations could become 
cohesive, nnnolithic 1.;.niversal banks. Specializea units could retain separate 
operational identities and operate as a conglomerate under a single corporate 
flag. 

Relative to other types of indigenous financial institutions in the 
developing countries, DFis are in a better position to anticipate and respond 
to evolutionary forces and competitive pressures. They nave a skilled staff 
capable of long-term planning and are likely to have a better appreciation of 
the linkages between the various institutions in the financial sector. 

At another conference last rrxmth in Asia, I implied that SO!lX: of the 
managements of older established DFis had become older ana established them
selves. I wanted to suggest that there ._.as no room for complacency when it 
came to understanding developments in financial technology. 

Their internal capability to anticipate and diversify gives DFis an edge 
but they are at a decided disadvantage when it comes to financial resources. 
Even mature Df Is are overly dependent on concessionary sources of long-tenn 
funds or the foreign side of their operations. These account for bet...,een 
70 per cent and 90 per cent of the total. ~everal Asian, European and Latin 
'\merican DFis have the capability to borr'Ow foreign funds on coillllercial terms. 
But, without government guarantees it is uniikely they will be able to raise 
purely conmercial resources with the same rraturities, at the same costs and in 
the same quantities. Assuming total substitution of colll!lercial for 
concessionary fur.as were possible, the fact that most DFis operate under 
conditions of a constra.' ned interest rate, would rrake tot.:..l substitu!.ion 
financially unattractive. 

Domestically, DFis have raised the bulk of their borrowings at IYBrket 
rates. Public DFis have had a real advantage over their private cou11terparts. 
They've had access to long-tenn domestic resources, frequently with longer 
maturities and at a lower cost. Still, they a~ considered to be secondary 
rrobilizers of local funds. And so, neither the public nor the r;ri vate IJFI 
gets as much attention as other claimants. 

Multipurpose banking seems inevitable in the light of the following 
assumptions: 

(a) For mature uFis, access to concessionary foreign funds is going to 
be curbed during the 19bOs; 

(b) Total substitution by forPi.gn corrrnercial funds will neither be 
possible nor financially feasible fo<' roost such DFis; 

(c) The resulting shortfall in resources and operations will not be 
made up by domestic financing operations if DFis are constrained to being 
secondary rrobilizers of funas in the local market. 



Therefore, many DFis will be faced with one of two possibilities: either 
their total operational base will start shrinking or tney turn to raising 
other kinds of tunas from foreign and domestic sources as primary rather than 
secondary nnbilizers cf funds. 

In short, to survive, to grow and to make good on the expectations of 
their shareholders, mature DFis will be faced with no choice but to go into 
the conroercial banking business. 

Up to now, with few exceptions such as in Singapore, DFis have not 
generally diversified into banking. They have instead diversified into non
conventional financing. 

There are several reasons for this, the first being that numerous govern
ments have discouraged DFis from going commercial. In many developing 
countries today, it is difficult for financial institutions to obtain a 
comnercial banking license or even a license to take deposits. The second 
reason is that DFis may have been reluctant to encroach on the territory of 
the comnercial banks when they themselves already had a nx>nopoly at the long
tenn lending end. The banks' reaction would have been harsh and perhaps 
uncontainable. However, mature DFis in middle-income countries no longer have 
this nnnopoly. And for those that still do, it is not likely to last long. 
Once major international banks, or m:mey centers enterea the regional m<h'kets 
of Asia, Europe, Latin America, the Middle East and a few countries in 
Africa, the competitive impact becam pronounced. These major internationals 
have excellent project-fincncing capabilities. While they continue to be 
collateral conscious, they are speedier in their decision-making, more 
responsive to client needs, less rigorous about iiscipline in the client 
relationship, and ioore capable of providing a total package of client 
SP.rvices, from overdraft facilities to C'.3set insurance. Besides sanetinE.s 
outclassing the DFis, the presence of the inten-iationals has spurred dccnestic 
comnercial banks to respond. Once content with a co-operative relationship 
with the long-term lending institutions, domestic banks have strengthened 
\-.heir own long-term lending capabilities and are aggressively going for 
p1•oject financing and total package approaches. In terms of their staff 
capabilities and their collateral orientation, they do aot yet represent a 
rea.i. threat to DFis. The third reason is that the intensive association 
between nnst nature DFis and their traditional concessionary creditors (such 
as the World Bank) may work against developing a corrrnercial banking 
orientation. Somehow, being developmental became much nicer than being 
coamercial. 

The development bankers supposedly: 
(a) Did all the hard work in identifying good projects; 
(b) Took ri::>iw and did not insist on too nruch collateral; 
(c) Supported the client, regardless of the circumstances; 
(d) Concerned themselves with economic impact, exchange eeirnings and 

employment effects. 
The coamercial bankers: 
(a) Took deposits from the poor and made loans to the rich; 
(b) ~.ere not overly concerned about project merit13 so long as they had 

collateral, 
(c' Did not pay much attention to financial discipline; 
'J) Made loans at excessive spreads and only to prime clients; 
(e) In the event things went wrong, the COITl!lercial banks foreclosed and 

took the profits. 
It s~ms that one should start out developmental only to become to~ally 

coomercial in the end. And it is desirous to become conmercial as quickly 
as possible. A fourth reason is that at an earlier stage in thdr evolution, 
and in some cases later, a number of mature DFis found that in order to 
achieve rapid growth in the banking business tt·,ey sc.·iously lacked intemal 
managerial and staff resources. Their capacity to hire and absorb large 
number3 of staff, and to successfully control and nan.age a burgeoning 
conmercial banking operation was limited. 
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The establishment of a direct banking link with a broad domestic deposit 
base is a runct1ona1 i~rative ror the future viability of DFis. In DX>St 
developing countries DFis should consider the merger or acquisition route. 

Private DFis in many middle-ir.come countries are good targets for take
overs by larger, strong coomercial banks in their respective economies. This 
is especially the case if they specialize in conventional long-term lending, 
or if they diversify into non-conventional activities but concentrate on the 
long-tenn financing aspecl. The only barrier to this aggressive beh2.viour 
would be the introduction or enforcement of legislation. For a sound develop
ment of the financial sector in DBnY of the third world nations such legisla
tion may be neither desirable nor practicable. 

DFis can still be successful by anticipating these possibilities earlier 
and by responding accordingly. They do have the option of being active agents 
in the financial sector. Mature, private DF Is in the industrializing coun
tries of &>uth East Asia, in some Southern European countries and in Latin 
America should begin seriously considering the possibility of merging with or 
acquiring small comiercial banks or larger savings/t!.irift banks in their 
respective economies. 

Many such DFis already perform deposit-taking functions, but their 
activities are confined to accepting only large institutional and personal 
deposits. With an expanded and stable primary deposit base of smaller indi
vidual savers, DFis would need to provide e<>sential services to meet the 
financing needs of the depositors. The deposit base DJ.JSt allow for a prudent 
level of term transformation and the ability to meet the short and medium term 
finan~ing needs of traditional clients, i.e., medium-sized business clients. 
Access to such a deposit base would enable DFis to provide a complete package 
of financial services and banking facilities to smaller business enterprises, 
a market which many DFis are striving to service more effectively. The 
acquisition/merger route also has the advantage of being associated with an 
established management structure and institutional mechanism for attracting 
deposits and undertaking short-term loans. 

Initially, at least, DFis going into the banking business should build on 
their existing operations and provide clients with additional services. '111ese 
might .include: 

Current account a~d overdraft facilities for daily working-capital needs 
Specific-purpose short-term loans for packing credits, import credits, 
export bridging finance and ~C facilities 
Trust receipt and acceptance financing 
Inventory financing against raw materials, work-in-progress and finished 
goods 
Short- and medium-term lease finance facilities or hire-purchase 
facilities for small equipment item.s on a mediunr-term basis 
Payroll-clearing facilities 
Clearing-house facilities for inter-firm credit financing arrangements 
Pension-fund planning and management facilities on a trust basis 
Trust services for corporate portfolio management 
Foreign-exchange hedging facilities and currency-exposure management 
services 
These specialized banking services would be coupled with efforts to 

attract corporate accounts on a stable long-term basis. The aim of DFis would 
be to provide a full range of financial assistance to medium-~cale corporate 
clients who are forced to manage the financial pre!'l.3ures of expansion and 
di versification. That orientation would appear to be a natural extension of 
the present medium- and long-term financing activities of DFis. 

There is also the prospect of similar affiliations with insurance 
companies offering a full range of insurance services to meet the needs of 
business enterprises. Many DF!s in Asia have already entered the insurance 
agency and broking business, which provides them with another source of 
cOIJITlission revenues. Direct participation in the insurance business on a 
managed-risk basi~ is always a possibility. Such an assr •;iation would also 
enhance DFI access to long-term domestic resources for business financing. 
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Addressing the critical short a_~9 of long-term funds for development 
c~ic~tcd i~vest~~ts i~ the thi.!"'d 1:!0!"'.!d is ~ t:'rit:i~a! ~!"'!d ~d gni fi r;int. t...1sk. 
However, DFis which are devoted to that, and only that, task are likely to be 
doing their clients, their economies and themselves a disservice. It seems to 
be a deaa-end for mature private DFis in middle-income countries to concen
trate only on term-financing. 

For many DFis, contemplating an entry into multipurpose commercial 
banking, the following constraints and risks should be anticipated: 

The need to push already exhausted mragement capabilities 
The realization of limited staff capabilities 
The effort to combine at top management level the quite different 
perspectives of co!llllercial and development bankers 
Disputes with Govenunents and at times international creditors on major 
policy issues and regulations which would inhibit entry into short-term 
financing 
Competitive reactions from coomercial banking counterparts and the loss 
of their market share of the long-term financing business 
The inability to cope with the transition period and the threat of 
competitive setbacks 
Inadequate net earnings and dividends for a period two to three years 
before stability and growth can be achieved 
Untimely upheavals in the financial sector and consequent repercussions 
These risks are real and nearly impossible to avoid. But the potential 

rewards are substantial. 
Finally, mature DFis, especially private ones, cannot rely on conces

sional assistance and direct or indirect government support. They cannot 
expect to be given special tr""::1t.~!!t ar:d fav0red status within the financial 
conm.mity simply because they carry the word develojX!!ent in their corporate 
title. Their justificatior. is to become totally self -sufficient and yet 
retain their developmental identity. 

The entry of DFis into rultipurpose banking rust be seen as a service
oriented developmental response to the needs of an ever-widening clientele. 
These needs increase as fina~cial and business environments become more 
sophisticated. They usually grow more rapidly than does the ability of 
enterprises and entrepreneurs to cope. Providing multipurpose banking 
services is one way in which DFis can help their clients better cope. 

Such service cap:lbilities should also enable DFis to address the legiti
mate financing need~ of business enterprises in the services and ~"Onstn.iction 
sectors where the need for various form.s of short-term working-capital support 
far exceeds the need for fixed-asset financing. These sectors have been 
ignored by thE: development finance coom.mity for too long and for the wrong 
reasons. They offer solutions to problems of low-cost unemployment and 
access. It is important that their potential be recognized. 

In closing, it is as well to recognize tllat the last 20 years haw~ seen 
rapid strides in the progress made by individual DFis. They have also seen a 
massive increase in the contribution made by the development financing 
corrmmity to economic growth in the third world. Of course, development 
priori ties, strategies, and approaches to problem solving have changed over 
the last two decades. Indeed the structure of the world economy and the 
international financial system have changed in ways that I suspect are not yet 
fully understood. It is in the cor.~~xt of such changes that DFis DI.1st strive 
to maintain their relevance to the needs of their C011J11..111ities. 

It is inevitable that Governments, creditors and clients will disagree 
about what DFis should do to remain relevant. And, it is the business of DFI 
management and boards ~o read the signals and make the appropriate decisions 
about the future. 
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NON-CONVENTIONAL METHODS OF FINANCING 

R. W. Richardson. Director 

Deuelopment Department. International Finance Corporation 

Non-conventional methods of financing could uroaden the horizon of 
development banking and make mre sig!lificant their developmental contribu
tions in the years ahead. Before a discussion of these methods, it might 
be helpful to consider the pre-conditions and problems. The "O'ni.-ironDEnt, 
politics, developmental goals and basic economic structure characteristic of 
the different countries determine the success or failu1'e of financing. The 
staffing capacity, and the mixture of talents available to DFCs, are variables 
which also must be considered. The diff~rences make it possible for one 
country's DFC quickly to staff a new operation with well trained people, while 
in another country such training may be scarce and make the performance of a 
DFC impossibl~. 

However, the future of the DFC in the development process should be 
considered productive. A DFC should be primarily concerned with problems of 
transition. The DFC, in the best sense, represents and symbolizes the 
developing economy itself. As development proceeds and the economy evolves, 
the demands placed upon the economy, and therefore on the DFC, change. 

Changes occur at dtfferC'nt stages of development. Some goods and 
services with high economic productivity at an early stage will lose their 
importance, while other activities will emerge in the course of development. 

Institutions dedicated to acce~erating development should understand 
that expansior. i~ only P"'-SSible if they are constantly on the alert to provide 
services appropriate to the needs of the comnunity. One such service, which 
is of real interest to the developing world, is the leasing ~Y· 

Tho•:gh the industrial world originally became interested in lea.sing for 
purposes of avoiding taxes, this service has becane an increasingly effective 
vehicle for development. It broadens financing options available to 
enterprises that are short of capital, therefore contributing to the process 
of industrialization. A lease is a contract between a lessor and a lessee for 
a specified period of time. Paymer.ts become due at regJlar intervals in 
exchange for use of a particular asset. Therefore, mst of the economic value 
associated with ownership is contracted for, while the actuz.l title and any 
benefits de.rived from tax considerations and the residual value of the asset 
at the end of the contract are retained by the legal owner. 

A lease should not. be confused with an ordinary debt sec•Jrity, where 
the borrower undertakes an absolute obligation to repay the principal at a 
specified time in the future. A lease, on the the other hand, represents a 
conditional contract because it depends upon the future use and condition of 
the asset that is leased. 

Leasing is attractive because it is a source of long-term financing for 
finns seeking expansion which are otherwise ti'la.ble to raise capital ir. the 
marketplace or for firms whode scale of operations would not justify outright 
purchase of costly equipment. Capital is freed for other uses. 
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There are obvious drawbacks and they must be C4!"efully examined. 
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Company management must have a sound operating knowleti~e of financial 
analysis, the technical nature of the cquiµnent being lease1, tax law and 
marketing. It i··, in short, a technical business involvins high risks. 

Economically, it is i.mp:\rtant to c:.etermine that the use of the leasing 
instrument is appropriate to the stage of develo~nt. The country !IJ..ISt have 
a reasonably :0ohi!=>t:..icated tax system, and standard accounting procedi.;res !IJ..ISt 
be widely prar::ticed. The legal basts for such arrangements !IJ..ISt LC! well 
established, since the p~ of le.as'~ng nonnally involves extensive negc,t.ia
tions and doctDentation resulting in highly e<:Jq>lex contractual agreement~. 

It shoula be kept in mind tP.at a principal objective for the introduction 
of leasing arrangements, from the social point of view, is to sti.nulat.e the 
growth of the capital goods sector. Leasing nay sti.nulate the demand for 
capital goods before the ec-ona!JY i:; in a position to inc:-"'~e its supply of 
them. In such circums~, the prinBry burden may fall on ~rts and 
foreign exchange reserves and be seen as economically inopportune. 

In each case, it is essential to assess tht appPopria teness of an 
innovatioP to the time and i::.he place. One should not be persuaded that a 
leasing ~y or some other in.~tn..unent will solve all prohle!IL'3. 

Another possible area of ::.ruiovation that DFCs might explore, one that 
is not as fashionable as leasing companies, is the field of business 
insurance. The ct1I11UlatjvP .~j_sk of loss associated with business activity 
in terms of transporte.:...ion, D'laintenance of inventories, ownership of capital 
assets etc. can alway~~ be mea::.ured and is frequenty quite high. Creation of a 
business inst1r:onn<> [acility d.i ::;tributes business risk and is a vehicle for the 
DX:>bilization of savings, with positive implications for economi~ growth. It 
should be borne in mind that this type of a.:!tivity is appropriate in some 
circumstances and not in ot~1ers. But in every instance it would seem a 
sensible initiative for DFCs t:> undertake an analysis of both the need and the 
feasibility of such insurance facilities in their OW".1 ccmwnity. 

DFCs may profitably ~xplore new involvement in the area of engineering 
services. r:iere again, the stage of development and the structure of the 
private sector will determine the potential success of such enterprises. 
Sriall and medium-size enterprises may not be intern.ally capable of maintaining 
the necessary engineering services. In such cases engineering and technical 
Cl)OSUltancies can efficiently prcvide services in economically sized packages 
so long as they are staffed with professionals familiar with local conditions 
and requirements. This means that such firms from the outset should be well 
staffed with nationals, besides the foreign talent. 

This concept could include the whole range of financial services such as 
controllership, accounting and computer services. When offered on a con
sul ting basis to sm:i.11 and medium-size enterprises they are likely to produce 
excellent economic results. 

1l1e exchange of knowledge and information wh~~ should be characteristic 
of engineering and financial managemen;;. service firms is especially important 
where industrial activity is concerned. It is essential to the growth process, 
but is extraordinarily difficult to develop. ?roorietary secrecy and tech
nical or educational inadequacy are attribu~ed to the poor information 
flow in industrial activity. It is possible and would be significant if the 
DFC were able to establish an information clearing centre which would make 
available to interested parties the current state of knowledge in technical 
and coamercial matters, as practiced in the domestic economy and abroad. 

The DFC could easily co-ordinate knowledge of its own projects and 
activities with its understanding of the greater coommity to which it has 
access. How such information would be made available is yet to be detennined. 
Perhaps the DFC would wi~ 1 to absorb a negative return, considering the social 
overhead nature of the service, as well as the need to convince the c0011J..1r.ity 
of its usefulness. 
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The International Finance Corporation has been discussing the creation 
of ~ n~tion~l technclogy development and financing function which would 
prcmote appropriate linkages within industry and between industry and agricul
ture. This wo~ld be accomplished by the identification and development 
of products and technology that could be widely used to increas~ orodu~tivity. 
In the case of India, the objective of such a new institution is an inc~ease 
of agricultural productivity and an improvement of rural incane. And if 
viable, its application for a developing econcmy would be a natural extension 
of the activity of a DFC, to either praoote the creation of a whol:::.y new 
institution for this pcrpose or to begin more modestly by organiz~ng a 
separate depart.malt within the DFC to consider this activity and nurture it to 
maturity. 

Danes tic and foreign scientific and technological research ins ti tut ions 
have attempted to find l<Mer-'-'OSt solutioo.s to consumptioo and investment 
requirements in developing countries. They have developed econcmic modes of 
transportatioo and energy, simple building materials, unccq>licated power
driven agricultural equiixnent and protein-enriched supplements. However, with 
very few exceptioo.s these initiatives have remained on the shelves uf R & D 
institutions and have not been camiercially produced or marketed. An institu
tion which could identify products that are technologically appropriate, test 
their use and applicability on a selected basis, pranote the necessary indus
trial capacity to produce these products on a mass basis, and help to organize 
their marketing, would be making a great contributioo to the national develop
ment effort. 

The idea is to bring together in one place the whole range of activity, 
fran initial product identif1cation, to coomercial develoixnent, through to 
effective marketing. The new functioo gc.es beyond being a ~ordinating body. 
The aim is to becane an investment bank with a strcng techn~logy development 
orientatioo and the capability to test and appraise produc~ developed by 
domestic and foreign R & D institutions for local suitability, and for 
camnercial develoixnent. 

Ideally, the operations of the technology banking function would fail 
into two distinct but complementary categories. The first would be the 
identification of specific technolozical products or project~ needed to 
accelerate econanic activity. 'nlis w<XJld mean conducting a micro-level market 
research for the identification of camnercially viable product 1 ines and at 
the same time a search for appropriate products or processes not currently in 
development or unavailable. The job then is to locate potential markets, test 
the acceptability of such products and, if necessary, introduce modifications 
to suit local conditions. This phase involves the upgrading, adopting or 
improving of the existing technologies rather than the development of neo..: 
ones. 

The other phase of the bank's operatioos would be to act as an entrP.
preneur. Foll<Ming the pr-eject identification studies, it would prepare 
detailed feasibility studies, locate potential partners, obtain required 
approvals, and arrange the financing. Needless to say there are many 
obstacles. DFCs and the talent available to them have t.he advantage for this 
kind of venture. It has the particular advantage of being able to be launched 
on a small scale as a new department within DFC, thus minimizing the chance of 
failure and maximizing its flexibility for experimentatiCXl. 
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FINANCING OF EXPORTS 
FROM DEVELOPING COUNTRIES 

Helmut H. Haschek. Chairman 

Osterreichische Kontrollbank Aktiengesellschaft 

The wolld economy has been regard-ed with increasing pessimism over the 
past few years. "Scenario" has become a fashionable term used by economic 
futurologists who base their projections on exponential growth patterns that 
can't help but lead to explosion. The question becomes, when will the 
explos; on take place, which once again depends on the inserted rate of the 
gro.rt.h facto~. 

There is a basic disequilibril.DD between surplus and deficit regions in 
the world, and the challenge for some time to cane will be to find ways to 
transform financial assets into a real transfer of goods and services. The 
establishment of integrated export financing and insurance agencies in the 
less developed countries (LDCs), intended to achieve both increased foreign 
exchange earnings a11d diversified, self-liquidating financial assets aiding 
the reinvestment of accumulated foreign exchange surpluses, would be a 
siGOificant contribution. 

One of the sources for optimism is the developraent of world Lade. 
Since the Second World War world trade has grown as ne•:er before and to a 
certain extent developii:lg countries participated in its growth. 

There is a complaint that the existing economic order did not allow the 
;Des to participate in the prosperity of the industrialized developed 
ccuntries (Des). 

As prosperity itself is no way to measure progress and achievement, it 
is held that it is the result of political exploitation by ~nomic means. 
ThE gap between the rich and the poor has been widening and the terms of trade 
for· the ! .Des has a persistent tendency to deteriorate. 

The third wor.id, however, is a nruch rore heterogeneous group of countries 
than the world of the industrialized countries. Apart from the rich oil 
countries, officially classified as LDCs, there is the large bloc of rela
tively advanced LDCs (Argentina, Brazil, Republic of Korea, to name a few) 
at the one end of the spectrum and the very poor countries, the so-called 
least developed countries at the other. There is no single gap separating the 
LDCs and the Des; on the contrary there are a number of gaps between smaller 
groups of countries and between :'..ndi vidual countrie.q, LDCs as well as Des. 
Some of these gaps have grown, others have gotten smaller. And it is not 
difficult to find gaps between individual countries which have reversed 
themselves. 

As far as the foreign trade of the LDCs is concerned, the post-war 
development has been satisfactory. The terms of trade have exhibited cyclical 
fluctuations but it is as yet not established that there is a secular trend 
for the group to deteriorate. 

Exports of the LDCs (exclusiv~ of the oil-exporting countries) increased 
during the post-war period according to International Monetary Fund statistics 
from $1?.9 billion in 1952 to $118.2 billion in 1976. Even though LDC 
exports are hampered by protectionist policies of the Des, their exports of 
manufactured goods have expanded rapidly, increasing from 10 per cent of 
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total non-oil exports in 1925 to 41 per cer.t in 1977. About &J per cent of 
tile i.DCs: mo.nufact.ure<l ~ ·~pur-ts gv tu ~:e.3t€i'U ioJ;..:Jtr-i~l ( QECD) ~~~t~ie~ 
and Middle East oil-exporting countrie.:>. Of the remaining 20 per cent, the 
largest part is accounted for by intra-LDC trade and only an insignificant 
fraction goes to the centrally planned economies. 

Little has oe~n done to orga~ize export development from the LDCs. 
There is n~ problem with developing countries borrowing capital abroad, 
provided it is used fer productive purposes. However, they must be prepdred 
for the problem of matu:-ity as well as the size of inciebtedness. 

Export financing for trade pro100tion is based on present-day export 
credit insurance syst~. These were created at the tum of the century to 
help diversify credit risks of suppliers in inten-.ational trade. 

Exchar,ge restrictions were chiefly ·~ed for financing in international 
trade. The exporter ~ the main creditor in international exchanges. The 
banks' role was reduced to providing financial assistance by refinancing the 
exporter, who then also becare the main debtor. Credit was, therefore, nearly 
always a domestic operation in the country of the exporter. 

At first, the main purpose of export financing was to bridge the 
financial requirements of the exporters when they sold on extended terms 
(terms were extended to allow the importer to reirr.':>urse the exporter aftr~ he 
sold the goods). It was the financing of the distribution of goods over 
national boundaries. The additional risk was the polit:i..~l risk of increasing 
exchange difficulties and was assumed by the various Govennents invol VE:d. 

In the early 1960s export financing took on another function. Export 
credits were used as investment credits in project financing. It worked like 
this: Buyer credit for111.1la and credit insurance were no longer offered to 
exporters but were being offered by banks lending to importers. f<'rom an 
ir.stitu~ional point of view, the administration of the credits and the 
insur-c.nce was handled roostly by coomercial banks an~ the al ready existing 
credit insurance organizations. 

This represents the first stat;~ in development for dealing with export 
financing from developing countries. Current international discussions, for 
instance in the realm of the OECD, are concentrated on long-term financing and 
interest suosidies. It would sL~~lify matters if we were willing to agree to 
nake a distinction between export financing of the distribution of goods and 
project financing. 

The development of LDCs as future importers depends on whether they will 
be able to i~crease their export earnings and narrow the existing imbalances 
bet'Aeen the world trading regions. In the industrialized countries export 
financing will continue to assume a roore prominent role in long-term project 
financing. E.xport financing in the LDCs rust be developed in the short and 
medium term to secure increased foreign exchange earnings. This is a re
distribution of roles which requires restructuring of the industrialized 
world's economies and which calls for sacrifices that are only possible in an 
atmosphere of growing world trade where all partners benefit from the inter
national division of labour. 

Unfortunately, this has not been the case. Surplus in one part of the 
worla has been used for the acquisition of financial assets. The growing 
deficit in other parts of the world limits the volume of financial assets to 
invest. 

And so, the creation of viable export financing, organizatio.1s in '.,he 
develo'.,)ing world using the industrialized countries experience of :i<:> years 
could serve a double purpose: 

(a) To positively influence the growth of export earnings of the 
developing countries; 

(b) To create new borrowers in international markets with diversified, 
self-liquidating assets expresseu in foreign exchange with maturities on short 
and medium tenn, which would fonn an ideal ba<>is to be internationally re
financed in markets in which shcrt-term and medium-term funds are abundant. 

LOCs minly export raw materials, agricultural products and, 
increasingly, light manufactured goods. For obvious reasons they ;:ire not 
exporting fuels, the buyer market being what it is at present. 
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Because raw mate~ials and agricultural product~ are sou on cash or 
uca.1 ca.st"i ba..sis, 1att'1c1- thari \::I-c-Uit, U(~ ~:> t.ilG.t. ~xµuct fi.nan~ing fo~ tracie 
prcxootion rela:es alnx:lst exclusively to the sale of manufactu.""ed go..-xis. 1he 
problem in the field of raw materials and agricultural products is r.ot one cf 
financing the dist~ibution of the sale 0f goods but that of price stabiliza
tion. 

It is quite different with the sale of manufactured goods. Extended 
terms have been esta~lished. Tne traditional forms of financing have not ~n 
maintained and the use l'f confirmed lette!"'S 0f crec!it hds been widely dis
continued. 

It is clea. that expo:-t promotion as proposed presupposes a certain 
comoodity structure. If this structure exists, it can be usect as a strategy. 
But, export promotion also ~resupposes a certain cotwuercial and tanking 
infrastructure, as :t is a device to assist exporters. 

As ioore and ioore LDl..s e!lter the international markets, the poli t; :!al 
risks involved in expert transactions rise. As trade expands, tne polit.ical 
risk of non-payment due to exchange difficulties and currency fluctuations are 
of real concern to exporters. 

The risks vary with the direction of trade. Exports to industrialized 
countriP.s and to some oil-exporting OCs almost always involve comnercial 
risk. !he LDCs have a comparatively favourable position vis-a-vis thei~ 
potential buyers as far as the foreign trade risks are concerned, for 
example, the va~ious self-supporting schemes provided ~y export credit 
insurance. 

1his is also true as regards the risk of currency fluctuations \otlen 
exports of LDCs are involved. The inflation differe11tic>.l between the contract. 
curre!1cies and the iocal c:urrency is u:lualJ y in favour of the former. 

J::xport fiC'lailci.ng requires the crea~ion of an export insurance sc"ieme. 
Its primary function is to protect the exporter from additional risks he 
faces when selling across national boundaries, not to create additional 
~tition between the exporter and t'1e domestic entrepreneur. 

The funds can be made available to the export coommity at lower rates 
'lolithout redistributing national income to the exports (i.e., subsidizing 
exporters) . The lender assllmc!S only the risk that the e:irporter performs 
accordingly. The foreign risk is excluded. An effective export insurance 
scheme allows a far better diversification of risics by usi~ as frequently as 
possible the law of large numbers rather than that of thorough examir.ation of 
the credit risk :Ovolved. 

It should be noted that selling goods abroad on extended terms puts an 
initial strain on the balance of payments of the exporting country. It is not 
so apparent because ir. IOOSt cases trade balances show the physical exchanges 
of the goods rather than foreign exchange flows. 

The question ~s whether the total volume of exports can be increased in 
the long run with a positive growth effect. Provided the export financing 
schemes are operated on a self-supporting basis, this growth effect can be 
achieved. The temptation is to use export insurance and export financing to 
subsidize export which in effect is a misal location of resource...;. In any 
case, there is the funding problem, but thac can be resolved by attracting 
international finance. 

Looking ahead to the day when export prooX>tion is accepted as beneficial 
for the econanies in question, consideration of the required organization 
structures seems appropriate. 

Export financing and insurance is strictly divided ir. roost countries. 
Institutions which handle both in a more or less integrated fashion are 
the Export Fiuance IMtitute Corporaticn in Australia, the Osterreichische 
Kontrollbank (OKB) in Austria, the Export Development Corporation (EDC) in 
Canada and the Export-Import Bank of the United States of America for the 
industrialized countries, and the Export-Import Bank of the R~public of Korea 
among the LOCs. There is, however, a tendency towards centralization which 
which can also be seen in the new organizational structure of the .SOcieta 
Assicurazione de! Credito E.sportazione (.3ACE) in Italy. 
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Export insurance schemes have been created in a number of LDCs 
(Argentina, Hong Kong, India, Malaysia, Mex·~o, ~akistan, South ~frica, 
·.Jenezuela and, most recentlv, Sri Lanka). Their purpose is to provide 
insurance for the comnercial a.1d politiC'al risks involved in handling ex;x>rt 
on extended ternr:;. 

Through their ministries of trade and connection with the central banks, 
GoverTIDents providt: funds for financial resources. These funds are rostly 
channelled through the existing ~rcial banking system. 

From an adainistrati ve point of view this organizational di vision is 
neither particularly useful nor logic~!. Export financing requires two 
decisions: one on the export risk, be it coamercial or political, and one on 
the availability of funds at given cost. These decisions are interTelated. 
The required credit period influences the risk involved and the cost at which 
funds can be ~rovided. If these decisions arc handled by two different 
agencies, further decisions lll.iSt be taken on the essenti.als of the total 
contract on a provisional be.sis as the authority to decide is r.aserved for the 
other agency. Administrative expenses and serious delays in the decision
aaking process result. 

In both cases it is likely that supervising committees have to be 
consulted. Therefore, two ju~nts are being made on the transaction when 
only one is necessary. The ccamercial banks handling the transactions are 
required to take a share ~n the risk whicl1 req•.lires a third decision. 

This procedure can be further ccmplicated by the fact that export 
transactions involving extended tenns are frequently ha.ndle1 by exporters 
unused to international financial transactions. Potential exporters l!l.lSt be 
given simple and fast working procedures involving as little administrative 
expenses as possible so as to find foreign markets attractive. 

Logically, the coomercial banking system !'>hould handle beth the insurance 
and the financing of the eAport transactions. The coomercia.i. bank should not 
be involved in sharing in the foreign credit risk because this requires 
another decision and the prospect of ioore celays. 

A normal case in an integrated system should qualify for financing at 
the same terms for which the credit risks are covered. The next decision 
concerns the interest rate and other fees. The risk should be shared only 
bet· .. een the insurer and the exporter. And, once the decision on the risk is 
render'ed, the rest should be triggered automatically. 

An integrated system is preferable for another reason: its funding 
procedures. An integrated sy~te:n requires tti: t export financing is made 
.:vailable on insured b•..1siness only. The r-.,ic: ncing agency would acquire 
in::;,..1red assets through comnercial banking and <'.arry the comnercial bank's 
guarantee regarding the risk of Lhe exporter concerntd. The financing agency 
DJJSt have the assets available upon the due date regardless of whether the 
foreign buyer default,$ and the insurance is called or not. This is a good 
reason why the coamercial bank should be used as an intermediary. 

While the speed and flexibility of the organizational framework is of 
paraI1X>unt importance, these detailed considerations should have a proax:>tional 
effect for another very important reason. 

It has been indicated that export prorootion on extended terms initially 
puts a strain oo the foreign exchange resources of a given country. This 
strain can be avoiaed by funding export receivables internationally. More
over, in today's international markets it is increasingly difficult to 
find suitable borrowers. Though the LOCs have penetrated the international 
DBrkets there is a growing concern a100ng lenders as to the type of financing 
which should be made available. General balance-of-payments loans are looked 
upon as being particularly hazardous. Project financing requires long-term 
fund.:>. 

In one corner of the world, surplus accUDJJlates whicn cannot be trans-
formed into real transfers of goods and service:; but j 3 used to acquire 
financial assets. This process is going to continJe ro~ some time to come. 
It involves the transformation of r·i~ks and maturity. The burden of this 
transfonnation is carried by the t-,ianking systcrr:, b,.t U.ere is a limit to its 
capacity for perfonning this task. 
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The c~tic~ ~f ~xpvit fi1aeu1ci11g iri.5titut.i.uu~ .in Lile i..1.(.s as d.escrioea 
would mean new borrowers in the international markets. These organizations 
would have comparatively diversified and self-liquidating assets in foreign 
exchange maturing on short and mea.i.um term. The financial assets woula be 
guaranteed by the GoveMllllents involved. There should be no additional cost or 
additional risks for the Governments' making the guarantees also to the 
funding operations. Instead of providing foreign-exchange risk guarantees on 
individual export trar.sactions a foreign-ex0.hange risk cover could be extended 
to the financing agency, allowing it to pay the exporter in lo'"'..al currency, 
diverting the foreign-exchange risk througn the funding opera:ion~. 

In recent years export financing organizations from Austria, Canada, 
Finland, Norway and Sweden have entered into the market. TogPther they have 
borrowed the equivalent of $2.5 billion in anre than fiv~ currencies and have 
furnished r.hese funds to markets in Asia. In fact, thr~ Austrian organization 
was the first to develop the proposed for:Il.lla anct i; the largest single user 
of international markets, having borrowed -oore tha 1 $3 billion in recent 
years. 

In past development strategies, special attent i -,n !'las ::ieen given to 
creating development banks because they provide the ,,. ·e;a.niz;itional financial 
infrastructure needed to produce Esocds and services. It would seem that the 
creation of export financing institutions should rec~ive the same attention as 
the development bank progranme. It may be an organizational and economic 
argument for certain development banks to add export guarantee and finance to 
their functions (the Industrial Development Ba.1k of India provides a~ example) 
or to promote the establishment of a specialized institution for those 
purposes. 
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B. Working Panels 

Group I - Project identification, preparation 
and promotion 

PROJECT IDENTIFICATION, 
PREPARATION AND PROMOTION 

0. Eroguz. General Manager 

T urkiye Sinai Kalkinma Bankasi 

One of the most important functions of a development bank is the 
appraisal projects submitted to them for finance. A careful study of each 
phase of industrial project implementatinn, together with a review of the 
pro10C>tional work, is necessary. In countries with no industrial experience 
where a small entrepreneurial class is mainly interested in trade and rea~ 
estate, the development bank's operation is complicated by many restrictions. 
Still, it is fully engaged in IIBking surveys, identifying projects, formu
lating projects, providing finance for &nd establishing the enterprise, and, 
in some cases, in managing the enterprise itself. If project appraisal is 
considered an essential function for project prorootion (and the aforementioned 
are considered essential functions), it can be said that there are several 
additional prorootional activities in which development. banks could play a 
role. The degree of their involvement depends on a number of things. For 
example, entrepreneurs are needed to exploit investment opportunities and 
to look for finance; otherwise, the development bank must do the project 
identification on its own. 

Regardless of the possibility of investment ideas ~oming from the 
business coommity, the development bank still has to identify the projects 
that meet their specific developmental objectives. 

One of the most signif:i..cant areas in which technical assistance and 
advisory services is needed is in the ai'ea of project preparation. Clients of 
the industrial development banks simply need roore technical assistance than 
those of coumercial banks. 

PrOIIX)tion of entrepreneurships should next be considered. A reasonable 
way to extend technical assistance and services to entrepreneurs is to prepare 
the projects for them. In this way a development bank could participate as a 
"co-proroter" jointly with other entreprv.!neurs and help to launch the enter
prise. 

A convincing financial instrument for motivating entrepreneurs would be 
an equity participation by the development bank in the project, which in many 
case.~ is llX)re important for entrepreneurs than the actual extending of loans. 

Needless to say, a development bank cannot provide all the financing 
needed for an industrial project. Its own resources, as well as risk limita
tions often imposed by its charter, prevents it from doing so. A project 
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needs addit.ional financing from other financial institutions or through 
r.=ipit.a 1 markets. In this regard. a develooment bank could play an important 
role by promoting ·'package financing". The development bank would be 
providing risk capital, long-term finance and a c1~rtain proportion of the 
working capital. 

The cost of promotional activities is high. Staffing the bank for 
promotional work is expensive, as is outside consultancy. Development banks 
should be enabled to mobilize resource funds fran dcmestic financial markets 
and international capital mar·kets. The importance of financial supports fran 
Gover-unents and financial institutions for their total resources would ideally 
be in decline scmetime in the 1980s. 

In fact, expectations fran development banks will increase. The more 
developed the country, the more complex, difficult and ambitious developmental 
fun0tions should be exoected. 
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PROJECT l:)ENTIFiCATION AS THE FIRST STEP 
TOWAr<DS PROJECT PROMOTION 

AND INNOVATION 

J. Gatufria. Managing Director 

lttdustrial Deuelopment Bank. Kenya 

When a DFI undertakes project identification, it is taking it.s first :>tep 
towards project pl"OlmJticn and innovation. Its experience as an investor 
should enable a DFI to identify any nl.Ullber cf projects by itself. In fact, 
the search for project possibilities shouJd be an institutionalized DFI 
activity involving senior staff ~mbers whethf!r or not their prin~ipal role in 
the bank ll: project appraisal. 

The development bank's knowledge of the economy, its continuous contact 
with the enquiring public and its consultations with government departments 
put it in an excelleP.t position to •mdertc.1<e pri.ma facie_ studies. The next 
step should be to undertake in-depth preparation of one or more of the 
projects selected through pri.ma facie studies. 

The question of whether the bank can raise grants from the Goverrunent or 
fran technical assistance sources will undoubtedly be rai~ed. Therefore, when 
seeking external invest~nt, the project studies sr1ould be accompanied by 
information about the possibility of investment supports or incentives being 
provided by the Government. 

The biggest problem the DFl will face is its lack of competent technical 
staff to undertake t,he project identification and preparation. This may lead 
to the problem of credibility and could prove to be an inhibiting factor. 

Given these difficulties, the Industrial DevGlopment Bank of Kenya has 
tried during the five years of its existence to make innovations in the 
processes of ~roduct identification and prepar-dtion. 

Three years ago, the Industrial Development Ba"lk (IDB) of Kenya identi
fied a project f0r the manufacture of polypropylene b3gs. It was a relatively 
straightforward project, and all the initial studies were carried out within 
the Bank. This was followed by a prospectus for investment. We managed to 
get investors to take up 70 per cent of the equity. IDB took ~O per cent. 
The Bank played a leading role in the implementation of the p:'OjecL including 
land acquisiti0n, selection of machinery, appointment of manpower. The cost 
of the consultant employed from the beginning and all other costs of the Bank 
were reimbursed e.s pre-in1'estment costs. Finances were syndicated by IDB. 
The company is now in CO!llllercial production and shows every sign of success. 

IDB has recently undertaken a coni.:ilete feasibility study for a new hotel 
in Kenya. It appointed assistants "or the project and obtained all government 
and Central Bank clearances for an inve::itmeilt. The capital cost of the 
project is about $6 million. Having prepared a prospi=ctus, !IJB has brought 
together a number of local and ex~ernal investors. Construction of the hotel 
was to begin in September 1979. 
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IDB has organized a new department called Research and Prcxootion. A 
manager and three staff memLers, representing about 15 oer cent of our 
professional staff, have been assigned to it. In the 1979 budget, funds were 
provided for thP. first time for research and development. Government grants 
for consultant studies and applications for bilateral aid are being requested 
to reinforce funding for this activity. 

The aain challenge of the 1980s will be to discover whether the develop
ment banks in the less developed countries are going to be able to cope with 
the considerable cost and risk of innovation. The ability to bear the 
responsibility for project initiation, staff competency, and the availability 
of govenlI!lent assistance will be important factors of success. 
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PROJECT IDENTIFICATION, PREPARATION 
AND PROMOTION: 

A MODE OF INNOVATIVE BEHAVIOUR 
Victor S. Barrios. President 

Philippine lnuestmenis Systems Organization 

There are certain impediments to direct institutional entrepreneurship. 
For some development banks, financial entrepreneurship offers a viable 
alternative for innovative action. 

To detennine the potential of a project the identifier must be analyti
cal, have a good head for business, the ability to define and present the 
reasons for a project, and the skill of mediation necessary to act between 
investor groups, local and foreign. The establishment of a projef"!t 's con
figuration with the various governmental agencies is as important as the 
ability to guide a project, objectively but persuasively, through the hier
archichal structure of a DFI. These are marketing skills that all project 
development people should have. 

Naturally, conflicts do arise when there are so many considerations. 
Certain conflicts arise out of the need to develop the following skills: 

(a) A solid business sense and entrepreneurial drive for projects 
which meet defir.ed econa:.ic and comnercial nonns; 

(b) The specialized technical, market, financial, and managerial skills 
to focus on a project's weaknesses and provide appropriate remedial measures; 

(c) The analytical and prcxnotional ability to undertake the preparatory 
groundwork and provide the impetus to forge a logical unity to the various 
project elements and satisfy the different regui.atory considerations; 

'1) The objectivity needed to distinguish the role as prcxnoter fran the 
potential partici;:iation as creditor; 

~e) The ability to recognize divergence between expectations during 
project development and results as established during project supervision. 

Bankers tend to be wary of risk. They may be oper-ationally aggressive 
but are necessarily financially prudent. Non-financial entrepreneurs are 
different frcm innovators within the financial system. The financial innova
tor is known to have fall-back positio~s or cushions to liquidity and 
solvency, while the non-financial entrepreneur, particularly in capital
starved countries, is inclined to optimize capital lever~ge. 

Direct entrepreneurial acti ·:i ties of a financial ins ti tut ion make it 
essential to avoid potential areas of conflict of interest. To understand a 
financial institution is to be aware of its commitment to its corporate 
objectives and their O#Tl connection to govenmient progranrnes and its responsi
bility to the interests of its shareholders and the ccxmunity that it is there 
to serve. Where the financial institution itself is a potential investor in 
an entrepreneurial project, there is the difficulty of striking a delicate 
balance between the creditor position of the institution and its role as an 
equity investor. 



Direct institutiooal entreprene-Jrship can be seen as posing a psycho-
1 ogical threat to t·1e bank's clientele. In sane cases, successful entre
preneurship leads to the so-calle<l creative lh:::~tfo0tiw Gf cxi~t:!.!"!g er:l:~!"
prises in related lines of activities. Once it is understood that the 
degree to which an institution participates in direct entrepreneurship is a 
function of the state of development of its ccuntry and the institution 
itself, the situation of direct institutional entrepreneurship can be put in 
perspective. 

When a DFI subcontracts project study preparation work to an external 
consultant, there can be mutually reinforcing business flows between the 
consultant and the DFI. The consultant may refer sane of its clients to a DFI 
for the appropriate financial inputs. Objectivity can be maintained by the 
DFI through the use of a management consultant. 

A dynamic DFI will find out that the cost of preparing project studies 
would nonnally be far greater than the consultant's remmeration. Substantial 
fees can be generated fran syndications, underwritings and related work whicp 
flows fran project develoixnent by a DFI or merchant bank. It is important to 
not involve more staff than necessary in project develoµnent as they may be 
needed for ot~er fee-gen~rating activities. 

Mergers and acquisitions have not been pursued with vigor by DFis. When 
and if they occur, the inmediate and long-run re.rards can be significant. The 
fees that can be generated fran mergers and acquisitions add to the revenue 
stream of a merchant banking institution. 

Entrepreneurship o.3 internalized in a financial institution can involve 
the develoµnent of new delivery systems. In the 1950s, 1960s, many DFis 
assumed the likeness of an o.~iginal model, one that conceives of the institu
tioo principally as a source of long-term finance. Financial entrepreneurship 
can be pursued by seeking new forms and ways of financing and assisting 
projects. Examples of these activities which have recently developed are 
leasing, syndicatioos, consultancy, inves~nt management, and varian;,s of 
short-term finance. Financial inputs include local and foreign currencies of 
different maturities. 

The development of new delivery systems is closer to a financial institu
tion's over-all direction and work and is, therefore, within its distinctive 
competence. The technical kncwledge and support of new delivery systems may 
be less hazardous than would normally be the case when one ventures into ~ ~a.1 
entrep;:oeneurial undertaking. The strengthening of a C')W)tr-.1: s financial 
infrastructure which this might accccnplish would contribute to the financial 
institution's relevance at all stages of developnent. 

Stimulating, co-operating, and assisting existing entrepreneurial groups 
can be a pranising medium for the innovative energies of a financial institu
tioo. An institution's shareholder groups involved in various non-financial 
econanic activities may be equipped in terms of experience and access to 
expertise and resources supportive of new undertakings. On occasion a 
financial institution can rely on the expertise, perceptions, and potential 
pioneering efforts of its enterprising shareholder groups, without prejudice 
to considering other business groups, as circumstances warrant. 

In a number of developing countries, government planning and projec+
identification, as instituted by their boards of investments, have set 
guidelines for prospective activities on the part of private sector. These 
government activities also relieve develo~nt banks of the bothersane work of 
conducting aggregative and s~ctoral surveys rtnd reviews as a prelude to 
project identification. Working with government, DFis can hasten the integra
tion and nationalization of industries which offer significant local raw 
material and labor contributions. 
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DEVELOPMENT BANKS 
AND PROJECT PROMOTION 

S. S. Nadkami. General Manager 

Industrial Credit and Investment Corporatirn of India. Bombay (ICICI) 

Develoiment bo...1king has cane a long way over the past three decades. It 
is finally clear that there is more to develoµnent banking than the provision 
of term finance. The field of develoiment itself has changed. Development 
banks (DBs) have reviewed and adopted policies, procedures and activities and 
widely varying forms. The more classical ones aroong them relate to a more 
positive role in project improvement, providing guidance during the construc
tia1 period and seeing the assisted units through difficult times. Other 
DBs have diversified their activities and have beccme involved in merchant 
banking, 111.Jltipurpose banking, real estate and housing devel<>lX!''"'flt. 

The activity of project pranotion covers conception and identification 
of a project and the identification and initiation of an entrepreneur. 

It also could involve participation in project management during the 
con>truction and the operating period. The environment may demand a DB to be 
involved in all or most aspects. There have been times when DBs managed 
projects on their own either because there was a cccnplete lack of entrepre
neurs or because special social objectives required it. 

It is often argued that there is but only a thin line between providing 
project finance and pl"(Jject prcmotion. There could not be a more unrealistic 
statement. Project praootion requires an involvement of an entirely different 
nature. Here there is no well established set of procedures as in the case of 
project appraisal. There are no canforting yardsticks of comparisons with 
similar past projects. Project pranotion requires much more than the coolness 
of a banker, namely the quality and ability of entrepreneurship. Institu
tiooal entrepreneurship entails anxieties and conflicts which also beset 
individual entrepreneurs. However, the psychological and real rewards the 
individual experiences a.re not available to the DB entrepreneur. 

DBs are called upon to talce up project pranotion in places where entre
preneurial initiative is lacking or inadequate. The opportunity for or the 
availability of special financial incentives does not create entrepreneurs. 
DB~ usually have to daoonstrate that it pays to set up an industrial unit and 
show how it can be successfully done. In this way DBs play an important role 
as develoi:ment entrepreneurs. 

There are many developing countries where a substantive nucleus of entre
preneurs is already available and the individual and corporate initiative at 
hand. This initiative cc:xnes from the trading camn.mity, fran the established 
nr.ll1ufacturing fields and other traditional econanic activity. This initiative 
becomes a reason for DBs not to enter the field of project prcmotion in these 
enviro11ments. Considering the fact that DBs in thase countries have played a 
vital rola in contributing to the industrial growth, it is interesting to note 
that this same growth has caused thP.111 problems. The DBs i1JUSt na.r adj...ist their 
~olicies and actions to meet these new challenges through the 1980s. 

A changing context requiring DBs to take up project prcmotion relates to 
the need for the regic:rial dispersal of industries, a broader enlrepreneural 
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base with restrictions on ioonopoly and large houses, the encouragement of 
small-scale enterprises and the development of appropriate technology, and the 
filling 10 of gaps in the industrial si..r'Ul..:tw""= by to.id.1ig ;,;p the wau;;fact;;..-c Gf 

basic, intermediate and ancillary products. 
Existing entrepreneurs tend to prefer the lll)St favourable and fully 

develop...~ locations. Successful attempts have been oade to lure them away from 
these locations through the placement of zonal restrictions and the provision 
of fiscal and tax incentives. There are also many examples of DBs who without 
any assistance had to take up the proovtion of projects in backward areas and 
Wlderdeveloped states. 

iiig projects necessitate funds for procootion but also for the substan-
tial aanagerial efforts required for procootion. The newer, snaller entre
preneurs find it difficult to meet these requi:"emen~5. 1bis in turn leads to 
the e~~..:;i.:in and strengthening of the large industrial houses. So in a few 
cases these big projects encourage IOOOopolistic trends. One of the answers to 
this problem has been the bi.i.siness association between DBs as institutional 
entrepreneurs and a new individual partner. 

Consequent widening of the industrial base creates new gaps in the 
industrial structure and deoands for newer products. A DB is often able to 
predict such needs, identify the projects, prepare project details and arrange 
for its preparation. Otherwise, its involvement in procootion my be limited. 
This naturally depends on the environment of the particular country. 

The need for all DBs to take up project promotion work becomes increas
ingly i.q>ortant in the context of new developmental objec~ives. 1be manage
ments have learned by now to deal with the contradictions inherent in the 
a.ssociatioo of private profitability and social gains. Balancing financial 
security and risks in development projects has become a natter of course. 
Such will be the case with striking a balance between providing finance and 
undertaking project prorootion. 

The subject of project pra:ootion was discussed at a confErence of DBs 
arranged by the World Bank at Washington in October 1965. At the time it 
was stated: 

''Those who were most reluctant to take the lead in 
praooting enterprises ~re from countries in which 
there was already a large and active entrepreneurial 
class. Yet even the uanagers of. compar.ies (DBs) 
in the ID)re underdeveloped countries considered that 
the priDBry function of their institutions was to 
provide finance. There was a genera:i reluctance 
to take the priDBry :-esponsibility for the foruulation 
and execution of a project". 

A decade and a half have gone by since the date of that conference. It 
is hoped that this Symposium, held on the eve of the march of DBs into the 
19b0s, is able to arrive at a different conclusion. 
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SUMMARY OF DISCUSSION 

Throughout the discussion it was maintained that prorootion should be 
considered in the context of total development potential. Therefore, linkages 
of individual projects with the environment of the industrial sector were 
desirable. Host agreed that as development banks becane rore experienced, 
they should make greater contributions to the formJlation of economic polic}es 
in their own countries. -

Reactions from the floor indicated a wide range of problems facing DFis 
in individual countries. A representative fl"Ol:l Bangladesh talked about his 
institution's problems with inadequate information about existing capacity, 
difficulties in assessing the availability of raw material~, lack of informa
tion regarding the future demand of individual products and the corresponding 
gaps in demand, scant information about the choice of technology, the dilenma 
of whether to develop indigenous technology or to import technology from 
abroad, and finally how to go about finding sources of technical assistance 
abroad. He concluded by suggesting that the World Bank prepare a paper on 
this subject, on the choice of technology, and on building up technical 
consultancy service centers to prepare feasibility reports. He also called 
for the creation of training facilities for DFis in both industrialized and 
developing countries. 

The representative from Portugal felt that develoring banks should 
resist duplication and seek to fill in the gaps in project identification 
and promotion left by others. In this way he established the principle of 
consistency in project planning and promotion: There shoJld be consistency 
with narkets, with economic plans, with current investrient and financing 
activities so as to avoid overcapacity in certain sectors. He suggested a 
service-oriented approach for DBs. For promoting projects he suggested DBs 
should undertake pre-investment studies and reconversion studies. The latter 
would aim to change the structure of individual sectors in accordance with 
comparative advantages offered by the country. 

The discussion roved on to consider two specit ic questions: that of 
finding the resources to fund pre-investment and promotional work, and the 
organization of promotional work. 

One speaker outlined three formJlas to cover the cost of prorootion: 
the charging of fees, the inclusion of the cost of prol!X)tion in the interest 
rate, and the tapping of special resources for prorootional .«:>rk. 

The DFI representative from the Philippines said that his bank defrays 
the cost from its budget. It charges a fee to customers when the project 
comes to fruition. 

State institutions do oost of the prorootional work, according to the 
representative from India. They can raise the necessary resources by issuing 
bonds at subsidized rates of interest. 

P.~other represer.tative from a development bank in India explained that 
his bank had a method for rE.allocating part of its profits for prorootional 
work. His bank had access to a fund from the Kl"':!di tanstal t fi.ir Wiederaufbau 
(Federal Republic of Germany). This was provided through the interest 
differential ~tweE>n the borrowing and onlending rates, at a zc.ro per cent 
interest rate. These resources were used to sponsor a venture capital organi
zation, which made a significant number of investments and increased the total 
value of projects. 
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The Industrial Finance Corporation of India had no machinery for 
follow-up. In order to proovte the development of the projects which had been 
identified and to lay the ground work for follow-up, technical consultancy 
organizations ·1ere founded on a non-profit basis. The costs were lll)Stly 
assurred by th~ all-India DFis. Ille completion of area surveys, the establish
ment of industrial profiles and the sudden availabiiity of technical servi~ 
to the small enterprise sector represented the co-operative effort of local 
institutior.s, regional and C0111Dercial banks and the technical consultancies. 

It was finally suggested that DFis could proante a project, receive 
outside financing and complete their work only to discover it was a failure. 
Besides the financial implications, the concluding concern was for the risk to 
the reputation of the DFI, and the further suggestion that perhaps the DFI 
should become even .'()re involved with a project's pranotion to ensure its 
success. 

In response to this issue the representative from the Philippines 
suggested two procedures which his irotitution found helpful: the use of 
disclaimer statements in loan agreements and, l!l>re important, the practice of 
adopting the policy of explaining to clients the strengths and weaknesses of 
the project. 
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Group 2 - Financing small-scale enterprises 

FINANCING SMALL-SCALE ENTERPRISES 
IN CANADA 

G. A. lavigueur. President 

Federal Business Deuelopment &mk (Canada) 

The Federal Business Development Bank was created in 1944 by the 
Government of Canada to assist in the development of business enterprises 
within Canada, with particular emphasis on small b•isinesses. It was origin
ally called the Industrial Development Bank, and 1944 legislation confined the 
Bank to the financing of projects in the rrianufacturing sector or.ly. 

The Bank was established as a provider of capital where the financing 
could not be obtained under reasonable terms and conditions in the private 
sector. Coomercial banks in Canada are not restricted from making tenn loans 
to small-scale enterprises; however, only recently have they been pennitted 
to make C0111Dercial rortgage loans. Many coomercial banks have set up small 
business divisions to emphasize service to the small enterprise. This 
indicates a tum-about in Canadian comnercial banks' assessment of small-scale 
.;nterprise as a viable partner. Canada in the 1970s has experienced a high 
savings ratio which uakes funds for this type of loan rore available than ever 
before. 

As in the case in several other countries, the Government gual"Clntees 
some of the small business loans. What has been to date a modest progranme is 
growing ra;:>idly. This is also the case with regular-bank tenn loans. 

Thus far, the Federal Business Development hank has not had any restric
tions on how lll.lCh lending it can do. It has :ieen able to concentrat~ on 
assessing the viability of each enterprise or business pr;)posal approaching it 
for financing and has net had to choose between lar~er or smaller ones. 

Through decentralization the Bank has minirr.ized the average cost of 
transaction and improved service. It has grown from four branches in the 
early 1950s to twenty branches in the a:id-1960s and now has 100 branches and 
sub-branches scattered across Canada. 

As a Government-owned corporation, the Bank re~eives overall budgeting 
and legislative direction from the Govemm.:,nt ot' Canada. The 1~-member Beard 
of Directors carries out its mandate within the existing lep;islative and 
financial framework. In order to assist co-ort.aination with other g.:;,·;emment 
agencies, fo•.1r of the members of the Board are senior civil sArvants. 

As large as Canada is geographinally, the Bar.k's progranrne of decentrali
zation brings it closer to the customer. This helps in analysing the business 
proposal and administering the account once the Bank has provided a loan. A 
great deal of the authority for loan approvals has been de 1.egated to local 
I!Bnagers, which spe~ds up the decision-making process. Using local l!Enagers 
also makes for a less formal at[!X)sphere, eliminates ur.necessary duplication of 
efforts (e.g. paperwork) and a reduction in information requirements, particu
larly as concerns the smaller loa.1s. 
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Therefore, the Bank has always made a small profit on its lending 
operations. During its 35 years of existence it has operated in a growing 
economy. This ract, tile sl.yiit: vf it3 0.-gw~iz:!ti~!"! ~!'!':! t:rf> :1ttention it pays 
to minimizing transaction costs has enabled it to specialize in small-scale 
enterprises; 87 per cent of the clients have less than 20 employees. 

Less than 1 per cent of the outstanding loans are represented by write-
offs of business enterprises that have failed. This figure is increasing, and 
the Bank is trying to continue its lending policies oo the same basis while 
operating its financial services on a cost-recovery basis. It is true that 
there are mre losses on the smaller loans than the larger ones. For example, 
loans of under $Can 25,000 have represented less than 15 per cent of the total 
aIOOUilt of the Bank's lending in recent years. Still, these loans represent 
3b per cent of the write-offs arising from bad loans. At the other extreme, 
loans of over $Can 250,000 represented about 12 per cent of the total aIOOunt 
of lending, but only 5 per cent of ;..rri~e-offs. 

TI1e Bank has attempted to be less conservative in lending in the 1970s, 
as already mentioned. Moreover, it ~rovides advice and counselling to 
borrowers who may encounter problems and gives them time to recover frcm their 
financial difficulties. In this sense the Bank is more flexible than a 
comnercial bank, and this obviously is the role of the developo~nt bank. 

The Ba'1k's role in the economy and as a develo~nt bank is 5ignificant. 
To all appearances 5 - e per cent -f all Canadian businesses currently use the 
Bank for financing. These firms employ about 350,000 workers or 31/2 per cent 
of the Canadian work force. The Bank's loar•3 and investments last year 
assisted in the initiation of about 2,000 new Canadian soall enterprises. 

The recruitment and development of high-quality credit officers and 
hranch managers has been extremely important. Specialists are made available 
to field staff when required, people with experience in equity investment, 
engineering, training etc. In the 1980s the Bank hopes to improve its 
strength in th~se areas without reversing its accessibility. It is essential 
to continue to recruit, train and develop a si:.aff of professionals and to draw 
on their expertise without obliging the customer or his application to be lost 
in a bureaucratic maze. 

Over the years, toe Bank has been keen to share ideas and experience with 
other national and international agencies in the business-<ievelopment field. 
In the prxess, the Bank :"la.S advised many other develoµnent banks on methods 
and training progranmes ir respor.se to enquiries from all over the world. In 
co-cperation with the Canadian International Development Agency, the Bank will 
be ir.vesting ccnsiderably greater resources in the field of international 
technical co-operation and training progranmes in the 19bos. 
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FINANCING SMALL-SCALE ENTERPRISES 

V. S. Raghavan 

World Bank 

Existing small-scale enterprises (SSE) and those in development are 
recognized bv their many contributions in the areas of employment and produc
tion as ~ell a~ by the logistical problems they pose. There are varied 
social and :::c:::.11omic implications involved with the development of srmll-scale 
enterprises but the chief concern are the regional disparities and the need 
for creating a new entrepreneurial class. Still few development banks (other 
than those specifically created for that purpose) are prepared for financing 
s.~E. 

The Development Bank of Mauritius (DBM) operates, among others, a 
programme directed to such small-scale enterprises which are otherwise 
untouch~d by the rest of the banking sector. These enterprises are engaged 
in tailoring, gannent making, furniture IIBking, shoe making, metal works, 
jewelry, fishing, pig and poultry farming, printin~ and service-related 
activities such as garages, repair shops and small construction. Typically, 
the owner is by necess:ty the principal worker, as~isted by some other members 
of the family or a few employees (less then five in 90 per cent of the cases). 
Harely does the capital investment exceed Rs 25,000 (about $4,000). The 
average size of DB-l's loans (which carry interest of b.5 per cent for loan 
am:::iunts up to Rs 15,000, or $2,500) is about Rs 5,000, 01· $b30. Del-i's loans 
normally cover about 60 per c~nt (though in rare cases it covers up to 
9? per cent) of the expenditures on Li·~ acquisition of fixec assets which in 
most cases are OBchines and tools or a simple she1 for the workshop. 

The programne of assistance to these very small enterprises started in 
19bb and was administered by the Small-Scale Industries branch of the Liovern
ment. Until 1970, only s011.e twenty loans had been sanctioned. IJ!::l~ took 
over the sche'.Tle in 1971 and, within six years, grante-: fli11ds to ov2r 1, bUU 
enterprises. All loans are guaranteed by the Goverrunent.; sirr.ilarly, all 
administrative and legal expenses incurred on the prograrrme are reinbursed by 
the Government. Less than 1 per cent of Lhe portfolio was in arrears in 1977 
and not one cent had been written off in six years. This is even ffiore 
impressive since the loans are rr.ade at a high interest rate witr. a built-in 
subsidy element which is hardly an incentive for repayment. It would seem 
that "small is not necessarily risky". 

The administrative costs for the infonna.l sector financing programne in 
Hauritius aroounted to 13 per cent uf the portfolio, a seemingly high figure, 
but a quite reasonable one when compared to similar programnes directed to the 
informal sector in other countries. with a handful of exceptions, the entire 
portfolio of DBM could be described as small-scale enterprises. The adminis
trative cost of the entire portfolio worked out to 1.2 per cent, a figure DMB 
could live with even if the Goverrurent had not reimbursed the expenses rJf the 
infonnal sector financing. 

The Industrial Development bank of India (IDBI), which is tr:e .'lpex insti
tution for tenn finance, uses financial intermediaries like state financial 
coqJOrations, ~-egional development banks, and corrmercial banks to reach a 
~arge number or units. A major portion of IDBI 's assistance to the sm<Ll
scale ser.tor .is by way of refinance of tenn loans granU:d by the primary 



lending institutions. Tile m1nlffiun anount of loan eligible for IDBI refinance 
is Rs 10,000 (approximatel/ $1,250) and the facility covers 100 per cent of 
the Joan for amounts up to Rs 0.5 million, 80 per cent in other cases. The 
interest rates are fixed in such a way that the primary lender gets a spread 
of 3.5 per cent. IDBI has issued guidelines on eligibility criteria. For 
loans up to Rs 0.5 million fulfilling the criteria, the facilities are 
autanatic. Nearly 90 per cent of the loan assistance in terms of numbers and 
60 per -:!ant in tenns of the amount are covered by thi.s autanatic procedure. 

The IDBI has taken initiatives in setting up technical consultancy 
organizations in the industrially backward regions of the country. The main 
objective of these organizat-ions is to provide small and medium-size entre
preneurs a package of services, ra~ging frCII! project identification, prepara
tion of feasibility reports, training of entrepreneurs and technical and 
manageJient services in implementing and operating the units. There are ten 
technical consultancy organizations which have been in existence for one 
to seven years. While it is too early to judge whether they ~ave been 
successful, it should be mentioned that the:' have thus far prepared more than 
1,000 project reports, provided training facilities to sane 200 entrepreneu~s, 
and identified as many as 1,000 new entrepreneurs to take up the projects they 
have surveyed. 

Since the financial services required of the SSE sector are radically 
different fran those for units in the large-scale sector it would be useful 
for this work to be undertaken by a specialized organization. Tilis organiza
tion could be located either in existing institutions or in a specialized 
institution organized for this purpose. It is essential to develop a network 
of locrtl offices which can reach the large number of clients in the SSE 
sector. Therefore, in countries covering a wide geographical area, cCXTJllercial 
and co-operative banks with their extensive branch office networks may be 
better for SSE financing than the developmer.t banks. There are several 
reasons for using camnercial and co-operative banks. They provide integrated 
banking facilities that meet fixed capital and working capital requirements of 
SSE. This avoids the need for small clients to deal with more than one 
institution for their meagre requirements. Using local institt:tions which 
have an intimate kn™ledge of the clients results in a gradual reduction of 
transaction costs of SSE lending. It does not follow that development ;:,anks 
should not involve themselves in SSE lending. It does seem that the finance 
role of the development bank should be limited to one of refinancing and 
supervision. 

In order to retain greater objectivity in its lending progranme it mi~ht 
be sensible to separate the banking and promotional functions into two 
agencies. This would serve to check on the system as w~ll as necessitate the 
creation of separate bureaucraci~s which might find :.t easier to co-operate 
with each other for the successful pranotion of SSE. 

Whatever the organizational decision, it is necessary to simplify the 
requirements for reporting and application. Proper accounts can often be 
resolved in small workshops while the notional accounts can be generated by 
the lending officers themselves. Larger enterprises keep accounts, but the 
reporting requirements should not oe time consuming. Requirements for 
authorized clearances and certifications should be kept to a minimum. As it 
is, they rarely affect the viability of the loan but CY.::casion much cost and 
time on the part of the entrepreneurs. 

The smaller entrepreneurs are frequently discriminated against when 
demands for guar3ntees and collateral are made because of few assets or 
fewer influential friends. Most vari~ties of SSEs involve 1 i ttle fixed, but 
substantial working, capital. The banks have the greatest difficulty financ
ing these enterprises; it i3 difficult to find the appropriate collateral. 
On the other hand, sane fonns of secured small-scale business finance such rt~ 
hire-purchase, lease of equii:xnent, factoring, er account~ receivable finance 
provide a fairly easy way of relieving SSE needs. They frequently remove the 
factor of the lending agency and speeo up the flow of t'unds to the SSE sector. 
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With the simplification of infoi"IDCltion and security requirements, it will 
become even coore important to exercise careful, subjective judgement about the 
reliability of SSE debtors. Much can be learned from informal credit markets. 
Infonnal m.rket credit sources have close and continuous involvement with 
their clients in the market. In a supervisory capacity it may be appropriate 
to use tne informal credit sources as brokers or inte~iaries. The shroffs 
(bankers) in the unorganized sector in India, for example, have tradition<:.lly 
lent their funds to SSE and rediscounted their bills with the coomercial 
banks. The smaller, very successful Philippine banks, are dominat~d by local 
magnates comparable to the bankers in the unorganized sector in India, and can 
refinan~ themselves with the central bank. 

A development bank's participation in SSE developments necessarily 
varies according to the country and the environment . Where existing arrange
ments for work space, extension facilities, marketing arrangements and various 
other services required by the SSE are inadequate, the development bank will 
have to organize those services. It may even be necessary for the financing 
agency in the interim to undertake these functions, and becOU£ both financer 
and promter of the project. 
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SMALL ENTERPRISE ASSISTANCE: 
THE INTEGRATED PROJECT CONCEPT 

Emst Loschner. Ewcutiue Secreta11.1 

Osterreichis.che Ko11trollba11k Aktie11l1esellschaft 

In countries of the developing world tl5 to 9'::i per cent of all enterprises 
are classified a3 srr.all in terms of asset size or employment. This classifi
cation has become useless as a basis for detennining how much operational 
support should be given to an enterprise. 

In a consioeration of smallness it is wor·th noting r !"itz .Schumacher's 
book Small Is Beautiful. When the book first appeared, he was ridiculed by 
the industrial world as a social rooantic and harshly criticized by rnny 
developing countries for prescribing a medicine that would perpetuate bac:i<
wardness. Schumacher invited such criticism when he oversimplified and 
underestimated the political dirnens:.ons of his message. However, at the sane 
time he rightly focused attention on the political and social din~nsions of 
massive unemployment. Our concern is nis basic rr:ess2ge to the task of 
development banking. He speaks of technological choice, the search for 
alternatives and analysis of these alternatives. fiesource endowrrent, :.nput 
supply, managerial know-how, linkage effects, marketing and finance a!"e 
involved. These woula originate from var:ous sources and lead to the inte
grated project concept. 

Three types of integrated projects can be distinguished: 
Industry-s~cific support schemes 
Regional scherres for dispersed small enterprises 
Support schenes for small service enterprises. 

The integrated single-industry approach is appropriate wr.ene:ver ~r.ere is 
a high degree of regional concentration of many sniall companies e:.r.d i,.;here 
sector-specific support institutions exist. Typically, these institutions 
must deal with fragmented producers who ar·e trying to reach different :r.arkets. 
They require joint raw-material supply, production facqitie:.;, marketini;\ or 
technological assistance. In order to meet these conditions, tr.e single
indus-c,ry approach provides an effective and low-cost means of assi.stance as 
well as infrastructural support to helr- sr&1:..1 enterµrises com;.;•~lf~ effe,'ti vdy 
and attain long-tenn viability. 

For example, the shoe industry in lr;rlia \r~oncr;ntrated l!Ostly in 1i~ra) 

supplies close to bO per cent of the requirements or thP \.ihol2 sut..continent. 
Significantly, an overwhelming proportion of output is prodL<ced by srnal 1 
f;nterprises, the economic backbone of the mohallas, which are small physical 
and sociological units of work and 1 if'e. Most smaI 1 enterprises ha.ve deperidec: 
on middlemen. This brought about a hand-to-rrouth existence ;mci caterPd .;nly 
to ttie c1ose~;t n.arkets. They were lacking the capital, know-how ;md organiza
tion necessar'Y to upgrade design, sales promotion and outlets; they could not 
provide !'or bulk raw material, storap,e and tr;:_insport. However, already 
•::;tabl i :;hf:d i ndustry-speci fif! support in:>titution:; offerf:d prospects 
•,.;hich wr;1;id tJenefit the:;e i.nfonna1 industries. The p,::Jal:; were the Joint 
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organiZdtion of integrated support services, and the provision for overhead 
costs over a large number of decentralized production unit~. The joint 
linkage of small units with stahle markets would naturally mean tetter credit 
l'isks for the banks. 

A regional support scheire is more diff'icult tc organize <:Hid adnini:oter 
than an industry-specific support sch~ire. It can also be ef'fectiv·~ when 
distances from markets or services create economies cf scale ir; raw-n;at~ria~ 

purch<:lsing, collection points of finished products, storage, trar..5portation 
and marketing. Critical to the success of this scherre is the avai,o.bility of 
skilled extension workers in the support organizations. 

The design of integrated projects will be easier conceptually o.nd 
administratively if a combination or industry-specific and rtbional support 
schemes can be devised. A m..unber of countries organize subcontracting with 
large finns. 

The leather industry in India is another example of an industry-specific 
support scher.ie. There is a high degree of regional concentration and special
ization: over 90 per cen-.:. of all tanning and finishing is carried out in 
thl" States of West Bengal and Tamil Nadu. Given the international rr.arkets 
for their products, the potential increase in value added is equival~nt to an 
increase in foreign exchange to be secured by many s::r..a.11, L.oour-intensi ve 
units. 

Service industries like coaruerce, local transport and repair req•1ire a 
differert kind of institutional support. 1';early all service industries c;;ter 
to local rnacKets. They require fe~ !'aW materials, a~d benefit from flexible, 
auton01IOus organization. Here, access to worl<ing capital ::i.nd investment 
credit is "'-::::::•" crucial. Co-operatives and association!3 prov.i.Je ~avif18s to 
consumers, broaden distribution of earr.ings, and offer the ::;iossibilities cf 
increasing services (e.g. auto repair C;)-Operatives). 

A recent World Bank project in Upper Volta provides an interesting 
example of integrated support. to small service firms. The proj~ct as~igns a 
key role to the develc1pment bank in linking financial and no~-financiai 
assistance to roaJ equipment and civil works. The integrated ~roject concept 
works at three levels: as a corollary to ongoing proj~cts. for meshing 
financial with technical assistanct, and in providing s 1..;0contracting arrange
ments fo• feeder roads. 

In the context of integrated support sche~s for srrall enterprises, ~wo 

points regarding developrr~nt banks and cred~~ deserve mentior.. 
There is t'1e viewpoint that smal l enterprises are poor credit risks. 

A ·~omparison of developrrent !>::.:-~::; assistirig large and small enterprises in the 
same countries showed that thB smc.11 enterprises suffered from greater arrearv 
problems, re l_::.!:..i::::ly ::;peaki.ng. It would be false, however, to conclude that 
sm:=!.ll enterprises are worse cr2di t risks. In fact, it was found that the 
development ba'.'lks assisting small fi.rms had inf~rior appraisal capabilities 
and sup~rvision practices. Furtherm::n'f', comparative oata on income and equity 
returns show th;tt smc:ll enterprises tend to show yields that are just as 
attractive as those of larp;er enteror·ises. 

One should instead consider the poor credit argument as a perceived risk. 
Therefore, tte introduction of a credit guarantee scheme can foster the 
development of a lending component. 1 / Whereas in some countries, e.g. 
Nip;eria. !"IJCh a scherrie has apparently not b-;en successful, in the majority of 
cases financial assistance to small enterrDses by developrr~nt banks and 
c0arnerc).al hanks has increased followin.'l introc'.uction of a credit guarantee 
scheme. 

1 I The lending ccmponf,nt may be rore import.ant for' working ca pi ta.!. 
purposes rather than for investment finance. A World Bank study ur.dertaken ir. 
Colombia in 1}74 si1m:ed working capital constituting 74 per· cent ;:,f project 
ro::;t for small enterprises compared to 1b per cent for rredium/large firms. 
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The other point concerns the social obligations of aevelopment banks. 
Small enterprise assistance is associated with the rieed to farn: out work to 
TVV'I,. ru:>r>n l P in l "'"''"' riPVP l nn<>rl ""'mt,..; P<: S110h Pmn l rlvmPnt f',.prn 1Pnt l v h::.<: :::. h;::;ri r-_.-. r--r-- --- ---- ------r-- ---------- ----- ----r---.1·------ -- -,,------., --- -- ---
reµutation and negative side effects. Workers may be paid exploitation wages 
and be exposed to unhealthy working conditions where noise, smoke, chemical 
pollution and inadequate protection are serious concerns. 

Family enterprises, and those in the informal sector, typically exploit 
their workers with long hours, low wages and poor working environments. r-:any 
established small firms do likewi.se. They have alleged that they could not 
otherwise compete with the medium- and large-scale firms which have rrore 
IOOdern, capital-, intensive facilities. Insofar as this is true the alterna
tive to substandard employment conditions may be an absolute loss of jobs. 

Mininrurn wage, safety and environmental health standards established by 
Governments to protect worKers from abuses are frequently not enfor~ed when it 
comes to the small enterprises. Administrative, political and economic 
problems are involved. The question is should the development banks, in 
setting conditions for use of their loans, be more demanding? They are not 
police and to prohibit them from extending loans to enterprises already 
violatir.g the legal regulations may be self-defeating, considering the 
original function of the development bank. However, it is clearly not in 
their interest to be associated with enterprises, large or srr~ll, that 
violate the !IX)St basic norms of health, safety and treatment of their workers. 
By and large it must be left to the developrrent bank's discretion. But they 
can and should i~clude in their policy statements and operating rules a policy 
to critically examine the working conditions maintained by borrowers, and to 
seek to upgrade them as far as possible. 

When one is identifying projects in the small enterprise area and 
looking for the required mix of financial and non-financial assistance it is 
helpful to remeinber the following i tem.s: 

(a) Multiplier effect. In view of the vast number of small enterprises 
i.n the developing countries, it would be naive to expect that more than a 
small fraction of them could be directly assisted. This is Schumacher's 
message. But the chief selection 0.riterion for small enterprise projects 
should be seen in its potential. Therefore, small enterprise projects should 
deal with entities in the same sector or with those who have closely related 
needs. An organizational base to reach dispersed entities is essential for 
rei;ional support schemes. Here, a co--0perative movement may be most useful. 
This would provide an organizational base to proffiote communication and 
provide a means for channeling assistance. Overhead costs would be spread and 
the administrative burden of technical assistance reduced. And, it would 
prove a better credit risk for the banks; 

(b) Indi\·idual initiative. When designing technical assistance com
ponents for projects, a maximum degree of individual initiative is necessary. 
Here the bank's role is truly one of prorioter» It can afford to do no rrore 
than assist. In fact, this is a problem and too many small enterprise pru
granmes today are being designed to force the bank to get more involved. This 
woul<1 be counterproductive. One should instead be assured of the existence of 
indivjdual initiativ~ beforP. considering assistance. Many projects with 
co-operative components have failed because there was not enough initiative on 
the µart of the small entrepreneur; 

(c) Accountability. It is essential to separate the various cost 
elements within the different forms of assistance. This is not only imoortant 
for detennining the appropriate spread to be retained by development banks, 
but, more generally, it is necessary for the achieverr~nt and maintainance of 
accoLntability and cost consciousness. 

Not every development bank can and should be a prorrQter of small enter
prise assistance. But those that contribute to meeting the needs of small 
enterprises will find abundant and rewarding opportunities. 
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FINANCING SMALL-SCALE INDUSTRIES 
IN THE PHILIPPINES 

Rodolfo D. Manalo. Manager 

Trust Department. Deuelopment Bank of the Philippines 

Small-scale industry financing has existed in the Philippines since 
the Second World War. At the time there was no conscious effort to develop 
small enterprises because the sector was not recognized. The predecessor of 
the Development Bank of the Philippines (DBP), the Rehabilitation Finance 
Corporation, served the credit needs of industry and agriculture. Lending to 
agriculture was considered more important as the Philippines was a primarily 
agricultural economy. However, a national industrialization scheme was 
conceived about 1973. And, small and medium-size industries (SMis) were 
c-onsidered to be most beneficial to the economy. 

In launching the campaign to proioote SMis, the Government considered 
the area of finance as critical. Financial institutions were reluctant to 
participate in SMI financing because of the basic risks and relatively high 
administrati·1e costs involved. It was found that unnetary incentives such as 
subsidized interest rates and liberal rediscounting facilities would need to 
be extended to the banking sector so as to stirulate lending to SMis. 
Comnercial banks tended to cater to high-yield, low-risk investments, which 
made a~ institutional framework for SMI promotion and development essential. 

In 197 4, the Co!llllission on Small and Medium Industry was created to 
bring together the resources and facilities of these member agencies: 

Ministry of Industry 
M:i.nistry of Local Government and Coomunity Development 
National Economic and Development Authority 
Ministry of Agriculture 
Ministry of Natural Resources 
Ministry of Trade 
National Science D~velopment Board 
Central Bank of the Philippines 
Development Bank of the Philippines 
University of the Philippi~es Institute for Smal1-Scale Industries 
National Manpower and Youth Council 
Bureau of Small and Medium Industries 
These responsibilities were in the areas of technological, training, 

financial and marketing assistance. 
There is a particular need for a responsive financing pr::igramne. In 

the six years that lJBP has been involved w5.th srrall enterprise financing, 
several material characteristics peculiar to srrall enterprises have surfaced: 

(a) They have little access to coDlllercial credit as often they have no 
"track record"; 

(b) They have problems with raising equity; 
(c) Tr.ey lack adequate project experience; 
{d) They experience a cdtical period in their second and third year·s; 
(e) They underestimate the possibility of going overbudget; 
(f) Tney frequently suffer from insufficient collateral. 
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All these characteristics should be kept in mind when designing a 
finan::!ing prograrrme responsive to the needs and aspirations of the small 
industry entrepreneur. DBP 's lending programnes have taken into account as 
many of the problems racing small enterprise development as possible. 
TI1erefore DBP's lending progranme contains the following features: 

(a) Working-capital finar.cing. Working capital needs should be packaged 
into all small enterprise loans to provide for peaks and lows of working 
capital requirements. Disbursements of loan proceeds nust be closely managed 
to avoid the diversion of funds which is COllllX)n to small enterprise projects. 
Thcze projects are typically run as self-employment schemes and can involve 
the entrepreneur's family and personal finances. DBP has considered the 
establishment of credit lines instead of direct loans to finance working
capital requirements of small firms. One may question the validity of 
providing short- or medium-term financing when this is the realm of COlllllercial 
banks. On the other hand, when a small enterprise pledges its property to 
secure the loan, it usually is not left with any other acceptable collateral 
with which to secure loans from c~rcial banks; 

(b) Equity financing. The problem of equity appears to be a formidable 
problem and DBP has not to date found a solution. In evaluating projects 
where equity poses a problem, the Bank has asked other institutions to par
ticipate in the project. However, DBP feels that a separate organization 
should be formed to provide risk capital to small enterprises. It is signifi
cant that in some DBP-financed small enterprises which are distressed and corre 
to DBP for restructuring their loans, the Bank has tried, whenever it made 
sense, to convert part of its arrears, particularly the non-out-of-pocket 
portions (i~terests and other charges) into equity; 

(c) Collateral requirements. DBP's lending programmes have been 
tailored so that in appropriate cases loan values get as high as 9G per cent 
or even 100 per cent of market values. This seems to ease the collateral 
requirements of our loans. WhP.n highly desirable projects beset with 
collateral problems come to DBP for financing the Bank sometimes looks to the 
Philippine Industrial Guarantee and Loan Fund to guarantee the uncollateral
ized portion of such loans; 

(d) Loan processing time. Tne current DBP lending system requires a 
comprehensive evaluatior. of the project proposed for financing. This entails 
time to process. In order to simplify matter$ DBP has defined priority 
investment areas based on viability and economic desirability. Projects 
belonging to industries previously ascertained to be desirable are appraised 
to determine viability. Tilis cuts processing time considerably. 

(e) Contingency allowanc~s. DBP has initiated a contingency progranrne 
whereby there is speedy approval of cost-over-ri1n loans up to a maxirrum of 
15 per cent. The aim is to facilitate project implementation. Tilerefore, the 
contingency 103.IlS are approved at the time the original loans are sent to 
decision-makers for final action. Tiie implementing department determines 
whether such loans are appropriate and should be disbursed. 

Since 1973 DBP 's financing programre has responded to the needs of the 
SMI sector. To date, DBP, with its network of 40 branches, 10 sub-branches 
and 8 agencies, through fur.ding from the World Barne, has financed over 5,0CJO 
projects involving over $80 million. In addition the Bank provides con
sultancy services to its financed SMis through its programme of project 
superv1s1on. From time to time, management audits, project visitations and 
management training seminars are conducted for the benefit of the small 
entrepreneurs. 

In the early years a project's viability was considered enough to 
insure the project's success. Six years and more than $80 mill ion in loans 
later, DBP discovered that apart from an analysis of the project's feasibil
ity, management by the project's proponent is an area of major concern. 
Ninety per cent of DBP-assisted projects in distress suffer from management 
problems. This is largely due to the fact that in a small enterprise the 
entrepreneur himself h1ndles all aspects of the business. 
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DBP-assisted SMI projects are closely roonitored under the supervised 
credit programne. Requests for additional finandng or restructuring are 
closely studied. Deficiencies are identified and certain :::onditions imposed 
to seek expert advice in the critical areas or project rnanage1n1::r1t. ,;::.01,g t:--,;c: 
same line, accounting manuals and manageuient brochures are freely provided tc 

assist the SMis. 
New projects seeking DBP financing are evaluated on both project via-

bility and manageD:!nt ability, with increasing emphasis on the latter. The 
ass~nt of the applicant, however, is not limited to his ap~arent knowledge 
of the business operations, but includes an evaluation of his credit standing, 
hi~ p.:st perforuance, training and experience. In the same manner, evaluation 
of i:>Yp::rn!'lion projecL::> ir!e:ludes an extensive review of past performance. 
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SUMMARY OF DISCUSSION 

A development banking expert from the United Nations Develop~ent 

Programme (UNDP) said that for the next decade social aspects were more 
important than increase of GNP. He took the •iew that small business develop
ment was important for both developing and industrialized countries if there 
were to be significant contributions to the welfare of people. He felt the 
offering of finance was too narrCAO a concert. Advice, prcmotional activities, 
and consultancy services were equally important. 

The need for intensive agricultural develo{X'Dellt and the simultaneous 
expansion of small-scale agro-business due to expected birth growth rates was 
reviewed. The expected population explosion and the relatively low investment 
cost for job opportunities in small-scale industries support the idea to make 
more public finance available to small-scale industries of all sectors. 

The question arose to what extent subsidies for interest rates or 
infrastructure. were necessary. The representative of the World Bank empha
sized that incentives for interest-rate differentials, special procurement, 
tax incentives etc. could often lead to inefficient types o" production. Each 
industrial project would have tc be appraised in the light cf the econanics of 
small-scale production. 

A Latin American development banker stressed more efforts were needed 
for financing small-scale industries in the metropolitan areas, which would 
also enable the unemployed urban masses to find work. 

A development banker fran western Africa said that none of the African 
countries were yet at a stage in development which could be called indus
trially dominated. In his view broader solutions were required for the 
financing of srnall-fcale industries which considered the whole economic 
environment and t.he frequency of substantial national changes. 

A representaUve of the Economic Development Fund of the European 
Econcmic Ccmnunity mentioned that under the Lome Convention there were two 
methods of pranoting small-scale industries. The first was to subsidize 
technical assistance, training, consultancy, institution building etc., the 
second to provide financt directly to small-scale industry through loans, 
grants or credit lines. The question arose, particularly with regard to the 
capacity of development banks in Africa, to what exte;:~ ~h~; could use, 
administer and repay those funds. One participant said that a possible 
solution could be to create specialized agencies for promoting small-scale 
industries or, as an alternative, Governments could make a joint political 
effort in centralizing, possibly through the African Development Bank, 
small-scale industry lending. 
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Group 4 - Project monitoring and after-care 

PROJECT MONITORING AND AFTER-CARE 

I. Simba 

African Deuelopment Bank 

The African Devel~t Bank has f01md it difficult to determine which 
department should handle project monitoring. There are arg1.111ents in favour 
of this being the responsibility of the operational departments or those 
departments concerned with industrial project appraisal. But some bank 
managers feel ~hat staff membe!'S who were responsible for project appraisal 
should not bear the responsibility for following up on these projects. They 
might not be able to identify their own mistakes. 

There are others who felt that project follow-up belongs to those who are 
re;;ponsible for ccmnitting funds, in many cases the treasuries or finance 
departments. Sane DFis appoint directors to the boards of canpanies which 
they have financed, hoping they will be able to follow closely what is happen
ing there. A close liaison between the enterprise and the bank's representa
tives in managing, m~ with the supervising organs of DFis, should enable the 
identification of problems before they actually exist. A great deal depends 
on the experience of the particular DFis. 
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PROJECT MONITORING AND AFTER·CARE 

D. P. Gupta. Managing Director 

Development Bank of Mauritius 

Project mnitoring goes way beyond conventional following-up: it implies 
looking for any signs of approaching danger to investments, credits or 
industrial loans. It is not easy for a local DFI to organize eff~ctive 
monitoring systems. The lack of experienced personnel and accumulated 
knowledge in industrial financing techniques poses serious problems. The lack 
of experience is the chief concern; new financing methods ccn be applied 
temporarily, but experience is demanded and must be gained throughout the life 
of the project. Inagine the following situation: A foreign holding company 
plans to implement an industrial project in your country so as to support 
their subsidiary in another country or in two other countries, one for supply
ing raw mterials, the other for mark~ting. If something should go wrong with 
one of the foreign subsidiaries and it should close down, the investrent in 
your own country is substantially endangered regardless of whether you own the 
majority or a substantial proportion of the securities. 

Such defaults will becore typical in the 1980s because of the growing 
internationalization of the industr·.aJ and banking business. Inexperience 
and neglect in international axmitoring demands the close co-operation of 
industrial development financing institutions and the COlllllercial banking 
system. And, there is a need for a better understanding of legal systems. 
Sometimes the law prevents action, even when it comes to changing local 
managements. The question is how can an effective system of international 
IOOnitoring be organized? 
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CONTROL AND FOLLOW-UP OF PROJECTS 
IN DEVELOPMENT BANKING 

L Baez.. Geneml Mam1ger 

Ccrpomcion Financiem NllCiotwl. Eowdor 

In order to facilitate the understanding of the practical methods and 
criteria for the supervision and follow-up of projects, it is important to 
talk about the nature of development banking. Basically, industrial develop
ment banking differs fran traditional banking in the following ways: 

(a) Its principal objective is to prc:mote the social and econanic 
progress of a region, country or group of countries, by providing financial 
resources; 

(b) Decisions regarding credits take into account the guarantees pro
vided, the financial returns that may be offered the client, and the social 
effects of improving the employment situation while utilizing national raw 
materials, consolidating the balance of pa;ments etc. 

Bearing in mind both the lack of financial resources, the minimal genera
tion of danestic savings and the enormous collective needs of the developing 
countries, control of projects is essential to development banking. When 
exploring controls they shoulc k~ep these goals in mind: 

(a) Funds loaned should actually be an investment in the items specified 
by the project, and approved by the lending agency with the aim of benefitting 
the country; 

(b) Recovery 0f ~~~ ~::>ans so as to pursue further activities for the 
prollk>tion of development; 

(c) Gathering of data and experience so that conclusions can be drawn to 
effect the success of future decisions. 

Experience of the Corporaci6n financie~a ~acional 

Organic and functional structure 

The Corporacioo Financiera Nacional (CFN), established in 1964, finances 
the growth of Ecuadorian manufacturing and the exportation of goods not 
previously sold by the country in foreign markets. 

Follow-up and control of projects is carried out by several administra
tive units. Supervision is their specific duty, and other units collaborate 
to canplement thi~ task. 

Top management units as well as ti.ose from the Loan and Investment 
Control Department are involved. They are also there to insure that the 
financed projects accanplish t.heir specific objectives. The complementary 
actions are performed by the following units: the Legal Bureau, which deter
mines :he execution of policies and procedures; the Enterprises Bureau, which 
analyses and participates in the management of th0se enterpri~es 1:1ithin which 
the CFN participates as a shareholder; The Econanic Research Bureau, which 
carries out the ex-poot evaluation; and the Accounting Department, which 
reports on current loan portfolios and recoveries. 



Human resources 

Trained personnel from a ¥ariety of backgrounds are available. For 
c:~a:-i.¥lc, tn~c ~"": :l.r:d !:"!vezt~~t. C()r!t~l. De~!"t!!!e!'!.t 'Y.:'~ris-=s 1 b ~~!"5 who~~ 
fields of expertise are related to mechanical and civil engineering, economics 
and management, besides those specifically related to control teci"miques. 

Records 

In order to cope with the many clients the Loan and Investment Control 
Department keeps records to provide an up-to-date and objective image of each 
organization. These records include loans, work schedules, loan-insurance 
policies, shareholders' equity, endorsements and counterguarantees, and 
financial statements. The information is system.tized through electronic data 
processing. 

Base!': for the control of each project 

The procedures for evaluation of industrial projects are usually those 
follvwed by all development financing agencies, adapted to the special con
ditions of the country involved. 

The evaluation report schedules such activities as production, input, 
work-forc.-e, sales, pro-forDB statements, rates of solvency and ability to pay 
etc. It also Dakes recoomendations as to the execution of the project and the 
expectation of be0€ ·.:'its. 

An agreement f approval specifies the contractual provisions and tenns 
of the loan to be fulfilled by the beneficiaries. A formal acceptance by the 
borrower is required to make it legal. Once the conditions of operation have 
been agreed upon, the Loan and Investment Control Departme~t makes its veri
fication regarding requirements prior to disbursenent, the status of execution 
of the project, the initiation of operations, the fulfillment of the pledge of 
industrial security, and the follow-up during the repayment period. 

Management of control systems 

During the past years, 279 visits were made to enterprises working with 
CFN, either in the proiootion, execution or ope.-ation phases of the projects. 
As a result 801 reports on the control of the securities pledged, the 
initiation of production, the observance of contractual obligations, and the 
status of the portfolio of the institution were prepared. These were to look 
for existing problems, determine the attainment of objectives and recO!llllend 
actions to guide the development of enterprises. 

Special visits were m.de in accordance with the decision of CFN directors 
to supervise enterprises showing financial difficulties as reflect1:.:d by the 
accounting reports submitted every six ronths. 

Th!"OUghout 1978, CFN representatives acted on the Board of Directors of 
29 enterprises in which CFN held stock and contributed towards solving the 
problems arising in the development of industrial activities. To obtair. 
reliable and up-to-date information, the borrowing finns were also obliged to 
submit regular reports as rer1uired by the control systems. 

To keep proper control of the borrowing enterprises, inforrration was 
collected from other sources and cross-checkea with the data provided by the 
clients. The Central Bank, the Ministry of Industries, Coornerce and 
Integration, and other administrative units within CFN have been partici
pating. 

Every roonth the Loan and Investment. Control Departrrent analyses the 
current and due portfolios, studies the cases of enterprises evidencing 
problems with regards to the fulfilment of their obligations and then makes 
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suggestions pertain1.1g to the objectives of the evaluation studies, to safe
guard the interests of the investors and of cm. 

The systems of ex-post evaluation of financed projects 

All work which ~ been progranmed mu.st be later evaluated to detennine 
its final results. According to the Ecuadorian experience, the subject may be 
coosidered fran two points of view: 

(a) A final appraisal resulting fran use of its am resources. When 
projects are directly financed with institutional funds, the ex-post evalua
tion centers on the pericxl of repayment. Of the 837 reports sul:xnitted during 
1972-1978, the most significant indicators obtained were the changes in 
programned investments, evolution of proprietorship, the degree of ccmpliance 
with contractual obligations, and the acbinistrative features of the 
enterprises. Reccmnendations are sent to the borra.rers so that they might;. 
improve their management, financing, marketing, personnel and production 
methcxls, either through their am efforts or through specialized consul ting 
agencies; 

(b) Appraisal as a result of using external resources. To detennine the 
effect of the use of external credit in Ecuador, an ex-post evaluation of the 
programme and of the different projects included was undertaken. Such 
aspects as total investments made in the country, the distribution of invest
ments between fixed assets a."ld working capital, their effect on the balance of 
payments situation and the increase in internal demand due to the acquisition 
of national goods a;ld services were considered especially important. 

The Corporation is considering the adoption of new ex-post control and 
appraisal methcxls in order to make cm financial policies more efficient for 
the industrial develoJXllerlt of the country. Most important would be a manual 
for project supervision and follow-up and the preparation of a report 
i.Dmediately follc:Ming the total recovery of the loa.~. 

General suggestions for develolJllE:nt banking 

Based on CFW experience, it is possible to give scme general opinions on 
the specific problems of control. When organizing a develoixnent bank, it 
is necessaz-y to provide for reliable control of business activities involving 
the client. This demands the availability of suitable elements to execute 
control, ccrordination of efforts and prcmpt analysis and solution of the 
difficulties involved. Frcm an organic point of view, the follc:Ming aspects 
!::hould be indicated: 

(a) An appropriate number of administrative units with ranking are 
necessary for the execution of control. The structure of these uni ts must 
confonn to the different financial policies of the various agencies involved. 
The decisions mu.st also confonn and be able to function within the insti
tutional hierarchy. A framework of general lending policies, financing noi -'> 
and appropriate operating manuals should be required; 

(b) An efficient multi-disciplinary team needs to be created within the 
control Linit. Accounting, top management and control units representing civil 
works, marketing, production processes, Gha.ild participate; 

(c) Guidelines for controlling construction and financing programnes 
should be determined, with provisions for constant on-the-job training; 

(d) Assistance fran ccmplementary control units, such as a legal depart
ment for the analysis of the loan; an econanic research department for the 
definition of policies; a data processing department for ~ystematizing 
information. 

Definite provisions must be made for alternative means of gathering 
information. It is essential to receiv"' enough information to deter:nine 
whether or not funds are being used appropriately. The client cannot usually 
be depended on to supply this information, therefore, the follc:Ming suggestions 
might prove helpful: 
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(a) The loan contract should specify all the important conditions 
according to which operations must definitely be cal"ried out and the necessity 
of t.hf' periodic sutmission of financial statements ano progress reports; 

(b) Adequate records should be maintained to enst.;re control and to 
CClllil.lllicate the information required by the contract; 

(c) Regular visits for purposes of assessing the project's progress 
shoulc be made; 

{d) The1-e should be particioation on the project's board of directors; 
{e) Reccmnendations shwld be made, w.·hen necessary, abcut the use of 

consultants; 
{f) Accounting and auditing systems, procedure manuals, management 

information systems and administrative control methods should be established 
for maximum efficiency to benefit the investor, the credit agency and the 
country. 

C~ experience with almost a thousand private, mixed and public enter
prises shews that excessive involvenient with the difficulties and adminis
trative decisions of clients praootes inefficiency and the risk of losing 
scarce resources. Therefore, it is important to consider carefully the 
reasons for intervention and to tum the occasions for intervention into 
periods of co-operation. 
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PROJECT MONITORING AND AFTER-CARE 

M. R. B. Punja. ['(ecutiue Director 

Industrial Deuelopment &mk of India 

Experience in develoµnent banking over the last 25 years has reinforced 
the belief that no develoJlllent bank cculd be effective without the machinery 
for effective follow-up of assisted projects. Because of the problems of 
industrialization and the fact that a goodly number of projects already show 
signs of failure, the follow-up function has become a basic activity of 
develoµnent banks. 

Over the years, develoi:ment banks have gone fran being mere purveyors of 
term credit to being the i:'!struments for achieving rapid industrialization and 
the agents for removal of regional imbalances. F.arlier there was an emphasis 
on the econanic standing of the prcrnoter; nowadays the emphasis is on project 
viability. The prcrnoter is considered the entrepreneur and project manager. 
Previously, recovery by foreclosure in the event of default was stressed, 
while today's concern is for project nurturing, problem solving and rehabili
tation. 

The follow-up concept has undergone major changes in recent years. This 
is greatly due to the widening objectives of the banks. Before, they were 
confined to inspection and verification of assets. "Follow-up" has cane to 
mean moni toi 'ing and constant re-evaluation of management's performance. It 
takes the form of assisted concern through this process of monitoring and real 
help in order to assure the successful implementation and operation of the 
project. 

As far as project financing is concerned, development banks have become 
major partners in the projects assisted by them because of their substantial 
contribution, whic.:h can go over 85 per cent of the project costs. This con
tribution can increase if there is an over-run in the project cost, which 
occurs frequently in present inflationary situations. 

Development banks ought to give industry and industry's management 
confidence and the feeling that develoi;ment banks are as much interested in 
the everyday stability and prosperity of the enterprise as they are in 
financjng it when it is in trouble. A relationship of trust and under
standing between development banks and their clients is invaluable. Con
fidence makes for co-operation, which is the means for the ccmnunication of 
vit&l information. 

In India, develoµnent banks reccmnend that the boards of directors of 
assisted industries should consist of persons with industrial, financial and 
caimercial backgrounds. Invariably, development banks appoint their naninees 
or representatives on the concern 's boards of directors right frcm the start. 
Naninee directors are expected to ensure the application of sound business 
principles, keeping the interest of the development banks and the shareholder2 
in mind, and to see to it that everyth:·.ng remains within the framework of 
government policies. It is just likely :hat the naninee director would also 
participate in a management committee where senior executives and other 
directors deal with the most important matters of the enterprise. 
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A basic organizational structure must be set up for implementation of the 
project. Its objective should be the provision of professional ex~e· Lise in 
technical, financial, comnercial and administrative fields before the assis
tance is disbursed. 

In sane cases consultants are appointed by the bank to report on the 
implementation of projects. Auditors are also appointed if the case so 
warrants. With the additional infonna.tion gained, development banks should be 
in a position to undertake intensive monitoring of projects. Intensive 
monitoring should be done on a selective basis for high-cost projects or 
projects promoted by new, inexperienced entrepreneurs. 

Situations do exist in countries such as India where development banks, 
against their best judgement, must accoomodate a class of pranoters with a 
proven res0rd of delinquency. I~ such circumstances, one would adopt a 
cautious but hopeful attitude and resort to depending on a much more rigorous 
follow-up. 

Delinquent managements may have to be regarded as a separat category 
and dealt with in a suitable manner. It should be remembered they do not 
represent the majority of clients. 

The lack of requisite informatic~ can be somewhat resolved in the 
following ways: 

(a) The management and professional staff of development banks should 
adopt a helpful, co-operative and problem-solving attitude; 

(b) Information systems should be devised so that they may be of 
practical use to the project management; 

(c) The management and professional staff of development banks should be 
concerned with their reputation. They should be i:; a position to influence 
sister institutions, ravenunent and other agencies, and help projects to sclve 
their problems; 

(d) The development bank should make a conscious effort to have ccxrmuni
cation at all levels. 

There should be a spirit of mutual trust, understanding and appreciation 
of each other's points of via. between the development bank and the client 
corporation. 

An efficient and eff..::~tive monitoring system would depend upon such 
factors as the effectiveness of the follow-up, ~ize of operation, type of 
industries and segments of econany financed, geographical coverage and the 
resources in terms of finances and manpo.wer at its ~~sposal. Otherwise, the 
objects of fellow-up seem to be COlllllOn for all development banks. Even though 
it may cost much in tenns of time and money to set up an efficient follow-up 
department, it is a long-tenn investment. 

There is the question of whether a development bank should be involved in 
helping the assisted concerns in their problem-solving activities. Next, and 
more important, it should be decided to what extent a development bank is 
justified in concerning itself with the management affairs of the assisted 
units. Should their participation go so far as intervention? TI1e two issues 
are interrelated. Tile case for extending assistance at the stage of project 
implementation or at the operational management stage rests, finally, on the 
enlightened self-interest of the development bank involved. Tile developr.ent 
bank's changing mode of operation has effected its operational flexibility on 
several fronts: the quality of entrepreneurship, a competitive market 
situation, problems of supplying essential equipment, intermediate gO<x1s and 
raw materials, troublesane bottlenecks in transportation, contending with 
government policies regarding imports, exports, taxation, pricing and credit 
policies. Therefore, the development bank must keep a close eye on the flow 
of additional, unanticipated benefits fran the pruject, assuring the speedy 
implementation of the project and its efficient and proritable perfonnance 
thereafter, in order to recover its investment. These considerations could be 
termed the "enlightened self-interest" of the devel.o~nt bank. 
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It becomes necessary to distinguish betwee~ situations where the develop
ment bank is merely concerned with the affairs of industrial managemeut and 
where it is a~tively involved. While a development bank can legitinBtely be 
concerned, its active involvement should not be the rule. 

From the Indian experience, the management of assisted enterprises can be 
categorized as dependable, deficient and delinquent. The first category of 
management does not call for any involvement in their affairs. In the case of 
deficient management, the involvement of the development bank in the affairs 
of ':.heir management will be acceptable provided the development bank has 
established its credibility. It is only delinquent management that may 
interpret the concern of the development bank as constituting interference. 
Such cases are few. Therefore, the development bank is justified in rectify
ing the delinquencies. 

It is not unlikely that development banks in the 1980s will have occasion 
to be increasingly concerned. Problems of management oust be solved, and 
follow-up efforts must be made keeping in mind that each issue and each enter
prise must be exarr.ined in terms of the overall operational context of the 
development bank. 
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SUMMARY OF DISCUSSION 

In discussing the relationship between appraisal and follow-up, a number 
of representatives mentioned that their banks had fo~nd it necessary to 
combine both functions. The representative of the Caribbean Development Bank 
explained how his bank had found project officers to be roore interested in 
appraisal than follow-up, considering it to be a more glaroorous activity. The 
bank had therefore decided to assign both functions to project officers and 
placed a senior officer in charge of both appraisal and follow-up. While the 
bank seemed satisfied that it would be wrong to separate appraisal from 
super-vision, they did not consider the combination of functions an ideal 
solution. 

The representati~e from the Belgian Investment Bank mentioned the favour
able experience his bank had had because of combined functions. He suggested 
that DFis share their various experiences in this regard. It was felt. that 
outside cor.sultants were occasionally needed to fulfill the combined fun~tion. 

A number of other representatives said that accorvling tc their 
experiences it was absolutely essential to ~eparate appraisal and supe1·vision 
within the organization. it was indicated that supervision teams that had not 
been involved in the process of appraisal had been found to be !TX)re critical. 
It was stated, however, that a diffe--ent type of trainii1g was needed for 
supervising officers. They had to be capable of exactly defining what 
infonnation was needed and of analysing the enviro~nt in which the project 
was operating. 

A representative from Mali talked about how his bank decided three years 
ago to separate the appraisal and follO',J-up functions within the organization. 
So far the results had been excellent. In spite of the separation, the 
appraisal and supervision teams had to co-operate. 

The Moroccan representative diseussed his bank's decision to separate the 
functions. His institution found that in many cases supervision officers we.-e 
not of a high enough calibre. A further difficulty was indicated: the 
insufficiency of information flows and feedback on project progress between 
appraisal officers and the supervision department. 

One deve]opment banker who thought it was not necessary to separate the 
appraisal and supervision functions maintained that projects frequently failed 
because events could not be correctly anUcipated. He felt that the appraisal 
process could be improved significantly on the b3.Sis of experience gained in 
follow-up. In conclusion, he felt that it was roore important for DFis to gain 
experience than to be overly concerned with impartiality. 

A representative from the United Republic of Cameroon cited two problems 
his bank faced in follow-up. One concerned technical problem.s and the other, 
management problems. Because of the smallness of their staff, the institution 
had to resort to hiring independent consultants when technical difficulties 
arose. The managerial problems most frequently encountered were in the areas 
of financial managerrent, accounting and budgeting. The bank, therefore, 
Gecided to create a special assistance division to specialize in those areas. 
It had achieved favourable results so far. 

At the close of the meeting a representative from OPEC voiced his agree
~en t with the panel members who felt that DFis should not as a rule get 
involved in the actual r.anagement of firms. 

lt was also suggested that international organizations should discuss thP, 
problem of project appraisal a.id follow-up and offer training seminars on the 
.subject. 
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Group 5 - Operational and institutional 
self-evaluation 

INSTITUTIONAL SELF-EVALUATION 
OF DEVELOPMENT BANKS 

IN CHANGING ENVIRONMENTS 
T. Y. Hahm. Senior Vice President 

Korea Deue/opmenr Finance Corpomrion 

Hany dev~J..opment banks (DB) successfully fulfill their roles in the 
development of a national economy. However, it should be observed that sane 
DBs fail to perfonn their role and remain stagnant. 

A DB with a declining role can usually be found in the transition periO.: 
toward an industrialized economy rather than in the very early stage o~ 
industrialization. By and large, stagnation occurs i.then a DB fails to adapt 
itself positively to the rapidly changing economic and social environments. 
H<:Mever, healthy DBs manage to make the adjustments and continue to play 
important roles in the economy. 

It is helpful to look at the environments and priorities of t'1e stages 
of industrialization: 

Initial 

Environment 

Limited financial ~esources 

Poor domestic savings 
mobilization 
Lack of entrepreneurship 

Inexperienced managerial staffs 

High unemployment with 
affluent unskilled labour force 
Limited econanic statistics 

Semi- Increased mobilization of 
industrialized domestic savings 

Few opportunities for 
new business 
Heated competition 

Surge of labour problem 
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Priorities 

Inducement of foreign 
capital 
Identification and 
promotion of projects 
Managerial and technical 
assistance 
Creation of job 
opportunity 
DB's o..n institution 
building 

Inducement of new 
financial methods 
Mobilization of 
danestic savings 
Promotion of new 
industries 
Managanent consulting 
Active industrial 
research 
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Stage Environment Priorities 

Fully 
industrialized 

Excessive savings over 
demand 

Overseas economic 
co-opera':.ion 
Deepening of 
industrial structure 
Support of public
oriented industries, 
such as pollution 
control 

Tc..::.'u10l0Ki~dl uevelopmenL 

Active production of 
capjtal goods 

Surge of pollution problem 
Emphasis on social welfare 

So much depends upon the specific environment in which the DB operates. 
Nevertheless, the above illustration may help explain what is expected of a 
development bank at a given stage of econcmic and social development. 

It is unlikely that a DB operating in the initial stage of industriali
zc.t.ion can raise a large portion of the required investment funds in the 
domestic market. It is also unlikely that it will be able to pranote highly 
technology-oriented industry. Investments in pollution control industry may 
also be too costly at this stage. 

However, DBs which rely on foreign capital while the dcmestic market 
allows fund mobilization will quickly experience shortages of available fund 
resources and a decrease in business. The future of the development bank 
itself and its ability to compete depends canpletely on its perception of 
changing environments and its talent for evaluating its institutional 
surroundings. 

Its self-P.valuation should have institutional and operational aspects. 
In assessing the institutional aspect, a DB needs to be concerned about the 
following economic and social factors: 

Change in the industrial structure 
Change in distribution of labour-intensive, capital-intensive and 
technology-oriented industries 
Movement of interest rates, inflation and sa,rings ratio 
Financial market structure and fund-raising abilities. 
Awareness of changinz industrial structures will enable a DB to pranote 

projects in the leading industrial sector and provide a basis to contribute to 
the industrial structure of the national econany. 

Industrialization necessitates a gradual shift of investment from labour
intensive industry to more capital-intensive industry, the goal being invest
ment in highly capital- and technology-oriented industry. There may always be 
sane exceptions. Therefore, DBs must continually be prepared to meet the 
changing requirements. 

It is necessary for DBs to adopt policies to maxir.1ize the mobilization 
of funds in given local market situations. In the absence of a workable 
capital market many DBs rely on government funds for local currency financing. 
A DB usually needs a longer tenn capital to provide equipment financi~g. It 
3hould not allow itself to be discouraged by the high inflation and low 
savings potential in its domestic market. The close observation of changing 
interest rates, inflation and savings serves as a basis for future fund 
mobilization. 

As the economy moves towards maturity, more diversified financial 
services are required. A DB must diversify its activities or anticipate the 
creation of new financial institutions to handle newly required financial 
services. This could be a joint effort or sanething it pursues on its a.m. 

The four factors mentioned above are significant for assessing a DB's 
position at any stage. Close observation of these factors should eventually 
suggest two aspects of self-evaluation: how to assess and remove the 
obstacles preventing the optimwn perfonnance of the present activities and how 
to prepare for the next stage. 
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In the evaluation of a DB's operation special ~is nee-4....s to be placed 
on the quantitative analysis of its contribution to the national econcmy. 
Such analysis will provide the basis for maintaining its status as a DB and 
~€ fvf' the €st.dul.i~r1111:mL of operational st.rategy. lt will 3.lso contribute 
to improving its relationsi1ip with the Government and the general public. 
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HOW THE DEVELOPMENT OF THE INDUSTRIAL 
SECTOR LEADS TO CHANGES IN THE OBJECTIVES 

AND STRATEGIES OF DEVELOPMENT BANKS 

Harry M. Osha. Mam19ing Director 

Nigerian Industrial Deudopmenf &mk Ltd. 

Upon exananation, one notices an amazing degree of uniformity 1oo;hen it 
comes to the industrial objectives and strategies of the aeveloping countries. 
Nearly all of them, regardless of their stage of development, have adopted 
import-substitution and export-creation strategies. Some have graduated into 
intermediate and capital goods production, but nnst are still at the consumer 
goods stage. Brazil and India have been quite successful in the creation of 
industrial export. But, in roost developing countries the search for appro
priate tec;mologies that would both reflect their relat:i.ve factor endowment 
and alleviate the pr0blem of unemployment has not been successful. 

On the whole, the underlying structure of the econcxriies of developing 
countries has not changed, and industrial production still accounts for only a 
!1egligible part of GDP. Moreover, because foreign capital dominates the 
industrial sector in many of these countries, control and management continues 
to remain in foreign hands even though considerable progress has been mde in 
achieving indigenous ownership. The reasons are the shortage of entre
preneurial ability and skilled manpa..1er a"ld the unwillingness of expatriate 
managers to relinquish control. 

Government is the major promoter of industrial development in most 
developing countries. Since development banks in these countries tend to be 
G'>Vernment-owned, they are usually involved in the impleOEntation of their 
respective aspects of development plans. Indeed, they are even involved in 
the fol"'lllJlation of development plans. with such a relationship between the 
Government and development banks, it is inevitable that the objectives of the 
banks should change not only with develcpment but also with changes in 
national economic policies and objectives. 

Nigeria's efforts at industrialization date back to 1946, when the Ten
Year Development Plan was launched by the colonial Gove~nt. In that year 
the Nigerian Local Development Board, the forerunner of Nigerian development 
finance institutions, was established. It my not have achieved a great deal 
but it set the cour!:ie and set it in the right direction. Nigeria's First 
National Devel~procnt Plan was initiated in 1962. One of the objectives was 
the organization of a development bank for the roobilization of funds. The 
establishment of the Nigerian Industrial Development Bank (NIDB) in January 
1964 was the result. 

The major industrialization objectives of Nigeria, as contained in 
the First National Development Plan ( 1962-1968), the Second National Develop
rr~nt Plan (1970-1974) and the Third National Development Plan (197~-1980), are 
the!:>e: 

Prorootion and expansion of industrial output and diversification of 
the industrial sector 
Industrial employment opportunities 
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Creation of increased indigenous participation in the oc..nership, 
direction and management of industry 
Pranotion, develo{Xnent and fair distribution of industry. 
Di:-spiti:- thi:- ~pict grt.:Yth 0f th~ i!1t!•..!stri~l s~t0r ii'! NiePri~, ; t "~~ yPr 

to meet expectations because of its slow start from a very s~~ll 8ase. 
Nigeria continues to find it necessar1 to import a wide range of :r.ar.ufacture•: 
goods. 

Hany industrial objectives and strategies are carried over frorr. one 
Develoµnent Plan to the next. Unless this is to continue, the country must 
address itself with renewed vigour to the follcwing issues: 

(a) The virtual non-existence of vertical industrial diversification 
and the linkage effects that go with it. Considerable progress has been made 
with the expansion of import-substitution consl.Dller goods output, but little 
progress has been made with industrial diversification. The country's iron 
and steel industry is still being implemented. Apart fran petroleum refine
ment, there has been no fonrard integration fran crude oil production to 
petrochemicals. The munufacturing sector continues to be heavily dependent on 
imported intermediate goods and components. Export-oriented industries, 
essential if Nigeria is to diversify her source of export earnings, are almost 
non-existent; 

(b) the industrial sector is a negligible employer of labour when 
ccmpared to the primary sector. Because of the capital-intensive nature of 
industrial technology, industrial employment has not been able to keep pace 
with the industrial grCMth. 

The concentration of industries in a few urban areas remains a marked 
feature of econanic development in Nigeria. The goal is the even geographical 
distribution of industries. But, the inadequacy of infrastructural facilities 
in the less developed parts of the country stands in the way. It should be 
noted that the Government is at work to remove the barriers and facilitate the 
geographical distribution. At present, t~e Goven11Dent and the Central Bank of 
Nigeria account for a combined share of 99.5 per cent of NIDB paid-up share 
capital. Prior to 1976, a total contribution of 74 per cent of NIDB risk 
capital was made by the International Finance Corporation (25 per cent) and 
private, foreign institutions in Nigeria (49 per cent). The re~a1n1ng 
26 per cent was held by the Central Bank of Nigeria (25 per cent) and 
individual Nigerians (1 per cent). 

Many of the original operating policies of NIDB did not confonn with 
national industrial objectives because of its involvement with private arid 
foreign industry. For example, NIDB was to assist all enterprise operating in 
Nigeria, regardless of whether it was i11digenous or· foreign. It was forbidden 
from investing in Govenunent-controlled projects. However, as the neects and 
circumstances of the econany changed. NIDB operating policies and strategies 
were reviewed. There have been modifications, e·;en though its basic objective 
of providing finance and technical assistance to industrial projeets remains 
unchanged. 

In fact, to date NIDB has sanctioned a tota~ of N 311 million (approxi
mately $190 million) to 349 projects and disbursed N 190 million (approxi
mately $120 million). The investment strategy has closely foliowed the 
national strategy of import substitution. 

Textiles accounted for the largest share of NIDB sanctions in tne 
earlier years of its life. However, food and beverages (mainly beer and soft 
drinks) and cement have taken priority in recent years. The Bank has fri·
mulated a subsectoral investment programne to guide its operations until 
1981, primarily in response to the recognition of the subsecLoral composition 
of manufacturing output, the availability of manufactured items and the recent 
intensive import restrictions. NIDB has also considered the following factors 
in designing the programne: the deteriorating external payments position, the 
emphasis on the use of local raw materials and the intensified pr'ogramme of 
import substitution, 
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Because the Government is the chief pr(JllOter of industrial development 
in Nigeria and because of the relationship of NIDB with the Govenwent, the 
operating policy of NIDB has been reviewed so as to enable it to assist 
Government-sponsored projects. The Bank is, therefore, contributing to the 
!calizuti~ cf the Gcve!":"'~t'!O i~d'...!St!'i;..!i?'~tinn nhjectives. 

Indeed, prior to the prcmulgation of the first Indigenisation Decree 
in 1972, NIDB had reviewed its policy in this regard. Up until 1970, most 
NIDB sanctions and disbursements went to foreign-controlled projects. Fo!" 
example, only 27 per cent of the value of 1969 sanctions went to indigenous 
industrial venture. After the 1970 policy revisions, indigenous enterprises 
have consistently accounted for the greater portion of the Bank's investment. 
This portion has exceeded 90 per cent in each of the last three years. This 
ccmnitment has necessitated an increase in the Bank's prcmotiona~- activities, 
as well as its loan and equity stake in the µrojects assisted. Therefore, it 
has had to step up its technical and managerial efforts to ensurE' thdt the 
projects are run efficiently. NIDB has been making efforts to guarantee the 
fair distribution of its projects throughout the country. At first, its 
projects were concentrated in a few urban areas. In 1964, as :nuch as 46 per 
cent of its sanctions went to Lagos. In 1970, the figure was :}:) per cent, in 
spite of the fact that the inadequacy of infrastructural facilities in the 
rural areas worked against the Bank's efforts. There has been progress in 
this regard. 

It is also possible that the inadequacy of suitable financial inter
mediaries could hinder industrial develoi:inent. A3 industrialization pr~ 
gressed, the existing banks and financial institutions found themselves 
operating at full capacity and nearing the brea.lcing point. Caimercial banks 
listened to the ccmplaints of indigenous businessmen who wanted more support. 
NIDE responded by helping to fou.~d a merchant bank. It also se~ up a stock
broking subsidiary which has helped the develo~nt of the Nigerian capital 
market. Recently it acquired a 60 per cent participation in Ccmnonwealth 
Develo~nt Corporation (Nigeria) Ltd., a step tnat is bound to add further 
strength and resilience to Nigeria's financial system. 

DevP.loi:ment banks have excellent potential for influencing the course 
of industrial develo~nt. In Nigeria, they have influenced the policies of 
both the Govenunent and privat~ investors. This is an indication that their 
influence and the process of interaction and change is not restricted to one 
point of view or one dirE>ction. This is a fact that Governments should 
understand as they accept the role of developing banks as agents of change. 
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PROJECT SUPERVISION AND EVALUATION 

G_ B. M. Renger 

World Bank 

Project evdluatioo has two basic objectives: the measurement of hCM 
f\llly and h<M efficiently operational programnes and activitit~ are prcxiucing 
the desired results and the feedback of information for the purposes of 
anticipating and augmenting new directions, policies and procedures. If one 
agrees with the principle that the function of evaluation should be perfonned 
by those directly involved in the operations, it should hold true that most of 
the evaluat:on activities are of a decentralized and self-evaluative nature. 

About eight years ago the World Bali.le established a separate Operations 
Evaluation Department whose Director-General is respoosiblP for appraising the 
operation evaluation system and reporting on its adequacy. He is also 
respaisible for conducting selective, independent reviews of operational 
progranmes and activities to determine whether object::.ves are being realized 
and how progranmes might be made more effective and responsive to the needs of 
the member States. 

Sane initiatives have recently been taken to establish t.he function of 
evaluation at the outset, as the projects themselve3 are developed and 
financed. We are also trying to encourage and institute i.mnediate project 
supervision within member States. 

While evaluation is an integral part of supervision at all stages of 
a project's develo~t, the World Bank believes that a more formal evaluation 
exercise should be instituted at a project's c...mpletion. At the conclusion of 
active project supervision the World Bank is required to prepare a project 
canpletion report. This is done by the responsible operating departments, 
normally within six months of the ccmpletion of disbursements. Lately, we 
have agreed with our borrowers that they should prepare this report them
selves. 

In some ways, the report represents the culmination of our regular 
supervisior.. It canpr·ehensively reviews the extent to which the objectives 
and expectations have been achieved. The report examines reasons for devia
tions fran plans and tries to assess their significance. It is not intended 
:o re-eord the history of the project but to consider whether the project was 
worth doing. 

Sane of the principal questions, which of course are al~o asked during 
project supervision, are the following: 

On implementation: Were the project and its principal canponents fully 
canpleted, on time, within cost estimates, and were final costs reasonable? 
What changes were made during implementation? Why? 

On financial perfonnance: Have the targets and projec~-ions, including 
the self-financing of investments, been fulfilled? 

On institution building: were project management arrangements satis-
fac~,ory? Have agreed or expected refol"!DS in policies and structures been 
carried out? Have such reforms been successful? 

On efficiency: Could sane of the projects be prepared, appraised, and 
implemented more quickly or econanically in the future without undue risk to 
project or sector objectives? 
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Or, econanic impact: Is the economic return of the project likely to 
reach expected levels? If this question cannot be answered or if the report 
cannot offer rreaningful comnents on the likely benefits so soon after comple
tion, when can econcmic eVrtlu~tion nf t.hP pr'l')j~t bi:> ~cllMul.~? 

On other considerations: Did the project have unintended effects? 
Where relevant, was the distribution of benefits of the project as expected? 
How does tl-ie borrower perceive the World Bank's involvement in the project? 
Was our original diagnosis appropriate in that respect? Have we learned the 
lessons of our experience with this project, whatever its degree of su~cess? 

There are questions to be answered regarding the quantitative impact of 
development bank financing. The World Bank has sought to put their answers in 
understandable term.s and has intror'uced the Subproject Data System through the 
clients' own development banks. it provides for the standardized compilation 
of appra.isal data for subprojects financed by the Bank or IDA and for their 
systema.tic assessment at a later date, when the financed project is in opera
tion. This would not be later than the third complete financial year of 
operations. 

The System involves recording data about key indicators of anticipated 
costs and benefits on a standard one-page form at the time of appraisal, 
as well as other data which would be routinely available from the time of 
appraisal. At a later date it would involve recording on the same form the 
very same indicators for the same subprojects, thereby re~lecting actual 
performance once the project has been implemented and is preswred to be in 
full operation. Needless to say, we have sought to minimize the administra
tive burden on the development banks by limiting the information called for to 
that which is nonnally available at the appraisal stage and checked in the 
course of supervision. 

Benefits to the DFI would include the following: 
A better ability systeuBtically to evaluate and justify any contribution 

to economic development 
A definite framework for the collection of subproject data, reoording 

for follow-up on subproject implementation and the assessment of subprojects' 
actual performance 

A roore streamlined process for Bank processing of subprojects and the 
later preparation of the project completion reports would be available to DFI 
borrowing from the World Bank 

The Subproject Data System also facilitates ratters for the World Bank. 
It provides it with the following: 

Procedures for evaluating and deroonstrating the overall contribution 
of development bank lending financed by the Bank 

A uniform presentation of key appraisal data 
A consistently defined set of appraisal expectations on which to base 

th€ justification and approvals of subprojects 
A mechanism for checking on the actual performance of subprojects 
An accumulation of the data needed for the project completion report 

in a standardized, easily accessible form. 
As stated before, we have only just introduced this system and have 

introduced it in two form.s. The Long Form is for larger subprojects and the 
Short Form for the smaller subprojects. This should minimize any additional 
administrative burden. It will be necessary to fill in the data twice, once 
at appraisal and again on the same form when the project starts operation. 
Tr.is process will consist of key indi~..ators such as: 

Total cost of the subproject 
Time required to complete 
Capacity utilization 
~mployment creation 
Investment per job cre~ted 
Value of total output 
l/alue of exports 
Do~stic and import components of inputs 
Value added and value added as a percentage of output 
Gross earnings as a percentage of net fixed assets 
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It may sound formidable, but, in fact, it is rather simple. The IJX)St 
difficult calculation may be the economic rate of return, but this item 
appears only on the Long Form. In other words, it is only required for the 
larger subprojects and then only when a ireaningful calculation can be rrade. 

Th;<> <>v<>tom ; ., ......,.,,.; ~ f'\n hr f'f'\r e>11hn,...., i<>f't <> th:::>t h<>n..f'i t f'rvvn IJf'lr 1 ri ---- -J--- -- --.,----- ----.1 --- ---r--..,---- ---- -------- ------ ------
Bank financing. However, some of our client development banks have indicated 
interest in extendir1g it to each of their subprojects. Therefore, these forms 
will become available to any interested banker. 
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FONEI: 
A CASE OF INSTITUTIONAL SELF-APPRAISAL 

J. Villasenor. Director 

Fondo de Equipamiento Industrial. Mexico 

Unlike most other central banks, the Banco de Mexico has actively 
participated in praooting the econcmic development of its country. One way 
has been by channeling credit through legal reserve requirements to priority 
areas. Another has been the administration of trust funds that finance 
develo~t. 

One of these trust funds is the Fonda de Equipamiento Industrial (FONEI). 
It is engaged in financing exports of manufactured ;soods. It was observed 
that a number of industries were not able to fill export orders due to 
insufficient production capacity. In order to improve this s 1. tuat ion and 
grant credits for purchasing better machinery and technology for export 
industries, the World Bank, in October 1971, approved its financial support to 
the Banco de Mexico and the creation of FONEI. By mid 1973, FONEI had begun 
operations. 

The first years were difficult. Host Mexican industrialists were 
accustCIDed to using the banking system for credit purposes which required only 
the backing of collateral. The FONEI requirement of a pre-investment study 
was sanething new. FOOEI found itself having to formulate the ideas that 
industrialists had loosely presented into a useful pre-investment study. 
During this stage, FONEI tried to offset the resistance of the industrialists 
to drawing up and presenting useful pre-investment studies by offering them 
attractive credit terms, especially where the interest rate was concerned. 

FONEI, like all other trust funds for financial development administered 
by the Banco de Mexico, makes use of the national Mexican banking system. As 
an incentive to act as intermediaries in the granting of Fund credits, they 
are offered a differential that is intended to offset their costs and give 
them a reasonable pi•ofit. In the beginning, the Fund's praootional strategy 
was to attend to the entrepreneurs directly, evaluating their investment 
projects and backing them in the search for a credit institution that would be 
willing to act as an intermediary. Up until that manent, the role of the 
banking system behind the Fund was basically a passive one. 

FflNEI had attempted, without much success, to induce banks to take charge 
of evaluating the projects applying for the FONEI rediscount. By the end of 
1978, hCMever, the Fund had established an incentive for banks, which con
sisted of their receiving a greater differential for their intennediation. 
This and the January 1979 change in banking legislation, which said that banks 
were first and foremost to take into account the viability of the i~vestment 
projects, awakened the banks' interest in evaluating projects themselves. All 
this led FONEI to design a training programme to teach bank officers to 
accelerate the process. Finally, it is the intention to acquaint all Mexican 
credit institutions with the concept of active development banking. 

Once the Fund had achieved the necessary maturity to define its 
objectives more precisely, the step was taken in 1978 to set up a system to 
finance national programnes for adapting, integrating and developing indus
trial technology. The country was at a point of development where it was 
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possible for Mexicans to assimilate technology quickly from third-party 
countries and adapt it to the Mexican reality. At the sane time they were 
capable of developing new processes or products and solving problems of 
:::3.:-!:.!factu!"e 0!' quality c-0rit:.rol t.hrt)l_1en t.hP.i r OWi1 efforts. 

Tte industrial development of Mexico was geared to the substitution of 
imports. Little attPr.:.ion was paid to other qualitative aspects, and so it 
had largely been concentrated in the metropolitan areas of Mexico City and 
Monterrey. The mjority of the industries developed without the realization 
of problems which would eventually result from the industrial waste. This and 
the increasing number of vehicles in circulation have uade Mexico City one of 
the llK)St polluted cities in the world. 

Recently the authorities enacted a law, with many regulations, to 
control the various types of pollution. While serious measures have bee~ 

taken to ensure that it is observed, industrial~sts have resisted n:aking tlie 
necessary investment and consider it unproductive. This situation has led 
FONEI to pursue the possibility of obtair.ing financial support from the World 
Bank. The idea is to establish a new progranme for the preferel'ltial financing 
of investments in pollution-control equipment. 

FONEI supports projects in which it takes into account not only the 
possibility for the generation or net saving of foreign exchange, but also the 
number of jobs that would be created and the kint1 of contribution that would 
be mde to regional development. In 1978, the FONEI Technical Coomittee 
authorized credits totalling about $US 100 million, almost double the aIIX)Uilt 
granted in previous years. As a f"""-Sult of the credits granted in 1978, the 
Bank has calculated that approxinately $US 790 million in foreign exchange 
will be generated or saved (computed at current values) during the first five 
years the projects are operating. About 6,500 new jobs will be created. ThE: 
fact that 70 per cent of the credits authorized by FONEI during 1978 were to 
companies established outside the zones of industrial concentration gives sone 
indication of its contribution to regional development. 
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SUMMARY OF DISCUSSION 

The consensus was that operation<!l a.-id institutional self-evaluation 
would be crucially impor-tant for +-,he next decade. At the same time it was 
felt that there had been litt:le µrogress in the area of zelf-evaluatioo ar:d 
that there was an urgent need for guidelines. 

The represen~Jtive of a DFI in Malaysia conc.Pded he had not been able 
to arrive at a satisfactory solution! but he suggestec that it would be 
helpf\11 to consider three stages of evaluation. The first might consist of 
setting targets for achievement in key areas. 1he canparison of targets with 
actual achievements should lead into a second stage in which the DFI's 
contribution to its e'lvironment would be examined. In this stage the DFI 
would analyse its role and ascertain wheth~r it in fact had the appropriate 
criteria for judgement. For instance, questions concerning mea~·1res of 
profitability and the optimation and adoptioo of standards muld be raised. 
In the third stage it would be asked if the DFI was capable of efficiently 
acccmplishing its tasks and i'"1a.1 it shoold be canpared with other fi02ncial 
institutions operating in the same o~ similar environments. 

A second speaker frOlil Malaysia expres~ed disappointment that the 
question of how develoµnent banks should evaluate themselves had not been 
answered. He questioned the fulfillment of plans and meeting profitabil.i.ty 
targets as accurate measures of success. He pointed to the dilelIIIlla of 
measuring success qualitatively and quantitatively. 

This dilemna was ~ighlighted by a representative fr<Ei a public develor
ment bank in India. He suggested that the ~uestion of self-evaluation 
could be rephrased by asking whether the develoµnent bank had been develop
mental in meeting the objectives laid do.m by the Government. He conceded, 
however, that the quantitative measures of growth rate and profitability could 
be less important than the quallty of a DFI's work. As examples of quality he 
mentioned responsiveness to clients' needs, the quality of ser1ices rendered, 
efforts to simplify forms and streamline procedures, improvement of follow-up 
techniques et.c. These constderations would lead to answering the question of 
how to quantify the quality of service. 

The representative of a DFI in Nigeria characterized the issue of 
self-evaluation as a dilemna when a Government-CMr1ed development bank had not 
received clear objectives frcm the Government. He suspected that there wer·e 
several cases where DFI had found their shareholders to be reluctant or unable 
to spell out the tasks they would like to see accanplished. Therefore, the 
DFI had to be prepared to rely on its own Judgement, and in any case to seek 
the closest possible relationship with government authorities. 

Reliance on the DFT 's own judgement was the essence of the stateme'1t 
made by the representative of the private DFI in the Philippines. "Evalua
tion" was prefixed by "self", so as to stress that the DFI must judge for 
itself whether or not it was making relevant goals in its cow:~ry. If a 
DFI '-'!;=tS not able 01~ willing to critically evaluate itself as regards the 
extent arid quality ot' its own progress, suggestions for outside evaluation and 
guidance seemed almost irrelevant. 

Jn this connection he felt that the panel had made sane useful 
suggestions. It was important that DFis should set their own standards of 
expectations and that there sh0uJd be an effort to ensure that the process of 
self-evaluation would be institutior.alized and carried out once a year, 
helping the DFI to remain constantly responsive to its country's needs. He 
did feel that too little attention had been given to the dichotany between 
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ex-ante planning and ex-post control and was convinced that prograilliling and 
planning was more important than ex-post control. For this reason it was r.eld 
that regulc..r self-evaluation was absolutely necessary for the !JF.i. to rrobil ize 

environment. 



Group 6 - Social obligations of development banks 

SOCIAL OBLIGATIONS 
OF NATIONAL DEVELOPMENT BAf\~KS 

I. Shihata. Director-General 

OPEC Specil1I Fund 

8evelopment is a compr-ehensive process which transcends economic criteria 
and objectives to include social considerations and even social objectives in 
its scheme. 'file social element is composed of factor~ that directly improve 
the quality of life, a::.though they may also contribute economic benefits, 
however indirectly. Econorr..ic and social objectives are therefore frequently 
interlocked. Tiley are seldom mutually exclusive. If they seem at times to be 
contradictory, they should be more closely examined to see if this is actually 
the ~se. Economic growth in the narrcwest perspective, i.e. without social 
considerations, would make no sense. Problems do arise at the early invest
ment and decision stages, when trying to determine the social and economic 
objectives. This is the case because of financial resource constraints and 
alternative demands which are competing for available resources. This is not 
a problem of reconciliation between social and economic objectives for the 
government planners. It is instead a question of exchanging short tenn for 
longer term benefits with:..n the 0Ver:?.ll ranking of development priorities 
which are, of course, largely influenced by the availability of financial 
resources. 

As catalysts for development, development banks face problems similar 
to those of the government planners with their pr0Ject promotion and financing 
activities. 'file difference is that the greater their accountability, the more 
constraints on their resources. 

As their narr~ suggests, development banks are both development institu
tions and banks. As banks, they are obliged to pursue profit motives to the 
extent to which they are not compensated for b~' direct government aid or by 
interest-rate subsidies. This is because of their accountability to those 
whose money they n0nage and who are, in essence, their perfonnance auditors. 
Tilese include the external le~ders of development banks, the shareholders and 
the depositors. Tilerefore, as banks they are obliged to apply so-.md financial 
criteria in their activities. But, as development institutions they share in 
the responsibility of the country's development effort, tJth social and 
economic. It is the fulfillment of this role which places unusual demands on 
the project prorootion and financing ac. ti vi ties of deve lo;:imer t banks. Yet, 
without fulfilling this role, a development bank would lose its reason for 
existence. 

If social and "~anomic objectives converge, their union also converges 
with long-term financial objectives. One of the basic reasons for overal 1 
financial viaoility (besides providing for the future) is the ultifll<:lte pursuit 
of a development objective. Otherwise, financial viability becorres solely ~ 

matter of individual gains and has no positive impact from the standpoint of 
general or collective welfare. Tilerefore, objectives of financi ;il vicibi 1 i ty 
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are important for the loog run only to in.sure the achievement of the higher 
socio-econcmic objective cf develoi:ment. Insuring the future of the concern 
can only be done by way of such financial in<'Pflt.ivP.~ ;:is !lrof"it. ::imi T'f'mlm-:or~

tion. By this method both parties, the develoi:ment bank (DB) and the enter
rrise, can expect a fair return on the invested capital. 

'!'he typical investor, prcmoting a project, is rarely concerned with 
socio-econanic considerations beyond those implicitly involved in the profit 
motive of his investment proposal. H<Mever, in the case of DB, the financial 
return objective should not take precedence over socio-econanic considera
tions. Nor should ccmnercial ends be sacrificed altogether, as DBs could not 
continue to play their fundamental role in a market-oriented or mixed econC111Y 

For purposes of discussion, the social develoµnent respoosibilities c. 
DBs can be divided into three areas: project design and appraisal, institu
tional building, and target groups and sectors. 

An in,!estment which may be financially viable may not necessarily be 
socio-econanically desirable fran a resource allocation viewpoint, i.e., in 
terms of employment generation, value added, profit pl<M-bact<, linkages, and 
induced incremental socio-econanic benefits. It is a DB's responsibility to 
screen out potential invest.mer.ts without such benefits fran their scope of 
activities. 

On the other hand, there are projects which may be of dubious or marginal 
financial merit but are nevertheless socio-econanically desirable. Often, 
such projects are the result of inadequate project preparation or the result 
of over-emphasizing social considerations during project preparation. Cases 
of public amenities financing by DBs may be a good illustration of this latter 
situation. In such cases, the justification for DBs' prcmoting and financing 
such non-revenue earning canponents as pollutior. abatement equiµ:nent, software 
or itans otherwise unrelated to the revenue-earning capacity of projects, is 
no different fran the justification for legislation or institutional mecha
nisms dictating the need for such components. The problem is that the 
benefits of these socio-econcmic considerations (improved quality of life and 
l<Mer environmental costs in the example of antipollution canponents) are 
often long term, aggregate aP.d difficult to measure for the typi<'.ally small 
project considered for DB financing. Consequently, in these cases the problem 
is not one of contradiction between financial and socio-econcmic objectives 
but rather one of quantification. 

Another case involves public entities such as the utilities canpanies 
which do frequently receive financing fran DB.::1 and which more often than not 
attain low rates of both financial and economic return. In such cases, 
financial objectives are difficult to reconcile with development objectives 
because of difficulties in quantifying social benefits that bridge the 
difference. 

Where social considerations make economic objectives seem dubious, 
Governments and DBs should define the threshold belOW' which a project should 
not be financed by a DB. Such purely develoµnental projects as basic infra
structure, education etc. cannot be suitable for DB financing if, as mentioned 
earlier, the DB must withstand the scrutiny of its creditors and shareholders. 
It is quite clear ~ .. ~ Governments do not substitute their budget for those of 
the DBs in projects of unquestionable financial and ec~~anic merit. HC1..'ever, 
there are borC~rline cases, thin lines or areas outside the traditional 
government sphere of responsibility which find themselves merging with those 
traditionally outside of the DB sphere. Appropriate incentives to DBs are 
important. In such situations, institutional building activities can be seen 
as important to the DBs. 

There is no doubt that staff training in financial analysis, accounting 
and management, involvement in the preparation of general sector studies, or 
assisting in project fea.sibili ty studies and project preparation, and their 
ability to provide technical assistance to borrowers in the developing 
countries is an important role of DBs. While the short tenn return on these 
activitie3 is 1C1..' or negative, the long tenn benefits are encouraging. These 
include an improved DB performance and ~apability resulting in the more 
efficient allocation of resources, contributions tC1..'ards creating a good 
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climate f.::ir investment, improvements in the client/DB image made possible 
through experiences with successful projects, and finally the development 
benefits of well-conceived and well-appraised projects. 

Tne question i:>e<.~, huw ~1 i..h~t: c11;t:i.v:i.t.i~ Ut::- 0::11-dt:U uut c,y DB.s 
without resulting in an excessive drain on their resources for other, 
iomedi~tely productive activities? 

Before answering this question, there is yet anuther social obligation 
of DBs which finds its rationale in the very reason for institutionalizing 
credit, i.e., to make it available to ti1ose who could not otherwise obtain it. 
This, of course, refers to such groups as farmers and small investors ·.mo 
could not otherwise obtain credit fran ~a1111ercial banks because of the risKs 
and relatively high administrative costs involved. This also assumes 
pl"OOIOting productive investments in the agricultural sector, the rural and 
other econanically depressed areas in order to canplement the infrast~ucture 
and other investments of Governments. 

DBs must be prepared to make the ccmnitment to assist these target groups 
and sectors which would otherwis- bP. neglected for reasons, respectively, of 
credit and productive investmen.... Beyond their ~ institutional buildii'g 
efforts, DBs obviously need help fran essentially two sources, their Govern-
men ts and external lenders. 

Governments can assist dt.;velopnent banks in two ways: directly, with 
financial aid and interest-rate subsidies or rebates and, indirectly, through 
investment-code provisions responsive to the obligatior.s of DBs and the needs 
of their clients. Such assistance, h<Mever, must be r·eserved for occasional 
fine-tuning of the investment climate when there are soci~econanic consider
ations. Care should be taken to dvoid excessive incentives such as the 
misallocation of resoorces or forgone tax revenues, serving simply to pranot.: 
financial rewards for both DBs and their clients. The responsibility for 
monitoring the investment climate. its ills, its probable cures, and its 
direction rests to a large extent "'ith DBs and their activities. Governments 
should benefit frcm DB's experiences by giving DBs a role in the discussi'X1 of 
a country's development plans and orientations and in the el2boration of 
investment codes. 

External lenders that assist DBs by extending them lines of credit can 
also do much to assist. They could show greater sensitivity to the social 
obligations of DBs in orientin~ their portfolio to certain sectors and target 
groups as weil as in the review of subprojects appraised by DBs. It is 
possible for them to tailor their onlending tenns (for those institutions 
which extend their lines of credit through Governments) to enable DBs to meet 
the unconventional demands on their resources that do not yield adequate 
financial returns but nevertheless are necessary fur the development process. 
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SOCIAL OBLIGATIONS 
OF DEVELOPMENT BANKING 

S. A. Daw. Executiue Director 

Industrial Deuelopment Bank of India 

As with developing countries, there are many differences between develop
ment banks. it is especially important to understand these differences when 
discussing matters of policy. HCMever, development banks do have these cOOJ!IOn 
characteristics: 

(a) Tileir financial involvement includes the mobilization of resources 
and the lending and allccation of funds to all projects; 

(b) Tiley nut only provide term finance but also take u9 developmental 
activities such as project identification, prcmotion and refonnulation; i.e., 
they are active in all stages of the project; 

(c) Tileir lending operations, by and large, are not guided by profit 
motives only; socio-econcmic objectives set by their Govenmients are inciuded 
in project appraisal and constitute part of the developing banks' goals. 

Tile objective of any development strategy is to optimize the use of the 
countr~'s scarce resources for achieving long-tenn socio-econanic objectives. 
It is an enonnous task to form.Ilate this kind of proper development strategy. 
It must involve a large number of people and institutions at the .:ime of 
formulation so as to be realistic and appear acceptable. The main task we 
should be considering is the removal of poverty in the next decade. This is 
quite impossible unless it is known what needs to be done and what can be done 
from the first and with what available resources. Tilere must be priorities 
and target solutions for the future. A time schedule for accanplishments 
~hould be devised. From the moment the strategy is formul~ted, local people 
and institutions s•1ould becane involved. Its wide accepta1ce is essential. 

Development banks are institutions whose activities have to be geared 
ta.rards achievement of national econcmic objectives in all countries under
going a planned process of econanic grc:Mth. Objectives, and organizational 
and policy frameworks, may differ fran country to country, but the institu
tions have to work to achieve them. Within the limitations of its statute, 
each development bank has to translate these individual objectives into its 
own objectives. It. should be aware of its own domain and therefore aim for 
excellence in perfonnance wit~in that domain. 

The main business of development banks is to raise and to disburse 
finance, a scarce resource in any developing economy. Finance should not be 
consi<lf~red a resource but a spectrum set in which all other resources are 
exp:·essed. Tilerein lies its weakness and its 3trength. The mobilization and 
disbursement of financial resources without an eventual corresponding creation 
of good::i and services is inflationary. At the same time, development banks 
are not and should not be reduced to functioning exclusively as resource
raising and finance-disbursing agencies. Finance has the strength to camnand 
all resources and direct their flow in socially desirable directions. 

Within the framework of its traditional lending activities, a development 
bank can play a significant role in optimizing the use of available resources 
and in achieving a socially desirable product-mix. They are useful for 
stepping up the pace of industrial growth and for promoting industries to 



development in otherwise industrially backward regions. The developt".ent 
bank can prevent the concentration of econanic power and be successful in 
promoting the indigenous growth of small entrepreneurs. As soon as the 
objectives are clearly aennect, the operational policies and procedures must 
be geared t<Mards their realization. 

There is no scientific way of translating these objectives into 
or~izational objectives. They require value j•Jdgements -J.Ild predictions. 
Nevertheless, they must be clearly defined. Otherwise, the development ba~ks 
may find it very difficult to set priorities, prepare meditm-tern: plans, 
fonnulate armual performance budgets, and apply the appropriate apprai.3;:i.l 
criteria. 

The develoJJI1ent bank's method for project allocation of resources should 
lead to a greater contribution to social purposes. Appraisal of any project, 
large, mediun-size or small, has to be conducted fran several interdependent 
points of view: coomercial, technical, managerial, financial and econcmic. 
However, these four points should not be considered by a possible project as 
the only conditions which must be satisfied to be deemed and selected as a 
worthwhile project. They are nece3sary and important Griteria to satisfy, but 
when resources are scarce and several ccmpeting projects are likely to satisfy 
these criteria, one must decide which project would make the best use of 
scarce resources and benefit the greatest number of people. 

This is where the more challenging developmental role of the developnent 
banks canes in. The concept of financial institutions as tenn-lending 
agencies assunes that all other resources needed for investment are available 
and that finance is the or:ly limiting factor,and that the borrowers will 
successfully carry out the projects as soon as the financial resources are 
made available. This assumption is not valid for developing countries, where 
the process of industrial gr~h is constrained by varying shortages. Most of 
them are characterized by shortages of sane of the inputs and skills needed 
for a successful project. Apart fran scarcities of physical inputs such as 
machinery, materials, fuel, power and infrastructure facilities, ~hese 
countries do not have a sound enough entrepreneurial base to take up new 
projects. They are also lacking the competent technical and managerial 
personnel to run their projects efficiently. What happens at odd times is 
that there are few, if any, viable projects to pursue. 

Obviously a development bank in these countries must do sanething more. 
It can look at itself as a catalyst, ccrordinating the efforts of scxne govern
ment agencies and institutions, while fortifying the efforts of others. It is 
very difficult to surmount the problem o; rigid restrictions through inter
national trade when the need for supply is critical, particularly when sane of 
the shortages are non-tradable factors. And, international markets are not 
sources or outlets for production. If that were the case they could earn 
valuable foreign exchange. Because the problems created by the inadequacy of 
infrastrw::ture, capital and resources are essentially multi-dimensional, no 
institution is capable of solving them alone. It is a joint task which can 
perhaps best be implemented by the catalytic development bank. In these 
special cases it is up to the development bank to build up the weaknesses and 
renove anything that stands in the way of industrial growth. 

Development banks have no limitations when it comes to fulfilling 
their socicil obligations, so long as their activities pertain to servicing 
industrial activities. Ho~ever, they must be innovative. The initial trans
fonnation of ideas into projects can usually be accanplished more effectively 
through the assistance of a consultant or professional not too closely 
involved. 

Their modus operandi may be more noticeable through their implementation 
of individual projects and with individual entrepreneurs. However, develop
ment banks have to keep the overall industrial development and economic 
objectives of the nation in perspective and see to it that all parts operelte 
hannoniously. 
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THE SOCIAL OBLIGATIONS OF THE 
IVORY COAST INDUSTRIAL DEVELOPMENT BANK 

A. Diby, Director-General 

100'1.I Coast lndu$trial Deuelopment Bank 

The fundamentaJ obligations of the Ivory Coast Industrial Development 
Bank (BIDI) are dr.sc~ibed in its constituting convention. They are to 
encourage the dev ~lOJXDE!Ot of industrial private enterprise and invite the 
participation of foreign investors in the development of the Ivory Coast. 
Danestic inve~tments fran Ivory Coast industry are also suggested. No effort 
should be spared when it comes to learning about financing new industrial 
enterprises. Most important is the financing of projects approved by the 
Government. 

BIDI is also obliged to provide technical and professional training with 
the goal ~:.- creating a skilled indigenous work force. Citizens of varied 
abilities are to receive training, though there should be emphasis on training 
individuals for financial and general management of BIDI. 

The Bank's directors perceived that the fulfilment 0f these obligations 
was of primary social importance. Therefore, the Bank set itself the 
objective of successfully prcmoting the Ivory Coast national. It has taken an 
active part in setting up pranotional bodies aimed at training Ivory Coast 
businessmen, as followd: 

(a) The National Office for the Prcmotion of Ivory Coast Enterprise was 
established in July 1968 for the purpose of devising and implementing studies 
and actions to be pursued in the Ivory Coast. It is designee for the creation 
and development of truly national coomercial, industrial and agricultural 
enterprises, the organization of collective professional branches and 
improving efficiency and productivity wHhin the business sector. Towards 
that purpose, it conducts a wide range of studies and arranges their implemen
tation to benefit enterprises, 0.~oups of enterprises, firms and professional 
unions; 

(b) The Guarantee Fund for Credits to Ivory Coast Enterprises was 
instituted in July 1968 for the purpose of guaranteeing credits granted by 
banking institutions to Ivory Coast nationals or companies where at least 50 
per cent of the capital is nationally CMled. In its first 10 years the F'und 
has helped raise over 3 billion CFA francs (CFAF 217 = $1) in loans, bene
fiting 160 enterprises, thus helping to provide more than 2,000 jobs; 

(c) The Special ~'und for Small and Medium-Size Ent~rprises is managed by 
the National Financing Corporation. It was founded in October 1970 to make up 
for the shortfall in capital invest.went for small and medium-size Ivory Coast 
ccxnpanies. It was a matter of making them self-financed. This Fund 
contributes up to 15 per cent of the funding for a project, thus lowering the 
promoter's share to 10 per cent. This may be acca:nplished either by partici
pating in the business by means of a buy-back clause in the prcmoter's favour, 
or through a long-term loan whici' is not due until the repayments of nonnal 
bank loans. The Fund's support has made possible 34 projects and investments 
totalling CFAF 400 million. 

BIDI itself participates direct:.ly in business promotion. This began as 
a supplementary effort to assis·~ the small and medium-size Ivory Coast 
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enterprises whose action through their own special fund was limited. The 
Fund's resources could not exceed CFAF 60 million over a period of five 
years. The ntmi>er of projects permitted was limited due to the Fund's o.m 
r-est~ic~ii.:!'...s 0f a ~Piling of CFAF 50 million on project expenditures. 

The Bank's participation was aimed at making up the pranoter's investrr.~nt 
or at making it possible for Ivory Coast nationals to beccme shareholders. To 
date BID! has helped sane 27 project-:. and invested approximately 
CFAF 900 million. 

BID! set up praootion and guarantee funds. These were made possible 
because of interest monies returned by foreign agencies that had granted loans 
to the Bank. Since its establisanent in 1980 the Prcmotion Fund has supported 
20 projects, and on 30 April 1979 its balance was CFAF 90 :nillion. 

The Guarantee Fund has, t1.. date, a balance of CFAF 134 million. 
Impressive as this may be, there is a great need for the Bank to extend 

its scope and becane better able to respond to the needs of Ivory Coast 
entrepreneurs. The entrepreneurs lack financial and technical resources and 
adeq•iate management experience. Industry is still very young in the Ivory 
Coast. The experience is in the less canplex fields of agriculture, forestry, 
cattle raising, extraction of building materials, handicrafts, bakery, minor 
ccmnerce, transportation etc. To extend its activities on behalf of Ivory 
Coast enterprise and to increase the level of experience, the Bank has helped 
to finance these sectors and assisted 35 enterprises with over CFAF 1 billion 
in the past 10 years. 

It can be estimated that the 255 firms helped by BIDI have created 
100,000 r."?W jobs. Without the Bank's assistance sane 20,000 of these would 
have never existed. The Bank's staff is entirely ca:oposed of nationals, 
totalling 56 i:ersons, 23 of whan are at executive level. Besides training 
senior staff for its own purposes, BIDI is training £...iployees for its clients. 
In this way it hopes to contribute towards creating the possibility for local 
management in the private sector. 
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SOCIAL IMPACT OF THE ACTIVITIES OF THE 
INDUSTRIAL DEVELOPMENT BANK OF EGYPT 

A. H. Kalxodan. Chairnkm 

Deuelopment lndustrk.11 &.mk. Eg~1pt 

The greatest achievenent of the Development Industrial bank of Egypt 
(DIB) has been the creation of new jobs at a low investirent cost per capi.i..a. 
Since its establishment in August 1976, the DIB has provided ~loyment for 
approximately 100,000 new workers. It accomplished this by focusing on 
labour-intensive projects and by supporting small industries, artisans and 
co-operatives. inis actually means that it has helped to improve the chance 
of over half a million Egyptians to participate in development. 

Egypt's greatest national resource is its people. The people may also be 
the biggest problem. Egypt is already one of the !IX>St densel v populated 
countries. Population is increasing by aoout one million each year. The 
country runs the obvious risk that the hard-won gains of development will be 
diminished or even cancelled unless things change. Therefore, the reduction 
of the birth rate in Egypt is a social goal. 

Industrialization is one of the chief factors contributing to a decline 
in the birth rate. There is a prevailing desire for smaller families and the 
effectiveness of family planning prog~s is greater anx:>ng that segment of 
the population associated with roodem industrial activities. The increased 
standard of living should reduce birth rates and an increase in social 
securities would make children unnecessary as a means of security for old age. 

DIB activities in long-tenn and medium-term financing have helped to 
accelP.rate the process of industrialization in the country. It has concen
trated its operations in the !IX>St populated areas of Cairo and Alexandria 
where, ~~ntrary to the generally held view about the impact of urbanization on 
population growth, the growth rate is, in fact, higher than in the provinces. 
The geographic distribution of the loans approved by DIB from 1 August 1976 to 
30 April 1979 was as follows: 

Area Number of loans Percentage Value of loans Percentage 
of total ( thousa.1ds of of total 

EgyEtian pounds) Cairo ____ ---1 053 --irg--- - 6 430 
€0 ____ 

Alexandria 708 ~ 2 120 20 
Lower i:.gypt 102 ~ 1 040 10 
Upper Egypt 323 15 960 9 
Canal zone 19 1 210 2 

'fotaT __________ ·2-205 ____ ----- ---- ----10160- ----------- -

The particular strategy of I.JIB has tended to reduce the negative social 
effects of advanced technology such ::is long working hours, fatigue, mental 
stress, envirorur.ental pollution and increased risks and accidents. It 
discourages the use of sophisticated imported machinery if it might entail 



psychological stress and prohibits the introduction of second-hand .na~hinery 
that might cause health and safety hazards. DIB is equally concerned about 
environmental stress. 

The achievement of DIB technical a::;::;.i::;td11(;e 0tjt::e:t.iv-<::s will ha..-<0 a 
significant social impact. Better incane can be obtained through improved 
performance. Finally, better nutrition, health, education and increased 
access to such luxuries as electricity and entertainment will be realized. 

DIB has allocated a significant share of its resources to finance medical 
and dental equi~t. The Bani< has also contributed to the establishment of 
hospit~ls for purposes of rehabilitation. 

Hunger is a key problem for developing countries. The poor quality of 
the food produced is as much a problem as the insignificant quantity. DIB has 
been effective in pr«00ting food industries and the opti.nun use of Egypt's 
available agricultural products. 

OPEC and the World Bank have created special funds and extended lines of 
credit to UIB. This assistance provided facilities with which the DIB could, 
in tum, assist the small firms in Egypt. The progra!Illl€ consists of four 
parts: ( 1) a technical assistance service organized and implemented by the 
Engineering and Industrial Design and Develo~t Centre; (2) a programie for 
upgrading skills implemented by the same institution; (3) an accelerated 
training prograume for unskilled or semiskilled workers fran small finns 
implemented by tne Productivity and Vocational Training Department of the 
Ministry of Industry; (4) a management develOJlllent progranme to be carried 
out by the Federation of Egyptian Industry. 

DIB has encouraged projects with high social impact. Tloio cutstcmding 
examples are the sand-brick and plastics factories. Both projects employed 
prisoners and ex-prisoners, who would otherwise not have found work, in the 
production process. Hore projects of this kind are planned. 

164 

( 



SUMMARY OF DISCUSSION 

Tilere were diverging reactions from the panellists dis~ussing the social 
obligations of DFls. Tilose representing Government-owned DFls naturally 
miM"Ored the policies of their Governments, while executives of privately
controlled DFis stressed the importance of freedom in project selection and 
pronntion and they asserted thaL this freedom enhanced the viability of the 
industrial environrent as such. 

Tilis dichotomy characterized the responses to the question of the extent 
to which development banks can or should consider questions of worker safety, 
health and environment in project pronntion and appraisal. In particular, it 
was asked whether DFls should support alcohol and luxury goods projects in 
their countries. Tile general question asked was whether a DFI should refuse 
assistance to a project on other than financial economic grounds? 

A statement from the floor addressed the public development banks in 
particular. Since ioost DFls were characterized by either total or majority 
government ownership, it was expressed that all public banks should have 
social obligations which match those of their respective Govenl!Dents. It was 
felt they should give the same priority to that matter. However, the speaker 
was of the opinion that private DFis should also have social obligations and 
not just social objectives. 

Tile distin~tion was made between financial and economic project analysis 
and the analysis of social benefits. it was conceded that social benefits 
were at best difficult to quantify. However, the need for establishing guide
lines was considered urgent. It was felt that project analysis could safe
guard against pollution and t.hat possibilities in this area should be explored. 
It was generally felt that environment should be explicitly included in an 
integrated approach of cost-benefit analysis for project preparation. 

Tile two opinions concerning the priority of social obligations also 
characterized the panel's response to the following question: should a 
specific investment/employment ratio be a criterion for project analysis? 

The representative from the public Egyptian development bank cited the 
favourable experiences his bank had had in assisting projects in the area of 
small enterprise. In his country, project assistance to small enterprises 
had proved to be an important vehicle for the creation of a large m.unber of 
jobs. It had been achieved with a relatively rocxiest investment which averaged 
out to costing about $4 ,000 per job. 

On the other hand, the representative of the private DFI from the Ivory 
Coast reflected his bank's belief that a specific investment/employment ratio 
should not be a criterion for project selection and proiootion. He stressed 
that freedom of choice was most important for project proiootion, though the 
ability of projects to show adequate financial and economic returns had to be 
a condition for project acceptance. 

In conclusion, the chairman of the panel voiced some concern over the 
statements rraa~ by representatives of the world Bank during the Symposium. 
These statements had characterized self-reliance as a primary goal. He 
expressed the fear that the pursuit of that goal would lead to the coamercia
lization of development banks, which would in turn lead to problems for DFis 
in meeting their social obligations. 
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In that context, the chairman mentioned that the OPEC Fund had been 
developing a new policy. As credits were made available to developnent baflkg 
at an annual interest rate which reached a maximum of 4 per cent, the Fund 
decided tnat:. t:.he im:.eresL uifft:l-Cutial tu the c~le~dir-.g !"2.te 0f tho:' DFT wo11l rl 
be passed on to the DFI, allowing it to meet social obligati,.,ns in specific 

priority areas. 
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Part three 

PLENARY SESSIONS ON MOBILIZATION 
OF FINANCIAL RESOURCES 



DEVELOPMENT BANKS AND THE MOBILIZATION 
OF DOMESTIC FINANCIAL RESOURCES 

Vincente R. Jayme 

Preside11t. Prioate Deoelopme11t Corporation of the Philippines and Chairman 
of the Ma11agement Committee. Association of Deoelopment Financing Institutions 

in Asia and the Pacific 

The international economic order of the future l!J.lst evolve from a system 
that has been largely shaped by the needs of industrialized countries into a 
system in which developing countries have a voice in the direction it shoulc 
take. But greater participation in shaping a new world order requires 
devel~ping countries to be increasingly responsible for and reliant on them
selves. It also means that the economic development of developing countries 
should derive its nnrrentum from co-operation and understanding, not only from 
developed countries but also anx:>ng developing countries themselves. 

It is in this spirit that development finance institutions (DFis) must 
confront the challenges of the 1980s. One such challenge is an increased need 
to llX>bilize domestic financial resources. 

Given the diversity of character, operations and operating conditions of 
DFis throughout the world it is perhaps appropriate to outline the problems 
that appear to be common to most DFis in mobilizing domestic financial 
resource~. 

Significance of the problem in the coming decade 

The demand for resources in the world will continue to expand in the 
1980s both in real and current. terms. While rruch progress has been made 
within ~hP- third worl~ "n the last two decades in raising ~capita income, 
rrruch remains to be done. 

Despite progranmes to reduce population growth the dynamic implications 
of the present demographic structure in much of the world will strain 
resources in the coming decades. It will be necessary to sustain high levels 
of savfogs anci investment to meet this challenge. 

Mobilizing re.3ources to sustain the l!X>mentum of structural change in the 
economies not only of developing countries but also cf developed countries is 
ano~her challenge that ·.1ill probably encounter greater diffict.:lties in the 
coming decade. 

This structural change is reflected in the increasing share of the 
industrial sector in the gross domestic product (GDP) of developing countries 
and in the shar-e of manufactured exports in their overall export structure. 
In the last two decades developing countries as a group have begun to account 
for an increasing share of world trade in manufactured exports. 

The roomentum of this transfonnation of the structure of production and 
trade, especially in developing economies, will have to he sustained and 
accelerated in the coming decade. 

Such a transfonnation will require larger capital investm:..1ts over longer 
periods of time to finance the purchase of equipment, the setting up of nec
essary infrastructure as well as the current suppliec needed by an expandinR 
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industrial sector. To finance this kind of transformation, the econany will 
nPPrl fi Mn~ia 1 intermediaries who C'.an match the requirements of lenders with 
the needs of borrowers. The problem of roobili7..ation i.3 twofold: generating 
enough resources and matching requirements witr needs. 

Changing directions in external flows 

In view of their own capital needs, external flows of capital from 
industrialized countries may in real terms be insufficient to help the 
developing world. Moreover, the slow recovery of industrialized countries 
from recent economic crises has made the extent, terms and stability of these 
flows uncertain. The 1978 World Development Report of the World Bank indi
cates that in the coming decade the growth rate of industrialized countries 
will be slower than in the last two decades. This situation would make 
external mobilization of capital by developing countries roore pmblenBtic. 
Slower growth in indu~trialized countr·ies would mean not only slower growth in 
external flows, both comcercial and ~oncessionary, to developing countries but 
also slower growth in the exports of the developing countries to the developed 
countries. 

In the face of these problems developing countries will have to make 
greater efforts both to roobilize resources and t0 diversify their sources of 
capital. Consequently I:Fis must take an active part in this effort if they 
are to fulfil their function. 

Domestic resource IOObilization 

Diffi0.ulties in 100bilizing external resources will mean making a greater 
and rrure efficient effort to IOObilize domestic resources. 

As pointed out above, the problem of capital, in developing countri~ 
especially, is twofold: mbilizing sufficient '-esources and matching saver 
needs with investor needs. The first comp::>nen~ involves saving and not con
suming resources; the second involves a process of creative transformation. 

Mobilizing adequate resources 

In the first case, there is the problem of scarce domestic capital. This 
seems to be the chief problem in low-income countries, as is suggested by the 
high rate of private consumption, which increased from 79 per cent of GDP in 
1960 to 81 per cent in 1976, and by the lower share of gi'OSS domestic savings 
in GDP in relation to gross domestic investment. In 1960 the median share of 
domestic savings in GDP in these countries was 9 per cent as against domestic 
investment of 12 per cent. In 1976 the share of domestic savings declined to 
8 per cent and the resource gap grew larger as domestic investment reached 
15 per cent. 

Apparently whe!'e income is barely sufficient to pay for basic needs 
there is little saving and little capital formation. 

The problem of rrobilizing domestic savings begins with the problem of 
raising income levels because either income or saving for capital formaUon 
can be the cause or tne effect of the other. While it is possible to create 
various financial instruments and introduce various financial intenoc:diaries 
into the economy, the larger effort of raising income levels will have to be 
sustained if not accelerated to generate the savings needed to make such 
instruments and intermediaries purposeful. Raising the savings rate results 
from raising income levels and represents a truly national effort. 1i1is 
highlights the economic importance of projects financed by DFis from scarce 
savings. Such projects 111.lSt help create employment and raise income if they 
are to contribute to national development. 
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In connectioo with the problem of raising incaoe levels, espP<'i~!ly :!.!". 
i.he lower-in~ countries, it should be noted that while official sources 
with concessional funds or any other form of foreign capital will continue to 
stimulate economic growth, their role will be confined to supplementing 
dane:stic savings. Current developing country experience and the historical 
experience of developed countries indicate that dcmestic savings finance the 
bulk of dcmestic capital formation (more than half of the gross da:nestic 
investment of low-incane countries and more than 80 per cent of middle-income 
countries). Developing countries can and should finance the greater part of 
their develorment effort by mobilizing dcxnestic savings. 

With effective support fran government, DFis should ~ able to mobilize 
private as well as public savings for industrial develo~'nt through appro
priate arrangements with existing intermediaries. Insurance companies, 
government social security institutions and camiercial and savings banks, 
which usually are the first type.., of intermediaries to be established in an 
econany, not to mentioo wealLhy individuals, can provide funds for long-tenn 
investment to DFis by loans and by buy'ng shares in DFis. 

Where camiercial banks daninate the financial system, it may be possible 
to work with several of them. lbey can provide the working capital for the 
DFI 's clients. Ccmnercial banks can also devote part of their assets to 
relatively long-term obligations and the DFI can issue fixed-yield securities 
suited to this purpose. 

Households in developing econanies are usually oriented tc:Vclrds savings 
deposits as the traditional form of financial savings because they have 
imneiiate access to and are familiar with this form of financial asset. lbis 
apparent limitation in the savings behaviour of households can be used to 
mobilize household savings further by appropriate innovation and variation 
of traditional savings deposits. In the Federal Republic of Germany, for 
example, the introduction of interest-accumulating savings certificates or 
securities has proved to be a gr<Ming success although a few years ago a 
similar scheme was introduce<i to the Philippines with limited success. 

Tile idea behind this innovat~on is that people tend to hold on to their 
deposits without imnediately collecting the interest due. At the same time, 
the .~act that deposits can be withdrawn at any time makes this kind of savings 
attractive. The interPst-accumulating certificate combines these basic 
features with the idea of saving in an instrument ·-lhose interest rate is such 
that on due date the accumulated interest payments have doubled or even 
tripled the initial investoent. Variations of this idea can be made by 
varying the interest rate and maturity of the instrunent so that doubling 
or tripling the investment by retaining the instrument until due date is 
t,"Uarallteed. 

Government savings can also be channelled to DFis through subsidized 
loans, outright grants and direct equity participation, if not necessarily 
full ownership. Tilese possibilities have been explored in Africa, Asia and 
Latin America. A number of DFis in India received extended government loans 
which were subordinate to other debts and saneti.mes ev':!n to capital. Sane 
countries in Latin America, for example Argentina, Brazil and Venezuela, have 
Govemment-Clfmed development banks. In Asia and the Pacific, al.JJOst all 
member countries of the Association of Development Finance Ins ti tiJtions in 
Asia and the Pacific also have Government-owned development banks. lbe Korea 
Development Bank, for instance, in addition to having its capital fully 
subscribed by the Government, receives not only fiscal funds fran the special 
account of the government budget but can also borrow fran another government 
entity, the National InvestmP.nt Fund. 

Other countries have development banks with mixed ownership, that is, 
both public and private sector participation. Mexico and Peru are examples in 
Latin America; Tunisia, in Africc:. In still other cases Governments have set 
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uv r-cdi~~~ti!'.g fa~i!itiP-.~ for DFI loans and thereby ~nable DFis to generate 
new liquidity from their portfolios. The Government or Colomoia, for 
instance, has extended discounting facilities to several Colombian ~veloprnent 
banks. 

While government participation is one way to rDJbilize national domestic 
savings for private sector use, there IIBY be both economic and non-ecor!omic 
issues which a DFI and its Goverrurent DUst resolve before taking it. The 
pos.~ibility of political influence on the use and disposition of funds is one 
issue that nust be dealt with. A DFI with mixed ownership rust resolve the 
difficult issue of what rate of return on invest.rent is optimal and acceptable 
to the Government and co the private shareholder. 11le larger issue of govern
ments in less developed countries not possessing sufficient resources to 
s."ltisfy the claims made on them will also have to be conside;ed. If such an 
issue actually becomes a probl~m, a DFI may have to seek other forms of 
goven-unent assistance. 

DFis, especially if Government-owned, uay seek government guarantees for 
the bonds and other debts instruments they issue to OX)bilize domestic savings. 
11le Government could guar:mtee repayment of the principal to holders of DFI 
debt instruments. For example, bond issues of the Development Bank of the 
Philipoines are guaranteed by the Philippine Government. Another fore of 
government assistance might be granting tax exemptions or tax incenti ve3. 
Holders of DFI instruments could be exempted from the usual taxes on 
securities investments. If this is not possible, a DFI might request the 
Government to offer tax incentives such as a graduated income tax structure 
providing lower tax rates for longer-maturing instrurents. 11lese possibil
ities may be mre easily explored by a DFI if it is Government-owned but 
private DFis should not ignore them. A DFI can justify such preferential 
treatment by referring to the resulting development of the country's capital 
markets and the consequent reduction of the DFI 's dependence on the Govern
ment. 

Development of capital markets 

11le median rates of savings and investment (20 and 24 per cent of GDP 
respectively in 1979) of middle-income c-ountries are higher than tho:::e of 
low-income coun~ries, and these rates compare favourably with the median rates 
of savings and investment of the industrialized countries (24 and 23 per cent 
respectively in i976). Nevertheless, because of hibher rates of investrrent 
relative to savings, the resource gap in the mi~1le-income countries is still 
large and will still have to be met. 

There are other possible solutio~s to the problem of mobilizing 
resources. In some middle-income countries there are sufficient savings t~t 
they are either short-term and require term transformation to match investors' 
requirements or they are in non-financial forms. The problem of roobilization 
is not so IJIJCh the problem of creating or generating savings but in !IX)netizing 
them or increasing the sha~e of monetary savings in aggregate domestic 
savings. If savings are already ronetary, then save.-s nrust be induced to 
choose long-term instead of short-term savings form.5. When the problem of 
l!X)bilization also includes matching savings terms with investment needs, th~ 
need to diversify sources of medium and long-term funds becomes critical. 

There are various methods by which a Dl'I can prompt the transfer of 
savings from non-financial to financial forms. Encouraging the use of such 
savings for long-term investments involves other factors in the institutional 
framework in which savings take place and may require structural reforms. 

One such factor is the interest rate structure in the country and the 
Government's polici~s on it. In many countries the Government sets a ceiling 
on effective interest rates which often is below the real cost of capital in 
the economy. This situation makes it difficult for DFis to coax savings out 
of non-financial forms of saving sueh as real estate, jewelry and consumer 
durables. When the economy suffers from chronic inflation it is als· diffi
cult to persuade savers to make lonp;-tenn l!X)netary investments. 



Taxation on interest eamings or dividends paid can also affect the 
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values for taxation purposes can also create a preference for real estate as 
an outlet fo!" savings as against other fonns of savings. 

There may be other structural deficiencies which hinder DFis from 
engaging in adequate and diversified l!X)bilization of domestic resources; but 
in resolving such deficiencies a DFI can d~nx:>nstrate its contribution to the 
financial development of the economy. 

The experience of DFis in the Republic of Korea and Singapore with 
problem.s of this kind suggc~~s a new approach to capital markets development. 
Tilis approach calls upon a DFI to join with its Government to identify, study 
and pemaps implenent refonns of institutional and policy framework to help 
accelerate the ftnancial development of the economy. Such an effort might 
involve restructuring interest rates to reward long-tenn savings with a higl'ler 
rate of interest. It might also involve setting up institutions to provide 
liquidity and working capital to stock brokers and underwriters and enable 
them to create both primry and secondary markets. A plan of this kind is now 
being studied in the Philippines. 

In addition to active collaboration with its Government a OF I can help 
expand the market for securities by introducing new services, expanding 
current services or setting up subsidi~"'Y entities. 

In tenns of operations a DFI can help fonIL1late and underwrite debt 
instruments to compensate holders with rewards other than interest. This is 
attractive when the existing scale of interest rates produces a lower return 
than is acceptable to savers on long-tenn investments. Variant bond issues, 
for example, !lli.ght provide holders with sone fonn of participation in profits. 
Tilis could be effected by selling bonds and co!llOOn stock as a unit with the 
price of the bond adjusted to reflect the participation of the holder in 
ownership. As an added feature, bonds or debentures might also be convertible 
into stock at specific price and date. Other features and variations may be 
offered as local laws permit. 

The same kind of variations may be used in eq~ity issues. Giving equity 
holders options or pre-emptive rights to purchase succeeding equity issues of 
the company may also attract potential investors and may in fact help expand 
the secondary market for securities by creating a sub-rr.arket for such options 
and rights. 

In addition to the problem of enhancing the real and potential return on 
investment to investors, there is the problem of enhancing the !IBrketability 
and liquidity of the securities issued or underwritten. This is especially 
serious if the economy in which a DFI operates is inflation-prone and the 
capital markets are relatively undeveloped. The marketability of such 
instruments can be increased by properly selecting collateral. Instead of 
issuing notes and debentures without colla~eral a DFI might issue bonds which, 
depending on !!Brket preference, could be collateralized with receivables, 
chattel mortgages 0r real estate. To enhance liquidity securities might be 
sold subject to repurchase agreements specifying term and price. An agreenent 
penni tting the holder to redeem his investment on de!!Bnd at an appropriate 
discount might also enhance the marketability and liquidity of securities. 

In the Philippines, where the secondary market for long-term debt 
instruments is not yet fully developed, some investment banks and DFis (in
cluding the Private Development Corporation of the Philippines (PDCP)) are 
trying to establish a network of dealers to provide secondary or liquidity 
support for it. Under the proposed 2:~rangenent, each member of the network is 
cclllnitted to buy a specific proportion of secondar1 sales of such inst~nts 
at an appropriate discount. This commitment is in addition to whatever 
inventory of such instruments the member institution may already hold. 

At the same time the Philippine Government and the International Finance 
Corporation (IFC) are investigaling the establi3hment of a government enttty 
to provide liquidity supporL tc the securities industry by standing ready at 
all times to purchase securities at an appropriate discount. Meanwhi lt.: the 
Central Bank of the Philippines has announced plans to provide a rediscounting 
se:~vice for stockbrokers as an additional aid to the securities industry. 
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A DFI can in a limited way marshal equity resources for its own 
operations by drawing up a sLoci< parLicipatior· plan wi1.id1 wuulu dlluw ;:;t.aff Lu 
acquire i~s own stock. Sales from its own portfolio would be another way for 
a DFI to raise resources. Moreover, since a DFI is presumed to hold a high 
quality portfolio, this measure might help the DFI to expand and improve the 
quality of its country's capital markets over the long term. 

A OF! could also adopt an institutional approach to capital market 
development by setting up a rutu.al fund company or similar entities to proroote 
and develop closed or open-end investment trusts for small savers. With the 
acti Vt;; support and assistance of IFC the Industrial Finance Corporation of 
Thailand, for example, established a mutual fund company to broaden the 
country's capital markets and engage a larger segment of the economy in those 
markets. Similarly PDCP, in collaboration with IFC and the participation of 
other domestic financial intermediaries, is establishing a IIl.ltual fund company 
as a means of enlarging its contribution to the fuller development of 
Philippine capital markets. Other DFis might pursue a similar policy with the 
active help of IFC and the full support of their respective Governments. 

It should be clear at this point that DFis in the 1980s will have to take 
a twofold approach to the problem of mobilization. 'IOey will have to make a 
long-term effort to persuade Govenunent~ to reform the structural deficiencies 
that hinder the full development of capital markets and, while working within 
the limitations of the status quo, they will have to innovate and expand their 
own operations. 

Agenda for DFis in the 1980s 

Much of the discussion so far nas been addressed primarily to the situa
tion of the developing countries. That is not to say that the problem of 
IOC>bilization in the develo~d countries in the coming decade will be any less 
difficult. It does seem, however, that the developing countries merit 
special concern because of the greater steps they must take to bridge the 
widening gap between them and the developed countries. 

It should also be clear at this point that DFI efforts to mobilize 
domestic financial resources in the 1980s will have to go beyond official, 
concessionary sources and tap hitherto unused sources. In many economies DFis 
are often but a part, sometimes insignificant, of the total roobilization 
process; they can therefore re~nforce their impac~ on this process only by 
thinking broadly and relating their efforts to the efforts of other sectors. 
Tiley cannot, given the conditions foreseen in the 1980s, single-handed and in 
isolation find solutions to the problem of financial development. Tile problem 
is intersectoral. 

How will domestic financial resource roobilization efforts in the 1980s 
look? In particular, how can DFis harness financial capital to meet develop
ment needs? 

The first step in such a programne might be for DFI management to develop 
the ability to diagnose the investment needs of the ecor.omy and impediments to 
funding. It might even be necessary to define specifically the nature and 
magnitude of the investment requirements of the private sector. Having 
estimated aggregate funding needs, it may be necessary to analyse the require
ments of various sectors and reassign priorities within the sectors. 

A DFI may have to collaborate with its Government, the rest of Lhe 
financial sector and even with multiri.ational agencies such as the IFC to 
arrive at a consensus on how best to approach the problem of roobilization. 
The DFI must then help work out ~ programme of financial development to 
parallel the progranme fo~ overall economic development. 

To carry out such progranmes in the 1980s, DFis will have to diversify 
their operations, expand their institutions and create new ways and means of 
overcoming traditional obstacles to domestic resource mobilization. 
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MOBILIZATION OF FINANCIAL RESOURCES 

W. T ennekoon. Clklirman 

Development Finance Corporation of Ce~don 

This pa;ier deals with ioobilizing Lomestic resources. However, develop
ment requires exr.ecnal resm.:rces as well and i +-. is assumed that a sufficient 
inflow of loans, grants and private investments ·:ill be available. Financial 
resources alone, whether foreign or domestic, will not contribute to economic 
development unless the other factors of production are also available. The 
nnst important of these other factors is an adequately trained and well
disciplined work-force. 

The principal problem of resource mbilization in developing countries 
is the low level of incomes. To ioobilize domestic resources there iJJ.ISt be 
adequate savings in the country. However, in roost developing countries, where 
the standard of living is low, the ability to save is considerably less than 
in affluent countries. Therefore, the first step that developing countries 
lll.lst take is to increase the ability to save. To do this it is necessary to 
raise L'come levels and growth rates through better use of land and latx>ur. 
Until income levels in these countries are high enough to provide for tx>th 
consumption needs and savings, the ability to save will not exist. The 
starving do not save for the future. 

Low incomes, lack of savings and lack of investment constitute a vicious 
circle which developing countries must break. This will no doubt require 
massive doses of foreign and local capital. 

For developed countries, this implies a substantial increase in con
cessional aid. The flow of foreign aid to lo'<f-income countries has fallen 
below the expected level of 0.7 per cent of GNP. Only a few rich countries 
have contributed roore than 3 per cent of GNP. Unless there are substantial 
increases in aid, which are also sufficient to keep pace with inflation, no 
real economic growth anxmg the poorest nations can take place. 

The slow growth rate of !OC>St industrialized economies and the consequent 
slow increase in ~ capita income may reduce assistance to less developed 
countries still further unless the rich countries llBke a genuine effort to 
increase it. Tne restrictions on free uarkets for developing country exports 
create further problems for those needing external resources for developirent 
and hence impede the improvement of the phy~:ical quality of life in developing 
countries. Developed countries should therefore consider relOOving protec~ion 
barriers, particularly non-tariff devices such as quotas a~d marketing 
arrangements. If this is not done, third world countries will have to find 
their own solutions to the problem, such as increased trading and greater 
cc-operation among themselves. 

Rich countries should also permit some part of the aic1 given to C:evelop
ing countries to be used to meet financing of cost in·~urre1 in local :!urren
cies. Investment in plant, machinery and equipment, inclilding spare parts, 
requires foreign iechange in substantial amounts. At present, !,he aid 
granted by industria.1.ized countries flows back to the dr:.nors in thf> f )nn of 
pay~nts for these imports. 



Developed econcmies 5hould also con.sider writing off old debts, partic
ularly of developing countries with balance or payments aifficuities. rney 
should also grant increased caimodity aid which can achieve bot~: stabiliza
tion of the international price level and mobilization of national resources. 

International organizations should allCM part of their funding to be 
utilized to meet dcmestic currency expenditure. This necessity shou~d be 
recognized by th~ !-'orld Baruc, regional development banks and otter inter
national organizat,ions providing assistance which can nCM mainly be used for 
importing capi~l goods. Due to the lack of local funds, sane projects in 
developing cc,untries c:mnot be implemented or even assisted by development 
finance insti.tutions (DFis). This serious handicap to the development of 
industry must be recognized and understood by international organizations if 
they are to play a useful and effective role in develop;ng the econanies of 
the developing countries. 

The efforts of the World Baruc, the Inter-American Development Baruc and 
the Asian Development Baruc to help the rural sector by allocating resources 
for integrated rural projets aimed at improv' 3 the productivity of the nJral 
sector should be welcaned. These efforts will increase inccmes and savings in 
the rural sector, which represents the larger part of the population in most 
developing countries. A subs';.antial volume of dcmestic resources will thus be 
created which can be tapped if appropriate mobilization measures are adopted. 

Meeting the challenges of the 1980s will change the role of developing 
countries. The flCM of external aid fran developed countries to developing 
countries will fall far short of the need, particularly where the exrort 
earnings of developing countries have to be used to repay old debts. There is 
also no guarantee that the present flCM of aid will be maintained. Developing 
countries must therefore be more self-reliant and give their attention to 
mobilizing danestic resources. They must force the pace of development to 
meet their CMl needs and ensure that all available domestic resources are 
fully used. 

Mobilizing danestic savings 

Mobilizing domestic savings is the task of savings banks, insurance 
ccxnpanies, pr~vident funds, building societies and carmercial banks. Part of 
these funds can be used for direct investment by the Government; the balance, 
by the private sector to create employment and earn foreign exchange. 

Specific action to help mobilize domestic savings might include: 
(a) Reforming or restructuring taxation policy to improve tax 

collection, to eliminate tax evasion and to increase the ntm1ber of taxpayers; 
(b) Amnestying tax-evaders: declared funds could be placed in fixed 

interest or savings accounts and earnings would be taxed at a declared low 
rate; 

(c) Improving the efficiency of government corporations to cut losses 
and, where desirable, converting them into joint ventures with ttie private 
sector; 

(d) Allowing only efficient goven1111er.t corporations to continue opera
tions so that they contribute to the national exchequer instead of being 
burden to it; efficiently managed and financially successful government 
corporations should be allowed to operate autoncxnously and have the authority 
to determine realistic price and wage levels; 

(e) Initiating savings prograrrmes providing realistic interest rates, 
per~itting withdrawals and offering loans against deposits at only 1 or 
2 per cent above the savings rate; 

( f) Granting tax exemptions on savings; 
(g) Publicizing the advantages of saving; 
(h) Creating saver confidence by ensuring that money deposited is safe 

and by guarante~ing attractive rates of return aft.er allowing for inflation; 
(i) Providing a practical legal fr-c11nework fo~ the operation of capital 

markets. 
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:::mplications for iJFis 

In the 19b0s robilizing domestic resources wil _ probably be a rrajor 
problem of DFis. External funding, particularly from interT1ational organiza
tions and the deielopment banks of industrialized countries, will no doubt be 
forthcoming, but domestic resources wi~l become scarce because of other 
investment possbilities. 

It is irr.portant that DFls ;iaintain their ability to mbili?:e resources 
inaependently because this is a fundamental requirement for naintaining the 
autonomy that permits DFis to allocate funds on strictly economic criteria. 
DFis should diversify their resources, both domestic and foreign. Development 
banks should not depend too heavily on a few sources because this l!Bkes them 
vulnerable to politicai interference. In this context DFis should have some 
assurance that international organizations which provide resources will permit 
their use for local currency as well. Otherwise, de ·0 lopmer.t barlKs ray be 
forced to ask their respective GoverT!Irents for help wincn they may not be 
able to give because of budgetary limitations. 

DFis should also explore the possibility of attracting funds from 
coomercial and savings banks by the issue of debentures, bonds and preference 
shares. 

In the 1980s a gradual integration Of development banking and COllJDercial 
banking may very well take place. More and roore develop~nt banks may accept 
deposits ar.c: r :)[!Jllercial banks may engage in investment banking. Conlllercial 
banks, which :.sually do not participate in equity, should in any case allocate 
a portion or their total resources to develoj)ment banks c.~1d support their 
industrial developrrer.t role of sharing risks with entrepreneurs. 
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MOBILIZATION OF FINANCIAL RESOURCES 

E. Keller. former President 

ADELA lnuestment Compan~. Peru 

The 1960s saw the emergence of national, subregional and regional 
development banks throughout the developing world, sane CMned by the public 
sector, sane by private investors, sane jointly. While concepts, policies and 
operating methods may have differed, all pursued the same basic objective: to 
be effective catalysts for socio-econanic progress by contributing to econanic 
development. 

Within the broad context of develoi:xnent objectives and policies, develop-
ment banks must perform these functions: 

Identify develo~nt opportunities 
Develop and structure them into viable projects and proposals 
Mobilize resources for implementing projects 

The effectiveness of development banks depends on how well they perform 
those three specific tasks and of course, on their CMn econcmic performance 
and s11ccess. Clearly, development banks must be more than providers of money. 
They must be capable of providing a broad range of development services, 
either alone or in conjunction with others. 

Mobilization Jf financial resources 

Plainly the mobilization of financial resources is 3.l1 important part of 
the development banking function. Mobilizing them frcm abroad, at terms and 
conditions viable for successful implementation of development projects, is 
often a crucial requirement of major projects. 

The significance of external financial resources is likely to increase 
in the 1980s since in most developing countries there are mounting pressures 
for accelerating the development process. In most countries internal genera
tion of re.sources is insufficient to achieve this. Moreover, inflation will 
sharply increase funding requirements in the 1980s. Mobilization of external 
financial resources had already become more ccmplex in the 1970s and will 
continue to ~ecome llXlre ccmplex in the 1980s for a number of reasons: 

(a) Demand for long-term, low-cost funds suitable for development 
projects is likely to exceed supply by far; 

(b) Conditions in major capital markets are likely to change frequently 
and perhaps radically, partly because of continuing econcmic and monetary 
instability, partly because of probable structural shifts; 

( c) The number and the diversity of sources will continue to grow, 
particularly for debt financing, and more particular]'! where foreign procure
ment is involved; 

(d) The frequent shortage of funds suitable for project financing will 
increase financing co3ts, at times to a point where basically viable projects 
may become economically marginal or unfeasible. 
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Structural shifts in sources of external financinp; 

Changing conditions in capital markets will coincide with some structural 
shifts in the 1980s. One shift UBY concern public sector sources including 
the resources for cc .. 2essionary financing. 

Despite the continuing agreement of donor nations that development aid 
and concessionary financing should be augmented, the prospects for this 
increase in the 1980s are not good. The wealthy nations have not reached the 
overall target of 0. 7 per cent of GNP for aid to dev6loping countries. This 
is largely the result of rising domestic opposition in industrialized 
countries to aid to developing countries because increased government spending 
means higher taxes. Consequently, in the 1980s aid funds may become scarcer 
rather than roore plentiful. Tuey probably will be sufficient to replenish the 
capital of the world's !lBjor development institutions, which have increasingly 
becoue the conduit for development financing to developing countries, but they 
may not be adequate for bilateral aid programr.es and concessionary financing. 

Another structural shift in sources of external financin~ could occur in 
the at present uncontrolled major financial markets. Ti1e Euromarket with its 
600-800 billion dollar funding is by far the world's biggest free financial 
market. Will it remain free and uncontrolled or will Governments attempt to 
regulate it? If they do so, massive aroounts of funds now seeking employment 
through the Euro!lBrket would shift to other financial markets or to new 110ney 
centers elsewhere. Some re-orientation will probably result from a change of 
the principle depositors, some will result from the tendency to diversify 
risks. 

A third structural change could take place annng the major banks which 
now handle the bulk of funds char,nelled through private markets. The large 
international banks, the universal banking institutions on the European 
continent, the clearing banks in the United Kingdom, the iooney-centres in 
Canada and the United States, and the major Japanese banks will no doubt 
continue to serve as the most important conduits of funds between depositors 
and borrowers. But with current price increases for oil and possible price 
increases for other scarce colll!X)dities in the years to come, some producing 
countries nay generate huge financial surpluses. Many oil-exporting nat~ons 
have already established themselves as bankers or direcL lenders and there are 
indications that they intend to expand their activities in the future. 11ius 
development bankers seeking to 110bilize external resources will have to bt mi 

the watch for newly emerging investment institutions. 

PrereqJisites for mobilizing financial resources 

The fundamental principles of rrobilizing rooney will not change signtfi
cantly in the 1980s. Institutions wanting to 110bilize funds will need tv be 
creditworthy and of good standing, and roost investors or lenders will expect 
to recover their rroney, nonnally with a profit. 

The roost important factor in roobilizing financial resources from others 
will continue to be the reputation and creditworthiness of the borrower. The 
business standing of a borrower is of course measured in terms of capital and 
sponsorship as well as by perforllE.nce. Even in today's fast-moving world it 
takes ye.ars to establish good standing, but it takes only weeks, possibly 
one bad decision, to lose it for good. The keys to the good standing and 
creditworthiness of an industrial development ba.1k are the quality of its 
leadership, its entrepreneurial ability, and its skill in managing its assets 
and liabilities. 

Development banks cannot avoid taking risks. Their success does not 
d8pend on whether they will encounter problems but on how soon they detect 
them ;;i.nd on how well they cope with them. 

179 



l:Jeceilence i~ perfonnance depenu::; ~uci.i.ly u!i ti1t- 0pp03i t.:= 3ide cf the 
ledger, on liability management. This me3.ns keeping the institution well 
financed and highly liquid; taking advantage of optimum investment oppor
tunities; meeting consistently and beyond doubt all obligations; and 
mobilizing the right type of resources, namely, those resources best suited 
for respective purposes. 

Borrowed money should not be used to finance equity investments or make 
long out or short in debt-financing. In a world of monetary instability it is 
not prudent to assume exchange risks. Sound liability management means 
matching currencies and maturities. As in asset rnanager.;ent, there are no 
short cuts. It pays to follow sound banking principles. This may sometimes 
be more costly and more diffic111t, but it is the way to survive in a basically 
unstable world. 

Develoµnent banking institutions, wh~ther publicly or privately owned, 
cannot afford to canpranise on excellence in management. They also should not 
be subjected to pressures from owners and directors to compromise on the 
quality and viability of projects. Assets and liabilities should be used to 
mobilize external financial resources so that an institution can stand on its 
own and not depend on the support of others. 

Uncontrollable factors 

Instit:....tions mobilizing external financial resources may be confronted 
with factors beyond their control which make their work difficult and un
pl~asan~ and can impair their efforts. 

One obstacle of this kind may be the creditworthiness of the country or 
region where a bank is operating. Irrespective of how well an institution may 
be managed, changes in government economic policies, poor economic performance 
and balance of payments and lack of foreign exchange can all represent severe 
impedllilents to mobilizing external reso~rces. 

Funds from abroad may become too -:::;:iensive. At present international 
financial markets are quite liquid. It is relatively easy to raise money. 
While funds are not cheap at present, they ar ~ plentiful. The market is 
prednminantly a borrower's market. This will no doubt change as market 
conditions change and for the following reasons: 

(a) Accelerating inflation may sharply increase demand for credit unles; 
it is counteracted by recession. Demand could soon exceed supply; 

(b) As in 1974175 industrialized countries may again incur increasing 
payments deficits and try to finance than in international markets. This 
would further increase demand in already tight markets. Prime borrowers, that 
is, low-risk developed countries, would be assigned priority; 

(c) The supply of funds may contract, pr:nciple depositors may hesitate 
or deposits may become concentrated in fewer prime banks; 

(d) Developing countries, especially the less and least developed of 
them, and their institutions may not be considered preferred borrowers in 
tight markets; 

(e) External financing may not only become inaccessible; it may become 
too costly, and the risks of projects may reach a point where the implementa
tion of projects becomes marginal. 

Sources of external financing 

Mobilizing external financial resources is a continuous process requ1r1ng 
steady efforts to gain access to the broadest possible range of so11rces. 

Large development banks such as the World Bank and its affiliates, 
regional development banks, the national development banks of industrialized 
countries and some newly industrializing countries, and the major inter
national and national private institutions all have access to nearly all the 
financial sources they wish. They also have the means and organization tu tap 
them systematically and the knowledge to make decisions at the right time. 
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The smaller public and private develoµnent banks in de~eloping countries, 
nCAoJever, can hardly tap a.L.L l.nese ::;uuri:..."t!::;. 'l'ht::y dl:>u uu :1ut lid.ii~ aL:L:t::55 t.0 

all sources and types of funds even when they have the org<tnizational facili
ties to approach them. To some funds they must seek i~direr.t access by 
borr<Ming fran the principal multilateral develo~t institutions and the 
major private financing institutions. Neverth::!less, develoi:xnent banks in 
developing countries must develop permanent relationships with a wide range of 
potential resources. Sane of these relationships will become very close; 
others will remain more distant but permanent. Still others will he good for 
one or two transactions. The foundation of a good relations:1ip with these 
sources is keeping in constant touch and establishing a con'.:inuous flCAoJ of 
information about the institution and the country or region in which it 
operates. Smaller development banks in developing countries shouid join 
forces to mobilize external resources. Or.e way to do this would be to 
appoint a joint repre.sentative in th~ financial cer.tres to procure financial 
resources. 

Whatever method or organizational form is chosen to mobilize external 
financial re~ources, final responsioility always rests with the m--'1!lagement of 
the bank seeking f\Jnds. 1bere is no more effective way for an institution to 
raise money than to have the chief executive officer visit the principal 
financial markets once or twice a year to maintain present contacts and make 
new ones. The chief executive officer must provide information on the 
charter, organization and activities of his institution and let the business 
world and government departments know what his institution is trying to 
achieve, what its opportunities are and what kind of problems it faces. 
Mobilizing external financial resources means inspiring confidence in a 
region, in a country and in an institution a-.ci its management. 

Concluding remarks 

Industrial development banking is a highly challenging activity. What
ever other changes the 1980s will bring, industry will require more capital. 
A highly unstable ~./Orld econcmic and monetary situation will be a dominant 
feature of the years to cane, and in an ever more interdependent world this 
instability will bring developing countrie: many problems. One such problem 
will be grCAoJing uncertainty as to sources of funds; rapidly changing condi
tions in financial markets is another. 

7he 1980s will greatly accentuate the need for development bankers with 
these qualities: coomon sense, shrewd judgement of opportunities and people, 
imagination, ability to acL ar.d react quickly, and tenacity in the pursui: of 
objectiv~s. In a word, development bankers must be excellent managers. !'hose 
~ :10 fear turbulence will fir.ct the 1980s troublesome, but those who th1 ive on 
challenges, and that ls what development banking is about, will find the 1980s 
stimulating and profitable. 
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EXTERNAL FINANCING 
FOR DEVELOPMENT BANKS: SOME COMMENTS 

A. M. L. B. Lar~e. Marugi~~ Director 

Orion &mk Ltd .. London 

What role can the international commerciaJ capital market play in 
satisfying the requirements of development b.lnk.s? 

The develoi::ment and size of the international capital market requires 
little cooment. The total of reported bond issues c..nd Eurocurrency bank 
credits rose fran approximately $36 billion in 19(4 to more than $100 billion 
in 1978. The dynamics that led to this 6f'<Mth have never been satisfactorily 
explained. Indeed the confusion in this area may very well have stinl.llated 
the current debate on whether regulations are required to control the Euro
markets and, if so, h<M they should be implemented. 

It suffices to say that a continuing balance of payments deficit by the 
United States, a concan.itant build-up of funds elsewhere, the very rapid 
growc.h rate of foreign exchange reserves held by the world's central banks, 
and the capacity of the many banks involved in the market to create credit 
have all played their part in this develoIJDent. 

The world's development banks have been responsible for~ to 10 per cent 
of total bcrrowing on the international market over the past few years. This 
figure includes the borr<Mings of the major international banking and aid
gi ving institutions such as the World Bank, of the regional development 
banks such as the African Development Bani<, anG of all ndtional industrial 
development finance institutions including those of the Organization for 
Econanic Co-operatioo and Devel0pment (OECD) countries as well as those of 
socialist countries and developing countries. 

Particular attention should be focused on the non-OECD national develop
ment banks, since their requirements are pressing and fund3 are not always 
available to them. 

For the last few years borr~ing by the non-OECD development banks has 
averaged 32 per cent of total development bank borrowing. The volume has 
increased frcm the equivalent 0f $0.3 billion in 1974 to $2.6 billion in 1978. 
However, the figures understate the foreign currency receipts of the non-OECD 
countries frcm development banks in general since they also received funds 
borowed, in the first instance, by the inten-iational development banks such as 
the World Bank and the regional development banks which were subsequently 
passed on to them. 

The borrowing may ~onveniently be broken down into two distinct types: 
Eurocurrency borrowing and honJ issues. Eurocurrency borrowing fran banking 
institutions has normally been denominated in United States dollars and 
to a lesser extent in marks of the Federal Republic of Germany, with the 
possibility of drawing in other currencies from time to time subject to 
availability. These loans normally have a variable rate of interest, with 
maturities varying fran 5 to 15 years. 

The volume of such financing ought to be regarded favourably by the 
world's development banks. While there may be cases of disappointed borrCMers 
who could have demonstrated their need for larger loans, they are few and far 
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concerned than by the lenders. Such indeed is the canpetition among lending 
institutions that the Euromarket banks have been criticized for iend1ng 
in;:iautious~-Y and in larger aIOOUnts than normal banking practice would all~. 

The bond market is important to develorinent banks for several reaso:is. 
The proportion of total international market borrowing accounted for by ~d 
issues na.1 averages llO per cent. Acmrdir.gly, as a source of funds bonds are 
important to boITCMers who want to maximize th•~ir borrowir..g possibilities. In 
principle the bond market car. provide funds on longer tenn than is normally 
available fran banks and at fixed rates of interest. 'I"lese characteristics 
are often attractive to develctxnent institutions because they permit funding 
at predictable ~t projects requiring longer periods of time to sha.1 a return 
on investment. 

The voll.IDe of funds made available by bond markets to non-OECD develop
ment tanks, tnough rising, has be€n extremely small in relation to funds 
obtained by way of bank credits. 

Doubtless non-<El> developnent barilcs would like to use bond markets to a 
greater extent than they have been able to do up to n~. The reason for the 
snortfall and sane possible courses of action to increase the volume of funds 
available fran bond market.q are examined below. 

All ccmnercially based lending depends on the acceptability to lenders 
of the perceived risks of 1-=nding. Bank credits have accounted for such a 
large proportion of non-OECD develophef'lt bank borrowing because the inter
national banking COlllllJility is capable of analysing the credit risk of a given 
borrower. Banlcs in particular have been prepared to do this for developing 
countries and their develoJXDeflt banks. As a perhaps cynical aside, there are 
those who claim that present liquidity has dulled the banks' perception of 
risk, to the benefit of marginal borrowers. Once risks have been analysed anc 
de-~ acceptable, a relatively large volume of loans can be and is arranged 
bf the interTiational banking c~ity. Development banks in particular have 
benefited fran this since international comnercial banks have made an effort 
to understand develOJXDeOt projects and the revenues likely to accrue frar. 
them. They have also tried to uncerstand the relationship of the respective 
development bank with its Government. 

The nature of bond markets, h~ever, is that the subscribers are ultimate 
asset holders or investors rather than the i_nternational banking cat1J11mi ty. 
Investors' decisions have been characterized as being both more conservative 
than those of the bank.3 and more subject to personal and political feeling. 
There is perhaps sane truth in this analysis. Investors do tend to be more 
cons~rvative than banks, partly because they do not have access to SCllle of the 
information which banks have and partly because they lack the solidarity and 
bargaining power oi the banks in relation to the bori'OWers. Note-holders' 
meetings are a clumsy way to negotiate with a borrower. Investors con
sequently avoid all situations which they believe might lead to the necessity 
of negotiating with the borrCMer during the lifetime of the bonds they are 
purc~ing. 

At the same ti.me investors are indeed more emotional than banks. They 
are governed by kn~ledge of given names and by a feeling, based on long 
experier.ce, as to the certainty with which payment will be made on time. This 
is not to say that bond investors are an unsophisticated group of lenders. 
They are, however, disinclined to take risks and are subject lo inertia when 
they lack familiarity with given names. 

The question ttierefore arises as to how the rasi~tance of bond investors 
can be broken down to enable non-OECD development banks to tap them as a 
source of funds. Fi•~ possibilities come to mind. 

1. To establish his name a borrower should first t~e fL'.nds fran a group 
of banks. Such bank credits are normally publicized and di:lcussed. Grad
ually, knowledge of successful borrowing operations is acquired by investors 
who are seeking profitable ir.vestment opportunities in bonds. This is a 
pol icy which has been understood and foll<Med by many development banks. 
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?_ niP internaticnal bond market is extremely vulnerable to vacillating 
investor confidence in different currencies. This may be used to the possible 
advantage of woold-be bond borrowers. During the last two years, for example, 
Swiss-franc denaninated assets were 11a.1ch sought after by investors. It was 
therefore possible to tempt investors to 3ccept less familiar names by 
offering them debt denaninated in Swiss francs, and private placements were 
arranged for credits in the following non-OED> countries: Algeria, Ecuador, 
Mexico, Thailand, and Trinidad and Tobago. A number of the borra..rers were 
in fact devel()JDent banks. These operatims woold probably not have been 
possible for sane of the borrowers were it not for the tremendous inter
natiaial demand for Swiss-franc denaninated ass"" ..., . Kuwait provides another 
example: the deuend by Kuwaiti and Gulf i:.-.ve..-::.ors ha;., !Ad to the issue of 
boncis denaninated in Kuwaiti dinars by borrcMers, including developnerit banks 
in Algeria, Brazil, Mexico, Morocco, Panama, Philippines, Republic of Korea, 
Sudan, Tunisia and Yugoslavia. 

Of course the very fact that these currencies ~ere of interest to 
investors could involve exchange risks for the borrcMers. Many woold argue 
that when the Swiss franc had an exchange rate of 1 

• 50 for 1 United States 
dollar and when the differential between rates of interest payable on Swiss
franc bonds compared to dollar bonds was between 6 and 1 per cent, the 
risks had to a large extent been discounted. It is generally true that the 
~urrency-play approach could lead to an unbalanced liability portfolio with a 
larger than prudent aioount of currency risk, but this is on the whole well 
understcxxi by individual borrowing countries. 

3. Recently, .:::::~ellent opportunitif'.'s have arisen for new borrowers to 
enter the bond market by issuing floating-rate notes. Investor~ have been 
keen on such instruments because of their concern with future levels of 
interest and because short-term returns exceed returns on fixed-rate bonds. 
Great support has been given to floating-rate n•Jtes, particularly those of 
developing countries, by the increasing inter-.:st 0f comm"rcial banks in 
purchasing paper of this sort. When the margins available on the interbank 
ma!"ket are under pressure, the marketability anc net return of floating rate 
paper have led ccmnercial banks to purchase such investments. Such banks 
are prepared to take a less erootional attitude t<MaC"d lending to 1•ntried 
borrowers. Thus they have been of particular importance to launching 
floating-rate >x:>nds for developing countries. The purist argument which 
claims that bonds are for investors and bank credits a1-e for banks cannot 
be justified. The fact is that in the absence of bank support many such 
floating-rate bond operations would not have taken place. More importantly 
the issuance of floating-rate bonds has helped make the names of the 
borrowers familiar to investors. In a sense banks may be regaC"ded as 
long. ·tenn underwriters of this kind of paper which they are holding until 
traditional investors becccne interest~ in taking it up. This interest is 
developing and an increasing number of mainly in.sti tu ti onal investors has 
become willi~g to buy the paper of developing countries. Developing countries 
may be well advised to use the present liquid market fer floating-rate notes 
because if interest rates begin to fall or if, for other reasons, such 
instruments cease to interest the banks, they may have missed a useful 
opportunity to enter the bond market. 

A second possible instrument is tne private issuance of bonds to specific 
investors. There have been many, largely unreported, transactions of this 
type where the investors' motives have been scmetimes ~olitical and sanetimes 
!'\trictly ccmnercial, since yields on such transactions are normally high. 

4. Jnvestor support for given countries has increasingly cane fran areas 
which are close to them either geographically or politically. The political 
factor referred to above applies here and :!all scmetimes be used by borrowers 
to their advantage. Arab developing countries, for example, have issued bonds 
in the capital markets of Kuwait and, to a lesser ~xte.1t, of Saudi Arabia. 
Increa3ing ~ealth i.e available frcxn investo1·s in Latin America and South-east 
Aeia, and borrowers in these areas can benefit fran it by offering bonds to 
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dollar market, for example, is presenting increasing opportunities to regional 
borl"\JWers. 

5. In the past some developing countri~ have tried to enter traditional 
markets by forming themselves into larger groupings whose status and size were 
sufficient to overcome investor resistance. This has benefited the meut>er 
countries of, for example, the Inter-American Development Bank, the Asian 
Development Bank, the African Develoment Bank, and the Central American 
Bank for Economic Integration. It is possible that further regional groui,>ings 
would be appropriate for countries, such as some Mediterranean countries and 
the islands of the Pacific, which have not yet joined an existing grouping and 
which may oot realistically be able to tap the international capital m.r:,et 
alone. A possible extension of the grouping idea might be the establishment 
of a jointly owned subsidiary which could borrow under the explicit guarantee 
of its parent Governments or development banks. The objectives of the 
s;..ibsidiary would be limited to borrowing for projects in the countries of its 
owners; it would therefore have a mre limited role than a regional develop
ment bank as such. Conceivably the formation of subsidiaries of this type 
i.r.:>uld have fewer political overtones and be siq>ler and less expensive to 
operate lhan the creation of regional development banks. 
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THE MOBILIZATION 
OF EXTERNAL FINANCIAL RESOURCES 

P. Galicia. General Manaaer 

Nocionaf Financiero. Mexico 

In the decade of the 1970s there were drastic changes in the inter
natiooal econanic system that considerably ~fected the voli.ne and ccq>OSition 
of the external indebtedness of developing coontries. 

Althwgh the eccnanic recessioo and the rapid inflatioo experienced by 
the world econcmy developed before the sc:rcalled petrolet.111 crisis, the latter 
con.sti tuted an eiggravatil;g factor in the econcmic recessioo, intensifying the 
effect of other factors such as the monetary crisis, the ir.stability of 
exchange rates and cyclic fluctuatioos in the econanies of the developed 
countries. 

In that situatioo, the petrolet111 exporting countries obtained consider
able balance of payments surpluses on current account, which estimated at 
$32 billioo for 1979, whereas persistent deficits appeared in the balance of 
payments of the developed petroleum importing countries. However, the worst 
situation was that experienced by the developing countries which do not 
export petroleum. These countries were confronted not only with increased 
fuel prices but also with the restrictive foreign-trade policies of the 
industric;..l ized countries arid with the rising costs of goods and services 
purchased fran th!" latter .. 

Nevertheless, ae·.-.:;lnping countries have managed to sustain rates of 
econcmic growth that are higi1~::- on the average than those of the industrfo.1-
ized countries, but at the price ~f growing external indebtedness; for 
example, the public extenial indebtedness ~f 96 developing countries rose to 
$2Z7 billion in 1976. 

External indebtedness has become a highly important mechanism in 
designing the econcmic policy of developing countries. On the other hand, 
there has been a relative decrease in official assi~tance so that indebtedness 
has becane concentrated to a growing extent on ~nt:ernational markets for 
private capital. 

The growing participation c,f coomercial bank.s in lendiug to developing 
countries raises the question of the willingness of banks tc raise the level 
of gross !endings to the less developed countries to maintc. in a net flow, 
since any attempt to reduce or diminish the rate of lending without 
alternative financing would have negative effects on the liquidity of the less 
developed countries. 

However, even if banks expand their lending activities, it is highly 
probable that their conditions will become harder. Short- and long-term loans 
are not the most appropriate form of development financing and a hardening of 
conditions will only aggravate the problem of indebtedness. 

Two facts are evident: Canpared with other payments external borra.ting 
has played a major role in financing the current-account deficit, and loan 
conditions have considerably hardened. These considerations lead to the 
conclusion that in recent years the problem of indebtedness has originated in 
the incompatibility between the nature of loans fran cOOJDercial banks and the 
long-tenn capital requirements of developing countries. 
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In recent yMrS the develo~t of developing C0W1try indebtedness has 
given ri::st: ;...u a Uhspr•upurtiuu.cs.tc:: if.1ct~t: ir.1 de:Ut.-sc1-::vi..;irig ~;-u.::11t.s. This 
has led to uncertainty in international financial circles abcxlt the ability of 
developing countries to pay. 

kcording to esti.l!lates of investment and danestic savings for the year 
1985, it is clear that participatioo by external capital in the financing of 
investment programmes will diminish in the coming decade. In any case 
developing countries will have to obtain more external re...ources, particularly 
to finance their debt servicing. These countries will have to amortize 
approximately 60 per cent of their indebtedness in the early years of the 
caning decade and so will probably experience a high degree of econanic, 
political and s~ial pressure. 

The deficit on current account of developing countries that do not 
produce petrole1.111 is expected to increase ~cause of their imports of capital 
goods and fuels and also because of the import restriction.s currently imposed 
by industrialized countries. These payments plus the necessary disbursement 
for debt servicing provide the basis for predicting that in 198~ developing 
~try financing needs will amount to $276 billioo at current prices as 
caapared with $63 billioo in 1975. 

An effort shculd be made to find appropriate solutions to this situation 
and to introduce changes in develQJDent firancing that will make it possible 
for thesa countries to increase the flow or resoorces oo terms that will not 
be detrimental to their econanies in the loog term and that will help improve 
the living coodition.s of more than 60 per cent of the world's population. 

Amoog other measures, the following could be mentiooed: 
(a) Increasing official develoixnent assistance fran industrialized 

countries; 
(b) Stinulating the growth of a market for bond issues by developing 

countries with a mturity of 15 or lllOre years; 
( c) Encouraging the flow of capital to developing countries by making 

joint productive investments in priority sectors; 
(d) Increasing the resrurces of intematiorlal financing agencies such 

as the World Bank and the regional banks to enable them to play a more active 
part in providing funds to developing countries on advantageous tenns. 

Hexico, for example, proposed to the Development Committee of the 
Intemational Monetary Fund and the World Bank the establishment of a fund, 
fixed tentatively at $15 billiion, to grant financial aid to developing 
countries, both for investment projects and for the acquisition of capital 
goods. Thi.3 fund woold be empowered to obtain long-tenn loans fran COWltries 
with surplus capital and fran international capital markets. The ~Jnd woul~ 
be administered by the World Bank or sane other intemational institution. 
The advantages of setting up such an additional source of financing for 
developing countries would include greater growth rates, improved debt 
structure and hence improved borrowi.ng capacity. Such a fund would also 
provide industrialized countries with the opportunity to invest safely while 
generating higher levels of econanic activity and employment. 

Nevertheless, whatever financial arrangements are set up, the fundamental 
problem remains: Developing countries will not be able to meet their cCfllllit
ments unless they are paid adequately for their products and have access 
to stable markets and unless the protectionist barriers of industrialized 
countries are eliminated. A debtor country which cannot transfer real 
resoor~s abroad will have difficulty in paying its debts and carrying out its 
development progranmes. Both of these problems are matters of concern in a 
world economy which is increasingly based on interdependence and which affects 
more than two-thirds of the world population. 



COMMENTS ON THE MOBILIZATION 
OF EXTERNAL FINANCIAL RESOURCES 

W. D. Melz~. Director 

German Droelopment Corporation (DEG) 

Financing industrial projects has no doubt becane more problematical 
in recent years. This may be due to the fact that setting up industrial 
facilities requires substantial amounts CJf foreign exchange to buy capital 
goods and specific services. Even if the project itself will ultim2tely earn 
the necessary foreign exchange, the country as a whole may face balance of 
payments problems and therefore wish to utilize these funds in othei' sectors 
of the economy. Similarly, financing local investment costs with hard 
currencies often iq>oses an unduly heavy burden of interest and redemption 
payments both on the project and on the coontry. 

There are three chief soorces of external financirig: foreign private 
investment and 111..1ltilai;eral and bilateral financial assistznce. The extent t0 
which these sources cw be tapped depends on different factors. The flCM of 
private capital is above all stimulated by profit incentives which may in tum 
be influenced by appropriate policies of the recipient countri~. Neverthe
less, the identificati<Xl of s<X.I:id industrial projects is a major condition for 
attracting foreign capital and it is often the lack of sound projects rather 
than a shortage of funds which explains why private capital is not fo1'thcaning. 

A development bank will naturally focus on the econanic develo~t of 
its <:Mn country. Since no individual develOJXDent bank will be able to provide 
the ru~.l range of services required to do this, all developmer.t banks ought to 
work t<:Mard econanic development by co-op.~rating to secure the tcchr1ical and 
managerial knowledge about the market and ~0 ensure a !:>teady flow of capit.?1 
fran both multilateral and bilateral sources. 

The Gernan DevelQJXDerlt Bank (Dffi) believes that the readiness of develop
ment banks to co-operate with shareholders fran a wide rar1ge of financiai 
institutions in different countries constitutes one of the most pranising 
approaches to this problem. These shareholders may be public financial 
institutions or coDJDercial banks. Tn DEG experience, the strength of a 
develop~cnt bank depends essentially on the volume of own funds. These 
are the reas<Xl.S: 

(a) Development banks can promote econanic develo~t <Xlly if they are 
willing to make equity investments in projects receiving as:;istanct:>. Such 
equity investments should not be refinanced through loans granted for a 
limited period of time only; 

(b) Paid-in capital, including the capital provided by foreign share
holders, shoold not be subject to any currenc) risk; 

(c) Equity investments in a development bank ought to be made available 
to the Mok for, pra~tically speaking, an unlimited period of tilne and should 
not 0e rep.:iyable at fixed ir.aturities; 

(d) By tying other financial irotitutions to it as shareholders, a 
development bank e:~tablishes a stable realtionship with them. :he ~hare 0f 
these institutions in equity capital should not be so small <.s to o:.akc t~em 
lose interest and not so large that the sh2reholders ca~not effect the 
periodically requii-ed capital increases; 
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(e) The establisl:ment of a shareholder relationship with other ~inancial 
i:1stitutioos affords a deveioµnent uer£ii( tt .. : 0ppv•tunity t~ :-ecei'!e :!.~"'..!! f~ 

them for specific projects. The bank should explore with the shareholders to 
what extent such loans may te gr-dl1ted and on what terms. 3hould, for example, 
the rate of interest be profit-making or st,ould it be canparatively low and 
subsidized by a ~ilateral aid progranme? Relatiooships with foreign financial 
institutioos can also be used to establish contact with ccmnercial banks in 
those countries. 

Borra.ring will always have a m.111ber of disadvantages as canpared to 
financing fran own funds: loans have to be repaid at fixed maturities and 
foreign-currency loans are subject to currency risk. If possible, develoµnent 
banks ought not bear the currency risk themselves; they should pass it oo 
either to the Governnent or to the borrower. Currency risk can never be 
assessed or calculated in advance and a bank cannot prot~t itself against it 
by charging the borrower a correspondingly higher rate of interest. 

Tile mobilization of financial resources for a specific project need not 
affect the development bank's balance sheet; it can also be effected, 
es,ecially for large projects, by forming a syndicate with external fund 
sources for the given proSect. Here, too, a develoIJDent bank can fulfil its 
mediating function Dllch more effectively if it can rely on a large group of 
shareholders. The long-term advantages to the project will be great if 
additicx.al dooors of equity capital support the project. 

It is very important that de:;.·~lopnent banks themselves should seek to 
identify econcmically soond and attractive projects. They shoulri not wait 
until investors apply for loans. Development banks should be actively 
involved in developing ideas for n.:?W projects. 

Feasibility studies can be financed, for example, with funds fran the 
Centre for Industrial Develoi:inent of the European Econcmic Ccmnunity (CID) for 
the African, Caribbean and Pacific (ACP) camtries, fran thP. study funds of 
bilateral aid programnes and, on a very large scale, frcm UNIOO. Tile 
potential of these funds is by no means always fully utilized and develoj)[llent 
banks could make more effective use of these possibilities than they have to 
date. 

If studies show that a project is feasible, co-operation with develoi:xnent 
banks in industrialized countries and, where appropriate, with the share
holders should be initiated to locate and recruit a technical partner frcm an 
industriali?.ed ccxmtry who is willing to pruvide the technical and managerial 
knowledge needed for the project. At the same time, the partners should !"11,·n 
the canplete financing of the project. 
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MOBILIZATION OF FINANCIAL RESOURCES: 
A SUMMARY 

Secretariat of UNIOO 

Cost 0f dcmestic financing 

In the 1980s the need for local currency will double and local currency 
will IOOSt likely becooie scarce. There appear to be two ways of dealing with 
the prcblem: 

1 . Internal methods of 100biliz.Jig local ind~trial financing 

Of possible economic and policy measures these appear to be most 
prani.sing: 

(a) To increase domestic savings and channel them into domestic 
production; 

(b) Tc intensify co-operation between commercial banks and DFis, 
althougb there appears to be strong competition due to the different interest 
rates offered by DFis and comnercial banks; 

(c) To liberalize interest rates. 
As an alternative to liberalizing interest rat<'s Governments might 

consider subsidizing savings. Governments might also consider guaranteeing 
industrial bond issues. Industria:!. finance evidently requires term trans
fo~tion (long-term borrowing for short-term needs or- short-term borrowing 
for long-term needs), for which there may well be a need to create new public 
or semi-public debt instruments. Secondary capital markets need to be 
expanded and additional capital markets may have to be created. 

2. External methods of robilizing local industrial finanC'ing 

The World Bank might allow the use of its foreign exchange J ~nding to 
finance local currency. The Regional Associations of Development Bankers 
might serve as an information exchange, particularly about available 
instn.mients for 10C>bilizing local resources. 

The foreign currer.cy problem 

Conditions in currency markets change very frequently. In the 1980s 
changes will probably occur rore often but the number of financing sources 
will also lll.lltiply. Whether this increase in sources will increase and make 
IOC>ney cheaper or increase costs because of increased overhead is unclear. 

Developing country access to international industrial bond markets is a 
question not only of the credit standing of a given institution but also of 
a given country or region. Donor-countries are perhaps less interested in 
the repayment of principal than in receiving regular interest payments. If 
all accumulated debts, say $227 billion, were repaid in the next few years the 
resul ~, wou' d probably be a catastrophe for bankers. 
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if such control were possible, the experience of the non-OECD countries, 
particularly the CHEA countries, has shown that Euromarkets are used by all 
countries as essential instn.nnents for refinancing. 

Industrial development banks feel hampered by Governments insisting that 
DFis use official currency for loans mther than pennitting them to lend in 
any available currency as their clients need. 

The regionalization of currencies, bal.J<ing facilities and capital markets 
".2I1 be advantageous, as has been dem::mstrated by the Latin American and South
east Asian countries as well as by the European CO!llOOn Market and Currency 
Fund. Joint industrial development banking activities supported by governDEnt 
guarantees and as part of economic integration schemes might also prove to be 
advantageous. 

Is a net flow of additional industrial investment capital possible 
considering the enormous outstanding debt of $227 billion? Based on an 
average of con~ssionary and com:nercial terms, estimated annual interest would 
aroount to $10 billion. Since that is approximately equal to the a.IIDunt of 
capital needed for industrial financing, the banking system could very well 
create roore li4uidity. A proposal was made to the Development Coomittee that 
a ~ "'W lending facility with $15 billion funding be created, which is exactly 
in lin~ with the findings of the plenary session. 

Donor countries should open their markets to the industrial products of 
developing countries to help increase the foreign-exchange resources of these 
corntries. 
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MOBILIZATION OF FINANCIAL RESOURCES 
BY SWISS BANKS 

R. E. Gut. Member of the Ewcutiue Board 

Credit Suisse 

Switzerland provides a practical example of successful development. 
Switzerland is a rich country today which makes an important contribution to 
financing econanic develoi:inent in other parts of the world. It is, however, 
generally forgotten that 100-150 years ago the situation was different. 
Shortly after the destruction and the turmoil of the Napoleonic Wars, Czar 
Alexander I of Russia, one of the vanquishers of the great Corsican, sent 
100,000 silver roubles to Switzerland to relieve the plight of the starving 
population. Since then, despite its lack of natural resources, the poor 
developin~ country of the early nineteenth century has beccme the modern 
industrial nation of today. Above all, this prosperity has been built upon 
the hard ~ork of the Swiss, but to a considerable degree it is also the result 
of their thriftiness which helped the Swiss banking system to finance the rise 
of modern industry and trade. 

Actually, every Swiss bank can be considered a development bank. The 
job of the banking system has always been and still remains channelling the 
funds entrusted to it into projects holding prcxnise of productive development. 
A typical example of this is the Credit Suisse which was founded 123 years ago 
as a development bank to finance large-scale infrastructure projects such as 
railroads and hydroelectric power systems. In time Credit Suisse established 
a special institution to promote hydroelectric power systems which has 
developed into the present ElectrCMatt Ltd., Zurich, one of Switzerland's 
largest engineering and hul.ding corporations. Like present-day development 
banks both institutions could not rely on danestic savings alone but also had 
to attract foreign capital. 

In the meantime the role of the major banks has changed; with the 
econanic rise of the country they have grCMn out of their earlier function as 
development banks and beccxne full-fledged international banks. Swiss banks 
continue to serve as channels for the international flow of capital importers, 
Swiss banks have developed into major capital exporters and, on the basis of 
long experience in financing international projects and trade, they have also 
becane administ~ators of large pools of international capital. 

However, scme basic elements in the activity of Swiss banks have not 
changed at all. Today as heretofore funds are entrusted to them because they 
guarantee the constructive and project-related use of those funds. In the 
past, foreign custaners deposited funds with Swiss banks because they 
provided the necessary assurance that these funds would be directed into 
clearly defined projects of fundamental importance to the Swiss econoo.f. 
Today thefr reputation is also based on the fact that they use their funds 
only to finance dcmestic and foreign projects that appear to be sound and 
constructive. These principles of successful banking are fundamental and will 
remain unchanged in the 1980s. 
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'!he evaluation of projects by modern develoi;ment banks plays a vital role 
in foreign financing. The record of develoi:xnent banks to date has on the 
whole been excellent and has decisively helped to !!lake the ustonishing growth 
of their borrowings in international finance markets, including Switzerland, 
possible. The World Bank, for example, ha:.; mobilized 6.5 billion Swiss francs 
in Switzerland and has thereby beccme the largest single foreign borrower in 
the country. Swiss banks :md investors have also placed themselves liberally 
at the disposal of the Inter-American Dev~loi:xnent Bank: At the end of 1978 
more than a fifth of its total borrowed furds was d~rived fran loans rdised in 
Switzerland. Recently the Asian Develoµrent Bank has also made use of the 
Swiss capital markets. Fonnerly, the Swiss capital market was access~ble only 
to int~rnational development banks, but it has n0w begun to a~comrnodate 
national development banks as well. In r&!ent years Swiss banks or their 
international banking affiliates have also participated substantially in the 
sizable borrowings made by development banks in the Eurodollar market. While 
third-world nations absorbed only 7 per cent of all syndicated Euroloans and 
Eurobond issues in 1970, their share has now risen to more than 50 per cent. 

Thus Switzerland has channeled and continues to channel, largely through 
international and national development banks, substantial and increasing 
amounts of funds for development into other countries. Switzerland thetefore 
renders a r.otable financial contribution to the econanic development of other 
nations, especially the third world. Unfortunately, this contribution is 
often underestimated both at hane and abroad. Switzerland will do its best to 
maintain or even incrP4se its role in development banking during the 1980s. 
However, to reach this goal many technical and political impediments will have 
to be overcane. For example, the present bipolar cliche of industrial nations 
facing a block of developing countries is no longer useful. Future b:mking 
policy must be based on a more diversified system of classification. On the 
one hand the market econanies of the industrial countries are supposed to 
co-operate with the centrally planned econanies, a fact which will continue to 
pose economic and political prob~ems during the caning decade. Moreover, the 
task of integrating the newly rich oil-producing countries into the world 
financial system must be continued and consolidated. In addition, differences 
between rapidly developing third-world countries such as Argentina, Brazil, 
Ivory Coast, Philippines, and Singapore and the least developed countries will 
have to be considered more carefully. 

There are other difficult financia~ problems. According to all indica
tions the world supply of capital will probably be sufficient during the 
1980s. Available funds, nowever, wiJl increasingly be of a risk-averting 
character and this does not facilitate tinancing inherently risky development. 
Government policies pranoting investor confidence will therefore be even more 
important for econanic growth and prosperity in the 1980s than they have beei1 
in the past. For t-.his reason the rejection by many Governments of foreign 
financial participation and direct foreign investment creates additioral 
financing difficulties. In fact, this attitude not only unduly han:;iers the 
transfer of managerial, technical and ccmnercial knowledge but it also limits 
the inflow of risk capital. 

Monotonous financing techniques often deter investors fran participating 
in new issues because they like to di versify their portfolios not onl.y with 
regard to country and borrower but also with regard to type of paper. The 
issuing houses try to overcome this iifficulty by various devices, but an 
increased variety in the type of paper offered would stimulate investor 
interest. However, financing technique and project quality are not the only 
considerations in international financing. They are of course essential- to 
maintaining confidence. Swiss banks like any other banks are working with 
funds that have been entrusted r~ them by other people, and the possibilities 
open to international banks in general and the Swiss banks in particular for 
tapping new sources of funds for r:nancing development projects are a function 
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of investor confidence in the soundness of their lending policies. This 
appli~~ p;i_rti~11l::irly t.n SWiss institutions because the exoort of capital 
fran Switzerland is not cushioned by the export trade of a large nation. 
Consequently, Swiss bankers cannot rely on the political influence of a big 
i::ower and must evaluate their foreign exposure very carefully. 

Country risks have grown substantially since the oil crisis of 1973. 
International indebtedness, estimated at roughly $200 billion, is approx
imately three times higher than it was at the end of 1970 but in spite of this 
sharp increase has hardly ass\Ded dangerous pr-oportions in the aggregate. In 
the case of sane individual nations, however, indebtedness has already reached 
the point where restructuring is probably inevitable. Moreover, aggregate 
international indebtedness continues to increase. Should present trends 
persist, it is estimated that the developing countries, who.se debt servicing 
cost $20 billion in 1978, will have to spend ten ti"leS this amount or roughly 
$200 billion for this purpose annually by the late 1980s. This amount could 
nol be defrayed without seriously straining the international financial 
system. Such estimates need not be regarded as infallible predictions; they 
do point, however, to possible sources of problems which could destroy the 
confidence of the international financial ccmnunity. The elimination of such 
dangers is not a task for bankers but for Governments. The only solutions are 
improvsuent of development aid and increasing efforts by industrial nations to 
open their markets to the products of the third world. Switzerland has 
traditionally adopted a pro.1ouncedly liberal attitude toward imports fr".lll 
developing countries. 

Difficulties and problems will not prevent SWiss banks fran placing 
their exoerience at the disposal of develoixnent banks. The major Swiss banks 
regard their part in financing development as a challenge. They must of 
course continue to consider the risks involved carefully. To reduce risks in 
intematicnal financing the most valuable contribution of development banks in 
the 1980s will remain sound evaluation of development projects, unbiased by 
politics or ideology. However, financial institutions alone cannot assure the 
continuous and steady flow of fund!'! into the countries that need them. To do 
~his, they require above all the support of government policies which assure a 
reasonable degree of economic and political stability and encourage the 
confidence of the dane3tic b~iness cama.mity and foreign capital. Stability 
may not be everything, but without stability, everything is nothing. 
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ACTIVITIES AND PROSPECTS OF THE 
REGIONAL ASSOCIATIONS 

OF DEVELOPMENT BANKS: INTRODUCTION 
R. Palrr:~-Valderrama. Assistant General Manager 

Banco Arabe latinoamericano. Peru 

Ccroperatkn aD01g developnent financing institutions means identifying 
existing and possible future problems, outlining solutions to them and helping 
to translate those S'llutions into action. 

The task of developnent financing is detennined by the internal efforts 
of developing countries themselves, by their institutions and by the actions 
they perform ir. support of one another. International co-operation is 
essential to obtaining the financial and techno.10gical resources needed to 
accelerate industrialization and must be encouraged. 

Infonnatioo about develoinent financing - existing organizations, 
institutional developnent, techni~l experience gained, prospects for helping 
other countries - is tra.n.smi.tted through regional associations in a continuous 
flow l>etween the associations themselves and their member institutions. TI1is 
creates a suitable environment for both maintaining and strengthening national 
identities and regional coommities and for trying out new fonns of co-opera
tioo. This co-operation is also supported by the financial and technical 
resources of instituticns in developed countries and of international 
organizations. 

Three regional associations - for Africa, Asia and the Pacific and 
Latin America - have been established in the last 10 years. Their activities 
are described elsewhere in this volume. International co-operation in 
develoi:eent banking should be oriented ta.rard creating similar associations 
in Europe and the Middle East. 

International co-operation should also be directed t~ co-ordinating 
the activities of regiooal associations; sharing infonnation and hl..IDan and 
tf..clmical resources; and mobilizing internal and external financial resources 
- in short, to new methods and forms of co-operation in the service of member 
organizatioos and their countries. 

The regional c:lSSOCiations of developnent financing ins ti tut ions 
establishP.d to date provide advantages for ~heir lllffllbers anri opportunities for 
multinational co-operative action. These advantages and opportunities should 
be extended to regions not enjoying similar associations. Relations between 
the African, Asian and Pacific, and Latin American associations have 
demonstrated the need to establish regular and continuing camrunications if 
activities are to be effectively co-ordinated. It is also beccming obvious 
that the establistxnent of a world association or federatioo of industrial 
develorrnent financing institutioos would have advantages. 

The major objectives ef a world federation would include the develo(Xllent 
of its ::iiembers both individually and as a group, encouraganent of 
international developnent banking, collectioo and dissemination of 
canprehensive information on international develo1J11ent banking, and 
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maintena.n~ and ceveloi:xnent of training facilities. A world federation would 
also take <11 necessary st~ps to help development financ~ng institutions carry 
out their work with the greatest degree of efficiency in the interest of 
developing countries. 

National institutio11s within the frarrework of thE:ir regional associations 
supported by iotemational organizations such as ~e World Bank and UNIOO 
could realize such a federation during the 1980~. The agreement to create a 
world federation of devel~pment financing institutions is a first step in this 
direction. 
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ACTIVITIES AND PROSPECTS 
OF THE ASSOCIATION OF 

AFRICAN DE'l~LOPMENT FINANCE INSTITUTIONS 

Moncef Maoui 

First Vice-Chairman. 

Association of Nrican Deuelopment Finance Institutions 

and Deputy General Manager. Societe T unisienne de Banque 

Creation and objectives 

The preliminary stept.s for creating the Association of AfriC?..n 
Develo~t Finance Institutions (AADFI) were taken at an assembly convened by 
the African Developnent Bank on 5 fi'.a."'Ch 1975 at Abidjan, Ivory Coast. It was 
legally established on 2 Hay 1975 at Dakar, Senega1~ and is the regional body 
representing the develC>JX!lel"lt banks of Africa. Its permanent headquarters is at 
Abidjan. 

The objectives of AADFI are as fell~: 
(a) To stim.Jlate co-operation for financing the econcmic and social 

rlP.velO(IDent of Africa; 
(b) To establish a mechanism for systematic excha"'lge of information 

cW1011g its members; 
(c) To encourage research on ;>robl~i of coomon interest; 
(d) To accelerate African econcmic i'.itegr-dtion. 
In accordance with its charter, the AADFI has ordinary, special and 

honorary members. The membership now comprises 82 developnent banks, 63 of 
which are ordinary members, 4 are special nenbers and 15 honorary membern. 

The coostituent bodies of AADFI are a general assembly, an executive 
ccmnittee, and a genera! secretariat. The general assembly is canposed of the 
heads of develo~t ftnance institutions which are ordinary and special 
members of AADFI; it elects, fran ordinary l!lElllbers, a chairman, a first 
vice-chairman and a second vice-chairman, for terms of two years. The 
executive ccmnittee is canposed of the chairman, the first and the second 
vice-chairmen, and four members of the general assembly, representing the four 
subregions of the African continent. The general secretariat is responsible 
for routine administration to ensure co-ordination among all members; 
managing the association's finances under the supervision of the executive 
cClllllittee; organizing meetings, study groups and other activities. 

The need to create associations of developnent banks became evident 
in the course of bilateral contacts between finance institutions. 

The Latin American Association of Finance Development Ins~itutions 
(ALIDE) set the tone for Latin America. In Africa, before the establishment 
of AADFI, banks hardly knew one another and maintained far closer relations 
with American or European banks. A few isolated cases like that of the 
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~1~r.F> Ttmisienne de Banque (3TB}, especially in Niger and in Mauritania, did 
h0irever shai1 that African banlcs could help one other an<l t.ildt th.:y ::.w!.d 
benefit from the fact that their soci<ree<Xl<JDic context was relatively similar. 

All African co.mtries have experienced the vicissitudes of colonialism. 
'ihe e:xinanies of these countries have Dl.lch in cannon; nearly all are based on 
agricultural production and have an industrial sector still in its infancy. 

Develoixnent banks need to work together on joint projects such as the 
search for external lines of credit or for the best policy to be applied in 
financing small and medil.ID-s~le enterprises. It was therefore necessary for 
African bank:: f:.rst to get to know one another, and then to survey existing 
banks before arafting a programne of activities. There had in fact been an 
earlier attaq>t in Africa to for.n an association of developnent banks with the 
Union Africaine et Mauricienne de Banques de Developpement but this 
association did not meet the needs of all African countries. At the Fifth 
Meeting on Co-operation among Industrial Devel~t Financing Institutions 
at Tunis in June 1974, Sl'B suggested setting up an association of all 
interested developnent banks. 

The new association quickly planned practical measures, emphasizing 
questions c~ training and exchange of information among African development 
banks. These activities and co-ordinatioo with associations of develoi:ment 
banks in other areas of the world are to be implemented in the 1980s. 

Training banking personnel 

AADFI tries to satisfy the training needs of member banks by organ1z1ng 
seminars. These seminars are intended to encourage parti,"!ipants to reflect on 
both present problems and future prospects of develQJXDent banking. AADFI 's 
s:irllJ.ltaneoos concern with examining urgent topical questions and making plans 
to deal with them in the future is a dynamic feature of the association. 

The seminars have coincided with meetings of the Association's executive 
cannittee and have always been organized on the principle of decentralization 
that is a feature of its member banks. To date these topics ha·1t:: been the 
subject of AADFI seminars: 

The effect of the present econanic crisis on developnent banking 
activities in Africa (Nairobi, Kenya, January 19'/6}. 
The enabilizatioo of financial resources (Kinshasa, Congo, 
April-May 1976}. 
Technology suited to small-scale industries; and the promotion of 
small and medium-scale enterprises \Port Louis, Mauritius, April 1977}. 
Info."IDaticn: a vital resource for develoµnent (Tunis, Tunisia, 
Novent>er-DecEmber 1977) • 
Training personnel for develoµnent banks (Libreville, Gabon, April 1978). 
Industrial develoµnent in rural areas (Abidjan, Ivory Coast, Hay 1979). 
The topics dealt with in these seminars have often been based on the 

experience of member banks. Such exchanges of experience have been developed 
further by training in a given financing technique provided by a bank with 
successful experimce in the field. AADFI asked the African Develo~nt Bank 
(ADB) and the Econcmic Devel~t Institute of the World Bank (F~I) to help 
it set up training programnes. ADB, AADFI and EDI have desigi.~.J a joint 
training progranme for the personnel of devel~t banks which is initially 
to ext~ over a three-year period. A first training session on small and 
medium-scale enterprises will be helct at Abidjan. 

Information exchange 

The executive ccmnittee of AADFI tries to participate in international 
meetings and act as spokesman for African devel~t banks. 
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With the support of ADB, which provides the AADFI secretariat, informa
t.i IYI ~hnnt. r'P"lnl11t.i1Y1<> ::>ril'V'ltA'i ..,v v::arin11,q in~1>rn::atim.::al lvvliP~ rtP::>1 ina 1.:'th ----- ----- - ---------- ---r--- -.,, - --- ---------------- ------ -------u ------
developnent ~inancing a.id AADFI's own resolutions are distributed regularly to 
member banks. 

In 1976 AADFI published the Yearbook of African Develo ent Institutions. 
Widely distributed, the b<Xlk has he ped member banks to learn more about one 
another. 

BecaU3e AADFI is well informed about the structure of its mE:mber banks, 
it can effectively e<rordinate joint undertakings and exchanges of infonna
tioo. ME!llber banks can consult each or.her about specific matters and exchange 
views on varioos questions. Through AADFI, for example, STB has placed its 
20 years of experience at the service of member banks in the form of training 
programmes and consulting activities. Since 1971, 71 staff members of 
developnent banks in Mauritania and Niger have beer. trained in Tl·nis and STB 
senior staff members have visited these institutions on mission. STB plans to 
continue activities of this kind. 

Prospects 

AADFI is a young organization and its first task is to carry out the 
ba.3ic objectives set by recent general assemblie.;. Accordingly, AADFI wishes 
to increase its membership. Its s11ccess to date should encourage more 
institutioos to join i.t and also encourage the establishment of regional 
associations in America, Europe and the Arab world. 

AADFI mu.st ensure that regular consultations between ll!E'mbers take place 
at both regional and continental levels and encourage co-operation bet'iOeen 
member institutions to find coomon solutions to cc:mnon problems. 

In the forthcaning decade AADFI must examinP the desirability of becaning 
an e-...'Onanic and social council for Africa. 

AADFI can also play ar important role in helping Governments and 
financial institutions to solve specific problems of develo~t financing: 
as arbiter, adviser, co-ordinator, and centre for collecting and disseminating 
informatioo. 

Co-operation with ALIDE and with the Asian development banking 
ciSSociatioo will gN:M steadily. In the past few years, AADFI has drawn on 
the methods of ALIDE, w:,ile paying due regard to the needs of the African 
environment. Liaison between association!l of develoµnent banks will increase 
in the 1980s and they wiL be able to adopt CCOllXXl stanC:points in the face of 
the world econCJ11ic problems. 
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ACTIVITIES AND PROSPECTS OF THE REGIONAL 
ASSOCIATIONS OF DEVELOPMENT BANKS 

J. A. Bellido. Secretary-General 

LtHin American Association of Droelopment Fitkmcinq Institutions 

Co-operation between develof1DE:nt financing institutic:'lS 
at the regional level 

The increa~~ in the number and capacity of development financing 
institutions in the developing countries underlines the fact that these 
institutions have steadily and ::..nevitably taken on greater importance as a 
result of their nature and functions, the penranent need for resources on 
reasonable terms, the expansion of the institutions' areas of activity, the 
deepening complexity of the economic systems ifl. which they functton, and the 
pressing need for expansion or adaptation to new realities with the attendant 
requirement for new organizational and manag~nt techniques. The development 
financing institutions of the developing countries have evolved from a 
philosophy of isolati0n, which characterized their a~tivities over a 
relatively long period, to one of greater involvement and coonrunication, and 
have demonstraled through this evolution the advantages of comnunication as an 
avenue towards Dlltual co-operation. At the present time, financial contacts 
and exchanges of expe11 iences are recognized as tools for the dissemination of 
mutually beneficial information that may be used for lhe COU11XX1 good, and the 
promotional institutions of the developing countries are sharing in the 
advantages of integration. 

For a long time the developing countries themselves took the view that 
their development problems were specific in nature and could only be attacked 
through reliance on each country's own resources, pemaps with bilateral 
assistance if available. Today, the:re is a recognition that through co-opera
tion and co=iplementation of interests on the broadest possible basis greater 
dynamism and efficiency can be achieved, and there is ar. awareness of the 
i~rtance for each country to take its place in the family of nations. Seen 
from this perspective, the advantages of regional associations of development 
financing institutions as a tool for the realization of co-operation and the 
exchange of experience are obvious. 

The function of the regional rniations within the new 
international economic order 

For the financing institutions at both the regional and g:obal level to 
be able to play an effective role in the establishment of a new economic and 
social order, what is needed is a new institutional frarework. This concept 
has been studied at variOU3 meetings and by different organizations in both an 
international and a regional setting. 

AJOOng the roost pressing concerns bound up in this concept one may mention 
the re!'orm of the international ioonetary system, the l!Utually advantageous and 
equitable regulation of trade and economic relati00$, the rational distri
bution of cer.tres of industry throughout the world, the protection of the 
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Pnvironment through the adoption of non-cont2111inating technologies, the 
conservatioo of noo-renewable natur3.l res<X)rce3, t:.1e reform of the systems of 
transport and insurance, and the elaboration of an equitable system of tariff 
preferences. 

In the face of the current disarray in the system of international 
financial flows, the crisis that has overtakUl the Bretton Woods policies, the 
instability of the exchange markets, and the radical changes that have 
occurred in the balance of pay:nents of the develorerl nations, the C!ffort3 of 
the develOJXDe!lt banks l-.'> establish a new order ':.ake on particular rele·w.anee. 

One of the direct and immediate tasks of the development financi1g 
institutions is the pranotion of new forms of regiooal co-operation. Whate:er 
the outlook in the world crisis, regional solidarity provides an important and 
accessible instnmient for coping with it. 

What a regi:nal association can offer depends entirely on the wishes of 
the institutions comprising it. The decision to form and join such an 
assoc..1..atioo requires an attitude of confidence and active interest in joint 
mandgement, a sizable effort in terms of time and dedication, a modest 
ecoocmic contribution, and an unalterable ccmnitment to co-operaticn. To the 
degree that the associatioo can or cannot draw on these assets as provided by 
its membership, the united will and capacities of its members will find 
expression either in vigorous concerted a~tion or in weakness. 

'lbe provisions for the establishlrent of the organization, the drafting of 
which is a basic responsibility of the pranoters, define the possibilities for 
reducing or prolonging the initial period of stabilizatioo, consolidation and 
growth. In the planning of the association, objectives, structure and 
functioos are of fundamental importan~, considering that th<:! as.~iation is 
to operate basically as a mechanism for concerted actioo for co-operation and 
co-ordination of efforts among developing countries. 

In regional associations, ceroperating institutions enjoy all the rights 
of active members except the right to vote and to gui1e the institutional life 
of the associatioo. They are free to express th<>ir views and may serve the 
associatioo through their special capabilities and, just as they have an 
opportunity to make a contribution in the interests of the association and its 
members, they in turn have an opportunity for contacts and exchanges of all 
kinds, and can benefit frcm reports etc. 

Within a structure of this kind, all the member institutions and their 
officials and representatives have the benefit of regui~r and frequ~nt 
contacts. 

Activities of existing regional associations 

'lbree regional associations of development financing institutions (DFis) 
have been established so far: the Association of African Develoimient Finance 
Institutions (AADFI), the Association of Develoinent Financing Institutions in 
Asia and the Pacific (ADFIAP), and the Latin American Association of 
Develoi::ment Financing Institutions (ALIDE). 

The Latin American Association of Developnent 
Financing Institutions (ALIDE) 

At a meeting organized by the Inter-American Develoµnent Bank in late 
1963 in response to a call by the DFis of Latin America for the setting up of 
a formal system of recipro<',A.l infonnation and co-operation, a finn conviction 
emerged that, whatever form of institution was established, it should spring 
from an initiative of the development banks themselves, be oriented and 
administered by these same institutions, and be supported through a system of 
econ001ic and technical contributions t.o enable it to perform its mission of 
information and co-ordination. In January 1968 the Latin American Association 
of Develo~t Financing Institutions (ALIDE) was founded. 
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Its objectives are: 
(d) To fost.er co-operation aJIDng its members; 
(b) To llB.intain a systenetic flow of information between them; 
(c) 7o procoote the preparation of studies on prob:iems of comoon intere~t 

as a means of strengthening and binding together the membership; 
(d) To encourage contributions by its members to the Latin American 

integration process; 
(e) To improve the individual and collective action of its members. 
The Association performs the following functions: 
(a) Promotes the effective use of experience th.rough exchanges of 

specialized personnel and other means; 
(b) Circula~es among the members information on Ghe standards and 

practices of the development institutions of Latin Ameri':!<l and other regions; 
(c) Publishes for its members information on the procedures and facili

ties offered by national and international agencies in the area5 of financing, 
praootion, technical assistance and personnel training; 

(d) Administers an exchange of infornation annng the members regarding 
investment projects; 

(e) Establishes technical comnittees for special pu."l>Oses; 
(f) Organizes, proiootes and sponsors sectoral, regional and subregional 

meetings and seminars. 
The members of Al.IDE consists of: 
(a) Active members: develoJXDent financirlG institutions of the countries 

of the region; 
(b) Associate members: internai:.ional or national organizations from 

outside the area which contribute to the econanic development of the region; 
(c) Co-operating members: financial or related organizations of 

countries of Latin America and the Caribbean and of other regions which 
express their solidarity with the objectives of the Association and indicate a 
desire to support its activities. 

The organs of the Association are the General Assembly, the Executive 
Comni.ttee, the Consultative Board and the Secretariat. 

The following services and technical assis~ance progranmes are provided 
by Al.IDE: 

Inter-institutional co-ordination 

An active progranme of inter-institutional co-ordination is pursued at 
the regional or international level for the purpose of systematically extend
ing the covering and range of action of Al.IDE through the inclw.ion of new 
member institutions and the conclusion of co-operation agreeioonts wl.th Govern
ioonts, international organizations and extra-regional bodies with an interest 
in contributing to the efforts of thP Jevelopment banking camrunity on behalf 
of the development of the region. 

Financial affairs, projects and investments 

Under the guidance of a technical comnittee on financial affairs, studies 
are made into possibilities, standards and procedures in connection with 
facilities offered by national and international organizations as regards 
financing, the ioobilization of resources a'1d the setting up of national or 
nultinational financing institutions and machinery for the dist.ribution of new 
and increased resources and the analysis of realistic alternatives, such as 
co-financing and other financial instruments, for the development banking 
coom.mity. 
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Technical co-operation and assistance 

A third service offered by AI.IDE concerns technical co-operation and 
assistance either through the dispatch of experts to the headquarters of a 
member institution in response to a st)ecific request, U1rough the co-operation 
of other member institutions of the Asociation, or through the assistance 
received fran international organizations or specialized agencies with which 
the Secretariat has concluded agreements. The purpose of this assistance is 
to meet specific needs and help in the solution of criti~l situati~n~ that 
nay arise in the work of the develorment banking system, whether in r.~spect of 
the adoption and introduction of new administrativ~ procedures, the moderni
zation and streamlining of operational systems, or the provision of human and 
technological resources to improve efficien~y of its work. 

Training 

The services offered in training are based mainly on the inter
institutional co-operation of ALIDE members, together with the support and 
participation of 5.nternational organizations and other extra-regional agencies 
and specialized centres, within the framework of the First Five-Year Training 
Plan (1977-1981). These services i~clude the following activities and 
programnes: 

(a) On-the-joo tr'.lining programne: fellowships offered by member and 
non-member financial institutions to the professional staff of member organi-
zations of the Association; 

(b) Courses: designed to impart the most important theoretical and 
practical skills required in development banking; 

(c) Seminars: on various subjects in the area of development financing 
for managerial, executive and technical 1--ersonnel of Latin American DFis; 

(d) Training support activities: upgrading the qualifications of the 
training staff and establishing and expanding training units. 

Studies and research 

In compliance with the objective of maintaining a reciprocal flow of 
information anC. experience between the DFis, studiE...> are prepar'P.d and research 
is conducted °'' the probl~ of coornon concern to the development banking 
system of the region. The priorities for the studies and research are 
generally based on the reccmnendations of ALIDE technical conmittees, its 
General Assembly, and the technical forums in which ALIDE is invi t~ to take 
part in its capacLy as the representative international organization of the 
development bankinp coumunity of Latin America and the Caribbean. 

Infonnation and docl.lllentation 

The ALIDE Documentation Centre (CEDOM) organizes the collection, 
processing and distribution of documents of interest and utility to the 
development banks of the region, as well as instructional material for use in 
the skill-improvement and training progranmes organized by the Association and 
i~s member institutions. 
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Ger-operation between DFis 

Exchange of experience 

One of the principal functions of a develo~t bank is to provide not 
only financial but also technical assistance to its borrowers, these for the 
most part being enterprises giving prooucts a high added value and having 
significant econcmic potential for the developing country concerned. 

Ger-operation between development banks has a vital function to perfonn 
and takes place through the dissemination of experience and kna..r-how relating 
to the mechanics and operational aspects of financial and assistance activi
ties, and through specific modalL:.ies involving technology exchanges, the 
supply of information, training, and the provision of the services of techni
cal ex;i·~rts etc. In addition, ccr-operation between DFis plays a11 important 
role in the strengthening of the participating institutions themselves. 

Hore detailed knowledge of national and international financing sources 
could prove very useful to DFis experiencing difficulties iP. securirg adequate 
funds. An understanding of the procedures to be foll<Med in applying for 
external aid could well provide new sources for these ir.stitutions, which 
might likewise be able to improve the tenns of their own loans if they were 
infonned of the conditions applied in other cases. 

Through ~o-operation it is also possible for one DFI to gain access to 
non-traditic..nal fonding sources by working together with another DFI of larger 
size or grea~~r experience. 

A kn<Mledge of the experience gained by DFis as regards means of access 
to different sources of finance and investment-.."unding inst1-uments is of great 
value in the effort to seek out, secure and use available resources. Under 
this heading, therefore, belong the problems and technical aspects of bond 
issues, deposits, savings, stock exchange operations, the money market, 
subscriptions, loans, partnerships, renting, leasing-sale etc. 

These subjects can be jointly studied at saninars, courses etc., and 
the related techniques can be developed by the more experienced DFis through 
the system of on-the-job training and direct advisory services to other 
DFis. 

It is very hazardous to establish a new development financing institution 
without first taking into account the experience gained by the existin~ 
institutions of the same type. The same applies to situations in which DFis 
lend their assistance in the establishment of specialized institutions, such 
as consultative bcx1ies, training institutes and finance ccmpanies or agencies. 

Ger-operation between DFis in training is possible in a mnnber of ways: 
through personnel exchanges, delegations of staff for t:-aining and consultancy, 
training courses, and conferences and seminars. To sane degree, these forms 
of information exchanges are already taking place at the intra-regional level, 
but they should be intensified. Similarly, the geographica~ coverage of these 
exchanges should be extended so that, for example, staff members of African 
DFis might have the opportunity to trair. at Asian institutions, and senior 
officers of Latin American institutions to teach or act as advisers at African 
institutions. 

The training of professionals for development banking should not concen
trate exclusively on the subjects and practices traditionally associated 
with classical, CClll!lercial banking or on administrative matters, but should be 
expanded to include subjects which are of direct relevance to development 
banking and relate to the use of financial practices and techniques to 
replace, as far as possiole, the subsidy criteria nonnally applied, the aim 
being to enaole the development banking system satisfactorily to perfonn its 
role as a pranoter and financer of develoµnent. 
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Financial ~-~o~ration 

Through their fiP.ancial operations the DFis have cane to realize that 
the problems of under-develoµnen~ can be more effectively addressed by joining 
forces, with bilateral assistance where appropriate . 

.:".s regards capital, for example, it is highly desirable for DFis to 
co-operate in order to secure additional resources, at national, regional and 
international level, perhaps in the first instance in the joint negotiation of 
loans, particularly in view of the fact that the demand for financial 
resources in the developing world exceeds the amounts that are available 
internally. Sane of the possible areas of financial co-operation are given 
below. 

Capital markets are a highly effective instrunent for economic develop
ment. Although in certain regions, Latin America among them, the emergence of 
these markets has been a relatively slow p: vcess localized for the most part 
in only a few countries, there has been a gradual gr<Mth of awareness of their 
importance and potential impact. 

Two possibilit:es exist in this connection. The first is the market for 
short-term and medium-term debt instrunents, which seems to offer excellent 
inmediate prospects. The second, which is clearly mor-e canplicated 2.1d would 
require longer to realize, is the securities market. 

It has been demonstrated that ~hen adequate paper exists it is possible 
to mobilize internal resources in the developing countries and even to attract 
large sums fran abroad. 

Development financing institutions can lend their support to integration 
through their efforts to increase and facilitate trade between our countries. 

Although there normally exist special mechanfr"'lS for the financing of 
trade, the development ~3nking system is, in one way or another, involved in 
many of them. Trade pranotion, moreover, is not merely a question of credit 
for exports or imports; also of very great importance is the provision of 
finance for export-oriented projects. In several Latin American countries the 
development ~ have been financing service enterprises with the aim of 
streamlining trade. 

The need for an efficient allocation of resources becomes more manifest 
in the light of problems encountered at the level of investment projects, 
which rarely meet the strict technical requirements for profitability of 
investment or financing, so that capital is not used when its opportunity cost 
is very high. What is more, this n~ed becomes very clear when, in the case of 
integration p""Ojects, it becomes essential to develop new and more dynamic 
criteria for the evaluation and classification of projects involving sane form 
of joint investment. 

Co-ordinated action will be absolutely !'lecessary when the development 
~ing system, pooling its efforts and resources, decides to support projects 
of regional or subregional scale involving joint enterprises. Because such 
projects will require unknown quantities of financial resources, it may very 
well be that the development banks will seek to strengthen their position by 
negotiating with the international organizations the n€'1ol and more flexible 
terms and conditions that these undertakings will require. Co-ordination will 
also be indispensable wheo entrepreneurs and financiers frcxn more than one 
country enter into arrangements and associations. 

The obvious advantage of co-operation between development banking 
institutions is the establishment of sufficiently solid security f0r these 
~s to becane excellent candidates fo.· credit, both because of the assurance 
that their project evaluations will be technically sound and objective, and 
because of the implicit ccrrrni tment on the part of the Governments and the 
econanies involved. 

Many of the joint-enterprise projects in Latin America have been funded 
with resources made available by the DFis of the region and by regional vr' 

subregional financial organizations working in this area, such as the Inter
American Development Banlc, the Central American Bank for Econanic Integration 
and the Andean Development Corporation 
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Nevertheless, so far there has not been adequate co-ord~nation anc 
cc-cpc~~tic~ betwee~ the national fin~n~i~l organizations, between the 
regional, or between the regional and the national organizations to praoote 
these and other new projects, espe'.!ially during the stages of procootion and 
technical assistance in the preparation of pre-investrrent studies, and even 
the execution of the projects thf.;111.5el ves. The participation ')f developrrent 
banks in the execution of joint projects is one of the challenges facing the 
region as it seeks to multiply ties between its national ocg3nizations. 
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AN AGENDA FOR THE 1980s: 
A PROGRAMME FOR THE ASSOCIATION 

OF DEVELOPMENT FINANCING INSTITUTIONS 
IN ASIA AND THE PACIFIC 

Vincente R. Jayme 

President. Priuate Deuelopment Corporation of the Philippines and Chairman 

of the Management Committee, Association of Deuelopment Financing Institutions 

in Asia and the Pacific 

Introduction 

The Association of Development Financing Institutions ir. Asia and the 
Pacific (ADFIAP) is a group of DFis CODJni.tted to pl"OIOOting development in 
their respective areas of operation. 

Never in the history of development financing has there been so much 
pressure to re-think the nature and task of DFis. Never before has a group of 
DFI representatives, as a body, confronted the reality that to become truly 
relevant and attuned to the needs of the 1980s, DFis 11D..1St develop a new and 
wider range of capabilities. 

To deal with the complex world of the 1980s the Second General Assembly 
of ADFIAP, held at Manila from 7-8 May 1979, drew up a broad programne for 
diversification based on the conviction that DFis can only meet the challenges 
of the next decade by using new methods of funds sourcing, promoting new 
activities and providing new services. 

It should be emphasized, however, that medium- and long-tenn lending 
will remain the basic responsibility of DFis. Although the membership of 
ADFIAP is varied, the organization aims to foster economic growth in Asia and 
the Pacific. Indeed for some time to come nany DFis, especially those serving 
less developed economies, will continue to operate with traditional concepts 
of development financing. 

Let me now elaborate on specific issues raised at the Second General 
Assembly of ADFIAP. In particular, I shall outline the changes in the 
environment in which DFis operate, and the expectations of DFis for the 1980s. 
I shall also discuss the specific role that ADFIAP will play in response to 
the needs of its members. 

The beginning of transfonnation 

The DF!s which comprise the membership of ADFIAP can be classified as 
large, medium-sized or small on the basis of their assets, or they can be 
classified acc:irding to ownership: goverrunent, private or mixed. Another 
way to classify DFis is according to their stage of development, that is 
according to the degree to which they have developed various financial 
services. 

209 



Admittedly, government priori ties differ frcm one econany to another 
out DFI operations in tile i900~ w.ill ~t:fn::i-·<i:l ly c-v.-.ti11uc t.:. 3uppv1t acti•iti<0:; 
they nc:M support. Thus, Government-owned development banks will continue to 
support large cap~~al-inten.sive industries and will expand financing of sma.11 
and medi~scale industries and agriculture-based industries. Nevertheless, 
these DFis will have to innovate and diversify their services. 

For DFis in ::-JlCl.ll developing econanies such as Fiji, Nepal, Papua New 
Guinea and Sri Lanka, it would, perhaps, be premature to provide new services 
before strengthening their capabilities to provide traditional services. 
Hence, in the 1980s these institutions should continue to improve their 
internal operations in such area'> as staff capabilities, project appraisal, 
and assistance to l.lients. In additioo such DFis operating in econanies 
burdened with balance of payments and unemployment problems must continue to 
finance projects .:.n key areas of development, projects which earn or save 
foreign excnange, and projects which generate employment and pranote the 
development of entrepreneurial skills. 

Notwithstanding, DFis in small developing economies will probably 
start thinking about diversification by the mid 1980s. Possible activities 
would include thP. development of domestic capital markets comparable to the 
establishment of the UniL Tn.1st and Stock Exc'1ange in Fiji and the provisi0n 
of management services for the Stret Pasin Stoa Scheme in Papua New Guinea. 

Other DFis a1--e privately owned institutions created in the early 1960s. 
In Asia, private DFis constitute a fairly large coomunity. The private DFis 
are faced with the biggest challenges in the 1980s. They are ne:M beset with a 
great m.mber of ccmpetitive problems as well as with the mobilization and 
allocation of their resources. The role of this group in the 1980s must be 
clearly defined. 

With the sudden increase in the number and types of financial institu
tions in Asia, not to mention the entry of international financial institu
tions into Asian econanies, the financial scene beCdllle altogether different, 
too. Not only did financial intermediation become more canplex, but also 
users of funds and sub-borre:Mers became more sophisticated, pitting financiRl 
institutions against each other and calculating foreign-exchange risks. 

It is not therefore surpriaing that financial markets in Asia have 
becooie more soyhisticated, with different types of financial institutions 
introducing highly attractive and innovative services. At present foreign 
currency resources are easily available to creditworthy borrCMers; indeed in 
some countries domestic currency resources seem to be the scarcer resources. 

In addition, international institutions such as the World Bank and the 
Asian Development Bank have taken a new vi_ew of private development banks. 
Many long-term lending programnes formerl!' considered beyond question have 
been scn.1tinized and found wanting. The international institutions are naw 
sVongly reccmnending that well-developed DFis actively seek out funds fr001 
other carmercial sources. 

Responsiveness 

The responsiveness of DFis tu new conditions and new requirements uill 
inevitably spell the difference between mere surviva~ and success. 

Several DFis have already attempted to respon ~ to the changed needs of 
the societies in which they operate. For exampl1:, the Development Bank of 
Singapore (DBS) has become a multi-service financial institution, the Korea 
Development Finance Corporation (KDFC) has ventured into leasing and short
term money market operations, the Malaysian Industrial Development Finance 
Berha::I (HIDF) has gone into industrial estates, the National Development 
Finance Corporation (NDFC) (Pakistan) has assumed coomercial banking opera
tions and the Industrial Credit and Investment Corporation of India (ICICI) is 
now engaged in housing finance with the assistance of the International 
Finance Corporation (IFC). The Private Development Corporation of the 
Philippines (PDCP), for its part, is closely affiliated with stock brokerage 
and manag~nt consulting firms. 
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DFis llll.St take the decisioo to venture into other types of services and 
operations in the course of next decade, but better endowed DFis must 
accelerate the process. 

Develor.ments in the 1980s will continue and DFis must keep one step 
ahead of them if they influence econanic develoµnent significantly. 

Di versification 

Funds must be generated with greater vigour and the sources of funds 
diversified. Both foreign and domestic capital markets offer potential 
resat~rces waiting to be tapped. Innovative methods of raising foreign 
currency resoorces fran international and regional agencies will need to be 
developed, including consortiun financing, regional financing schemes or both. 
Many private Asian DFis can tap the international capital aerket for funds; a 
few, in fact, have already tapped Kiddle Eastern and Eurodollar markets. 

Danestic resQ.U'Ce mobilization offers even wider leeway fo~ innovation in 
financial intermediation. Such possibilities as acceptance of term deposits 
and recourse to governnent guarantees for bood issues which might thus becane 
eligible for clCt.SSificatioo as reserve assets of camnercial banks would allow 
Asian DFis to draw funds fran ccmnercial banks. 

In line with this diversificatioo of fund swrcing, private DFis would 
also have to adopt a develo~tal orientatioo t<Mard the financial require
ments of borraiers. More Asian DFis will have to study and venture upon 
new operations such as securities brokerage, merchant banking, leasing, 
hoosing finance, ir.idustrial estates, regional investment financing and venture 
capital financing. 

Fundamentally, the concept: of developnent banking remains unchanged. 
The deep ccmnitment to pranote develoµaent ranains and precisely because of 
this sane DFis in the 1980s must be able to functioo as multipurpose financial 
institutions. They must provide services suited to the specific needs of 
develor.ment in the areas they serve. No longer need they be simply mediators 
of loog-term financing, although this will remain their major concern. 

ADFIAP in the 198os 

In the 198os AD~AP will uphold its coomitment to the .:i~veloµnent of 
its members, varied and diverse as they and their prograames may be. More 
particularly, it will work to support not only the t~aditional role of 
develoIJ!leflt banking but also the trend of many DFis toward productive diversi
fication. Furthermore, :n additioo to representing the interests of its 
members with international agencies, ADFIAP aims to praoote the interests 
of its members in the wider context of regional and world-wide develo~ent. 

The functions of ADFIAP will include collecting, analysing and 
disseminating information to its members, initiating and supporting research 
and manpower develoiment programnes for their benefit and representing their 
interests in negotiations or joint undertakings with subregional, regional or 
internatiooal organizations. ADFIAP will actively pursue these programnes: 

(a) Information. ADFIAP has published a newsletter since September 
1977 as a medilDD for sharing infonnation among member institutions. The 
newsletter reports develoi:;ments and activit i.es of ADFIAP members such as 
capital mobilization, loan syndication and project financing, as well as 
external develoµnents affecting member operations. To meet the long-felt need 
for a professional journal of develoµnent banking, ADFIAP has decided to 
publish a journal on develoµnent finance in Asia and the Pacific. The journal 
will contain articles and papers based on research or on the experiences of 
develoi;ment banl<ers in the region. It is hoped that the journal wi 11 help 
ADFIAP members to broaden their knowledge and enhance their practice of 
develoµnent banking; 
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(b) Research and development. One of the continling aims of ADFIAP 
~ i:.o provicie ~r.; wii..ii t.i111::: 1~::;ulks uf f~.:;;~CuL1 on dev€:lvpw::-11t fir.a..-n::;.c. 
Research reports on the effects of inflation and recession on the operations 
of DFis, training and manpower d~velopr:ient of DFis in the region, and small 
enterprise financing by DFis have been completed. Two additional reports, a 
study of the organization and r:ranagement practices of DFis in the region and a 
study of project appraisal procedures, are in preparation. Appropriate 
studies will be made to help DFis plan their development in the 1980s; 

(c) Professional development. One of the major tasks of DFis in less 
developed economies is to improve manpower skills. The ADFIAP professional 
development programne aims at upgrading the skills of management and staff of 
member in'3titutions. The mre developed DFis have provided training for staff 
members of less developed DFis both within and without Asia and the Pacific. 
In particular, a number of Asian orrs have provided expe•ienced staff to other 
DFis in an advisory capacity; 

(d) Policy IOOdificatiun. In the coming decade ADFIAP will continue to 
speak for i~ members on i.q>ortant policy issues with other develoIXJlellt
oriented institutions. In 1978 ADFIAP persuaded the world Bank to D:>di.fy its 
standard currency disbursement practices on DFI loans by which sub-borrowers 
bore the full currency risks. As the result of ADFIAP representations, the 
World Bank has considerably l"educed foreign exchange risks for sub-borrowers 
by agreeing to disburse 50 per cent of the loan in United States dollars with 
the balance in marks of the Federal Republic of Germany, Japanese yen, and 
Swiss francs; 

(e) Regional, subregional and world-wide co-operation. Through its 
regional co-operation progran:me ADFIAP has sut:Jnitted 23 projects received fl"Ol'I 
member institutions to the Economic and Social Gamli.ssion for Asia and the 
Pacific (F.SCAP) for possible inclusion in its regional co-operation programme. 
Apart from assisting ESCAP to i..q>lement approved regiooal projects, ADFIAP 
will help assess regional projects in the countries of meni>er institutions. 
ADFIAP will thus help DFls to accelerate their efforts to diversify by iden
tifying regional investment opportunities. 

Like other regional associations ADFIAP hopes to see the establishment 
of a world federation of development financing institutions to provide 
guidance and direction for effective development banking around the world as 
well as liaison between regivnal groups of DFls. 
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Part fiue 

CLOSING SESSION 





FINAL SUMMARY 
D. L (i1rdl.1n. Director 

ltKlustrial Deuelopment and Finance fNtllrtment. World Bank 

For three days the Symposium on Development Banking in the 1980s 
discussed intensively, in plenary sessions and smaller panels, a very wide 
variety of questions of crnmon interest to DFis in developing countries. 

The Executive Director of UNIOO, in his opening remarks, stressed that 
the Lima Target (i.e. for the developing countries' share of industrial 
output to reach 25 per cent by the year 2CXX)) was "not an ideal but a 
necessity". It woold call, however, for the mobilization of vast sums of 
capital - as a conservative estimate about $20 billion per year (in current 
terms) in 198o-1985, or double the amount obtained in recent years. 

The keynote speech by the President of the Eoropean Centre for 
International Co-operation outlined the critical imb~lance between the 
industrial North and ':.he less developed South in productivity, financial 
resources and living standards. He presented quantitative projections of 
iuvestments and financial transfers and suggested the kind of institutiooal 
changes that would be required to achieve the industrializatioo goals set by 
the Second General Conference of UNIOO, held at Lima in 1975. He considered 
thooe goals attainable despite mmeroos obstacles. He proposed a massive, 
temporary, selectively focused, multilateral programne of material assistance 
to developing countries. He averred that such an intensive effort could, over 
a five-year period, bring about a breakthroogh for the more advanced of those 
countries and lay a solid base for more rapid progress in the less advanced 
ones. He concluded that his proposal was financially manageable, given the 
long-pranised camdtment of 0.7 per cent of GNP ~f rieh eot.mtries to develop
ment assistance. 

These opening speeches set in broad perspective the objectives and 
operations of the World Bank and UNIOO as potential ~ollaborators in the 
implementation of a global programne for industrial development and those of 
DFis in managing the practical allocation and supervision of investment 
r-esources in their respective countries. 

The basic decinions on such proposals, h<Mever, are the responsibility of 
Governments; many of the issues involved are under active consideration by 
the World Bank/IMF Develctment CClllDittee and by the Brandt CC11111issi00, whose 
report is expected in late 1979 or early 1980. 

Issues of public develo~t stategy and policy were further explored by 
the Minister of Finance of the Philippines. He reviewed the experien.:!e of 
developing countries during the last 3:) years. Many of them have progressed 
from simple import substitution to more sophisticated export-oriented 
industrial activities. He stressed the need for careful, professional 
screening of projects and hence the important role of DFis, especially in 
view of the increased recent emphasis on dispersion of industrial activity 
and helping smaller enterp~ises. 

The Olairman of the Industrial Credit and Investment Corporation of Indin 
saw a link between high-growth econcmies and liberal govenunent policies and 
financial systems in which DFis had major scope for initiative. The President 
of the Banque Exterieur d 'Algerie pointed out that while Algeria was not 
centrally planned in the cn4ECX>N sense, political decisions outweighed purely 
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technical consideraticns and that institutiooal performance in carrying Nt 
government decisicns efficlmtly was tbe main criterioo. In ~~ context 
project-by-project rate of return or risk analysis of the kind espoosed by 
most DFis is less relevant than in more market-oriented eccnanies. 

The discu.ssioo then focused oo the functicns, problems and potential of 
DFis. The drariatic expansioo of DFI activities and the major changes in their 
character •ere repeatedly emphasized. Those changes had involved substantial 
diversificatioo into new econanic sectors, into novel institutiooal fonns 
or financial instn.aents, into snell-scale enterprises and into underdev~loped 
regions. 

There was consensus that one clas3ic concept of a private or mixed DFI, 
essentially providing term loans to large- and mediun-scale manufacturing 
enterprises, no looger fully described DFis; nor was the other classic model, 
a Govemment-amed ir.stitutioo charged with implementing specific investment 
projects, adequate. Evolutim and D1Jtatioo of the species had resulted in 
1113llY new types of DFI. 

Nevertheless, it was agreed that DFis have certain camnon characteris
tics. They are financial intermeeiarie"3, mobilizing and allocating resources 
for productive investment and have a devclqment purpose transcending but not 
inconsistent with profit making. They have discretion in selecting and 
approving projects; their investment objectives and criteria are defined in 
advan<..-e but the specific objects of investment are not. In exercising this 
discretioo they foll<M strict standards of project appraisal and supervision 
and develop methodo~ogy and professional staff accordingly. They need 
reliable lmg-term financial resources, whether fran equity subscriptioos, 
budget allocaticns, dcmestic borrowing fran public or private sources, or 
external credits. A DFI may be restricted (or restrict itself) to a 
particular sector, a particular size or a particular kind of operation; or 
it may be Dllltipurpose. The choice depends on specific local conditions and 
needs. 

By the same token sane ccmnon opportu.,ities, problems and preoccupations 
were noted. Becaus~ they can effect rational, flexible allocations of 
resources and systenatically appraise and supervise investment projects, it 
was generally agree6 that DFis ir. most countries would be called on, both by 
their natiooal Govennents and by external financing agenciea, to continue 
expanding the volune and range of their activities. 

This progressive increase in the demands made on DFis and in their <MTi 

initiatives will inevitably impose strains on tt.eir financial resources and 
their administrative capacity. These strains are aggravated by dcmestic and 
international inflation. Inflation erodes the equity of DFis and their 
borrowers, reduces lending margins, rais~s the cost and may affect the 
viability of projects, aggravates repayment problems, increases the amount of 
borrowing required, ~nd generally increases financial uncertainty and risks. 

One consequence is that DFis have to a greater degree than formerly 
beccme dependent oo government funding and must CCA'71I>ete with other budgetary 
claims. Indeed, in most countries government ~esources have been made 
available to DFis in encouraging amounts, but concern has been expressed that 
tt.is increased dependence on government funding might tend to prejudice the 
autoocmy and objectivity of Di'--rs in selecting and appraising projects. The 
discussion indicated that this has not in fact occurred on a wide scale and 
the existence of variCl.15 countervailing tendencj es and measures was noted; 
sane speakers felt it was not currently a real issue. 

Nevertheless, it was emphasized that it was important for UFis to expand 
their independent mobilization of funds to rueet the g,•CNing demands on them, 
to allow public funds to be '.lsed for other high-j)rfority purposes, and to 
improve the security of tht:ir financial position. Possible sources of 
dcmestic and internatiooal finance were described and discus~ed in consider
able detail and a number of possibilities were suggested for further 
exploration, including lending by the World Bank and regional banks in DFis' 
dcmestic currencies. This possibility depends on agreement by the Goverrunents 
of the countries in QUe3tion. A proposal to issue bonds in foreign currencies, 
perhaps a mix of such currencies, would also require government authorization. 
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......................................... __ r ______________________________ ~~~~~~~~~~~~~~~~~~~~ 

Closer ccroperation with ccmnercial banks, including improved access by DFis 
Lo Lneir deposit resources with effective, prudent term transformation 
arrangements, was reccmnended. 

The need to maintain and reinforce the equity base of DFis to strengthe.1 
their borrc:Ming power was particularly eq>hasized. In most countries recent 
conditions have not been propitious for sales of capital stock in DFis. If 
DFis were permitted to increase their profit margins, the potential for such 
sales would be enhanced. 

DFI profit margins depend chiefly on public policy and regulations on 
interest rates. There was a consensus that interest rates should be allowed 
to reach levels that, after allowing for inflation, would encour?.ge institu
tional saving both in form of public deposits (and bond purchases) and of 
reserve accumulation. These considerations would se~m to apply to DFis 
whether privately or publicly. 

Pressures on and incentives fo1 DFis to diversify their operations were 
cited by several speakers. In part these pressures stem fran the need to 
improve profitability and to multiply soorces of funds. It was noted that 
the access of mature development banks to concessional finar.cing fran inter
national institutions might well be restricted, that foreign commercial 
funding could not entirely replace domestic funding, and that domestic 
resources were unlikely to fill the gap if the DFis were limited to being 
secvndary mobilizers of suer resoorces. Hence, it was agreed, they must 
either restrict or reduce their activities or move into primary funds mobili
zation and increasingly rrovide such varied banking services as bridging 
finance, medium~tcrm lease/hire-purchase funding, inter-firm clearing 
arr-..ngements, trust facilities for pension funds and corporate portfolw 
managemen~, and foreign-exchange hedging and risk management. 

TI:.e potential DFI roles in business-risk insurance services, in con
sul taricy and in more active entrepreneurial involvement were also discussed. 
Necessary C'Onditions and risks were recognized, but these activities were seen 
as future possibilities for DFis in COl.mtries at a relatively advanced stage 
of devel~t. It was argued that DFis should, by definition, be pioneers of 
institutional develCJX!lerlt. 

Pressure to diversify Dr'! operations also arises fran the need to canpete 
with other institutions, especially coomercial banks, that are moving into 
term financing for ina~stry and to meet the increasingly sophisticated 
requireraents of clients for a •ide range of banking service. 

One of these requirements is financing exports. It was noted that 
although aggregate exr-orts fran developing countries had grown substantially 
in recent years, grc:Mth was uneven. Little had been done to provide those 
countrie3 with an effective organizational framework for export development. 
The need for and potential advantages of establishing integrated export 
fjnancing and insurance facilities were noted. Meeting this need would 
provide DFis with the opportunity to contribute to the development of mar
keting operations. 

The notion that international institutiona1 financing for mature DFis 
should be phased out was disputed by sane on the ground that those DFis still 
had a major role to play in industrial development, and because they were 
efficient channels for and allocators of external funds. The truth of that 
was recognized and the continued need of mature DF:Ts for external resources 
was ackno.1ledged, but given the competing claims of other, including new and 
weaker, institutions for scarce re~ources ~t seemed clear that they could not 
expect to continue receiving the same proportion of international institu
tional support as in the past and must accordingly look for supplementary 
sources of funds. 

~11 enterprise de~elopment is an area in which important new initia
tives are being taken. The panel dL'3cussion on the subject considered the 
special characteristics and needs of small enterprise techniques, problems 
and costs of assisting small enterprises effectively. The importance of 
equity and working-capital financing and of credit guarantees was stressed. 
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Unfortunately., there was insufficient time to explore this canplex subject in 
depth. 'lbe experience of the t'"ederai Du;:;:l.11-::.s.s !)e...-zlc~t !2.'!..I{ of r,.qnada was 
cited as evidence that in favourable circtm3tance.J "financing small-scale 
enterprises appears to be possible on a cost-recovery basis". 

The session on technological choices and information emphasized that 
appropr"iate techr.ology refers not only to simplifi.ed or intennediate tech
nology but encanpasses the entire spectrum of available technology. It was 
noted that the concept had to be applied in two different contexts: in 
national planning and in project desigr. and selection. The latter is par
ticularly relevant to the work of DFis. They need to be able to tum to 
lm<Mledgeable LJCal technical units which C'.an interpret, apply and adapt 
foreign technical information. 

Technological tra:isfers wer:? discussed ~n a scmewhat different context 
in the session on industrial redeployment. Industrial redeployment means the 
shifting of product lines or processes that have become too costly for 
industrialized countries, given thzir high wage rates, to less developed 
countries, sanetimes by physical transfer of production plant, more often by 
establisl-iing incremental production in the more favourable developing country 
envirvJP.lllt::tlt. UNIOO sponsors discussions of redeployment possibilities and 
advocat~s es+;.ablishment of an equity ft:.nd for this purpose. DFis could become 
channels for such funding and could also help by financing lease arrangeu:ents. 
DFis can also provide advice on investment conditiorts, marketiflE and possible 
joint-venture partners in their countries. It was notf"d that sooie phases of 
t-.igh technology industries are ii1creasingly recaJI'lended for redeployment. 
Production in developing cour.::.ries would canpete with, as well as canplanent, 
production in ir.dustrialized countries. While this seems a natural and 
appropriate jeveloIJlleflt, it may stimilate protectionist reactions in indus
trialized countries. 

The importance of sound accounting and auditing policies and procedures 
was highlighted in another panel discussion, and many useful sugge..qtion.s were 
made for expanding the role of DFis in this area. DF"is can pranote fuller 
financial disclosure, improved management informatioo systems, and upgraded 
professional standards. The achievemente of the Korea Development BRnk 
during the past 20 years exemplify this. 

The importance of systematic self-evaluation by DFis was aclmCMledged by 
all, especially in view of fluid politico-econanic circumstances and the new 
challenges and pressures ci ... ed earlier. Changed conditions, demands and 
opportunities need to be reviewed ·~ontinuoosly and the DFI 's own objectives, 
strategy and mode of operations should be assessed in the light of these 
changes. The ways in which several DFI~, in diverse environments, were 
seeking to meet this need were discussed. The World Bank project evaluation 
system was 3.l~o discussed. It was noted that the Subproject Data System 
recently introduced by the Bank should provide ~seful information for 
evaluating project effectiveness. 

It was generally recognized that DFis had social obligation:3 above and 
beyond those of other financial institutions. Nonetheless, projects 
receiving assistance 111.JSt satisfy financial and econcmic criteria as well as 
social criteria. Balancing finan~ial econcmic feasibility with social objec
tives constitutes an essential element of the art of development banking. 
Governmental and interTiational assistance and preferences make it feasible, in 
a financial sense, to carry out many social progranmes. 

The ultimate purpose of develoixoont banking is to identify and assist 
productive projects. These are, on the one hand, bU3iness risks for the DFI 
concerned and, on the other, the means to realizing its S()::io-econcmic goals. 
The essential contributions and advantage of the DFI mechanism .is to penni t 
systematic analysis of the technical, financial and econcmic viability of 
projects. DFJq can increase the number and quality of projects in several 
ways: by examining current imports to see if sane may be susceptible of 
efficient substitution; by examining raw material exports for possible ways 
of adding value; by examining natural resources for possible exploitation; 
by making industrial sector studies; by cultivating prcmotionally-minded 
businessmen and encouraging their participation in joint ventures with Govern
ments, f0reign partners or both. 
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A recurring theme was the complex and shifting relationship between 
government strategies ana policies ana tne operating pol:i.cies or Ln··Is. 
Several srecific country situations, in both narket and centrally planned 
economies, were discussed. It was recognized that DFis rust orerate within 
the national policy frmework but should retain discretion in day-to-day 
decisions. A number of areas in which DFis might take initiatives to inform 
and influence government decisions were suggested. DFis should formulate 
clear policies and prepare periodic statements of evolving operational 
strategies. 

The Symposium provided a unique opportunity for DFI 1IBOagers to learn 
about Swiss financial interests and Swiss potential for aid and credits to 
the developing world. 

During the Symposium officials of the three regional organizations of 
DFis worked out a framework for global collaboration. The World Bank and 
!INIOO wekome this development and !:ope that the new World Federation of 
Development Finance Institutions will take the initiative for convening anci 
o.·~·;:::inizing future global gatherings of DFis. 
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