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| CoRTRIOUTE | ' 4
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Saad 5. El Fishawy

KUWAIT: Mr. Mcdamara's Vizit - March g, 1975

Heeting with Mr. Abdlatif ¥. Al-Hawad, Director Gemeral of the Xuwait Yuad

Prasent ware ﬁesszs..ﬁl-ﬁaméd, liasser Al-Sayer, Leputy Director Geuneral
of the Kuwait Tund, Feisal Al-Khaled, Director of Operaticns, HcM¥amara, El
Fishawy and Burmester.

lir, YcWamara stated that he wanted to discuss three topics: (1) “Third
Windew" finamcing facility, (2) increase of OPEC Countries' voting power aud
capital subscription and (3) the Bank's borrowing program.

(1) "Thizd Window"

Mr. McMamara sald that pursuant to the support sziven to this lending
facility at the meeting of the Development Coummittee by Kuwailt and other
ccuntries, he is planning to ask the Executive bBoard to consider this inter-
mediate firancipg faecllity on March 25 (copy of the paper circulated to the
Board was handed to Al-Bamad). After approval by the Board im princivle,
and if there are indicatioms of meaningful support by prospective contributors
to the Interest Subsidy ¥und, it is planned to hold a mesting in April of the
prospective donors. It is hoped that in said meeting agrsement would be
reached on firm committments by the donors and on a working scheme which
would be presented to the Development Committee at its June meeting, Ilir.
tcHamara said that the level of contributions sought Zrom tha UECD Counbtries
amd tha OPEC Couatries does unor raflact any burdea-shacineg Tormula but nareivy
an aasesament of what the prospeccive contributors couid participaca in order
to initiate as quickly as pessible this additional lending facility which is
acutely needed by the poorest and most seriously affected of the developing
countries. These comprise about 45 countries with a population of about
oue billion, who are barely clinging to life and trying very hard to stay
allve. They are actually suffering from hunger. The OECD Countries are
unfortunately not in a wood to contribute substantially to economic aid,.
Setbacks and economic problems they are presently experxiencing led te this
paychological stata which 13 not fully justified purely on the basis of
economle strength, There is a2lso the underlying feelinz that they are
contributing 1.5 billion dollaras a year for IDA Replenishments. The "Third
Window', however, has recelved support from the Netherlands, United Kingdonm
and Canada. The Bank is soundinz out other 0ECD and OPRC Countries.

. ¥r. HeHamara then asked Mr, Al-lamad whether he had touched base with
his constituents before the meeting of the Development Committea and there—
after, Mr, Al-Hamad said that he had discussed the scheme with the autho-
rities in Saudl Arabia, Abu Dhabi and Qatar, and that thay are in principle
in support of the scheme. He had not, hovever, discussed it with them after
the meeting. He knew that ixr. Mclamara was golag to pay visizs to these
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‘would be raquired for Kuwait's contribution- Ai*ffmad saiieghiiqtzii»pzizg
¥am srudlied withlin the wuwait FTund ano‘thaﬁconc ?aﬁon raaS‘ was that :

'an soproval would certainly be required. lh%s, ?owev?r, does notl ?onst tute
. ;arinus problem as long a3 tha coatribuzion ias the gcverﬁment‘s Support.
Al:ganad gzid that Xuwait strongly supports ;he Third Window lencigg facility.
This, however, 1s hsased on the expectation that contributions by OPEC Countries

would be matched by contributions from the ORECDE Countries.

(2) Increase in Voting Power

My, MeNamara said that he is of the view that the change that tocok place
in the sconomic strength of Rank members should be raflectad in their relative
voting power in the Bank. He is of the opiniom that the voting pewer of CPIC
Countries as a group should be increased 1lnm the Bank to 15%. 1In the Fund,
QECD Countries have opposed any increase above 10XZ. 3Sut in the Bank he is
personally convinced that the increasa should go up to 15Z. ie is reacy
to try hard to steer his way to achieve such 2an increase for the OPEC
Countries in the Bank. It is not going to be easy. He expects the procass
to he difficulr and painful. UNevertheless he is preparad to try. Ue cannot
even start, however, unless he is assured that CPEC Countries, if ofifared
tha additional shares, will subscribe to them. Therefore, hie was seeking
a firm indication that this is the position of OPEC Countries im general
and of Kuwait iz this particular instance. Mr. Al-ifamad said that this
1s in his belief Ruwait's position. He was certain that the Prime Minister
will personally assure Mr. Mciamara of this position in their meeting. EHe
did not know whether this 1ssue came up during the Summit Meeting in Algiers
of OPEC Countries. His understanding, however, was that CPEC Countries
support this posiriom.

{3) Torvowing I'rosram

Mr. Mcdamara said that the Bank's borrowing program in 1976 will be ia
the order of & billion dollars, The year bafore it was 3.6 billicn dollars,
He expects to ba able to Worrow from Kuwait 10% of the borrewing program
for 1976, i.e, 400 willion dollara. Iir. Al-Hamad said that Bank borrowiag
¢rom the Covernment of Kuwait along the lines of Bank borrowing from Saudl
Arabila would require parliamentary approval. This would be very diifficult.
Tha issue was left at that.

SEl1Fishawy/zh

cc: Hagsrs., McHamara
Enapp
Cargill/Rochman
Benjenk

Durmester
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TO: REYNAUD

EUROPEAN OFFICE
PARIS

COUNTRY: FRANCE
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Cable No.: Z/

DATE: MARCH 28, 1975 /\/

CLASS OF
SERVICE: LT

CARGILL VERY ANXIOUS TO ISSUE ON TUESDAY APRIL 1 INVITATIONS TO PARTICIPANTS

IN THIRD WINDOW MEETING STOP THEREFORE PLEASE CALL ME NINE O'CLOCK A M

WASHINGTON TIME TUESDAY APRIL 1 REGARDING STATUS OF AVAILABILITY OF CONFERENCE

FACILITIES IN PARIS FOR THIRD WINDOW MEETING STOP MEETING DATE CHANGED FROM

MONDAY APRIL 28 TO TUESDAY APRIL 29 STOP MEETING MAY CONTINUE INTO MORNING

OF WEDNESDAY APRIL 30 STOP ABOUT 60 PERSONS EXPECTED TO ATTEND WITH APPROXIMATELY

25 PERSONS TO BE SEATED AT CONFERENCE TABLE STOP REMIND YOU THAT SIMULTANEOUS

INTERPRETATION ENGLISH FRENCH ARABIC AND SPANISH REQUIRED STOP MOYENS INFORMS

ME THAT FOUR BOOTHS FOR INTERPRETERS PREFERRED BUT COULD OPERATE WITH THREE

REGARDS

CAPBERT

NOT TO BE TRANSMITTED

AUTHORIZED BY: E.J. Capbert
NAME E.J. Capbert
DEPT.

SIGNATURE

CLEARANCES AND COPY DISTRIBUTION:

cc: Messrs. Damry
€irilloe
Moyens
cc and cleared with: D. Taylor

REFERENCE: Third| Window Mtg - Paris

ORIGINAL (File Copy)
(IMPORTANT: See Secretaries Guide for preparing form) Checked for Dispaich: -

For Use By Com i) fions) Se;.H{:n
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INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
OUTGOING WIRE 4214/5
TO: INTBAFRAD DATE: MARCH 27, 1975
TOKYO

COUNTRY:

TEXT:
Cable No.:

CLASS OF W
SERVICE: TELEX Q
e

(JAPAN)

/02

FOR SOEJIMA

PRIMO HORI IS ADVISING MINFIN THAT BANK IS SENDING ADLER TO JAPAN TO
EXPLAIN INTERIM THIRD WINDOW OPERATIONS AND TO ASCERTAIN WHETHER JAPAN
WILL MAKE CONTRIBUTION AND IF SO HOW MUCH STOP HORI IS INQUIRING WHAT
QUESTIONS LIKELY TO BE RAISED WILL APPRECIATE YOUR FOLLOW UP AND ADVIGE
SEGUNDO PREFERRED TIMING FOR MINFIN DISCUSSIONS APRIL 14/15 BUT SLIGHTLY
EARLIER DATE POSSIBLE

TERTIO FOR YOUR BACKGROUND OVERWHELMING MAJORITY OF BOARD ENDORSED THIRD
WINDOW STOP CONTRIBUTIONS EXPECTED FROM ALL MAJOR OPEC AND MOST OECD
COUNTRIES EXCEPT US STOP EXCELLENT PROSPECTS FOR REACHING USDOLLARS TWO
HUNDRED TO TWO HUNDRED FIFTY MILLION TARGET STOP ARRANGING MEETING OF
POTENTIAL CONTRIBUTORS FOR APRIL 28 IN WASHINGTON OR PARIS

QUARTO | AM GOING TO VENEZUELA AND IRAN TO OBTAIN PLEDGES FOR CONTRIBUTION

EXPECT TO BE AWAY FROM APRIL 7 to 17 REGARDS

CARGILL

NOT TO BE TRANSMITTED

AUTHORIZED

NAME

DEPT.

SIGNATURE

BY:

CLEARANCES AND COPY DISTRIBUTION:

Johi H. Adier Cleared with & cc: Mr. Cargill

Director
Programming and/J:\dgK&r U/ '{
/ﬂ

REFERENCE:

(SIGNATURE OF INDIVIDfJA

(IMPORTANT: See Secretaries Guide for preparing form) Checked for Dispatch:

AUTHORIZED TO APPROVE)

For Use By Communications Section

JHAdler :cbm ‘L ’
ORIGINAL (File Copy)




i

VLT b

OBICIAYT [k Cala)

AHYG] 6k tCpl | Ncmfmth 7 i il
GLOBLBBNLE Sug | nnﬁc;;ua 1& H Q 21 f“\ms
?}é;ﬁfi’?m“ wumcrﬂ\m‘*

CleRLEBg MIgP £ 6C  WL- CoL@y )

woL 10 BE LK‘?ME"WU..U")

CvEeiTT

EXbECL L0 BE VYA EEOM VBKIT ) 0 [\ WEGVHDE
GNVELD | YW GOIMC LO AEHESNENY VMD I8WW 10 OBLYIW LIEDEEZ2 LOK COMLUIBNLIOM
bOLEALIVT COMLEI1BNLOE2 LOK VBEIT S§ 1M MY2HINELGH O bYK12
HOMDEED LO LMO HNMDMED EILLA WITTIOM IVKEEL 210b YUSYMEIWE WEELIMC Ok
CONULKIER EXCEbL NZ 2106 EXCErTEML BEOZLECL: L0y YEVCHIME N2DOITYES LG
MIUDEM 2106 COMAWIBNLIOM2 EXLECLED EMOW YIT WyI0K ObEC WHD Wo2L OECD
L1EBLI0 LO¥ ADNE BYCKCHONKD OAEEMHEIWIHE WWI0KILA Ok BOVHD EADQKZERD LHiHD
EVETIEY DVLE BOZ2ABIE
2ECNUD0  BUEREKKED LIWIHG LOK WIWEIW DI2CA2210M2 YBEIT I\l2 BAL ET1EHLIA
GNE2L10MZ TIKETA L0 BB GYIZED MIFT YBbVECIVIE AOAE EOFTOM Nb WUD VDA IRE
CWIET WYKE COMLEIBNLICH YUD Tk 20 HOM HACH 230b HOUL 12 TUCHAKING MHYL
EXBIYIM IMLEXIW LETED AIMDOM ObEKVLIONZ VB L0 VZCEWLY!¥ (HELHCE TWkvH
BEIND HOKI |2 VDAIZIME WHAEIH LHVL BYMK 12 2EMDIMG VDIEY 10 7YYl LC

LO¥ 20ETIWY

H A g
N Ky
Ve v
IEpEE
eodlaiEnEs  (IYBYH)
meiveg YEF
i A
10KA0 ; :
] : ' e AL 1 g s - ¥ - .
VAT THABYERYD RIS R 3)° 193
{} N o 34 i @ AL E (S 1TNE
o e e W 1A i ! e B AR (_‘ .'” WAL THEARTSA NN LRI e v
sk e PEARIR AL l SRRV TR T R [T “ AR G
G 1 = }
\-,g,:“s i Al
PRE A e |

SRS



P PP p ik

Mr, Taro Hori March 27, 1975

M. Hattor

Mr. Cargill's Visit of March 26, 1975

The followigg is & resume of the meeting at 1600 hours March 26
1975 in your office. Present were yourself and Messrs. Kenmochi, Cargill
Adler and myself.

»

1. Mr. Cargill informed Mr. Hori that in viev of the widespread
supporl expressed at the Board discussions of March 25, Management
planned to proceed on the following timetable:

(1) Visits to potential donor countries, next two weeks:

Japan: Adler

other visits include

Cargill: Venezuelsa, Iran
Gaud: Denmark, Norway, Belgiuw and possibly Sweden
Stern: Germany

(ii) Meeting of representatives of prospective donor countries
late April, after the meeting of the OPLC Finance
Comnmittee (in Washington or Paris, depending on whether
the Committee meets in Caracas pr Vienna).

(111) Preparation of a Board paper to be transmitted to the
Pevelopment Committee by May 15 for its June meeting.

2y Mr. Cargill requested Mr. Hori to find out whether Mr. Adler's
visit would be convenient to the Japanese Government, and also find out
on what sort of problems the CGovernment would like elaboration (such as
late contributions or administrative arrangements) or further discussion.
He thought a visit to the Ministry of Finance would be sufficient, but
Mr. Adler would be guided by any suggestions Mr. Hori should make.

Mr. Hori agreed to do the necessary.

3. Mr. Hori mentioned that the Ministry would like to have a more
convineing justification for the 1 billion additional lending: how the
Bank viewed the growth prospects. of LDCs, their development aid needs, as
well as the shortfall estimates.

Milattori:ed
IBRD

ce: lMessrs. Ceargill and Adler
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South Africa

hmbessador Emit of South Afxdca came in to ses me yesterday
dCﬂJﬁ333¢3j by his ﬁgwiaer, ¥r. Gerstzin. He reported oo his recexn

mrammind T aplama ped 8 $Yae TTands ordely

Firotly, he sald that South Afrie: fcu1d ba preparad to econ-
tribute to the Third Window subsidy fund easonable number of
QECD countries ware prepared to do so. 1 id hat he would be gzoing

on to ¥r. Gaud to dlscuss this and I did not presaz him for an amount.

g ok
o

¥
3

12 also said that South Africa would be very much interested
in co~financing projects in African countries with the World Bank cr IDA.
a2 said that these operations wouléd be handled by wvarious institutions
in South Africa but
Te gaid that it was qu

T
£ we ﬂhauld deal through the Scuth African Treasury.
nossible to arrange for financing on concessional
priate. Fe was thinking primarily in terms of

to South African sources of supply but said

; g 3 er joint financing with untied funds if thaev
& aszured that tiere would bL o di cerimination apainst South African
iliars 1 I told him that I would =o
‘Lﬁlly rent*awed Libaria as a
= Vorsiar ahd Tolbare. )

A 1ol
U WP € | i St

ntries.

Massrs. lellamara
Cargill
u'«i.ud
Chaufournier
nuaain
Coodran
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iis Hizhness

hei kh flamdan bin Rashid Al Haktoom

e uty ime Minister and dnister
Tinsnca, Zoonomy and Indusiry

Abu Thabl, United Avab Emirates

gt
3 A

Desr Hr, "nister,

It was & graat pleasurs to meet with you again ia 2bu Thabi,
I want to thaek you for all the “lbd hUSﬁiuﬂllEY extepdad o me Jduriag
w7y stay in the Unitad Avah Frirage

I would like o confirm hers what T szationed to you during our

reetings that in Xuwait we found strong surport for the three zain
ﬂiats we diacussad thare with E.li. the Crowm Prince and Prime jiniszter,
heikh Jaber Al-Abwmad, and H.E, rhe Yindlster of Finance, Abdul Zehman
alim Al-Ateeqyv. They welcomed the propossd increase ia tha voting
rawer of, and zbquirad igerease of eapital subseription by, the OPEC
cuntries to 152, They ware stroog qvvportﬁrs of the "Third ¥Window"
ending facility and indicated that Xuwalr is prepared to coatribute

at least 20 HMilliom Dellars to this factlity. Ye are hopaful, however,
hat Buwaeit will contribute its full share of 25 Million Dollars., They
so supportad the Jank’'s borrowing program ond indicared substantial
rauumal partihipatioa in 4t, Ve plan to start negotilating spaciiic
rrowing transactions in Hwealit by next June,

’.r"i WA ':j
e

B Or B b 0.'"! g 5]

o
?"J

¥z Saudil Arsbia, we also Found strong support from the Mindster
of Pinaoce, H,.H. Prinece Dosasd Ibn Abdel-Babwan, and the authoerities
thays, st the highest level, for the three main peoints wa discussed
with them Thay were in favour of the iIncrease of ths woting power of
the CP2C Countyies o 15%. They further supported the “Third Windew"
lending facility end the Jank'a bprrowing program, indicating strong
financial participation in each. The exact amounts will he determined
sone btime In April with xegarxd to the “Third Window" and in Jly with
Zazard to tha borrowing program.

In Doha, wa ware pleased to find the same spirit of support for
both proposals.,



S -
i

-,

Turthermora, wa are at nresept engaged in discussions with Vene-
zuela ond Iran with regard to the Increase of the voting power of OPEC
Countries, WYWe are alse disecussing with thes and with several OECD
Countries the "“Third Window" proposal.

As I mentionad to vou, we hepa to be able to convena 2 meeting,
probably in Iurope, of the prospective dorors to the "Third Window”,
some time next April, and T am looking forward to hearing from you.

Cnce azain I would like to express my warmest thanks for the
welcome and the hospitality extended to me durlng my stay in Abu lhabi.

Sinceraly,

sgned) Rolort S,

hobert S, McHamara

SE1Fishawy/th

ce: yr, McHamara's Office {2) .
Mr. Carpill
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March 24, 1975

fiis Excellency

Shelkh Abdul Aziz Al-Thani
Hiniater of Finance and Petrolaum
P.0. Box 83

oha, Qarar

Dear Mr, dMinister,

Lt was & great pleasure to meet with you again in Doha and I want
to thank you for all the kind hospitality extended to me during iy
stay in Qatar.

I 2m pleased to be able ro report to veu that in Abu Dhabi, whare
we nmet with IL.H. Sheikh Zayed bin Sultan Al-Hahyan, H.H., Sheikh liemdan
bin Rashid Al Maktoom, the Mipistar of Finance, and L.E. Sheikh Ahmad
Rhalifa Al-Sweidi, Hnister of Foreign Affairs, they were appreciativa
of the Bank's positive rasponse to their request teo increase the QPR
Countriss’ role in the Bank by inereasinz their voting power frem about
3% to 152, They also strongzly supported the “"Third Yindow" interest
subsgidy fund.

I would also like to confirm what I stated during our meetings
that we have found strons support fn Saudl Arabia from tha Miniater
of Financa, H.H. Prince Mosaed Ibn Abdel-Rahman, znd the authorities
thers, at the highest level, for the thre=e pain pointa we discussed
with them. They ware in favour of the increasa of the votiaz power
of, and required incraase of capital subseription by, the OPEC Couatrias
to 15X, They further supported the "Third Window" lending faeility and
the 3Bank's borrowing program, indicatingz strong financial participation
in each. The exact amounts will ba detarmined some tima in April with
Tegard to the "Third Window" and in July with regard to the borrowinsa
program,

g

In Kuwait, whera we met with the Prinme Minister and Crown Prince,
Hol, Bheikh Jaber Al-Ahmad, and the Minisrer of Finance, H.E, Abdul
Fehman S5alim Al-Ateeqy, they velcomed the proposed increase in the
voting power of the OPEC Countries to 157, They were strong supporters
of the "Third Window" lending facility and indicated that Kuwait is pre~
parad to comtributa at least 20 Millfen Dollars to this faciliry. WUe
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are hopaful, however, that Ruwalt could contribute its full share of

25 ¥i11ion Dellars. Thav alaso auvprortad the Dapk's borrewingz progranm
Z £ e 2
and indicated substantial fimancial participation in it. VWe plan to stazt

b

negotiating specific borrawing transactions Iin Xuwalt by next June,

Furthermore, we are ab prasent engaged in discussions with Venezuela
and Iran with regard to the increase of the voting power of OPEC Countries.

Ye are also discussing with them and with several OECD Countries the
“Third Window” proresal,

As T mentioned to you, we hope to be abla to convene a meeting,
probably in Furope, of the prospactive donors to the "Third Hindow',
sme time pext April, and I am looking forward to hearing from you soen.

Onee again I would like to express my warmest thanks for the wel-
come and the heospitallty exteunded to me duriag my stay in Qatar, Please
convey my highest respects and warm regards to His Higbness the Ewir,
Sheikh Xhalifa bin Hemad Al-Thani.

Sincersly,

e o , T T
(Signed) fe.ol S, [ictlamarg

“ m . dn ]

Bobert 5. Modlamara

SE1Fishawy/rh

(o ol Mr. McNamara's Office (2) ¢
Mr. Cargill '
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Thea Honorable

Abdulkadir Qadi

Director of Flnancial Affairs
Hnistry of Yinance and Petroleum
P.O. Box 83

Iioha, Natar

Dear Mr. Dadi,

It was a great pleasure to meet with vou again in Doha and I want
to thank you for all the kind hospitality extended to me duriag my
atay in Qatar.

I 2m pleasad to be able to report to you that in Abu Thabi, vhere
we met with H.H, Shelkh Zayed bin Sultan Al-¥ahyan, H.H. Sheikh Hamdan
bin Raabid Al Maktoom, the Y¥inister of Tipnance, and H.E. Sheilkh Ahmad
¥halifa Al-Sweidl, Minister of Foreign Affairs, they were appreciative
of the Bank's positive response to their raguast to increase tha OPEC
Countries' role in the Zamnk by iuncreasing their woting power from about
5L to 155, They also strongly supported the "Third Window” icterest
subsidy fund.

I would also like to confirm what T stated during our meetings
that we have found streonz supperxt in Saudi Arabia from the Minister
of Finance, H.H. Prince Hosaed Ibn Abdel-Rahman, and the suthorities
there, at the highest level, for the three nain polnts we discussed
with thew. They were in favour of the increase of the voting power
of, and required incrzase of capital subscription by, the DPEC Countriss
to 153%. They further supported the "Third Window” lending facility and
the Bank's borrowing program, indicating stzong financial participation
io eacb. The =xact amounts will ba determined some time in April with
regard to the "Third Window" and 4o July with regard to the borrowing
ProgYam.

-

In Fuwalt, whers we met with the Prime lHinister and Crown Prince,
L., Sheikh Jaber Al-Ahmad, and the Minister of Financa, i.E. Abdul
falman Salip Al-Ateeqy, they welcomed the proposed increase ip the
voting power of the OPEC Countries to 15Z. They were stronz supportars
of the "Third Windew"” lending facility and indicated that Kuwait is pre-
parad to contribute at least 20 Hillion Dollara to this facility, Ve



are homeful, howewvar, that Xuwalt could contribute its full sharse of
25 H11lion Dollars. They alsc supported the 3ank's borrowing preogram
and dadicated substantial flanancial participation in it. ¥e plao to
gtart nezotiating speeciflic borrowlng trapsactions in Huwait by nazxt
Juna,
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Furthermore, we are at present engaged in discugaions with Vene—
zuela and Iram with rzaard to the increase of the votiag powver of OPED
Countrias, %Ye are also discussing with thew and with several OZCD
Countriass the "Third Window" provosal.

43 I mentionad to wou, we hope to be sbls to convena a mearing,
probably in Europe, of the prosnective donors to ithe 'Third Window",
scme tiwe next April.
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i Uneca agaln I would 1lke to axwpress mwy warmest thanks for the
welcome and the hospitality extended fo me during my stay in Qatar.

Sincerely,
G tghert 8. MeMamarg'

Rohart S. HcHamara

o B as i s bt e gl WP

SElFishawy/rh
eel My, McMamara's Qffice (2)
: ' Mr, Cargill
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His Excellency

Abdul Behman Salim Al-Ateeqy
Minister of Flnance

Kuwait, Fuwait

Dear Mr. Minister,

it was & great pleasure to meet with you again both in Kuwalt
and later in Saudi Arabis, With you and your colleagues and asso-
ciates I really feel among sincere old friends, I want to thank
you for all the kind hospitality extended to me during my stay in
Kuwait.

I am pleased to be sble to report to you that we found a stromg
support in Saudi Arsbia from the Hinister of Finance, H.H. Prince
Moseed Ibn Abdel~Rahman, and the authorities there, at the highest
level, for the three main points we discussed with them.

They were in favour of the increase of the voting power of, and
required increase of capital subscription by, the OPEC Countries teo 15%.
They further supported the "Third Window" lemding facility amd the Bank's
borrowing program, indicating stromg financial partiecipation in each.

The exact amounts will be determined some time in April with regard
te the "Third Window" and im July with regard to the borrowing program.

Again in Abu Dhabi, where we wet with H.H. Sheikh Zayed bim Sultan
Al-Hahyan, H.E. Sheikh Ahmad Khalifa Al-Sweidi, Minister of Foreign
Affairs, and the Minister of Finance, H.H. Sheikh Hamdan bin Bashid
Al Maktoom, they were appreciative of the Bank's positive respouse to
their request to inmcrease the OPEC Countries' role in the Bank by in-
creasing their voting power from about 5% to 15Z. They alse stromgly
supported the "Third Window" interest subsidy fuad.

In Doha, we were pleased to find the same spirit of support for
both propesals.

At present we are engaged in discussiouns with Venezuela and Iranm
with regard to the increase of the voting power of OPEC Countries. We
are alsc discussing with them and with several OECD Countries the "Third

Window" proposal.



As I mentioned to you, we hope to be able to convene a wmeeting,
prebably im Europe, of the prospective donors to the "Third Window",
some time next April.

Once again I would like to express my warmest thanks for the
welcome and the hospitality extended to me during wmy stay im Kuwait,

Sincerely,

(Signed) Pobert S, McNamara
Robert 8. ¥MclMamara

SE1Fishawy/rh

ce: Mr. McNamara's Office (2)



TO:

FROM:

SUBJECT.:

INTERNATIONAL DEVELOPMENT | INTERNAT|ONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT g RPORATI|ON

il )i

OFFICE MEMORANDUM "/ & #odteds

CP II
Faltas, Loan Officer, EMINA CP II C

- Mr. wOi%jng E. Siebeck, Acting Director, MMENA pATE: March 2, 1975

Nabil C

JORDAN - Third Window Funding

L The initial allocation of Third Window money for FY76 does not
indicate any appropriation to Jordan. An initial allocation of $16 million
is essential to sustain the major efforts now undertaken to implement the
large scale foreign exchange eaming mining and industrial projects which

care critical to Jordan's long term balance of payments outlook.

Eligibility
2. Jordan is now eligible for Third Window funds on the following
basis: *

(a) Poverty Criteria: At $270, its per capita GNP is well below,
the $375 ceiling specified for Third Window financing.

(b) Performance: A major and successful efforit is being made to
improve sectoral planning and to prepare and initiate the large scale foreign-
exchange eaming projects in phosphate rock, potash, copper and phosphatic
fertilizer. Prospects for a self-sufficient economy are promising. The
Government has been receptive to our advice and prospects to increass absorbtive
capacity are good.

(c¢) Ability to repay: The country's ability to repay is firmly
established in the improved export outlook provided by the large scale
Toreign exchange earning industrial and mining projects now under implementation.
However, the scale of investments needed to start these projects is substantial,
leading to a significant short-term deterioriation in the country's balance
of payments: Third Window moneys, as compared to Bank lending, would ease
the country!s debt servicing capacity during this adjustment period.

(d) Access to Alternative Sources of Capital: The four mining and
industrial projects listed above, involve a direct investment of approcimate-
1y $5C0 million, of which the Bank would finance about 10%; the rest would
be raised from local and bilateral sources. However, Jordant's access to
alternative sources of capital to finance the infra-structural investments
needed to support these large scale projects 1s much more limited. Third

Window funding would fill this critical gap.

3n It is proposed to allocate $16 million of Third Window funds in
FY76 to Jordan, largely to finance infrastructural investments needed “for
the mining and indusitrial projects. $12 million would finance the proposed
Agaba Regional Development project and $ly million would be earmarked to the
proposed DFC project. These two projects were originally scheduled for FYT77



on the grounds that Bank lending to Jordan could not be justified before |
then, and IDA financing was not available. However, the Aqaba Regional 5
Development Project will have to be advanced to FY76 since the critical

bottleneck to phosphate rock export is the port. The proposed Aqaba

Regional Development project involves an expansion of the port facilities

to support the mining and industrial sector, the construction of a road

to0 connect the port with the phosphatic fertilizer plant, public utilities

for industrizl development at Agaba, and a small tourism component. The

feasibility study of the project will be completed in August 1975, and

appraisal could be scheduled shortly thereafter.

L. The DFC project is scheduled for appraisal in October 1975. The
Bank is glso acting as Fxecuting Agency for a UNDP financed study of
industrial investment opportunities and industrial eswates which will be
completed before then. The Government had placed top priority on this
project and asked that the IDA funds originally allocated to the proposed
Agricultural Credit project in FY76 be reallocated to the DFC project,
unless altermative Third Window funding could be allocated to the DFC
project. Third Window funding for the DFC project would preserve scarce
IDA moneys Lo the proposed Agricultural Credit Rainfed Farming project
which is vitzlly needed to reduce Jordan's agricultural trade deficit
and to support irrigated farming developments in the Jordan Vslley.

5. ' Finally, Third Window funding for Jordan in FY76 would provide a
better transition from a totally IDA financed lending program prior to
this date, t0 a "blended" IDA/Third Wirndow Bank financing thereafter.

Cleared in substance and cc: Mr. Vaidyanathan

NCFaltas:ns



Mareh 24, 1975

liis Execslianey

Sheikh Abmad Zhallfa Al-Sweidd
dinister of Foreign Affairs

The Palace of the luler

shu Thabi, Uniced irab Eadirates

Dear Hr, Hiniatar,

It was 2 preat pleasure to meat with vou agaia Ia Abu Dhabi.
I want to thank you for all the kind hespitality extended to me during
zy stay in the Unitad Arab Zmirates.

T woulid 1ike to confirm hers what I meantioned o you during our
weetings that in Xuwalt we found stromg support Ior the turvee mailn
peints we discussed Where with H.E. the Crown Prince and Frime Hinister,
Sheikh Jaber Al-dhmad, znd H.E. the Minister of Finanea, Abdul Rehman
Salim Al-Ateeqy. They welcomed the proposed increase in the veting
nower of, and reguired increass of copital aubseriptiom by. the OPEC
Countriea to 133. They wers stromg supperters of tha "Third Window"
lzndiag faeility and indicated that RKuwwaitf ia prepared to costribute
at lazast 20 Millien Dollars to this facility. We are hopeful, however,
that Xowait will contribute its full share of 23 Million Dollars. They
also supported the Bank’s borrowing program and indicated substantial
financial participation im iz, ¥e plan to gsrart negotiatieg speeific
horrowing trznsactions in RKuwalt by next Juune.

In Sauwdi Arabia we also found strong support from the Hinister of
Finance, #.3. Prines Mosasd Ibn Abdel-Hahman, and the authorities there,
at the highest lavel, for the three main points we discussged with tham.
Thaey were in favour of the increase of the voting power of the OPEC
Countries to 15X, They Further supported the “Third Window™ lending
facility and the Bank's borrowing program, Iindicating stromg finaneial
participation in each. The exact amowmts will be determined some time
in April with regard to the "Third Window™ and inm July wirh reasrd to
tha borrowiag program.

In Loha, we were plaased to find the same spirit of suweport for
hotih proposals.
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Furchermors, we are at prasent engazed in Jdlacusaions with Vena-—
suala and Irxan with resard to the imcrease of the volting power of CPEC
Countrisa, Ye ara also discussing with them and with several 0ECD

Countries the "Third Window"” pronosal.

As 1 mentioned to you, we hope to be able to convene a meeting,
rrobably ia Europa, of the prospective domors to the "Third Windew',
some time namt April.

Oncae again I wounld like to sxpress my warmest tbanks for the
weloome and the hospitality extended to me durinz my atay in Abu Dhabl.
Plesse couvey my highest respects and warm regards to idis Highness Shelkh
Zayaed bim Sultan Al-Hshyan.

Sincersly,
iRTonnd) Rphart € 3R armarE’
(signed) Hegert o. ficNamarg

Tobert 5. McHamara

SE1Fishawy/rh

ctes Mr. McMamara's Office (2)
Mr, Cargill



Hig Highnesgs

Prince Hossed Ibn Abdal-Rahman
Hinister of TFinance

Riyadh, Kingdom of Saudi Arabia

Dear Mr. Hinister,

It was a great pleasure ro meet with you again ia Rivadh. ¥With,
you and your colleagues and associates, I really feel swmeong zincere
friends. I want to thank you for all the kind hospitality extsnded
to me during wy stay in the Wingdom.

I am pleased to ba able to report to you that in Abu Dhabl, where
we met with H.H. Sheikh Zayed »in Sultan Al-Hahyan, H.H. Sheikh Hamdan
bin Rashid Al Maktoom, the Hinister of Finanee, and H.Z, Sheikh Ahmad
£halifa Al-Sweidi, the Hinister of Foreign Affairs, they were appre-
clative of the Bank's positive response fo their request to increase
tha OFEC Countries’ role in the Bank by increasing their votiang power
from about 5% to 15I. They also strongly supportad the ''Third Window"
iaterest subaidy fumd.

In Doha, we were plaased to find the same spirit of support for
hoth proposals. ;

I would also like to confirm what I already stated during our
meetings in Rivadh that we have found in Huwalt strong suppert for the
three main pointa we discussed there with H.H, the Crown Prince aud
Prime Minister, Sheikh Jaber Al-Ahmad, and H.E. the Minister of Finance,
Abdul Renman Salim Al-Ateeqy, They welcomed the procosed increass in
the votiag power of, and required increase of capiral subscription by,
the OPEC Countries to 15X, They are atrong supportera of the "Third
¥indow" lending facility and they indicated that Tuwait is prepared to
coantributa at leasg 20 illion Dollars to this facility. Wae are, however,
hopaeiful that Kuwait could comtribute its full share of 25 Million Dollars.
They also supported the Bank's borrowing program and indicatsd substantial
financial participation im it. Ve plan to start negorfating specific
borrowing tramsactions in Fuwait by next June.

Furthermore, we are at present engaged in discussions with Venezuela
and Iran with r2zard to the increase of the veting power of 0PEC Countries.
Wa are alse discussing with them and with several CE(D Countries the
"Third Window" proposal,



A3 I mentioned to you, we hope to be abla to coavene a =weetlng,
nrobably in Enrope, of the prospective donors to the "Third Yindow",
somse time next April.

Once again I would like to aexpress my warmest thanks for the

welcome and the hospitality extended to me during my stay in the
Kingdom of Saudi Arabia.

Sincerely,

Robert 5. lcliamara

SE1Fishawy/th

ees Mr. Mcllamara's Office (2)
Mr. Cargill



Or "CE MEMORANDL 4 77220 wowra-

TO: Mr. J. Burke Knapp ' DATE: March 24, 1975

FroOM: Raymond J. Goodman

sUBJECT: Third Window Loans : :

5 * As requested in your memorandum of March 10, Messrs. Fontein,
#Gabriel and I have considered the advantages and disadvantages of making
Third Window loans at 4-1/2 percent or nominally at 8-1/2 percent with
the actual interest paid by the borrower being 4 points lower. One
important factor in arriving at a judgment on the various alternatives

is the financial consequences to the three parties involved, namely -

the Borrower, the Bank and the Interest Subsidy Fund (ISF). We have
therefore considered two other factors that are important in this

regard, the rate of disburscment of Third Window loans and the level

of earnings on investments by the ISF.

Rate of Disbursement

2 Interest costs under Bank loans are particularly sensitive
to the rate at which they are disbursed. In the attached table three
different disbursement '"profiles'" are used. The first is the standard
Bank disbursement profile which approximates the one used by P & B

in the calculations underlying the Board paper on Third Window loans.

It is computed by Controller's Department amd is based on actual dis-
bursements as applied to project loans in the current lending program.
Secondly, in order to show the effect of gquick disbursements on the
amounts required to subcidize a given level of Third Window loans,

we have used the profile of a loan disbursing evenly over a period of
two years; many program loans disburse more guickly than that. Thirdly,
we have used a mixed profile in the proportion one dollar of quick
disbursing loans to every nine dollars of project loans. This mix
corresponds broadly to what may be expected during the current fiscal
year. Because of the disproportionately heavy claim they would make

on the ISF, it would be important to limit the zmount of program or otler
quick disbursing loans made through the Third Window to 10 percent of

the total, or $100 million. Alternatively -- as suggested in the
Board pzper -- they could be made on terms which would result in
approximately the same asnount of subsidy as in the case of a project
loan.

# Mr. Gabriel went on home leave March 13, 1875. 1In his absence, we
have had the help throughout of Mr. Hywel Davies from his department.



Return on ISF Investments

3. The size of the required subsidy for a given level of
Third Window loans is also sensitive to the average return earned
on ISF investments during their life. The various present values and
discount factors shown in the attached table under the heading "ISF"
represent the initial level of subsidy and average rate of return
required to support a particular subsidy stream. The effect of the
rate of return is illustrated in the table by the use of two rates,

8% and 6%. Should the ISF be invested in government securities,
then the more conservative 6% return would seem realistic. Because
of the importance of obtaining the highest possible level of earnings,
the President's report (R75-39) suggests the issuance by the Bank
of a special bond in which the contributions to the ISF would be
invested. This solution does not take care of the reinvestment of
ISF earnings. A similar result could be achieved by using the
initial contributions and the earnings of the ISF to purchase maturities
of Bank loans at interest rates of 8% or better. Such a scheme would
insure an average rate of return of 8%Z. It would also allow, through
periodic purchases and sales of short-term maturities during the
disbursement period, currencies in the ISF to be closely matched with
those used for disbursement. Since the currencies used for disbursement
will not be fully known until the end of the disbursement period, such
adjustments through periodic purchases and sales would minimize the
risk of losses from changes in exchange rates. Like the issue of a
special Bank bond, it would provide between 200 and 250 million dollars
for additional Bank lending, but without adversely affecting the Bank's
debt-equity ratio. Such a scheme would be somewhat more risky than
the issuance of a Bank bond dependent as it would be on Bank borrowers
meeting their obligations.

Alternative Subsidy Arrangements

4. There are essentially five ways of applying the subsidy in
order to ensure that the Bank receives payments as if it had made a loan
at its standard rate (8-1/2% percent) and the Borrower has the benefit
of a four percent subsidy.

Alternative One. The Bank makes an 8-1/2 percent loan to the
Borrower, with the Borrower paying 4-1/2 percent interest on
the outstanding balance of the loan and the ISF & percent.




Alternative Two.. The Bank makes an 8-1/2 percent loan to

the Borrower, but the Borrower pays interest as if it were

a 4-1/2 percent loan. The ISF pays to the Bank the difference
between the interest paid by the Borrower and what it would
normally receive under an 8-1/2 percent loan.

Alternative Three. The Bank makes an 8-1/2 percent loan to

the Borrower whose schedule of interest and principal payments

is set up as if it were a 4-1/2 percent loan. The ISF pays the
Bank the difference between the level payments of a 4-1/2 percent
and an 8-1/2 percent loan.

5. Each of these alternatives would have the same effect on the
Bank. The present value of the payment stream to the Bank would be

" the same in all cases. Third Window loans would be in the same form

as standard loans and the Borrower's obligation to pay interest at

8~1/2 percent,if the ISF proved to be insufficient to provide a full
subsidy,wculd be clear. In that event, it would not be necessary to
prepare a new amortization schedule. A possible disadvantage would

be that the subsidy would not be as "visible" as in the case of a

4-1/2 percent loan.

6. In terms of financial advantage to the Borrower, the first
two alternatives are preferable inasmuch as the present value of the
payment streams of principal and interest is less and the Borrower has
a longer use of the funds.Since he must be assumed to get a greater
benefit by employing these funds than the interest cos{ of the loan
(particularly if he is paying in effect only 4-1/2 percent), this is

a material consideration. The effect can be seen in the table under the
heading Borrower, in which the payment streams under the various
alternatives are discounted to their present value using a discount
rate of 10 percent, which may be taken as a measure of the minimum
economic return on capital that should be expected in a developing
country. It may be noted that the long grace period of seven years
proposed for Third Window loans tends to minimize the differences
between the interest cost to the Borrower of the varicus alternatives
when reduced to their present value. In addition, under the second
alternative, the Borrower's payments are smaller in the earlier years
than under the first so that from the point of view of cost to the
Borrower, the second alternative is the most advantageous. The



third alternative,although less attractive than the first and second,
does result in level payments by the Borrower as well as the ISF.

1 It is also possible to devise two other alternatives under
which the present value of the payments received by Bank would be
either greater or less than under a standard loan. For example:

Alternative Four. The Bank makes a 4-1/2 percent loan to

the Borrower. The ISF pays the Bank the difference between
the interest s;feam received from the Borrower and the stream
of interest it would receive under an 8-1/2 percent loan.

Alternative Five. The Bank makes a 4-1/2 percent leoan
to the Borrower, with the ISF paying 4 percent on the
outstanding balance of the loan.

Under Alternative Four, the Borrower makes level payments and incurs

the same financial cost as in Alternative Three. The Bank would
actually be better off than under a standard 8-1/2 percent loan

because it would receive payments of principal more quickly. This
alternative ismost costly to the ISF (same as Alternative Two). The
fifth alternative, used by P& in its calculations for the Third Window
paper, also has the Borrower making level payments at the same

financial cost as in Alternative Three, but the Bank would be worse

off than under a standard 8-1/2 percent loan because the faster payment
of principal is more than offset by the lower level and slower rate of
interest payment. This alternative is least costly to the ISF. Using
the disbursement and other assumptions of this paper, which are somewhat
different from those used by P&B, the cost to the ISF of the subsidy
payments under the suggested mix of project and program loans, discounted
at 8 percent, would be $224 million. i

Conclusion on Subsidy Arrangements

8. : We have discarded alternative four and five on the ground that

the Bank's receipts from loans should not be affected one way or another by
the operation of the ISF. The effect of the remaining three alternatives

on the Bank is the same as if it made an 8-1/2 percent loan without subsidy.
As betwecen the ISF and borrowers, the question is whether we want to benefit
individual recipients of Third Window loans or to support the maximum dollar
volume of lending. We recormend in favor of the latter, and therefore prcpose
alternative three, which has the added advantage of providing for level
payments or receipts among the three parties.

ce: Messrs. Broches/Nurick Messrs. Stern
Cargill S Fontein
Adler/Wood Davies
Gabriel/Chang
Gaud
Hittmair

KJGoodman:pat



~ Loan
" Characteristics

Project Loans

Program loans

Mixed Joans

Aternative I

Mternative 11

Mternative IIT

tlternative IV

Alternative V

(Y

A.. EXPLANATION OF TABLE

One billion dollars principal; 25 year naturity;
7 year grace period; semi-annual payments; interest
of 8-1/2% or L-1/2%.

Standard Disbursement Profile 2/3/6/20/29723/15/2 percent,
years 1 through 8.

Level disbursement over two years.

" Project loans 903%/Program loans 10%.

Bank makes an 8-1/2% loan to the Borrower with the
ISF subsidizing interest by paying L% on the
outstanding balance of the loan. .

Bank makes an 8-1/2% loan to the Borrower who pays
jinterest as if it were a L-1/2% loen with the ISF

_making up the difference between the }-1/2% and

8-1/2% interest stireams.

Bank makes a 8-1/2% loan to the Borrower, with the
ISF subsidizing the difference between level payments
of principal and interest of a L,-1/2% loan and an
8-1/2% loan. ;

Bank mzkes a L-1/2% loan to the Borrower with the
ISF making up the difference between the L-1/2% and
8-1/2% interest streams. .

Bank makes a L-1/2% losn to the Borrower, with the
ISF subsidizing interest by paying L% on the -
outstanding balance of the loan.
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B. TABLE: ANALYSIS OF THIRD WINDOW ALTERNATIVES

All Amounts in Millions of Dollars

Payments and Discounted Present
Values from the Standpoint of: Alternactive I | Alternative II Alternative III Alternative 1V Alternative V

The ISF (-)
Individual Installments From 20 to 1 | From 20 to 1 Level 14 From 20 to 1 From 20 to 1
Total Paynent * Wl 517 517 517 430
Discount Rate 8z 62 8% 62 8% 6% 8% 6% 8z 6%

Present Value of Project ’
Loan Paymant Stream 232 288 245 305 223 282 245 305 213 261

Present Value of Program _
Loan Payment Stream | 347 409 360 426 338 403 360 426 328 382

Fresent Value of Mixed
Loan Payment Streanm 244 300 256 317 236 294 256 317 224 273

Rating (ascending order of cost) (3) : (%) (2) (4) 1)
The Bank (+) B
Individual Iastallmants Leve1.54 Level 54 Level 54 From 60 to 41 From 69 to 41
Total Payment ' 2,001 2,001 ‘ 2,001 2,001 B 1,914
Discount Rate 8% : 6% 8% 6% 8% 6% 8% 6% 8% 6%

Present Valua of Project L
Loan Paymant Stream 742 - 955 |- 742 955 742 955 764 978 732 934

Present Value of Program J :
Loan Payment Stream 986 1,212 986 1,812 | 986 1,212 |1,oos 1,235 976 1,161

Present Value of Mixed i
Loan Payment Strean 766 g9el1 766 981 766 981 788 1,004 756 960

A

Rating Normal Normal Normal Quicker Slower
. Repaywent Repayment

The Borrower (-)
Individual Installments From 34 to 53 | From 34 to 53 . Level 40 Level 40 Level 40
Total Payment : 1,530 1,484 1,484 1,484 1,484
Discount Rate 10% 0z - 10% 10% 10%

Present Value of Project N
Loan Payment Stream 395 386 . 406 406 406

Present Value of Program
Loan Payment Stream 518 509 529 529 . 529

Present Value of Mixed oL
Loan Payment Stream 407 398 418 418 418

Rating Intermediate Least Costly Most Costly Most Costly Most Costly

Note: Individual Installments and Total Paymenf refer to the installments of principal and interest paid duriag
the zmortization period of the loan. Present values also include payments of interest during the grace pericd.



ADDULIA L TUN ! KECONSTRUCTION AND DEVELOPMENT | CORPORATION
¥ ) ’

© OF.CE MEMORANDU,.i 1R B

TO: Mr. J. Burke Knapp : © ' DATE: March 21, 1975
¥ 3 / o s
FROM: Gregory é{/VDtaw, AcfApigd Regional Vice President .
East Asia and Paciffic ¥ g 1T 'CONFIDENTTAL
SUBJECT: Third Window - Illustrative Allocations :
1. I have noted Mahbub's memo of March 15 and realize that allocations

are still illustrative. This note is merely to take note of the fact that
major revisions Qf lending programs for Korea and perhaps Papua New Guinea
-may be proposed in CPP's during the next few months; if these are agreed by
you, some modification of Third Window "allocations' might also be considered.
In this sense allocations '"pro rata" based on currently approved lending pro-
_ grams "favors" those for whom the CPP review has occurred recently, but I
would agree with Mahbub that there is no simple way out of that aud also no
need to fuss so long as tables are merely illustrative. = .

2. We continue to work on lending programs as approved and from our

knowledge of projects in the pipeline believe we can absorb Third Window
implications (including "indirect" effect on Malaysia) without difficulty.

DECLASSIFIED
~JUN 0 5 2025
WBG ARCHIVES

cc: Messrs., Mahbub ul Haq
Bernard R. Bell (o/r)

GBVotaw:go Lo~



BACK-UP NOTE #18 v nyf- e WS A

- Para. 38

RISK OF INTEREST RATE CHANGES

Cne method suggested for avoiding the risk to the interest
subsidy fund of future changes in interest rates is for the Bank to
provide the subsidy fund with an instrufient which guarantees a pattern
of payments over the next 25 years designed to match the time profile
of the subsidy fund's own obligations. Were the Bank to do this, it
would implicitly be offering the subsidy fund a pre-determined
interest rate (namely 8.25%) at which to re-invest "surplus" interest
income generated in the first few years of the Third Window. The
question may arise as to whether the Bank is making an unreascnatble
sacrifice in offering such a pre-determined re-investment rate.

The following table shows the income and payments for the
subsidy fund over the period when the cumulative "surplus" investment
income exceeds the cumulative subsidy payments required of the fund.
Essentially the Bank guarantees a re-investment rate of 8.25% for
whatever its average cost of borrowing in FYT76 might be) for $17
million borrowed in FY77, $13 million borrowed in FY78 and $7 million
borrowed in FY79. Total interest income on re-invested "surplus®
earnings is about $15 million. The cost to the Bark could only
- exceed $5 million (over a 7 year period) if the Bank's average cost

of borrowing were to fall by one-third or more (to below 5.5%) by
FY7T7 and remain at or below that level for the following three years.
This would not seem to be an unreasonable risk for the Bank to incur,

-

Interest Income and Subsidy-Payménts
During Period of "Surplus'' in Subsidy Fund

Income From Invested

Contributions @3.25% 18,34  18.34 18.34% 18.34 18.34 " 18.34  18.3h

Income from Reinvested :
Interest @.25% - 1ho 2.50 3.07 3.10 2.61 1.72

Subsidy Payments Required 1.40 6,40 13.90 21.10 27.3¢ 31.80 3L.50

"Surplus'' Income 16.94  13.34 6.94 .31 (5.86) k10.85) E?L.&M)
Cumulative "Surplus" 16.94 30.28 37.22 37.53 31.67 20.82 6.38
P & B )



BACK-UP NOTE #20

Para. )0

EFFECT OF VARTATIONS IN DISBURSEMENT SCHEDULE

Variations in the rate of disbursement have a significant
effect on the amount of the required subsidy fund for a $1 billion
Third Window., If disbursement in the first 7 years are 10% faster
than nommal (Case C, in the table below), the needed subsidy fund
increases from $225 million to $235 million. A six-year disbursement
schedule, which is about 20% faster than the average, would call for
a $2U2 million subsidy fund (Case B).

Effect of Variations in Disbursement Schedule
on Subsidy Fund Required for $1 billion in
Third Window Ioans :

Disbursements (US $ m)

Year Avg. IBRD Case A Case B Case C Case D
. | 20 Lo - 25 20 15

2 150 300 180 165. 120

3 210 - 120 250 230- 170
L 200 o 2h0 2,0 220 160

[ 160 ' 150 180 130

6 110 115 120 70

7 60 65 50

8 30 % : 50

g 50 : 50
10 10 50
11 ) . 50
1, ; sl _ 50
A3 _ : 35
Total 1000 1000 1000 1000 1000
Subsidy Fund _ ‘ :
Required  $225.5 $267.7 $2L2.1 $235.0 $198.9

P &B

3/19/75



Mr. Maurice Bart Mareh 21, 1975

Mdn J. W. M, P‘ijmu

1. %Ye have a number of questions on the changes in the country allo-
cation of Bank OGroup lending in FY76 following the availability of Third
I%ndow funds that are shown in Mr. Haq's memo to Mr. McNamara dated March
15.

2. It is difficult to understand why PDRY with an income pen gapita
of $100, one of the MSA countries and with relatively poor sccess’ sources
of capital, should have no change in its IDA allocation. Also, Egypt gains
an additional $5 million only while losing in this process $25 million of
IDA funds. The suggested (illustrative) alloecations for FY76 for FDRY and
Egypt are, therefore, challenged on coumntry grounds in memos from the
Program Division econcerned, (Attachments I & IX). A revision in the figures
shown for Afghanistan in Mr. Haq's memo is also necessary to reflect the
decision taken at the last management review of the CPP (Attachment III).
It should also be pointed out that the CPP for Portugal will propose an

980 million program for FY76. Mr. Haq's memo shows a lending program of
$60 million.

3. More gemeral issues also arise from the viewpoint of CPD I which
raise doubts about the logie of the whole exereise. The attached table,
using data given in Mr. Haq's memo, shows that the increase in the volume

of Bank Group lending to EMENA CPD I countries, following the Third Window
is less than half in percentage terms of the average increase for all
comtries. In particular, in the case of countries with per capita incomes
below $200 and between $201 and $375, the percentage increase in EMENA CPD I
countries is less than one-fourth of the average increase for all member
countries in the same income brackets. In absolute temms, the volume of
Bank Group lending to CPD I comntries with per capita income up to $375,

is shown to increase by only $7 million following the Third Window as come
pared to an increase of nearly $600 million for all such member countries.
0f the four countries that fall in this group in EMENA CPD I, one (YAR) gets
additional IDA of $2 million, another (Egypt) gets $100 million in Third
Window funds but loses $95 million of IDA and IBRD funds and two (PDRY and
Afghanistan) receive nothing.

Lo Considering the fact that the bulk of fumds for subsidizing Third
Window lending are expected to come from surplus commtries in EMENA CPD I,
and the fact that these surplus cowmntries (e.g. Saudi Arabia, Iran and
Kuwait) are closely interested in supporting development in ecountries like
Egypt, YAR and Afghanistan (and in the case of Kuwait, PDRY), the absence
of practically any advantage from the addition of the Third Window to these
comtries, eould be counter-productive to the whole exercise.

Attachments
VDubeyscb

co: Messrs. Karaosmanoglu, Maiss, Asfour, Képp



Table 1: CHANGES IN BANK GROUP LENDING PROGRAM WITH THIRD WINDOW

IBRD IDA Third Window Total Percent
(T — $ million =-—-=-=--—-- (Increase of
Total Lending)
I. Countries with
Per Capita Income
{ $200 :
All Countries -245 +59 +591 +),08 16:1
EMENA CPD I . + 2 . + 2 L3
II. Countries with Per
Capita Income
$201-$375
&11 Countries -169 -59 +106 +178 10.7
EMENA CPD I - 70 -25 +100 + 5 2.32
III. Countries with
Per Capita Income
> 8375
A1l Countries +11) - 53 +l1h 18.L
EMENA CPD I + Ll .. .- + Ll 7.9
IVv. Total
A1l Countries 0 0 +1000 +1000 15.1
EMENA CPD I -26 -23 +100 +51 6.3
Source: Mr. Haq's memo to Mr. McNamara, March 15, 1975, Table 3.
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Yhalid Ikran
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“he "Twird Hndow® and
1 The preposal to substitute 2 blend of IDA plus IERD plus “Third

&
L%
Vindow" in place of the current mixture of IZA plus IBHD, ropresents an
atiarpt to improve the averags Cc..w2esionality ol tha Lending to Sant
without materialiy asifecting the “wiune. Shere are inc

. 220
Ao Bpl

F
I

leed strong razesons -

sy ol tredita to Z3yot, but thess shoulic 70
Jith & different blend fron that recomiended, or with an incresse in the
total voclume, or both.

Al 1 T R
L Yot U

4 Egypt's public external civilian dobi disbursed and outstending
&t Dptember 30, 1974 is estinated at 2.7 billion. But, in additicn to
thi=, there was short-tem public dsbt of sbout one billion dollars and
another $1.25 blllion of non-resident acposits at tha Central Bank., fGhe
most recent economic miusion was explicitly concerned with the sise and
stracture of the debt and the question of Igypi's creditvorthinaess. It
concluded that, in addition to measures aimed at repid export growth and
sound investient, a proper deht management policy was a fzctor in esbo-
blishing the comntry's creditworthiness (paragraph 95). Tho sconotie
report recommended, dnter alia, that .zypt should aim at lenzthening the
average naturizy of her cabh, wnd sosk, in cooperation with foveizn povorn-
ments snd inteimational agenciss, agreement on g lending progrzm on
concessionary temms (paragraph 99). Thus, tha economic mission highlighte
8 weslmess in the Gzyptian debt structure w- l1.0. having too much of a
short-tarm elenent -- a3 an important erea in the craditworthiness picture
that required rectification, :

Fl

3. In these conditions, IDA credits with a neturlty of 50 years
(including 10 of grace) would clearly improve the debi profile more thaon
Third Window funds with a maturity of only 25 vears (including 7 of gracae).
Eoreover, I funds carry only a comaitment charge of 0,75 porcent, whils
Third iindow monay comes at lie5 percent interast. Taking all the teros
into account, ILA gives a grant element of sround €5 percent, compared to
about L2 percent for Third Window. :

b The replacement of IDA by Third VWindow nay also make tha Fgyptian
anthorities unezsoy because, as presently concoived, ths 1hird ¥Window exnr-
Clse is e ons-shot affair (for only one yoar). Switchinz from IDA to

Third Vindew wonld also worsen tha tine-profile of the dabl. Horeover,

as Third Window terms bave only half the grant element of IDA, even replacing
IDA funds by double that amownt of Third Window may not persuade the
Fawptian authorities that they have reslly gained anything (but bhave added
tuice tho anount to their indebtedness)., - . . - =
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5. Tha substitution of less concesslonal funds for IDA credits
could also have sensitive, and uniortunate, efiects on soma other countrias

in the region, e.g. Sandil Arabia, that are comnritted to lgypl's econonic
daveloprient and ares also expscted to contribute to the interest subaidy Ior
tha Third Window. These countries nmight feel that thelr contributicns were
beinz used to emable the Part I countries and the Bank to ocut dowm their
concessional (IDA) funds to Lgypt, rather then add new concessional (Lhird
Window) &id., This could be interpreted as a drawing back from further
assistance to Egypt. -

Ge It is, therefore, proposed that IDA credits to Egypt not be
reduced, and that Third lindow funds be substltuted for IBLD as far as
possible. Alternatively, if Third Vindow money is used to replaca a pari
of both IDA and Ii:D loans, then a substantial increase in the total lending
to Egypt on concessional lerma be shown. Thus, either of the alternatives
A or B below would be acceptable.

Qrant Ald
IDA IBID v Element Per Capita
(3 million) () ()
Ixisting 05 150 - 32 5.63
A €5 75 75 143 B0
B S0 75 150 L1 1«20
Cc Lo 80 100 38 5.76

(1) A 1976 population of 38.2 million has been used.

(2) The IBHD lending has been taken at 22 years of
maturity, including L of grace, at an interest rate
of 8.5 porcent.

Cleared with & ccr Messrs. Karaosmanoglu, Dubey .

cct HMessrs. Paljmans, Maiss

EIkran/m]
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Mr. Xdmond Y. Asfour . ~ March 21, 1979
Khalid Ikram '

The IDA Poallecaticns and ths People's Devocratic Remublie of Yeren (PDUT

How that Third Window funds ars available for soue of the
rolatively bettor-off developing countries (i.e. thess with a per capita
incone of over $200), it is pronesed to transfer & part of their IDA .
allocations to tha relatively worse-off countries. In thia context, it
is surprising that the IDA sllocavion for PLRY for FY75 is kept unchanzad
at $& million. In fact, there are several reasons for arguing that IDa
‘allocations to the PLUY be increasad: .

(1) The PDIY is one of the poorest comtries in the world,
wilh an estimated per capita incoze of 3100 and with
no significant natural resources. For the first throe
years lter obtaininz its indapondence, its psr canita
income sctually declinsd by auout 30 psrcent followingz
tho withdrewzl of the dritish base snd the closure of
the fuez Janal. It would only be equitable that the
PDRT be given on allocation thetb wus at least equal to
the average increzss in the totzl lending to the - "under
$200 por capita® group.

(2) Xorsovor, the PDIY has bsen espocislly hard bit by the
recent price increases in the world econouy. (n on 2550885«
nent of the deterdorztion in its current balsnce, its
nodest growth prospects and its heavy dependence on aid
at convessionul terms, it Las been classified by the U
as one of the bost Seriously Affected countries. 1t is,
therefore, even more surprising that while the pronosals
undor roview would result in an increase of 25 porcent
in total lending (IDA plus benk plus fhird ~indow) to tha
IBA group, no incrozse is envisaged in tha PDEY's allce
cation.

(3) The FDRY hea relatively poor zecess to other sources of
caplial. I{ used o ovitain the bulk of its &sid iron
socialist couniries, and it is only recenily that tha
Goverment has lawnched a nunber of initiatives to robie
lize foreizn aid {roa other sources (including Arab
countrics). These imitiatives are likely to bear {ull
fruit only after zome tina. "

(1) “he current lendinz progzrem envisages no INA lending in
IY77. Consenuently &n inoresss in the IDA aliceailicn in
FI76 Lollowing on the Third Window exerciso would cowe
pensate for this gap in tinmge profile of ILA coanituents

- . Cleered vith & ces . Jre Dudbgy .

- ee3 - Hessra. Paijaens, Karaoswenogln, Mafss - .- ¢ -



OhICE MEMORANDUM,

TO: Mr, Martijn JJW.M, Pzijmans, Directer, DATE: - Mareh 20, 1575 !
. Country Programs. Department 1, BTNasResion = s i
” ~XOM:  Hans-Iberhard K¥pp, Division Chiefé;- : [Q
: i ‘ A ‘ -
: ;
SUBJECT: Third Window -- ifchanistan

The tables showing the 1111%trhu1ve 2llocations of Bank Croup . .
lend*ng by countries for “f?é done in connection with the Third
Window exercise ghow IDA ¢end¢r5 to Afghanistan unchangsd with or ‘
without the Third ¥Window at 824 million.

I would like to point out that the len dlr pregram for FY76

approved at the last management revisw was 330 md llon, including

$10 milliion for culeementarJ inancing. quugh it is likely that

we could use more than $20 million for new projects in FY7E, I am

not yet in the position to substantiate the additional nesds

pending & more thorough review, especially of the power project . -

scheduled for FY76. The with and without Ln;ra‘llnao figures for '
Afghanistan should thus at least be corrected to $30 million.

If the Third Window operaticn is repeated in FY77, we would
argue for an increase in the proposed IDA lending to Afghanista
According to the current preogram, IDA lending in Fl 7 would drep to .
320 million and Afghanistan, one of the LLDC!'s, would have a strong
claim on additional IDA funds released in a repeater Third Window ]

exercise.

Ay

co: M. Dubey

HEKYpp:orp o _ : NE—



Mr. J. Burke Knapp March 20, 1975

4N
Hans A. Adler, Acting Vice President, EAN

Third Window Allocations

p I8 The Eastern Africa Region has no disagreement with the approach
to the illustrative Third Window allocations in Mr. Haq's memorandum to
Mr. McNamara of March 15, 1975. We also agree generally with the alloca-
tion to Eastern Africa.

2. Since Mr. Haq's memorandum is not intended to take account of
recent changes in Bank Group lending programs for 1976, we would like to
point out that the figures in Table 3 of his memorandum should not be
interpreted as having the agreement of the Regions as regards the size of
proposed IBRD/IDA lending in that year. Particularly with regard to IBRD,
we are expecting to lend considerably more to Kenya and Tanzania in 1976
than those figures suggest (possibly but not necessarily at the expemse of
the EAC), and we do not quite agree with the evaluation of creditworthiness
and exposure underlying Mr. Haq's suggested IBRD reductions for these
countries. Depending on the political situation of EAC, we may also wish
to reallocate part of the proposed Third Window alloecation for EAC to
Tanzania and Kenya. We expect that these issues will be examined in the
regular course of CPP reviews.

Cleared with and ce: Messrs. Loh, Hormsteln

ec: Mr. Husain (o/r)
Mr. Haq

RHablutzel/HAAdler:cba
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Mr. Bdmend Y. Asfour March 18, 1975
Ehalid Ikresm

The "Third Window" and igypt

1. The proposal to substitute a blemd of IDA plus IBRD plus "Third
Window" in place of the current mixture of IDA plus IBRD, represents an
attempt to improve the average concessionality of the lending to Egypt
without materially affecting the wolume. There are indead strong reasons
for softening the average terms of credits te Egypt, but these should go
with a different blend from that recommended, or with an increase in the
total volume, or both,

2. Egypt's public external eivilian debt disbursed and outstanding
at September 30, 1974 is estimated at $2.7 billion. But, in addition %o
this, there was short-tems public debt of about ene billion dollars esnd
another $1.25 billion of non-resident deposits at the ‘entral Bank. The
most recent econonic mission was explicitly concerned with the sise and
structure of the debt and the guestion of Egypt's creditwerthiness. It
concluded that, in addition to measures aiwed at repid export growth and
sound investment, & proper debt management policy was a factor in esta-
blishing the cowmtry's ereditworihiness (paragraph 90). The economic
report recommended, inter alia, that igypt should aim at lengthening the
average maturity of her debt, snd seek, im cooperation with foreign govern-
ments and intermational sgencies, agreement on a lending program on
concessionary terss (paragraph 99). Thus, the -economic mission highlighted
a wealmess in the Sgyptian debt structure «- i.e. having too auch of &
short-tern element -- &s an important area in the creditworthiness picture
that required rectification.

3. In these conditions, IDA credits with a maturity of 50 years
(including 10 of grace) would clearly improve the debt profile mere thenm
Third Window funds with a maturity of only 25 years (including 7 of grace).
Horeover, IDA funds carry only a commitment charge of 0.75 percent, while
Third Window money comes at L.5 percent interest. Taking all the teras
into account, IDA gives a grant elewent of around {5 percent, compared to
abeut L2 percent for Third Window.

' The replscement of IDA by Third Window may also make the Egyptian
authorities uneasy because, a&s presently cenceived, the Third Window exer-
eise is a ome-shot affair (for only one year). Switching from IDA to

Third Window would also worsen the time-profile of the debt. lMoreover,

as Third Window terms have only half the grant element of IDA, even replacing
IDA funds by double that smount of Third Window may not persuade the

Egyptian authorities that they have really gained anything (but have added
twice the smount to their indebtedness).



-

5. The substitution of less concessional funds for IDA credits
could also have sensitive, and unfortunate, effects on some other countries
in the regiom, e.g. Saudi Arabia, that are comuitted te igypt's econmomic
devalopment and are also expected to contribute to the interest subsidy for
the Third Window. These coumtries might feel that their contributions were
being used to emable the Part I countries and the Bank to cut down
concessional (IDA) funds to Hgypt, rether than add new concessional rd
Window) aid., This could be interpreted as a drawing back from further
assistance to Egypt.

Ga It is, therefore, proposed that IDA credits to Egypt not be
m,mmtmmmmmmmmanum
possible. umw.umnmmu innplmapart
of both IDA and IBED losns, them a substantial increase in the total lending
to Egypt on concessional teims be showm. M,oﬁure the alternatives
A or B below would be acceptable.

™ 59, Ngm Do

Existing a5 150 - 5.53
A &5 75 75 k?- 5.63
B S0 75 150 i1 7.20
¢ Lo 8 100 38 5.76
Hoses: (1) A 1975 population of 36.2 million has been used.
(2) The IBAD lending has been taken at 22 years of
maturity, including L of grace, at an interest rate

of 8.5 percent.

Cleared with & ect Messrs., Karaosmanoglu, Dubey
cc: Measrs. Paljmans, Maiss
KXkran/mj
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Mr. Hans Adler March 17, 1975
Rudoif Hablutzel

Third Window Allocations

| [ | have looked at Mr. John Adler's memorandum of March 14, 1975,

which elaborates on the ''P&B formula' for Third Window allocations.

| agree with what you sald last Thursday, namely, that such a formula
would be too rigid and would not do justice to Individual country
situations.

2. From a closer look at the hypothetical effects of that formula
on allocations to East Africa, | find that with respect to IDA there
would practically be no difference between the Haq proposal and the

P&B proposal. We have no countries with per capita above $200 receiving
IDA, with the marginal exception of Mauritius where we have a reslidual
of $3 million in the program(which has been struck off by Mr. Haq).

3. With regard to IBRD, the P&B proposal is to replace IBRD
lending to all of the poorest countries by Third Window. If this

were done, we could expect to get $240 million Third Window allocations
to borrowers below $200 per caplta. (Malawi, Tanzania, Madagascar, EAC,
Kenya and Sudan). This would be $92 more than proposed by Mr. Haq.
However, the Haq proposal and our own proposal Imply an increase in
total lending (both IBRD and Third Window ) to these countries to

$279 milllon; the P&B proposal does not suggest any additionality

of Third Window lending at all and, therefore, by using the P&B formula
we would get a smaller program consisting exclusively of Third Window
funds. Details are set out below.

4. Regarding countries with more than $200 and up to $375 per
capita, P&B suggests that all or part of IBRD should be replaced by
Third Window funds wherever the country is considered a marginal case
for IBRD exposure. | think that we do not have any such cases. Only
Zambia, Mauritius and Swaziland are in that income bracket.

Without TW P&eB DPS With TW
BRD W W IBRD
Ethiopla - - - -
Malawl b 6 10 -
Tanzanlia .30 30 Lo -
Madagascar 54 54 20 34
EAC 65 65 18 65
Kenya 65 65 40 30
Sudan - 20 20

220 240 148 12
i 1,

1/ Does not take account of $22 million additional IDA
allocations proposed by DPS.

;ZZ Messrs. Horsntein, Loh
HéyTUtzel/rso
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TO:

FROM:

SUBJECT:

INIENNA I TUNAL DEVELUPMEN | INTEENATIONAL BANK FOR [ INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT | CORPORAT I OK
OFiCE MEMORANDUM 7220 wiaian
Mr. Robert S. McNamara | DATE: March 15, 1975

-

Mahbub ul Haq, Director, PP&PR ~+V/

Implications of Third Window for FY76 Allocations

| The attached tables present an illustrative allocation of $1 billion
of Third VWindow funds. The starting point was the FY7€ lending program

as shown in P&B Table IV, modified for the latest CPP decisions. An
earlier draft was reviewed by Mr. Knapp with the Regionazl Vice Presidents
and P&B and the comnents at the meetlng have been incorporated in this
revision.

2. The principal results, summarized in Table 1, are:

59% of the Third Window lending goes to countries wuth
per capita incomes below $200.

- MSAs receive 72% of the Third Window allocations.

-= 95% of IDA funds are now allocated to the group below
$200 per capita.

- %364 million of Eank lending is shifted from countries with
margiral creditworthiness (e.g. India, Ghana, Tanzania) to
borrowers above $375 which are better risks.

- The increase in lending volume is highest to the poorest
group (25%) and decreases progressively to the higher income
groups (to 13% for the over $375 group). The increase in
lending volume for the MSAs (26%) is much higher than the
average increase (16.5%).

- Of the total increase of $435 million in the grant equivalent
as a result of $1 billion of additional Third Window lending,
the poorest countries below $200 will get 66% (with MSAs
getting 73%), $200-5%375 group 25% and over $375 group 9%.

- All country groups benefit substantially from the introduction
of Third Window lending. For instance, there is a 19% increase
in Bank Group lTending to Latin America, mainly through realloca-
tion of IBRD, even though the region receives only five
percent of Third Window resources.

3. The attached illustrative allocations are based on the following
broad principles:

(a) A list of countries with per capita income below $375 but
which have minimum creditworthiness was established (see
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(b)

(c)

Table 2) in consultation with the Regions. In allocating
funds to the eligible countries, account was also taken
of poverty, performance and capital availability from
other sources.

In considering various trade-offs between Third Window and
IBRD and IDA funds, a guiding principle was that the grant
equivalent (grant element x volume) in each country should
either increase or at least remain the same; the extent

of increase to depend on the need for concessional resources
and absorptive capacity.

The trade-offs between Third Window and IDA were based on
the followina considerations:

(i) Replace IDA lending to countries above $200 with
Third Window funds. to release additional IDA funds
for the poorest r_blmtriaq_ exrent in cparial Foeoc
which are (1) selected MSA countries (Cameroon,
Senegal, Ghana) and (2) Egypt and Jordan because
of possible special circumstances. However, these
two cases should be reviewed.

(ii) IDA resources thus released amounted to $59 million.
They were all allocated to:

$25 Bangladesh
515 Sri Lanka
$19  LLDCs, including Sahel

This essentially reflects the judgement that this is

the maximum feasible for the LLDCs and Bangladesh in
terms of absorptive capacity in the short-run. However,
to the extent this constraint can be relaxed, additional
IDA could be released (1) from Egypt and Jordan and (2)
from within the under $200 countries, principally India
and Pakistan. In both cases, an equal or greater

amount of grant equivalent could be made available

from Third Window funds.

(d) The trade-offs between Third Window and IBRD were based on the

following considerations:

(i) No IBRD lending to non-oil exporting countries below
$200 per capita except where there has been a clear
determination of creditworthiness capacity. This latter
category includes only Malagasy Republic, Kenya, Sierra
Leone and the E.A.C.

R (i s - = e e — g e
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(ii) For India and Pakistan, Third Window funds can
be substituted for IBRD rollover.

(iii) IBRD lending to LLDCs and MSAs between $200-$375
to be minimized by substituting Third Window; the
degree of substitution to be based on country
assessment of creditworthiness.

(iv) About %364 million of IBRD funds (on a pro-rated
basis) are thereby released for reallocation to
countries above $375. These funds are allocated to
countries between $375-$600. Higher income countries
have becen excluded on principle. Within this group,
no increases were allowed over the previously approved
level for oil exporting countries and the others
received a pro rata increase in the annroved FY764

program.

L. Thece hr'rin_d nrincinles 'urpr_ﬂ :cr\!'ﬂ?prl fhrnugh a r'r'\un1‘r‘\_1-h\_1-r‘nr|nf'rv
review, in consultation with regional staff, which included an assessment
of the need for concessional assistance, creditworthiness for IBRD or
Third Window lending of for a blend of both, economic performance and
prospects, availability of projects pipeline, and likely availability

of assistance from other sources. However, we did not take acccunt of other
pending programming decisions. These include the use of the reserve
allocation for IDA ($77 million), the over procramming on the Bank side,
and such country issues as the appropriate level of lending to Turkey,
Algeria and Portugal, and some possible major IDA slippage in Ethiopia,
Laos and Viet-Ham. Only those programming questions were taken up which
may be affected by the introduction of the Third Window.

5. Because this is 2 one-year operation, the allocations take into
account the existing project pipeline, which constrains the additional
amount which can be allocated to some of the smaller and poorest countries.
In @ longer time perspective, this constraint could be relieved by a
reallocation, and possible increase, of staff resources.

Attachments: Table 1 - Summary of FY76 Bank Group Lending Programs,
by Income Groups, with and without Third Window

Table 2 - [lllustrative Third Window Allocations by Country

Table 3 - Illustrative Allocations of Total Bank Group
! Assistance by Country with and without Third Window

Table 4 - Comparison of Bank Group Allocations by Region,
with and without Third Window

cc and cleared with: Mr. Stern
cc: Messrs. Knapp, Cargill (o/r), Chenery, Adler



Table 1

SUHMARY OF FY1976 BANK GROUP LENDING PROGRAM WITH AKD WITHOUT THIRD NIHDOHE!

b
1BRD 1DA TOTAL - Net Increase in Grant Equigﬁlent‘f
Country Groups by Withoot With Without Wich Third Without With Total Assistance Without With increase
Level of lacome TW ™ ™ T Window ™ ™ A Z ™ ™ $

Below $200 p.c.S oy

$ millions 306 s! 1481 1543 sg4 1787 2228 L4y 24.7 1308 1595 287

2 of Tota) 6.2 2.1 91.1 $5.0 59.4 29.4 31.5 4y £9.3 68.7 66.0
$200 - $375 o.c. 2/ ; ) '

$ millions 1316 1167 144 82 Los 1560 1655 195 13.4 269 377 108

% of Total 29.6 26.2 8.9 5.0 k0.6 24h.0 . 23.3 19.5 14.2 . 162 24.8
Abova §37% n.c.gf : £ 7 ) - : :

$ millions 2828 3192 - = = 2828 3192 364 i2.9 31 351 . Lo

2 of Total ) 63.5 n.z 5, 46.8 hs.2 36.4 16.5 15.1 9.2
TOTAL - i 25 ‘

$ milifons 450 Lisg 1625 1625 iocco 6075 7075 1000 16.5 1888 2323 435

. % of Tortal 100.0 100.0 100.0 100.0 100.0  1G0.0 160.0  100.0 100.0 100.0 100.0

Feroranda lteqi
HSAs 4 .

$ millions L80 188 1323 1365 72k 1803 2277 Lh 25.3 1191 1510 313

1 of Total 10.8 4.2 B1.4 84.0 72.4 259.7 32.2 47.4 63.1 65.0 73.2
MSAs and Paorestif -

$ mitlion L3s 188 1474 1518 739 1359 | 24Ls . 436 24.8 1321 1647 326
. % of Total 10.9 4.2 50.1 93.4 73.3 32.2 3.6 48.6 70.0 70.9 74.8

2/ Because of over programning of Yorld Bank funds, the reallocated funds have been pro-rated downwards (in the summary tables but
net in the detailed country data) to march the Enard 2pproved pregram; similarly, (DA funds have been pro-raied upwards io
adjust for the currently unallocated reserva.

b/ Calculated an the basis of the 103 discount factor commonly used.
discount factor may be rore appropriate.

€/ Excludes Indonesia and Nigeria. :

g/ Excludes Ecuader and lraq. : 2 GOl : PPEPR

e/ Includes all UPEC countries, o ! ’ : % 317775

£/ Excludes Indonesia, i

In view of current rates of world inflation, however, a 15%



ILLUSTRATIVE THIRD WINDOW ALLOCATIONS BY COUNTRY

Countrx

A. Beleow $200

LLDCs
Malawi
Sudan
Tanzania
Sub-Total

MSAs
India
rakisian
Malagasy Republic
Kenya
Tofie s
Sierra Lecne
Sub-Total

Others
The Gambia
Togo
Sub-Total
Total below 5200

B. %201 - $375

MSAs
Cameroon
Senegal
Ghana
Honduras
E1 Salvador
Ilvory Coast
Sub-Total

Others
Bolivia
Philippines
Thailand
Egypt, A.R.
Liberia
Congo, P.D.R.
Mauritius
Korea
Paraguay

Sub-Tetal

Total $201 - $375

1972 Per Capita
|nc0m¢

GRAND TOTAL

100
120
120

110
130
140
170
150

190

140
160

200
260
300
320
340
3L0

200
220
220
240
250
300
300
310
320

Amount
{3 million)

100

Lo
10
256

06

1,000

TV N~

Io

30.
10.

R = 1= I

l.

i

Nl b = B oo B e el oo

- 00
oW\

Pércent
of Total

un
0
=

|

o |

e d
COO VIO OO O

.

U= 0000 &

3]

VINORNWWW
oo oW

I
t

=

o
o

|
E

PPEPR
3/17/75



Tabje 3

Page 1 of 3
ILLUSTRATIVE ALLOCATIONS OF TOTAL SANX SROLP ASSISTANCE 1IN FY1576 BY CGUNTRY WITH AND WITHOUT THIRD WINGCW
e . {$ Hilllons) 4
1972 187p 104 .
Per Copita  Without Third %izh Third  Without ihird With Third Total Without Third Total With Third
COUNTRIES Income Window Wingow Window Window Third Window Window Window
A. Below 5200
LoCs
#Rwanda 60 - - 15 18 - 16 18
Burundi jo - = 3 3 - 3 3
*Upper Volta - 70 - - 10 | 12 - 10 12
tHall go - - 18 2 - 18 2
Afghanistan . 8o - - 24 2 - 24 2
#Chad 8o - - 23 23 = 23 23
=Ethiopia 8o - - 85 8 . - Bs &6
Hepal . 8o - - 13 20 - 13 20
- #Somalia 80 - - - - - = -
*Luinea 50 - - 8 8 - 8 5 B
*lesotho 50 - - 3 3 - 3 o iy
*Niger 50 - - - | 11 - 15 R i
*Yeren, A, R, S0 - - 18 e - e o
Halawi 100 [ - 12 12 10 18 22
#*Dohoney 1o | - - = 14 14 - 14 1
“Sudan tzo - - 32 32 20 32 52
2Tanzania " 120 30 - 39 43 30 [ 73
*‘Hail}’ 130 - - 10 12 - 1a LS
Ahewy 1w - - w o - 1] 1o
Uganda 150 - - - - - -
Vestern Samoa : 150 W - = —_3 . o =
Suo-Total 26 - 55 s I 2 43
H3As = g
Yemen, P. D. R. 100 - - [ (3 - (4 [
Sri Lanka 110 - - 35 50 = - 35 50
hrer Republicl2 i20 < = - 2 < = e
Pakistan 130 30 - 75 75 ico 125 175
Malagasy Republle ) tuo 54 2% 16 16 30 70 r
E.AC. 159 63 Lo L ¥ T L 65 to
C.ALR. 160 - - -8 8 = 8 - 8
Kenya 170 . €5 30 12 12 Lo b &z
#ourltania 180 - - 4 5 - = 4 b
Slerra Leone V30 s o Sl % LY 28 23
Sub-Total 253 Jou g 175, 224 - e I Eiad
Bangladesh 70 - = 150 175 - 150 5
indta 1o 50 _— 600, €00 200 i et
Sub-Total o n.- | i) s 30, &0 1,075
Dthers
Burma 90 # = 4o 4o = ,‘:D ko
Indonesla 99 hoo 4oo = = = I+ Loa
Zalre . 100 - - 40 ko * Lh] ko
Wigerla 130 100 100 - - o 100 1co
The Carbla : 140 - = < % 7 7 5 1. 12
Togo ’ 160 - - 7 7 5 7 12
Vletnam, Rep. of® 17 i, = 50 -1 — 50 50
g Sub-Total 500 509 Ju4 Js 10 [5L] £54
TOTAL BELOV §200 B o4 a1 g s ar Ll

& Also HSAs #
af kotlonal; not an actlive program - &



JLLUSTRATIVE ALIGCATIONS OF TOTAL 2~hK LAZU

- COUNTRIES

B. 5201 - %375

LLocs
Salswana
) Sub-Tozal
H3As
Cameroon
.5en=2gal
unana
Henduras
" Salvador
¥ Coast

SuvTauLel

QOthers

Bolivia
Philippines
Thailand

Egypt, A. R.
Equatorial Cuinea
Liberia

Swaziland

Jordan
Harocco
Papua and New Lulnea
Longo P. D, R.
Faurltius

Korea

Paraguay

Syria A, R.

Ecyador

Irag
Turkey

Sub-Total -

- TOTAL $2001 - $375

1972

Table 3

-

? ASSISTAMCE IN FYI975 BY CGUNTRY WITH AND WiTHIUT THIRD WIKDCS

(5 Killions)

o

Page 2 of 3

1830 107
Per Capita Without Third With Tnird Witkauz Third With vhird Total Without Third Total With Third
Incoome Window Window Vindow ° Hindow Third Window Winrdods Window
L]

2Lo i 11 - - - 1 -11'
an n ' 1 n

200 16 - 25 20 35 ] 55
260 17 - 10 5 30 27 ar
3u0 45 - 15 8 8 30 53 gi
320 75 £0 7 - 25 82 8s
340 14 io - - 5 14 15
340 30 15 — ] 25 30 Lo
200 21, 21 5 & 10 25 31
220 315 315 - - Lp 315 355
220 150 150 - ) 150 150
240 150 B0 . 65 4o - 160 2is5 220
2Lp - - - . - = - -
250 23 25 = - 5 23 i
260 - - i = & 2 3-
270 20 20 5 5 - 25 25
- 270 10 10 - - ~ 50 ' 90
250 11 R 5 - - 16 1t
300 25 25 - ® L3 25 30
300 13 13 3 - 6 16 19
310 200 200 - - Lo 200 2ko
320 7 5 h = . 18 11 15
320 40 4o - - = LTI ko
35D 30 3n - . - 30 30
370 - - - - - = -

370 220 220 - Pl - 220 F_:'-"
1,321 1,249 & 45 256 L.AioR 1559

L S [ =l =3 == =] e



Table 3

TLLUSTRATIVE ALLOCATIONS GF TOTAL BANK GRCUP ASS!STANCE: IM FY1976 BY COUNHTRY WITH AND WITHOUT THIRD MWINCOW

COLNTRIES
€. $375 - %530

H3As
Cuyana

Others
Tunisia
Zanbia
Colombia

Algzria
Malaysia
¥ agua

De dlcan Pepublic
Lhina, hepublic of
Iran

Fijd

Sub-Total

TOTAL §376 - $500

p. $500 - §50027

Peru
Braxil
Caritbean Pegion
C(osta Rice
Eahrain
Lebznon
Mexico
Uruguay
Chile
Jamaica
Yugoslavia

TOTAL

1572

(S Millions)

Page 3 of 3

TOTAL OF POOREST AMD

ADJUSTED COUNTREIES

E. TOTAL OF ALL OTHER COUMTRIES

GRAND TOTAL

HEHD ITEMS:
TOTAL KSAs

TOTAL MSAa AND PQOREST

af
ﬁ] Excludes Indonesia.

IERD [DA " 2
Per Capita Without Third With Third Without Third With inird Total Without Third Total With Thir¢

Incone Vindow Windgw Vindow Vindow Third Window Hindow Vindow
400 s 1" - - - 3 n
380 €0 73 - - - 60 73
3to0 55 67 i % & 55 67
Loo 180 219 - i = 150 219
bixe 6 7 - - - 6 7
430 193 153 - = - 193 153
430 145 177 & & = 145 177
470 4 5 - - - L] - 5
L8o 15 18 - & = 15 18
590 - - - - - - -
L30 150 150 - - # 150 150
300 8 I B it = -5 .
813 315 = - # L] 315
.E=23’ 2'1;2' - 822 926
520 120 156 - = 120 146
530 5Co €10 - ) - 500 610
550 20 24 - - - 20 24
620 30 37 = = = 30 37
670 io 10 & e i 10 10
700 15 18 - = - 15 15
750 410 500 = = = Lo 500
760 35 43 = = = 35 43
800 70 &5 - 2 - 70 g5
Bio 15 15 = - - 15 13
810 200 2u - - - 200 244
1,425 1,735 - # g 1,425 1,735
4 625 L,625 J.QQS 1,548 1,000 6,173 1173
L5, Eig Lus AhS
52070 2,012 L58 L8 LR SEE .81
5 215 1250 130 2 Lgey 2,239
i 555 s Llow LM 28 L33 2400
Includes Jamaica and Yugoslavia which are marginally abeve $300. PPEPR

317775



Table §

COMPARISON OF BANK GROUP ALLOCATIONS FOR FY1376 BY PEGIOH WITH AD WITEQUT THIRD UINDO‘.E-,

Bank Grous Frogran Lendiqg_gq ket Increase in Grant Equivalent
Population 18P) 10A " Third Total Total Assistance— Per Capits (5)
(millions) V/0 T4 W/ T w/0 T4 W/ TA Window WO TH W/t S % E?E_TQ_EL_—_Eiiﬁ
Eastern Africa : ] i .
(5 million) 5 127.6 282 162 275 278 176 ¢ 537 616 73 14.7 2.0% 2.62
" (% of Toral) . : 5.9 3.6 16.3 174 17.6 E.8 8.7 7.9
Vestarn Afrlca ) o - g )
{$ million) 132.5 - 247 170 163 1656 154 B16 kg0 74 17.7 1.05 1.73
(2 of Total) - 5.6 3.8 ©10.4 10.2 15.% 6.3 6.9 7-4 :
East Asia £ Paciflie - . :
f* aillion) ’ 275.6 ‘1076 1105 68 €3 120 1144 1288 144 12.5 0.63 0.93
£ Tozal) S y S 24.2 2h,8 - 4.2 35 20 13.8  18.2 1.4
Scuth Asia 1 i & = . . : . % ] e
(S mitlion) 756.3 %% - 954 10c3 hoo 1C60 1403 348 32.8 1.1 1.33
% of Total) : 2.2 - 53.3 62.0 40.0 17.5 13.9 34.8
EHENA : - ' C e
($ million) 230.3 1259 1250 122 98 100 1331 1443 67 h.B 0.87 . 0.95
(3 of Total) = 28.3 23.1 7.5 6.0 10.0 22.7 20.5 6.7 & -
Latin Amerlfca & Caribbean *
(5 willicn) . 282.3 1510 1763 27 12 50 1537 1825 288 T 18.7 0.67 o081
(2 of Total) 3h.0 35.6 i.7 0.7 5.0 22.3 25.8 23,8
TOTAL 1854 .6 L4s50 Liso 1625 1625 1000 6075 7075 1000 16.5 1.02 1.29

2/ Because of over-prograrming of World Bank funds, the reallocated furds have been pro-rated dovnw
country data) to match tha Board approved program; sinilarly, DA funds have b=en pro
bf Percentages refer to rate of increase in total assistance (net) and not to share of ¢

ards (in the summary tables but not in th= detalled
-rated upwards to adjust for the currently vnallocated reserve.
ountry groups in that n=t increass,

PPEPR
311715
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EASTERN AFhICA: Sountry Detail of Tllustrative Bank Group Assistance
for FY76 Without and With Third Window of $1000 Million

($ million)
Mid-1972 IBRD IDA
Per Capita Third TOTAL
Countries Income (3). WO/TW W/TW WO/TW W/TW Window WO/TW W/TW
" ¥
Botswana 240 11 11 - - - 11 19
Burundi 70 g = — 3 3 = 3 3
EAC 150 65 L0 - - Lo 65 80
Ethiopia 80 - - 86 86 - 86 86
Kenya 170 65 30 12 12 Lo 77 82
* Lesotho 90 - - 3 3 - 3 3
Madagascar 140 sl 2l 16 16 30 . 70 70
Malawi 100 6 ™ . 12 12 10 18 22
Mauritius ‘ 300 13 13 3 . 6 16 19
Rwanda 60 = & 16 18 - 16 18
Somalia 80 - . - - - = - -
Sudan 120 - - 32 32 20 32 52
Swaziland 260 = - - - - - -
Tanzania 120 30 = 39 L3 30 69 73
Uganda 150 - - - - - - -
Zaire 100 - - Lo Lo - Lo Lo
Zambia 380 gy 67 . = = 55 67
TOTAL of above : 299 185 262 265 176 561 626
1/
Prorated totals (262) (162) (275) (278) (176) (537 (616)

NOTE: Country detail grouped by Region is taken from Table 3 where country detail is grouped
by level of income,

l/ Prorated 1o conform to tota! of Board approved lending program.

PPRD
3/18/75



Table Lb

WESTERN AFRICA: Country Detail of Illustrative Bank Group Assistance for
FY1975 Without and With Third wWindow of 31000 Million

($ million)

Per Capita .
' Income IBRD I A Third TO0T 4 L

Countries Mid-1972 WO/TW  W/TW WO/ TW W/TW Window WO/TW W/TW
Cameroon 200 16 - 25 20 35 L1 55
C.A.R. 160 - - 8 8 - 8 8
Chad 80 = - 23 23 - 23 23
Congo 300 25 25 - . 5 25 30
Dahomey 110 - - 1k 1l - 1k 1L
Equatorial Guinea 20 - - - - - - -
Gabon 880 - - - - - - -
Gambia 140 - - 7 | B 7 12
Ghana 300 L5 15 8 8 30 53 53
Guinea 90 i - n, 8 8 - 8 8
Ivory Coast ~ 340 30 15 - - 25 30 Lo
Liberia 250 29 29 - = 5 29 3L
Mali 80 - - 18 23 - 18 23
Mauritania 180 - .. N L - -l L
Niger %0 - IS 14 1, - 1k 1
Nigeria 130 100 100 - - - 100 100
Senegal 260 g - 10 5 30 29 35
Sierra Leone 190 19 10 5 5 14 2l 29
Togo 160 - ~ 7 7 5 7 12
Upper Volta 70 - - 10 12 - 10 12

TOTAL y 281 191, 161 158 150 L2 506

1
Prorated Totals | (2L7) (170) (169) (166) (15L) (L16) (L90)

l/ Prorated to conform to total of Bank epproved lending program,

PPRD
3/18/15



Countries

China, Rep. of
Fiji

Indonesia

Khmer Rep.

Korea

Laos

Malaysia

Papua New Guinea
Philippines
Singapore
Theiland
Vietnam, Rep. of
Western Samoa

TOTAL of above

EAST ASTA AND PACIFIC:

Mid-1972
Per Capita
Income ()
4190
500
G0
120
20
130
1430
290
220
1300
220
170
150

1/

Prorated totals

Table lic

Country Detail of IllustrativeBank Group Assistance for

FY1976 Without and With Third Window of 31000 Million. -

IBRD

WY/Td T W/TW

5
100

?05
i
11
15
l55
(1076)

(3 million)

104
WO /T4 W/TW
£E. £ o
1,00 - -
200 . .
- 10 10
177 - -
11 5 -
315 - -
150 : -
- £o 50
255 54 5o~
(1105) (68) (63)
LY

120

(120)

TOT7T4L
Wo/Td  W/TW
;i
Mele! LOO
200 21,0
10 10
145 177
16 € o'}
315 355
150 190
50 50
1291 IL39
(11Lk) (1288)

l/ Prorated to conform to total of llank ajproved lending program.

PPRD

3/18 /75



Table Ld

SOUTH ASTA: Country Details of Illustrative Bank Group Assistance far FY76
With and Wibliout Third Window of $1,000 million

Mid-1972
, per capita TBRD IDA Third Total

Countries Income ($)  WO/TW fw/w WO/TW — W/TW  Window  WO/TW  W/TW
Bangladesh 70 . - 150 - 175 5 150 175
Burma 90 - - L0 o) - 10 o)
India 110 60 - 600 600 300 660 900
Nepal 80 - e 18 20 - 18 20
Pakistan 130 50 - 75 75 100 125 175
Sri Lanka 110 o A 35 50 - 35 50

TOTAL of above 110 - 918 960  LoO 1028 1360

prorated totalsl/ (961 - (964) (1008) (1060) (1L08)

1/ Prorated to conform to total of Board approved lending program.

PPRD
3/18/15



Table le

EMENA: Count sy Detail of Illuswiative Bank Group Assistance
FY197 > Without end With Third Window of $1000 Million.

Per-Capita

Income IBRD 1.DA Third - 1 Ol T

Countries Mid-1972 W) /TW W/TW WO/TW W/TW Window WO/TW W/TW
Afghanistan 80 - - 2L 2l - 2l 2L
Algeria L30 193 193 - - - 193 193
Bahrain 670 10 » 10 - - - 10 10
Cyprus 1180 15 15 - - - 15 15
Egypt, A.Re 210 150 .80 65 L0 100 215 220
Finland 2810 - - - - - - -
Greece 1460 70 70 - - - 70 70
Iceland 2800 - - - - - -
Iran L90 150 150 - - - 150 150
Iraq 370 - + - - = # -
Ireland 1580 20 = 20 - - - 20 20
Israel 2610 - - - - - - -
Jordan 270 20 20 5 5 - 25 25
Lebanon 700 15 18 - - - 15 18
Morocco 270 %0 .-> _ 90 - - - 90 90
Oman 530 6 6 - - - 6 6
Romania 810 160 160 - - - 160 160
Spain 1210 15 15 - - - 15 15
Syria, A.R. 320 . Lo L0 - - - Lo L0
Tunisia 380 60 ™ 73 = - _ 60 73
Turkey 370 220 220 - - - 220 220
Yemen, A.R. S0 - - 16 18 - - 16 18
Yemen, P.D.R. 100 - - 6 6 6
Yugoslavia 810 200 2LL " - - 200 2L
Portugal 780 - = - - - - 60

Total of Above 1L3L 1020 116 93 T00 . 1850 1617

Prorated Totals +/ (1259)  (1250) (122) (98)  (100) (1381)  (14k8)
_‘_l_/ Prorated to conform to total. of Bcard approved lending program.

PPRD

3/18/175



Table Lf

LAC: Country Detail of Illustrative Bank Group Assistance for
FY1976 Without and With Third Window of $1000 Million
($ million)

Mid-1972 .
Per Capita i Tl s Third T T 8 %

Countries Income WO/TW  W/TW WO /TW W/TW Window WO/TW W/TW
Argentina 1290 100 100 - i - 100 100
Bzhamas 2210 9 ? = - - 9 9
Barbados 800 - = - - - - -
Bolivia 200 21 el 5 - 10 26 31
Brazil 530 500 610 Co- - - 500 610
CABEI - i w = = - =
Caribbean Region 550 20 2l - - - 20 2l
Chile 800 70 85 - - - 70 85
Colombia Loo 180 219 - - - 180 219
Costa Rica 630 30 37 . W - - 30 37
Dominican Republic L80 15 18 - - = 15 18
Ecuador 360 30 30 s - - 30 30
£l Salvador 340 1k 10 - - 5 1 15
Cuatemala 420 6 T 0 - - - 6 7
Guyana 1,00 9 3= B o - - 9 11
Haiti 130 - - 10 12 - 10 12
Honduras 320 75 60 T - 25 82 85
Jamaica 810 15 18 - > - 15 18
Mevico 750 110 500 % s e = L10 500 |,
Nicaragua L:70 ly 5 - - - L 5
Fanama 880 a5 25 - - o ; 25 25
Paraguay 320 7 5 i - 10 11 15
Peru 520 120 146 - - - 120 1L6
Trinidad & Tobago g70 10 10 - - - 10 10
Uruguay 760 55 L3 - - - 35 L3
Venezuela 1240 15 15 - - - 15 15

TOTAL of above 1720 2008 26 12 50 1746 2070

1 ;
Prorated totals (1510)  (1763) (27) (12) (50) (1537) (1825)

l/ Prorated to conform to total of Beard approved lending program.

PPRD
3/18 /15



TO:

FROM:

SUBJECT:

) . Fie e mimact daiTL LAITR P UR _I INTERNATIONAL FINANCE
ASSOQCIATION § ! RECCNSTRUCTION- AND DEVELOPMENT *° | CORPORATION
: e

o
Ay L oot

OH—I\:E MEMK RANDUN‘ /274 ie/;:;i«w
Mr. J.B. Knapp . 2 ECLASS|F|EEATE: - ;]_}4, 1975. L

- N. 05 2025 CONFITENTIAL

John.H. Adler /%Srr- ' o

Third Window Allocations

ARCHIVES

1. Vhile P&B and DPS are discussing further a revised proposal for
&llocation of Third Window funds (and related movements of IDA and IEBRD
allocations), I thought that you and the other participants to Yesterday's
meeting would be interested to see the attached tables which show the “real®
effect of the P&B proposals, compared to the original DPS proposals. Although
the effect of the P&B proposed "rules" would need to be reviewed on a country-
by-country basis, rather than followed slavishly, their general adoption

_would mean (relative to the initial proposals):

~ a substantial reduction in IBRD's additional "risk" exposure;

- an increase in the grant element allocation to the pobrest
group; # =

4 s A 5 ’
»= a reduction in the dbllar’ amount of new commitments to the

poorest group (this being the "cost" of the two "benefits"
. listed above). P

P L]

2

2. I would also take this opportunity to summarize the proposed
P&B allocation mechanism:

+
~ ‘transfer of all IDA allocations from countries with per
capita incomes above $200 to the poorest group. Countries
"losing" IDA would receive "compensation™ in the form of Third
Window allocations (the compensation being greater for MSAs
than for others); '

~ replacement of IBRD lending to countries in the poorest group
(other than Indonesia and Nigeria) by Third Window (plus
additional amounts of Third Window for India, Gambia, Togo and
the Sudan, but not for Sri Lanka); -

- for any country with per capita from $201-375, which is con-
- sldered as a marginal case for IBRD exposure, replace all or
" part of the original IBRD allocation by Third Window funds.

"Ail" would apply to MSAs in this group; "part" would apply
" to the others. =

The above '"rales" would effectively allocate all available Third Window
funds. The IBAD allocations "released" as a consequence would be reallecated
to the more creditworthy countries in the $201-375 and $376-500 per capita
groups.

Attachment

ce: Messrs. Chenery, Baum, Chaufournier, Krieger, Weiner, H. Adler, Bart

Votaw, Stern, Haq, Chernick, Goodman, Gue, Schulmann, Wood/Taylor, Zsidan.
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Attachment

THIRD WINDOW ALLOCATIONS

Comparative Tables Contr'asting the DPS and P&B Initial Proposals

A. Net changes in FY76 commitments of Third Window, IDA and TBRD funds (USS millions):

DPS Proposal

P&B Proposal

Change in Change in

Per capita Third Change in Change in Net Third Net
group Window IBRD IDA Change Window TIBRD IDA Change
0-200 +552 280 489 +361 +530  -180 +181- +231
201-375  +LL8 =160 -L5 +2L3 +470  + 25 -137 +358
376-500 - +hho - +LL0 - *u5S - +455

+1,000 = 41 +1,0Ll +1,000 - +I0 +1, 0Lk
B.

it changes in grant element, of FY76 commitments of Third Window, IDA and IBRD funds

(US § millions): 1/ e ;
Per capital group 0-200 201-375 376-500 Total
DPS proposal +322 +167 +h9 +538
P&B proposal +356 A122 +50 +538 =8
1/ Grant element of $1,000 million of Third Window is about $500 million (50%),
and of the $Ll million of additional IDA it is about $38 million (86%). For

considering net changes in IBRD lending, a grant element of ‘11% was used.

(411 caglculations at 10% discount rate.) i
€. Additional IBRD "risk" involved (expressed as the apparent need for additional
equity backing): :
DPS proposal: about $250 million -
- P&B proposal: about $150 million
P&B - k -

March 14, 1975



Mr. Mahbub ul Haq, Director, Pol. Pl.& Pr. Review March 14, 1975
WA B
Hans A. AdlesgﬂBirector, Eastern Africa Projects

Third Window

L We have reviewed your memorandum of March 10, 1975, concerning
the implications of the Third Window for the FY76 lending program of this
Region.

y The results of our review are shown on the attached table. For
the Eastern Africa Regilon as a whole, we are proposing only minor increases

over those suggested by you. There are however several important differences

for specific countries.

3. The most important differences relate to Kenya and Tanzania. For
Kenya we are recommending an acceleration of commitments within the S5-year
lending program into FY76; whether the total 5-year lending program should
be increased will have to be determined in the light of a new assessment of
improved credit worthiness at the forthcoming CPP review. As for Tanzania,
cost increases in the existing FY76 program will require lending now esti-
mated at $94 million. In addition, we plan to accelerate an urgent maize
project ($20 million) from FY77 to FY76. We also believe that this program
is well within Tanzania's credit worthiness and Bank exposere limitations.

4, Other proposed changes include (a) a reduction in the lending
program for Madagascar; we suggest no Bank lending for Madagascar in FY76
but somewhat larger Third Window lending than in your program. (b) A
correction for Somalia which seems to have dropped out in your program;
our proposal reflects shifts in projects between years and the addition of
a drought project. (c) A reduction in the Mauritius program for both
project and country reasons. (d) A reduction in the Ethiopia program to
reflect changes in the phasing of projects. (e) Slight increases in IDA
lending to Burundi and Zaire.

Attachment.
HAAdler:cha

ce: Messrs. J. Adler, Husain, Please, Wiehen,
Hablutzel, Hendry, Mackay



Attachment
EASTERN AFRiCA BEGION
Tat EV75 CROGRAM AND THIRD wWINDOW PROPOSALS
. SRS sHBpRgal — REGIONAL PROPOSAL NIFFERENCE
13RD 10A . TOTAL 1BRO DA Ta TOTAL |BRG oA Tn TOTAL - COMMENTS
COUNTEY SROGRAMS | i
ZAC 65.0 = 18.0° 83.0 65.C - 18.0 83.0 - - - -
Ethiopia - 86.0 - 85.0 - 73.5 - 73.5 = -1z, - -12.5 Difference reflects
3 annual phesing,
Kenya 30.0 15.0  Lo.0  85.0 55.0 15.0 k0.0 110.0 +25.0 - - +25.0  Accelerate prodramn.
jomalia - - - f - - 15.0 - 15.0 - 4150 - 4+15.0 a) Shift in projs. between
years; ) addition for
drought.
ian - 32.0 20.0 52.0 - 32.0 20.0 52.0 & = - -
Tanzania = 45.0 La.0 85.0 30.0 45.2 b0.0 115.2  +30.0 +0.2 - e
Uganda - - - = - = = - = - - -
Sub-total 95.0 178.0 118.6 391.0  150.0 1807 118.0 Qhgg  aEEE 283 = #5E.7
COUNTRY _PROGRAMS 11 =
Botswana 11.0 - - i1.0 16.0 - - 16.0 + 5.0 - = + 5.0 Difference raflects annual
phasing.
Aurundi - 3.0 - 3.0 - 6.0 - 6.0 - +3.0 - + 3.0
Lesotho Co- 5.0 - 5.0 - 4.5 - .5 - -0.5 - - 0.5
Madagascar 34.0 20,0 20.0 74,0 - 20.0 30.0 50.0 -34.0 - +10.0 -2L4.0 Eliminate Bank lending;
4 substitute 10 TW; more
projects not available.
Malawi - 12,0 10.0 22.0 = 1240 10.0 22.0 - - = =
Mauritius 13.0 - 6.0 19.0 = - Bl 58 -13.0 - - 1.0 -14%.0 Program has been reduced,
wanda & 26.0 - 26.0 - 26.0 - 26.0 - B = =
Swaziland - - - - - - - - - - - -
Zaire - 40.0 - Lo.o = 45.0 - 45.0 - 50 = + 5.0 "lncrease program.
Zambia 64,0 - - 64.0 64.0 - - 64.0 - - - -
Sub-total 122.0  106.0 36.0 264.0 80.0 113.5 bs.0 2385 -42.0 +7.5 £9.0 25.5
TOTAL 217.0 2840 154.0 655.0  230.0 294.2 163.0 687.2 413.0 #10,2 +9.0 +32.2
EAN
3/14/75
P ¥ .

- gy Ty e
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March 12, 1975

To Mr. Barts

Following are some observations on the "note on the implications
of Third Window for FY=-76 allocation':

l. The review is limited to countriss with 1972 per capita incomes
below $800. This excludas the possibility of increasing the program-
in Yugoslavia where a justification could be made.

2. Mr, Finzi and I spent one Hour with ir. Meo gdﬁhé over thaz possile

program inecreases country by country; almost none of our suggestions
seem to have been accepted. Our suggestions included:
PESESSS i

A ,

- dincreases for YAR and PDRY and possibly Jordan; (1"”4“ =1

= Maintaining present IDA zllocation for Egypt and Afgha;istan.

T.U.

- shiftiné IBRD lending in Egypt to T.W.; '

- shiftinz part of IBRD lending in Turkey to T.W. (also possibly
in the case of lorocco).

b

IBRD

- possible program increase in Yugoslaviaj
- inclusion of Portugal with a lending program of.$ #¢ mitlion;
- increases in Syria and Lebanon,

3. Suggested changes for EMENA in the Haq paper are as follows:
ot

IRRD A TOTAL

COUNTRI &3 wo/ T v/ TW wo,/ W w/ T T WO,/ Th' ¥/ T
Below $200 : -
Afghanistan - - 2L 2l - 24 2l
Yemen A.H. - - 16 18 - 16 18

MoA's
Yemen PDR - - 6 6 - 6 6
$201-3375
Egypt 150 80 65 L0 100 15 220
Jordan 20 15 "5 5 18 25 35
Syria Lo Lo - - - L0 L0
Iraq - - = - - -

Turkey 220 200 - - . 220 200



hosw be

Mr. Bart w B March 12, 1975

TBRD IDA _ TOTAL
COUNTRIES wo/TW w/TW wo/TW w/ TV T wo/TW w/ T

$376-5500 . _ =

Tunisia 60 60 - - - 60 60
Algeria 193 160 - - - 193 160
Iran 150 150 - - - 150 150
$500-%300
Bahrain L M ¢ s - - p ) s
Lebanon s 20 - - - 15 20
Portugal - 60 - - - - - 60
=) O >

L. It is very interestine to observe that the paper suggests a

reduction in the programs of two countries (Turkey and Algeria) when
the total WBG lending is supposed to be increased by U.S. 1.04L)..
billion. I would seriously question whether such reductions
(incidentally for the whole WBG membership there are only these two
cases) were within the terms of reference for such a paper.

5. Presentation of grant equivalents should be interpreted carefully.
In the case of Egypt there is only $5 millidén increase in the total
program. The per capita grant equivalent seems to have improved from
2.08 to 2.68, hence an improvement of 26.8%. In fagt what happens

at the margin is that $2€fmi11ion IDA money is replaced by $38 million
TW money. In cases where there is a decline in IDA money, e picture
is as follows:

- IDA TOTAL
COUNTRY wo/TW w/TW wo/ 1TW W/ T
India 600 575 8L0 910
Palistan 75 70 125 195
Cameroon 25 15 I 5l
Bolivia 5 - . 26 1,0
Egypt 65 Lo 215 220
Mauritius 3 - 16 19
Paraguay . - s 15

A+ Karaosmgnoglu

cc: Messrs. Paijmans
Wapenhans
Siebeck

e o

B e e ——— s T e T
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Mr. Rudolf Hablutzel, Chief Economist, EAR March 12, 1975
Ping-cheung Loh, Acting Director, EA CPI
Third Window

1. I refer to our discussion on Mr. Hag's proposed Third Window allo-~
cation for CPI comntries. TIn addition to the figures already supplied
to you, I have the following comments:

R %EE‘ No basic disagreement. The differences between the
regio proposals and Haq's memo reflect movements of projects between
FY75 and FY76 and $8.5 Bank (ineluded in the approved lending program)
but omitted from Haq's table.

3. K%? Some of the differences reflect movements of projects
between 5, 76 and 77. However, since the financing requimed by
firm FYT6 projects is in excess of the available Bank Group financing,
it is proposed to increase Haq's Bank allocation by $25 million to $55
million, i.e., the Third Window is seen as additional rather than a
substitute for Bank for which Kemya's ereditworthiness has already been
established. An additional $3 million IDA is also proposed to cover
the increased scope of the Integrated Rural Development Projeect. Co-
financing arrangements will still be necessary.

4. Somalia. No basic disagreement. The differemces between the
regiona] proposals and Haq's memo reflect recent changes in the distri-
bution of the IDA allocation between fiscal years and an additional

$8 million approved by Mr. McNamara for drought relief.

5. Sudan. No disagresments.

6. Tanzania. Some of the differences reflect movements of prdjects
between Fi/6 and FY77 and additional resources becoming available

from a NORAD participation in Livestock II. However, since the finamcing
requirements of FY76 projects are already considerably in excess of
available Bank Group funds, it is proposed to retain the $30 million
Bank which Haq proposes to delete, i.e., Third Window resoupces are

seen as additional rather than a substitute for Bank funds for which
Tanzania's creditworthiness has already been established. Co-finaneing
arrangements will still be necessary.

7. Uganda. No disagreements.

8. [EAC. No disagreements.

ce: Messrs. Adler, Tolley, Burrows, Please O/R
RDStemn/eb
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Operational Vice Presidents March 11, 1975

J. Burke Knapp

Third Window

At the Presidential Review of the Third Window lending paper
on March 4, Mr. McNamara asked to have available upon his return on
March 17, a detailed illustrative allocation of $1 billiom of Third
Window loans. In response to this request Mr. Haq has prepared the
attached memorandum which I have not yet had an opportunity to read.

I recognize that time is short but I would appreciate your meeting with
me and Mr. Haq at 3:00 p.m. this coming Thursday, March 13, to review
this paper.

At tachment

ce: Messrs. Chenery, Stern, Haq, Goodman
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programming, though this again introduces a short-term bias in the altloca-
tion pattern that emerges, |f the Third Windeu is to be more than a one-
year fecility, longer-term judcesients will need to be made eithin the

améwork of our usual five-vear olanning pericd.

)

In judging to what extent these results are reasopable, one has

of course to bear in mind the probably conflicting desires of the potential
contributors to the subsidy fund. In line with the logic of the Board paper,
we have given particular emphasis to’ the increase in tha volume of lending
rather than terms. With respect to the terms (as measurad by the grant
element of the Bank Group program), there is limitesd scope for further
softening the terms of lending to the poorest countries without additicnal

iDA; at the same time, those, countries that receive additional IBRD do
not, of course, get any softening of terms from the Bank (although additional
[8RD might reduce their borrowing from harder tarm sources). The middle

income group of countries get the main benefit on the terms of lending
stnce they receive a large propoertion of Third Window iending and were not
previcusly receiving much IDA. (See grant element compardson in the summary

-

table),

il

L, The following backgreund tables are attached herewith:
Table 1 =~ Summary of FY76 Bank Group Lending Programs With
and Mithout fhird Window
Table 2 - Summary of Third Window Allocations by Country
Table 3 -~ Detailed Country-by-Country Bank Group Allccations
{34), and increases in Grant Equivaients by Country {3B)
Tabie & = Bank Groun Allocations = Comparison by Region With
angd Without Thicrd Window
i ; : . ; . - _ ;
Table 5 =~ Operations and Lending Program for FY75-77 by Country
and Present Margin of $lippage 3
Table & ~ Recent Horms of Project Cost Sharing in Each Country
B These should be treated merely as illustrative tables which seek to

reflect a cpuntry-by-country judgement about (a) need -for concessiocnal
assistance,” (b} assessment of creditworthiness for 1BRD or Third Window
lending or for a blend of both, fc) availability of preojects to maks quick
cammitments possible, (d) econamic performance and prospects, and f{a)
Likely availability of assistance from othap sources. These tables are
based at this stage en the considered judgements of the Program Review
Division, though in some cases th¢ concerned staff of the Regions has

besn consulted informally. In further refining the tables, it will be



:ven further on what is cperationally possible in FY76
enssibilities of reducing the margin between the

e
i) Erogram.

A number of irportant issues arise aven in this preliminary exercise
require resolution and gt management level:

.+ Allozation decisions on certain key
countries have a large effect within the total. These key
countries are !wdia, Pakistan, Bangladesh, Sri Lanka, Korea,
Kenya and Egypt. (Separate notes are being prepared on these

kev f’UﬂleuJJ

{a) KXey Country Judgem

(6) ; the Level of Benefits to the Poorest Countries.
the poorest countries (the Sahel, other least
ed and Bangladesh), despite their obvious need for con-
al funde, may not be able to absorb additional funds
project Finmancing in FY76. There is the question
can be du|i to Lhawnai more resources te them in the
g =+ ghireugh ad idit al orogram lending, higher project
ings and tacit coverage of cast overcuns. On a more
leval, If concessicnal récsources are to be reallocated
} poorest over hc ionqer run, manpower resources may have
reallacated now to Incresse *hﬁ' absorptive capazity
2. Aapihey u?cment in determinirg the level of benefits
to the poorest cou i cditworthiness judgements on
cortdalin potential suctful Third Window recipients
sush a5 G5 Lanlias pia, Tanzania gnd Zalre.
(e s underprogramming of 1DA by

6 at presént. MWe understdnd that this is

bs b R
o e for the 2ossibility of covering cost over-
iNils anding to Portuguase tervitorisas, apd
agnti ransters of Barclk profite tg (DA, In-8ur
prt;;n; exercise, st4 million of this underprogramming has been

reailocated. Depending on what overall pargin of underprogramming

s dacided to be necessary, the (DA allocations may nesd some

oyl oy i
ad [ustment.

(d] Ove wprogremming of 1BRD. On the other hand, there is already
? ove "“fu?rw ming of § 744 wmitlion in IBRD allocations for EY76.
This pravides @ substantial cushion for slippage in IBRD p"ogram
gt For {)]uanaP; of some 1BRO financing by Third Window at a
¢, depending on the rescurces available for Third
the rate at which they get committed.

later

Window and



Y s The ' Lo the Board is for obvious reasons hok explicit about
the possible staff implications of Third Window leading for one year.
Mevertheless, as pairted out tefore, there do seem to be staff implications
in expanding lendirg to the poorest countries. They will persist whether
hird Window is 3 ona-year scheme or for longer, since hopefuily

or not the Thi i
JLA wili aventually be forzthecoming.



Pattern of Benk Group Assistance in FY76 with §) Billion
in Third Window Loansa/

1BRD [OA ____TOTAL Net Increase in Grant Element
Country Groups by Without With Witaout With Thi rd Without. With Total Assistance Without With
Level of lncome TW TW T W Window TV ™ $ % TW T
Below $200 p.c. b/ i
§ miliions 451 212 1431 1532 553 1832 2296 364 18.8 66.0 70.4
% of Total 10,1} b.7 al.i 94.2 55.2 28.6 29.4
§200 = 375 p.c. &
S mitiions 1277 1141 I i 03 68 1531 1682 261 18.4 18.6 26.3
* of Total 28.7 25.6 £.9 5.7 L 8 23. 4 23.8
i T /
apove $375 DG c
S i § 1 bons 2722 3097 = = = 2732 woe7 375 14.0 11,8 s
% of Taral 6.2 50.56 - - B 58.6
TGTAL
$ i 1450 1450 & 15 L6285 1838 6075 7a7s 1000 16.5 31,1 33.8
ol i 1600 1080 a8 1050 1060 L. 1 30,0
Memo 1 tems
MSAs B
S w1 lens g21 3h PR 1365 560 19473 230k gy v 23,3 €2.0 5.5
of Total 13:9 Tl 81.3 4.0 06.8 31.3 33.8
626 34 Ly 1816 03 2568 461 22.0 B3.€ g6,
Th. i Ber g9C.6 99.3 75,3 35.7
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oA THIRD WINDGW

[2RY :
Witmour Third With Thisd Wizhous Thied  Wita Third Fotal Without Third Tatal With Thi
Al _Wingow Himdoe =1 ~dow Thi rch Windoa Wincdoaw Wi nrdgw
- - 16 26 - 16 Z

3 = - 18
9 5 % 2 - & 19
90 2 5 3 < 3 5
22 = 1L - ik s
90 - 1%

- 10 i5
& = o - His| lo
2 : bog 2 i 43
1ot = = ] 6 - 5 5
110 - % 35 45 ie 35 75
Ko - - - - - = =
130 50 50 * 75 76 is 125 125
un =) i g i 20 v, A
151 i i - % & £ B
1€9 - - 8 8 B 3 8
133 iz 9 17 . 15 ha 7t a5
133 — - L 4 - 4 i
I35 3 19 s _5 1 2 23
Sub-Total 283 ]3‘2' J:%'L 173 f??' :.,..L}M 233
Zargladesh 70 2 = 150 zZ00 - 150 a0
Indla irg iba 50 600 575 275 Bho glo
Sun-Toral 2 _50 759 175 275 330
99 = - 40 40 = Lo Lo
25ia 50 ’ 403 hoo = = = Log Loo
100 = - . 40 Lo £, ¥ 4o Lo
Nigaria 133 100 s} ; ; ; IO; 100
Gamhia - 150 - - 12
; 60 . . R A
diataam, Rep. -:J"f;—f 176 = s 30 50 s 58 50
Sub-Total 502 . 500 BE; ihh 19 Hhk 634
TOTAL BELOW $200 1223 749 Bt =l T A e 2831

* Absa Hias

2/ twoational; not an actlve program
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Table 34 Pays

TLLMSTRATIVE COUMTRY ALLCCATITNS FCR THIRD WINDOW

133D 102 s
ifa  Witmout Third wWith Third Without Third With Third Total Without Third Total With Thi
e B N?nuhﬁi_u_ __Mindaow Window Window Third Window i ndow Wi ndow
»
2h0 1 1 - - - 11 il
" i u 4
200 15 10 25 15 26 L1 s 51
760 17 10 ! 1o 30 2 50
300 45 15 8 10 35 53 50
< 320 75 50 7 s 30 8z 97
£ Salvador kg 1 10 - % 1 th - 37* 20
Tluery Coast 50 30 9 - — <25 E VR 2/ —
Tun-Tatal gy 135 =26 : B2 156 247 bEEL
Cihers
falivia 200 21 20 5 - 20 2 40
Frilicnines 220 115 315 - i - . Ls 315 180
T=ai land ok e 150 150 - - - Ls 150 ias
Egrpt, A. R. - 240 150 8a 65 Lo 100 215 220
fquaterial Guines ' 240 - - - - - - -
Liberia 250 29 .23 - = < 23 29
Swazi land 260 - - - - - - - =
lardan 270 20 15 . 5 S ) 2z 35
et 27G. 50 50 - = - 34 G0
= 280 . R 1 5 5 5 & 2t
ico 25 25 % = = 2% 25
360 i3 13 3 - 3 14 g
310 200 209 - - Lg ! 203 2h5
320 % 7 5 L - 1o 1} 15
Syria & B, 320 Lo 49 - - - Lg Lo
< 350 © 10 30 - - - 10 30
320 2 - - - - - -
370 ° 200 - = - 20 200

ke
1]

n
’s—!
»
s
u}"l
A
i

TOTAL §201 = 5375

2
l=
%{’,
13
-
I



Table 34 FPage
5_TOR THIRD WINDOW
GRS 104
With I'hird Wi thout Third With Third Total Without Third Tetal With Thi
_ Mindow Windos Wi nelow hird Window W At _ Wi o
LOG ] 16 - - = 9 16
j8a ] RO - - - 6O 60
322 a5 £ w = - 53 Bl
Lo 83 240 - - - 182 249
Custemala L3e g 15 - - - s I5
2lgeria 430 193 160 - - - 193 160
4340 145 171 - - = 145 7
Lya - 15 - - - B i5
aminican Regublic 480 13 30 4 = = L2 30
thina, Rapublic of Lan = - it b d 5 =
[ran 433 150 150 - - - 152 150
Fiii 560 5 10 = - = il 19
Sub-Toral 915 - - - 313 915
TOTkL 5375 - 5500 Eaid 93t - - " 822 931
529 120 175 - - - 122 175
532 500 530 4 - - 502 5a0
550 - 20 - . - & 28
670 b 10 v - - - L 19
700 15 20 - - - 15 20
750 L1 420 - - B2 1, L9 - 430
TED 35 50 — - o 33 50
78d B 60 . o] - . 2]
320 R 2 . = 198
TOTAL OF POOREST 280 4,454 4, b6l 1,348 1,532 1,200 6,012 7,956
ADJISTED COUNTEIES
£, TOTALOF ALL OTHER CIUNTRIES 787 760 750 o
GRAND TOTAL - 5.22% 5,224 1,548 1,532 1,090 6,772 7,818
BEMD [TEMS: . '
TTETAL RSAS ; 123 . hog 1.250 1337 622 1,98 2,525
s/ .
TOTAL MSA&s A4D POORESTS 7 4ag . 1, hok . 5 z
. 135, 289 Lt Loteg 23 L 2308

o/ Excludes Indomesia and Nigeria
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A, dziow 5200
LADEs
Faanda 3.5
Burandi ¥ 335
“Uppar Yolta 5.6
Hali 3
Afghianiygton 1
o i
L 25,9
1.5
Swralia Z B
Suines 5.t
‘Leseing 1.0
“Nj de L.3
] Bk
4.7
g
1.5
N §
.
“Lamg — Bk

Uganrda " i

Westurn Sarna

Fub-Total

.\
o -

3
3.2
7 I
s

2angladash
india

Sub-Total

Hihers

Jurma 24.3
Tndenasia 124 .6
Zaire 19.1
Hinaria - 49.5
Sambia, The ¥ a.kL
Tago Z.1

Vietnam  Ren. ofi< 19.3
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Zable 38 Pag: 3

Vi AN GAANT ECITVALINTS FOR THIED WINDOW

Fer Capita Brant Equivalents
without Tnird with Third 3

Inc-a3ss Window Window Increass

8.3 .35 20.00 7.8 1.23 2.20 78.8
£ 317 - 1.24 1.25% -
E z =l (=T 1.34 1.56 16.4
&3 HY, fa. k3 33 Q.zb 1.1k 32.5
3. .07 z2.67 i83.5 G 1] 0.29 t63.8
L 13,43 11,18 WA 1.L2 E.23 -20.0
ralavsia e 12,50 th, 7.5 1.28 1.63 131
N earagua 2, v 5. ) 0.20 8.75 275.0
EssiniZan Bapublic L T 57 7 3 a.39 0.78 100.0
Caina, Rroubiic of (T | - = = -
[ran < i L. 20 L. 0.52 0.52 ¥
BEige e 28 Vi1 2.20 100.0

Tub=igzal

TOTAL s37& = 3400

=Hers
Eary A 3.13 L33 0.93 1,36 L6, 2
Eragil o 0 5. 0% 5.2 0.55 .66 V7.9
o Sagien &, - 5 E 0.50 -
c 3.6 1 .29 f 5.50 150G
2 : St 0.5% 0.75 33.9
gL,z : 2.33 .59 19.3
3.2 . 1.28 1..83 43 .0
A e — - 8.77 e
TRTAL 3393 2 B gl 3= 0.54 984
PP & PRO
3/30/75



SROLE ASSISTANCE 1% FYis

ORI NG LOANS

ver [agr . Geanr Equiwval

Tetal Total As Pey Caplta (S
W0 TN Wi 5 Wi TH /
1545 540 630 109 8.9 2,638 2.
13 5.7 8.9 10,9
1«3 408 B3k 103 25.2 1.29 1
it,0 6.7 3 10.3
Zasz Asla & Pacifie 275.56 § .
(3 miltion) 1,044 b, 02L A 67 1,112 , T | . 187 5.6 .63 :
ool TEEaN) 23.5 2.1 5,2 L Il 2 18.3 18.L 16.7
uzh Astal! 735.7 5 i/
) 357 34 542 a7 150 1,211 1,448 2375l 1Y, 68/ 1.13 1.
3.6 2l 54,3 33,9 33.0 19.4 0.5 23.7
785, 3 :
1,246 L2 g4 L% 15338 1,377 19 2.9 .85
&1:3 7.3 548 Y5 2.0 13.6 3.9
& Caribbea 282 . % &
1,449 1.3 27 23 i 1,476 1.830 354 26.0 65
32,6 9.0 Yo A 7.0 25,3 25.9 5.4
TITAL 1854, 6
4 G5 Lgs 140 L0 5,075 . 1,875 1,000 15.55
a S$4 %53 Eor FYLY9TE,
2 A Chat net increase,
2 I miilion tu Chad) has been distributed on a sto-Tactd

allagcacynn has bezn alloecatad on a prorrata

Lo

a




21__1111021010221322 O* m 13_901201_ & ~ _ 382601,,,m_ _
Ao N A AN Aot _ ™ 13141),3__511_ o 54 i 3Hlu.r|u_l
. = I
oV e BV I W T ¥ o W o S A T B o N U o T 0 R G S Y | _ :.; —ood RN e D o _.3,_ i o Qﬁ ﬂ.._ el e BT W U BTH I ST S
o] ™ (¢ =i i [ w o
-.(4.
(ot o s B e 0 T s ¥ G B S R B GV o B GV P RS | N oy oedy § o b Bl _i_ fo] N1 el o Er e 1 o ] ! o=
7y d 1 1 (8] 643
6 s T o T = s P o T Y P W o T, N s R I .U-_ O 5 4 D B el e EM (o B .b_ NIA impedrd 1 oo Tian] o
= o — oy i 5 q Y
—~
i B e T o e U e T I B TP P O VR e o T [, S O T T f il o o B O et D st o] e o~ c,“ | SArwmwmed i B ol sn
i vl _ = “ ey 4 st i) =i H ~
! i
S e N B s B B e B R e T U O T OO [ Pt [ % e A U T Tt 1_ H oreagd el Mottt ol e
n...._w v o i 54 ~4 _ o h 3
=1
A o
% & £
o o J ° ) : 5
4] U] 43 e e %
i 42 Y 3 W
B &G o s &
3 = 0 o =3 b
o el
o b
~ =
o >
] : o =1
: @]
S s £ 4 e




[
B [ 3

o ]

=] LY

.m. s N

& o ™ 21252.5* _ M mrd 0o oS en l“ “ u o S ovey Fuinen o 11_
) ‘ 1
~ a

g

5

=

=
A ] ) = 6532.!.*-“_“ l_— ,jnHU.BQ.quEVJZHLlOUEQ."?J_7;_ ) = pas | o oy e = INAD B T oy cul
hmi s oy x5y e ; ) ™
o
o
iy
:& 1 3&321A.H 2?5552_3h2126213_£ gl = - SN H NS Ao ﬁ
& \ O P 1 o
-
ol .
g R T o L .
e et | : R _ Jﬁ_‘,/_ R e, SE SR PR O ] 1ot et e 4 1S T

il Ol o t Lo I ﬂ - I - s S (s < [ N S [ B 1_ 0

11 = ol

Y B ST r)_w O,* By tusl ~ oo ol o B bl o G | & q...‘.._ = 77 WPkoRT D POY By B AT N B Y ?_m &
oy I —~ i 7

o o = WP TR D A e lw &

ol

,..,,_ .u::,r./nc? ?v r..._ lU.h.,.,:.,,-n_yl,}?,._.ww.fc711.3.‘_.,3_..1.,,. u_
o I b

. A ) o M s (= = ¥ ! .
! R fa.ﬂ s, B Peeatily | 0 e B = Bt e 4 A i O S ¥ et o LaEg o
T ) . '
o i
]
vt
(%) ' L5
- 1 g w0 =i
=3 ] TN 23 g8
i 3 ! } i
qnfw_” g o i 3 N e i
O T 3
2 % B e e
'0 .. ol &3 ,H %
N e e Ly .. b i 2 | &)
=3 L e o At e
8 £ G g — [ o £ @ %
: y : v & i = Gl it ] =
5 E: e g & =
F = LA + "o R 5
- e oz 0 i HY B;
5 Moh 5 = e DA ¢ =




R . 5 ; .
srmeling Prasran Total largin of
-):-’ v .-:" - B P =rcs L B
3 2Ey 7 Sty Bl A AeE L] 1‘,“,-"7?
5 7 >
L = L fas }‘
- S . 9 A - &
{ L3 B i &l
/
-— - “i- -

(RY]
™

1=t

ND R MO L
AT

|

O B b e O

OONRORO D SN
!

O~ M b~

AL
L b e
-t

PS
o
¢ e
=

|l (Ao

f1d g
ilml
o

] % 2]

Vi) [SHvR

fae)
<2
i

PP & PRD
3/10/75



fage | of 3

Average |BRD/IDA Average IBRD/IDA
Share of Project Cost - Share of Project Cost
Countries (%) ' Countries (%)
Batow 200
£L00s Uthers
. Hinars
*Rwanda 88.5 Burma 61.5
Burundi g8.5 Indonesia 48,1
tloper Volta 0.8 Zaire
wHati 71.2 Higeria
Afghanistan Gambia, The 85.2
®Chad 87.0 Togoe
*Ethiopia 75 .0 Vietnam, Rep. of
Monsl
*Somalia 95,5
100.0
2.0
170
539 ‘
77.0
79 .9
2
i
i
MSAs ¢
Yemen, PLD.R. B2.56
Sri Lanka
Khrmaer Republic
Pakistan - 5 .01
Malagasy Republic
Callis Bia 75.58
“enva 65.0
Mauritania 79.8
Sicrra Lecne ' s

8

I‘i;z Lg 8
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Average 1BRE/IDA

are of Project

Botswana

MSA4As

Cameroon
Senegal
Ghana
Honduras

El Salvador
lvory Coast

Others

D] Yt
Fivilipaines
Thailand
Egypt, A.R,
Equat. CGuinea
Liberia
Swaziland

Jurdan

Papua Hew G4
Conce, P.D.Rs

Mauritius

Forea
Py 5
Syria, A.R.
Ecuador

lrag

Turkey !

et o
.

~J 4
N

D
oy M
—
Le 5
27.9
85.9

Table &

Fage 2 of 3




Table &
Hage 2 of

Average BRI/ LDA ’ erage 18RD/ID
Share of Projset. Cost Share of Project
. e 4 X
Lot rfae (7} Countries (,Cf':,]
3375 = 540 D. $§500 - 8oo
MSAs Othars
Guyana Peru
Brazil 29.4
Others Oman
Tunte: Costa Rica
urifsia g
& ni. w5 Bahrain
it kel Lebanon
Colembia G .
Glomo iz o Mexico bo.4
Guatemzla LR Uru“uay 3? 8
. ~ U .
Algeria 38.2 P sl
Malavsia P
.]a, j Barbpados
Nicaragua 74.8 s
T By i Gl i
D?Tln'iin - W Caribbean Region
Cnina, Rep. of
tran
Fi i
!
*  Also classiFied 28 an MSH couptery
1/ Project Cost Sharimg Panoy PRC/S/L/7%-19 and President's Reports.
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0J Lt f"lhmf)
Mr. Hans A. Adler, Acting Regional Vice March 10, 1975
President, LAN
Roger A. Hormstein, Acting Director, EACPII1
Third Window
1. The attached Tables 1 aad 2 reflect our preliminary views

on the effects of Third Window lending on the allocations for countries
in CPLI during FY76.

2, I would like to record that we cousider Lesotho eligible for
some Third Window lending; 1if the road project shortly to be appraised
in Lesotino requires wore than the suggested allocation of $4.5 million
IbA, the balaace could be derived from the Third Window.

3. Pleage let me kanow if you need any additional information.

Attachments
RAHornstelin: lma

cc: Messrs. Barry, Maane, Maubouché,
Please, Roulet, Schott, Wiehen o/r

!




TABLE 1 - FY76

(1)

(2)

(3)

P&B Table IVa

Latest Information

Proposed Allocation

(3/3./73) EA CPII

IBRD IDA Total | IBRD IDA Total |IBRD IDA W Total

Botswana 11.0 - 11.0 | 11.0 - 11.0 | 11.0 - 5.0 16.0
Burundi - 3.0 3.0 - 10.0 10.0 - 10.0 - 10.0
Lesotho - 3.0 3.0 - 3.0 3.0 - 4.5 - 4.5
Madagascar 54.0 16.0 70.0 | 33.6 16.4 50.0 - 20.0 30.0 30.0
Malawi 6.0 12.0 18.0 - 10.0 10.0 - 10.0 12.0 22.0
Mauritius 13.0 3.0 16.0 5.0 - 5.0 - - 5.0 5.0
Rwanda - 16.0 16.0 - 16.0 16.0 - 26.0 - 26.0
Swaziland - - - - - - < = - -
Zaire - 40.0 40.0 - 40.0 40.0 - 50.0 - 50.0
Zambia 55.0 - 55.0 | 50.0 - 50.0 |50.0 - - 50.0
TOTAL 139.0 93.0 232.0 |99.6 95.4 195.0 |[61.0 120.5 52.0 233.5




TABLE 2

Proposed Changes

(as compared to Current information)
Column 3 - Column 2 of Table 1

Increases in IDA

Lesotho

Madagascar

Rwanda
‘Zaire

IW Allocation

Botswana
Madagascar
Malawi.
Mauritius

Decreases in IBRD

e e
hauagc.auul.

Mauritius

March 10, 1975




Countries

Botswana
Burundi
EAC
Ethiopia
Kenya
Lesotho
Madagascar
Malawi
Mauritius
Rwanda
Somalia
Sudan
Swaziland
Tanzania
Uganda
Zaire
Zambia

TOTAL

EASTERN AI'RICA:

Detail of Illustrative Bank Group Commitments for

FY76 Without and With Third Window of $1000 Million

Mid=-1972 i BRD IR TOTAL
Per Capita Third
Income ($. WO/TW W/ TW WO/ TW W/TW Window WO/TW W/ TW
240 11 11 - - - il > 11
70 a - 3 3 s 3 7 3
150 65 65 - - 18 65 83
80 - - 36 86 - 86 86
170 65 30 12 15 Lo Vi 85
50 - = 3 g = 3 °5
140 54 34 16 20 20 70 74
100 6 - 12 12 10 18 22
300 13 13 3 - 6 16 19
60 - - 16 26 - 16 26
80 - - - - - - -
120 - = 32 32 20 32 52
260 - - - - - - -
120 30 H 35 L5 Lo 69 85,
150 - - - - - - -
100 - - 40 40 - 40 46
380 55 64 = = - 55 64
299 217 262 284 154 561 655

NOTE:

Country detail grouped by Regior is tcken from Tablie 3A (attached to Mr. Knapp's memo of March 11, 1975)

where country detail

is grouped by level of income.

to conform with the Board approved lerding program.

The amounts shown here have not been pro-rated

woany 77y antHl

Pt



WESTERN AFRICA: Detcil of Illustrative Bank Group Commitment For

~ FY1S¢T76 Without and With Third Window of $1 Million
Per Capita
Income IBRD IDA Third TOTATL

Countries T Mid-1972 WO/ TW WTW WO/TW W/TW Window WO/ TW W/TW
Cameroon 200 16 10 25 15 26 L1 51
Gobal 160 - - 8 8 - 8 8
Chad 80 - - 23 23 - 23 23
Congo 300 25 25 = & ¥ 25 ~=o- 25
Dahcmey 110 - - i 15 - i |
Fquatorial Guinea 240 = - - - - - -
Gebon 880 : - - - - - - -
Gambia 140 - - 7 7 5 7 T
Ghana 300 15 15 8 10 35 53 60
Guinea 90 - - 8 10 - 8 10
Ivory Coast ‘ 340 3C 30 = - 25 30 55 .
Liberia 250 29 29 = = - 29 29
Mali 80 a = 18 2% - 18 33
Mauritania 180 = - L = L L
Niger 90 = - 1 1 = 1 1
Nigeria . ' 130 100 100 - - - 100 100
Senegal ~ 260 17 10 10 10 30 a2y 50
Sierra Leone 190 19 10 5 5 §i 2l 29
Togo 160 - - 3 & 5 7 12
Upper Volta . 70 - - 10 15 - 10 15

TOTAL ¥ 281 229 161 176 140 L2 sL5

# Country with per capita income higher than 3$800.

Note: Country detail grouped by Region is taken from Table 3A (attached to Mr. Knapp's memo of March 11, 1975)
where country detall is grouped by level of incoms. The amounts shown here have not been pro-rated to
conform with the Board approved leniling program.




~ . EM@'A: Debail of Illustrative Bank Group Commitment For

~ Fi1976 Without and With Thirq Window of $1 Million

Per Capita
D .

Income I BRD IDA Third TOTAL

Countries Mid-1972 Wo/1d W/TW WO/ TW W/ TW Window WO/TW W/'TW
Afghanistan 80 - & 24 2l 2 2L 2l
Algeria L30 _ 193 160 - - - 193 160
Bahrain 670 L 10 - - - L 10
Cypruss 1180 15 15 - - - 15 = 15
Egypt, A.R. 240 150 80 65 Lo 100 215 ¢ @20
Finlands¢ 2810 - - - - - - -
Greece# 1460 - 16 70 - = - 70 70
Tcelands 2800 - - - - s - “* -
Iran Lo 150 150 - - ~ 150 150
Iraq 370 - - - - - ; - -
ITrelands 1580 20 20 - - - 20 20 .
Israels 2610 - ® - - - “ -
Jordan 270 20 15 5 5 15 25 35
ILebanon 700 1 20 - - - 15 20
Morocco 270 90 20 - - - 90 Q0
Oman ; 530 6 6 - B - 6 6
Romanias# ~ 810 160 160 - - - 160 160
Spain¥ . 1210 15 15 - - - 15 15
Syria, A.R. 320 Lo Lo - - - Lo Lo
Tunisia . 380 60 60 - - - 60 60
Turkey i 370 220 200 - - . 220 200
Yemen, A.R. - 20 - - 16 18 - 16 18
Yemen, P.D.R. 100 - = 6 6 - 6 6
Yugoslavias 810 200 200 - - - 200 200
Portugal 780 = 60 = - - - 60

TOTAL 11,28 1371 116 93 115 1544 1579

# Countries with per capita income higher than 3$800.

Note: Country detail grouped by Region is taken from Tasble 3A (attached to Mr. Knapp's memo of March 11, 1975)
where country detail is grougred by level of income. The amounts shown here have not been pro-rated to
conform with the Board approved leniing progranme.



LAC : De ail of Illustrative Bank Group Commitments for
#* FY 6 Without and With Third Window of $1000 Million

Mid-1972 I BB B I DA TOTAL

Per Capita Third

Countries Income ($) WO/TW W/ TW WO/TW W/ TW Window WO/ TW W/TW
Argentina 1290 00 85.2 - - - 100 85.
Bahamas 2240 -9 7ol - - = 9 il
Barbados : 800 - - = - = = -
Bolivia 200 21 20 5 = 20 26 ~oe 4Q
Brazil 530 £00 530 - “ - 500 : 590
CABE|I - = 2 = i = =
Caribbean Region 550 ' - 20 - ~ - 20
Chile 800 70 59.6 = = & 70 £g9.
Colcmbia Loo 180 240 - = - 180 240
Costa Rica 630 30 25.6 - - - 30 25.
Dominican Republic 480 15 30 - - - 15 30
Ecuador 3690 30 30 - - = 30 30
El Salvador 340 14 10 = - i0 14 20
Guatemala 420 6 15 - - - 6 15
Guyana 400 9 16 % - - 9 16
Haiti - 130 - - 10 15 - 10 15
Honduras W 320 75 60 7 7 30 82 97
Jamaica . 810 i5 128 - - - 15 2a
Mexico 750 L1o . Lop - - - 410 Loo
Nicaragua . k70 L 15 - - - 4 15
Panama ' : 880 25 21.3 - - - 25 21
Paraguay 2 320 7 5 4 = 10 1 15
Peru 520 120 175 - - o 120 175
Trinidad & Tobago 970 10 8.5 - - - 10 8.
Uruguay 760 35 50 ' = = 35 50
Venezuela 1240 15 12.8 - - - 15 12.8
TOTAL 1700 1989.5 26 22 70 1726 2091.

1/ P & B Table 1V (3/3/75).

NOTE: Country detail grouped by Region is taken from Table 3A (attached to Mr. Knapp's memo of March 11, 1975)

where country detail is grouped by level of Income. The ammounts shown here have not been pro-rated
to conform with the Board approved lending program.



EAST ASTA AND PACIFIC: Detai . of Illustrative Bank Group Commitments for FY1976

Witho it and With Third Window of $1000 Million.

Mid-1972 __IBRD

Per Capita

Countries Income (§ Wo/TW  W/TW
China, Rep. of 490 - -
Flji 500 5 10
Indonesia 90 LoO Loo
Khmer Rep. 120 - -
Korea ' 310 200 200
Lzaos 130 = 2
Malaysia 130 L5 171
Papua New Guinea 290 11 11
Philippines 220 ns 315
Singapore ~ 1300 - -
Thailand 220 150 150
Vietnam, Rep. of 170 - -
Western Samoa 150 - -

Total] 226 1257

IDA
WO/TW. W/TW
10 10
§ g
% 50
65 63

T*OTLET
Third -
Window WO/TW  W/TW =
- s 10
" Loo  Loo
hg 205 2&5
- 10 10
g 145 171
5 16 21
L5 315 360
L5 150 195
- 50 50
141 1291 1L63

Notet Country detail grouped by Reglon is taken from Table 34 (attached to Mr. Knapp's
memo of March 11, 1975) wtere country detail is grouped by level of income. The
amounts shown here have nct been pro-rated to conform with the Board approved

lending progran.



SOUTH ASIA: Detail of Illustrative Bank Group Commitments for

Ej?é Without and With Third Window of $1000 Million

Mid-1972 IBRD IDA TOTAL

————

Third

Per Capite

Countries Income ($) WO/ T W/TW W0/ TW W/TH Window WO/TW W/TW
Bangladesh 70 - - 150 200 - 150 =& 20D
Burma 90 N - h{) L[O i LLO 3§ Zj.o
India 110 ho) 60 600 575 275 840 910
Nepal 80 - - 18 22 - 18 22
Pakistan 130 50 50 75 70 75 125 195
Sri Lanka 110 - - 35 LS 30 35 T=

TOTAL 290 110 918 952 380 1208 1LkL2

-

NOTE: Country detail grouped by Region is teken from Table 3A (attached to Mr. Knapp's mémo of March 11, 1975)
where country detail is grouped by level of income. The amounts shown here have not been pro-rated
to conform with the Board approved lending program.



TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR l INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
ot *{,»,_ ,. .;;{T ‘, _/L’l L»n;{ (o
OFFICE MEMORANDUM -
FILES DATE: March 10, 1975

J. Burke Knapp 7 ,
/)

Third Window Lo#ﬁs

The following memorandum deals with a "loose end" in connection
with the technique of Third Window Loans.

The question arises of what interest rate should be specified
in the loan documents on Third Window loans. The alternatives, assuming
that the regular Bank lending rate continues at 8% percent, are as
follows:

a) Third Window loans could be made at 4% percent, with
provision for the Bank to obtain compensation from the
subsidy fund so long as the available subsidy funds were
adequate for this purpose. If the subsidy funds ran out
because of exchange rate changes, unexpectedly rapid dis-
bursements, or otherwise, the borrower would have to start
paying the Bank at 8% percent. This latter contingency
would be appropriately covered in the loan agreement.

b) The Third Window loan could be made at 8% percent, but
the borrower would be told that the Bank would waive
collection of interest payments from the borrower to the
extent that it obtained reimbursement from the subsidy
fund.

The first alternative is reflected in the language of paragraph 3(d)
of our Third Window paper, which says, "Third Window loans would have a
standard interest rate of 4 percent below the IBRD rate".

However, the second alternative is suggested by the first
sentence of paragraph 40 of our Third Window paper, which reads as follows:
"The loan agreement for a Third Window operation would contain a covenant
authorizing the Bank to draw on the interest subsidy on behalf of the
borrower to meet the specified share of interest payments.”" (This sentence
is in any case defective in its reference to the need for an authorizing
"covenant" from the borrower.)

I have asked Mr. Goodman to consider this matter in consultation
with Messrs. Gabriel and Fontein.

cc: Mr. McNamara ofr
Messrs. Gaud, Chenery/Stern, Cargill, Broches, Gabriel, Goodman, Adler
Regional Vice Presidents

JBKnapp:ism



EA-@MAA' Pﬂt""‘rﬂﬂ‘% o VY

Mr. R. Homgbein (for Mr. Michael H. Wiehen) March 6, 1975
J.-D. R |

Thira Hindow

b . =

I have tha following comments on FY-76 program end proposed
Third Window allocation prepared by R. Maubouché in respect of the
countries in my Division.

1 fully agree that on creditworthiness grounds, Rwanda and
Burundi should not ba regarded as eligible for Third Window financing
and that in the case of Madagascar and Maurilius we should use the Third
Window in replacement of IBRD funds., In ths case of Malewl, I believe
that Third Vindow financing could ba supplemental to the modest IHRD

- allocation of $5 million a year agreed at the last CPP review meeting.

2. Regarding the a.mounts, the following explanations may be
useful ¢

Royundd

'ﬂm amount of $10.0 million slovn in the "Latest Information

ﬁlﬂﬂn" c-'\ a \ivd-J uO&d.::'nal ﬂ-!- t'l-nlﬂ -&-jlne nr]d cchm-« n+n A'P +1«e pMFPAcad

Uﬂ.-\l-l @d -L

Pisheriss Project ($3.0 million) and of the Coffee II Projest (slipvad
from Fi- 15 with an amcumt revised downvaaras irom $i0 milliion to $r miliion,

o - on Y e a2 11 +
UWNUer Lo SoSWwaptidi wiat Whe coliee wsaning stations will nov Lo

gcononleally justified). There ils an cubside chence that the Education
Pooject ($5 million), currently scheduled for FY-77, might be advanded,
in which case we would have to inorease the IDA allocation further, bub
at this stege this is highly speculative.

Mada@scar

The smount shown in the "Latest Information/EACPII" column
rveflects my belief that the Irrihation III and DBM Projects will be
postponed and that conssquently the ¥FY-76 Program will conaist solely
of the Fourth Highway($L0 million), and Roges Projects($10 million).

We should note that the timing of the Rogez Project is stlll uncertaln
in view of ths need to arrange co~{inancing, and that the amount of the
Fourth Highway Project, to be appraised later this month, mag have to
be reduced if scame of the major construction works proposed prove to be
economically unjustified. .

Malawi

The amownts shown in the P&B table IV-a are correct and
reflect the decisions made at the CPP review mesting last Cctobsr. In
subsequant discussicns with the Malawl Covernment, however, it tvined
out that the Water Supply Project, which we had expected to finance
with IDRD funds in F¥-76, will probably be financed by the United Kingdom.

v
| R

iy

i

/ BHH’— ’””,‘,,w:{z_{dwpgh&)
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Malawi therefore asked us to combine the FY-76 and FY.77 IBED allocation
%o finance part of a Powar Project currently echeduled for FY-77. The
"Latest Informetion/EACPTI" colwmn should therefore show only $10 million
IDA to finance the Education Project scheduled for appréissl later this
month. The proposal to use $12 million of Third Window finaneing would
enable us to advance the Karonga II Projoct which, on project grounds,

is feasible.

Mauritius : o=

The amownts. shown in the P&EB izble JV-a .are.correct. Tha
substantial reduction shown in the "Latest Information/EACPII"™ colunn
reflects our present expsctation thst the Water Supply Project will be
substantially delayed on project grounds (lack of mgreement on the level
of water rates) and that our participation in the DHE! Project should be
substantially reduced to force Mslawi to contribute increased resources
- o its development program. If, agalnst wy expectations, Mauritius
is prepared to take meaningful ezction in respect of water rates, we
would, of course, wish to reilnstate the Water Supply Project in FY-76.
This project could bs financed by using the balance of the IDA allocation
($3.5 million), end about $3 million with Third Window financing.

Bwanda

bW The Commaerciel Crops Projact orlginally scheduled for FY-75
with $9.5 rillion ie now likely to slin +o FY-76 bt +he amount mry hows
to be congiderably reduced. The amount of $5 million currently earmerked
for the Agricultural Development(livestock)Project. is purely notional
at this stage. Fineally, there are wuite a2 number of wncertsinties with
raspsct to the supplementel Lfinencing required for the First Highwey
Froject. The amount of $20.0 mhown in the "Latest Information/BACPIIM
colum is therefore highly speculative.

cc: Mesers. Meubouché, Lan/Landell-Mills, Shonubi/Key, Schwertz/Msyer

JDRoulet :flm
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FORM NO, 678

(7-73) CONFIDENTIAL

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
INTERNATIONAL DEVELOPMENT ASSOCIATION

- (>L7 ol !‘ﬂe
POLICY REVIEW COMMITTEE
DECLASSIFIED
PRC/M/75=2a
JUN 0 5 2025

March 10, 1975
WBG ARCHIVES

ESTABLISHMENT OF THIRD WINDOW

MINUTES

Attendance:

Messrs. McNamara, Knapp, Beum, Broches, Cargill, Chenery, Benjenk,
Chaufournier, Krieger, Weiner, Gaud, Adler, H., Adler, Jd.He,
Haq, Nurick, Stern, van der Tak, Votaw, Vibert (Secretary)

Ts A meeting of the Policy Review Committee was held on Tuesday,
March L, to discuss the draft Board paper on 'Establishment of Third
Window.' '

2. There was general agreement that the paper should go forward to
the Board proposing the establishment of a Third Window for a one-year
period. The Senior Vice President, Operations, was asked to review the
question of allocation of Third Window lending including the realloca-
tion of IDA and IBRD so that by March 17 there would be available:

(1) a tentative allocation country by country; (ii) a summary by the
relevant income per capita groupings; and, (iii) a note describing the
guidelines followed.

3s The President said that the paper should be sent to the Board
immediately (incorporating various changes of detail). Following the
Board discussion on April 1, a meeting of potential contributors should
be held later in April so that a definitive proposal could be made in
Mey. This would enable the Development Committee to be informed of the
status of the proposal in advance of its June meeting.

Frank Vibert
Secretary
Policy Review Committee

cc: Those Attending
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FROM:
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NOT DECLASSIFIED

JUN 0 5 2025
\WBG ARCHIVES

The Secretary

ESTABLISHMENT OF A THIRD WINDOW

For consideration on
March 25, 1975

R75-39

March 5, 1975

Attached is a copy of the President's memorandum entitled

"Establishment of a Third Window - An Intermediate Financing Facility".

Distribution:

Executive Directors and Alternates

President

Senior Vice Presidert, Operations

Executive Vice President and Vice President, IFC
President's Council

Directors and Department Feads, Rank and IFC
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OFFICE OF THE PRESIDENT

March 5, 1975

MEMORANDUM TO THE EXECUTIVE DIRECTORS

SUBJECT: ESTABLISHMENT OF A THIRD WINDOW - AN INTERMEDIATE
FINANCING FACILITY

I. Introduction and Recommendations

s The "Third Window" refers to a new lending facility which
would extend loans to the developing countries on terms
intermediate between those now charged by the Bank and IDA.

The possible establishment of a Third Window was discussed in
the recent IBRD Financial Policies Paper (Review of IBRD/IDA
Program and Financial Policies, F-74/256 dated December 11,
1974). It also was discussed in the meeting of the Development
Committee on January 17, 1975, where several of the OPEC countries
and the Netherlands expressed strong interest in the Third
Window. As a result, the concept was widely endorsed by

the other Ministers present at the Development Committee

meeting and was referred to the Executive Board of the Bank

for further study and preparation of a specific proposal.

2 Before preparing a firm proposal for the Board's review,
the management intends to hold a series of meetings with
potential contributors. The purpose of the present memorandum
is to inform the Board of the basis upon which the management
would conduct these meetings and to give members of the Board
an early opportunity to make known their preliminary views

on particular issues so that these may be taken into account
both in the proposed meetings and in the subsequent formula-
tion of a definite proposal. We would plan to present the
definitive proposal to the Board in May and would be prepared
to report the Board's reaction to the Development Committee

at its June meeting.



k. The principal features of the Third Window proposal to
which reactions of potential contributors will be sought are
the following:

(a) Scale - Third Window IBRD commitments of approximately
$1 billion in FY76 are envisaged. These commitments
would be in addition to presently planned IBRD and IDA
lending programs.

(b) Duration - The proposal is for a scheme for just one
year. For this interim period, contributions to an
interest subsidy account would be sought on a strictly
voluntary basis and not as part of a negotiated burden-
sharing agreement.

() Beneflclary Countries - Countries with 1972 per capita
income of up to §375 which meet minimum creditworthiness
and performance standards would be eligible for Third
Window loans. Reallocation of both IDA credits and
standard IBRD loans would benefit substantially those
countries which could not qualify for Third Window loans.

(d) Terms - Third Window loans would have a standard
Interest rate of 4% below the IBRD rate. For project
lending, which is expected to account for the bulk of
Third Window commitments, maturities would approximate
25 years with a 7-year grace period.

(e) Interest Subsidy Arrangements - Contributions of
approximately $225 million in investable form would be
required to finance the 4% interest subsidy over the
life of the loans.

(f) Borrowing Requirements - The funds needed to finance
disbursements would be borrowed by the Bank as an
addition to its regular borrowing program. Between
$200 and $300 million extra would need to be borrowed
in each of the years FY77 through FY79.

(g) Implications for the Bank's Reserve Target - In
principle, additional equity (perhaps $150 million
by the early 1980's) should be provided to protect
the Bank against the risks of Third Window loans.
However, this requirement would be sufficiently
small, both in relation to presently projected
levels of equity and to the margin of error in our
reserve target, as to make corrective action
unnecessary for a one-year proposal.




(h) Management Provisions - Each Third Window loan would be
approved by the Bank's Executive Directors. The alloca-
tion of interest subsidy funds would be made after
consultation with the contributing countries.

II. The Need for a Third Window

A. The Economic Background

Capital Needs of the Developing Countries

4. The outlook for developing countries in the second half
of this decade was examined in the staff study "prospects for
the Developing Countries" (SecM74-489 dated July 1974).
Analysis at that time showed t+he outlook for the poorest
developing countries, including the UN-designated "least
developed" and many of those "most seriously affected" by the
current situation, to be bleak for the rest of the decade.
There appeared little prospect of an increase in the per
capita incomes of the poorest countries, and restoration of
development momentum called for an increase in capital flows
on concessionary terms much in excess of expected disbursements
from the traditional donors (members of OECD/DAC) and from

the new sources of capital among the oil-exporting countries.
Tt was estimated that the flow of official development
assistance (ODA) and other concessionary lending would have

to increase in current prices by over $2 billion a year

from $12 billion in 1973 to some $30 billion in 1980 if the
poorest countries were to resume a minimum acceptable rate of
advance.

5 Prospects for some of the "middle income" developing
countries were also clouded. A number of them had
substantially larger borrowing requirements . as a result of
import prices rising faster than the prices of their exports,
at the same time as markets for their exports are being
affected by the slowdown in the industrialized countries. To
what extent these countries could meet their borrowing require-
ments from private sources in the face of the various pressures
on their debt carrying capacity was also uncertain. For many
of them, the task of debt management and borrowing in suffi-
cient volume could be substantially assisted by additional
flows from cfficial and multilateral sources.

6. ° Recent re-examination of the situation faced by these
two groups of countries suggests that prospects through 1980
may be worse than assumed in our earlier analysis -- implying
even greater capital needs. A joint IMF/IBRD staff study of



the prospects for the most seriously affected countries in
1975 indicated a financing requirement of about $2 billion

in 1975 1/, over and above assistance flows currently in
sight, including the 1975 0il Facility. A number of factors
suggest that the longer term prospects for the other poor
countries and for the middle income developing countries

have also deteriorated. Efforts to combat domestic inflation
in the OECD countries are proving to be less successful or

are at least taking longer to achieve results than originally
foreseen. At the same time, and associated with the need to
restrain inflation, real growth has been more seriously
interrupted than earlier envisaged. Since developments in the
OECD area do much to determine the economic environment --
particularly the export prospects -- for developing countries,
the outlook for the developing countries themselves is now
more difficult. For developing countries as a whole the

terms of trade are now projected to deteriorate more than had
earlier been foreseen, suggesting further constraint on the
rate of economic advance unless there is a compensating increase
in the flow of capital on appropriate terms. 2/

Sources of Capital

e The current indications are that flows of capital,
particularly of concessionary capital, will fall far short of
what is required. Members of the Development Committee have
announced their intent not to decrease assistance efforts but
rather to endeavor "to improve the real volume and the quality
of official development assistance." 3/ Nevertheless, unless
there are major new initiatives by the largest industrialized
donors, the prospects are for a relatively modest annual
increase in aid disbursements from DAC members and a further
fall in assistance expressed as a proportion of GNP. ODA
from DAC members is now expected to be around 0.2% of GNP

in 1980, down frtom +32% in 1973.

8 The new donor countries, those net oil-exporting countries
with large financial surpluses in excess of their immediate
capacity to use them for sound domestic development purposes,
have made major commitments of assistance in the short period
since the surpluses have begun to materialize. Disbursements,

l/ DC-74-6 dated December 23, 1974.

2/ The revised prospects for the developing countries through
the end of the decade will be discussed in detail in
"Capital Requirements of the Developing Countries", due to
be distributed to the Executive Directors approximately
April 1, 1975,

3/ Development Committee Press Communique dated January 17, 1975.



however, will take time to build up. The flow of assistance
with a significant concessionary element is estimated to have
averaged around $1.5 billion per year in 1973 and 1974 and is
expected to increase significantly in the next few years on the
basis of rapidly rising new commitments in 1974.

B, However, taking into account both the initiatives of
the new sources of capital and the programs of the traditional
donors, it seems clear that flows of capital from both sources
will be inadeguate to support reasonable rates of growth in
the developing countries, particularly among the poorest.

The overall shortage of assistance is further aggravated by
the fact that the distribution of assistance does not always
correspond closely to the development needs or capacities of
the recipients.

18. Against this background, the focus of assistance efforts
needs to be placed on the volume of resources provided. While
it would be desirable to have a substantial increase in grant
or IDA-type assistance, if that cannot realistically be
attained in the short-run, then it is vital to expilore
alternative means of substantially increasing flows on
intermediate terms (between market terms and grant-like terms) .
In inflationary circumstances the concessionary element of the
intermediate terms will in fact be very high. (For example,
intermediate terms involving lending at a rate of interest

of 3% to 5% and with maturities of 20-30 years would carry a
grant element averaging around 45-50%; this would rise to
around 70% if the effect of current and prospective inflation
is taken into account.) In the context of Bank Group operations,
lending at intermediate terms would imply terms between those
of IBRD and IDA -- hence the use of the term "Third Window" as
discussed in the IBRD Financial Policies Paper (paragraphs
97-105) »

Relationship of a Third Window to Other Aid Programs

11 The current situation is being met in part through a
variety of emergency mechanisms, notably through the UN
Emergency Operation and the IMF 0il Facility. To provide
still further balance of payments support on concessionary
terms, the Development Committee requested the Executive
Boards of the Fund and the Bank to study proposals for

a special trust fund. 1/

1/ "Prospects for the Special Fund", to be distributed to the
Executive Directors for discussion on April 1, 1975.



12. The Third Window is not envisaged as a means of providing
balance of payments support. Unless developing countries have
assurances of additional assistance over and above short-term
balance of payments support, development programs will necessarily
be cut back further and high priority projects will inevitably
have to be postponed or abandoned. To provide such assurances,
additional commitment authority is urgently needed in addition
to the disbursement requirements in 1975 and 1976. Thus the
Third Window as proposed does not obviate the need for serious
consideration of Special Trust Fund, which might provide short-
term balance of payment assistance on concessional terms to

the poorest countries.

T3, Eventually, the additional assistance required by the
poorest developing countries to sustain minimum acceptable
levels of growth will require additional highly concessionary
resources on a long-term basis. For this reason, whatever
action may be taken on the Third Window proposal, contributions
to IDA should continue to receive the highest priority for

Bank members.

B. The Beneficiaries of a Third Window

Eligibility Criteria

14. A determination of which countries are to benefit from
the introduction of a Third Window should rest on a country-by-
country analysis similar to the assessment carried out in
arriving at decisions on IDA allocation. Certain general
criteria, which of course would have to be discussed with
potential contributors, are listed below:

(a) A Poverty Criterion - Since Third Window resources
will be limited, and finance on highly concessionary
terms is generally scarce, it seems reasonable that
preference in borrowing should be given to the poorer
developing countries. It is therefore proposed that
Third Window loans be extended to countries with 1972
per capita income below $375 (the current IDA limit).
As in the case of IDA credits, a per capita income
level criterion would not entirely preclude other
countries at higher levels from receiving assistance
nor would it guarantee assistance to those below.

(b) Performance - As in the case of both IBRD and IDA
lending, Third Window loans would only be extended
to those countries regarded as making reasonable
development efforts in relation to the resource
base and development potential of the country.




(c) Ability to Repay - Although as mentioned, Third
Window resources would contain a substantial
concessionary element, potential recipient countries
must be judged able to repay the loans on intermediate
terms, taking account of the deterioration of their
terms of trade and other factors affecting their long-
run capacity to repay loans in foreign exchange.

(d) Access to Alternative Sources of Capital - Given the
Timited resources likely to be available, it would
also seem relevant to take into account the access of
a country to alternative sources of capital. Thus
even if a country is eligible for Third Window loans
on poverty and performance grounds and in terms of its
ability to repay, it would not necessarily receive
Third Window loans if it has access to alternative
sources of capital on terms which are reasonable in
relation to its development prospects.

Impact on Bank Group Assistance

15, While the $1 billion in Third Window commitments would
be additional to the proposed total IBRD/IDA program, it would
not always be fully additional at the country level since

in certain cases, Third Window lending in a country would
substitute, in whole or in part, for IDA credits or Bank loans.
It is estimated, on an illustrative basis, that countries with
per capita of less than $200 would receive about half of direct
Third Window lending while the other half would go to countries
with per capita incomes above this. The indirect effects of
Third Window lending would also be important. The IDA resources
released from countries receiving Third Window loans would be
reallocated to those poorer developing countries which would
not qualify for direct Third Window loans on creditworthiness
grounds. Where Third Window loans replace previously planned
IBRD loans, countries with higher per capita incomes, including
those with per capita incomes abcve $375, wounld benefit from
the re-allocation of these funds. Taking into account both

the direct and indirect effects of Third Window lending, the
poorest countries might receive a net increase in total Bank
Group assistance of approximately 20%, with an appreciable
softening of the average terms of that assistance.

16 The prospect of enlarged Bank Group assistance raises
the qguestion of whether the increase in lending can be
accomodated within the planned program of operations. 1In

view of the present project pipeline, it is believed that
additional lending commitments of $1 billion in high priority
development projects can be brought to the Board in FY76.

The budgetary implications of such action would be examined
in connection with the review of the FY76 budget -- their
effect on projected net income is not likely to be great.



IIT. The Scale of Initial Operations and Financing Requirements

volume of Commitments

L7 » Two main considerations underlie the recommendation

that $1 billion in Third Window commitments be adopted as a
target for the initial year. First of all, while additional
lending of this magnitude would clearly make a material contribu-
tion to the financing requirements of the low and middle income
developing countries, it is sufficiently small in relation to
their reasonable requirements for assistance to avoid any
suggestion that the Third Window could overlap or duplicate
other aid initiatives which have been proposed. Secondly,
account has been taken in a very preliminary fashion of the
volume of concessionary resources which might be obtained as
contributions to an interest subsidy fund.

18 The scale of operations can of course be adjusted to

fit the amount of contributions actually obtained. However,

as the volume of commitments is reduced, it becomes progressively
more difficult to develop rational and administratively practical
allocation proposals, particularly since we are dealing with

a one-year scheme. For this reason, it would not seem desirable
to initiate a Third Window operation unless contributions to

the interest subsidization fund were to permit commitments of

at least $500 million in the initial year. What this volume of
commitments implies in terms of concessionary contributions
depends on the particulars of the financing arrangements
envisaged for the Third Window.

Financing Arrangements

19, There are three distinct financial requirements for the
operation of a Third Window:

(1) Contributions to an interest subsidy fund will be
required, either in the form of grants, low interest
loans, or other financial transactions of equivalent
value;

(2) The funds necessary to finance incremental disburse-
ments under Third Window loans will need to be
borrowed;

(3) The financial integrity of the Bank would have to
be protected against the risks of Third Window loans.

Each of these requirements may be considered separately.



A. Interest Subsidy Reguirements

20 The amount of concessionary resources needed to finance
the interest subsidization of Third Window loans will obviously
depend upcon the volume of lending to be undertaken and the terms
offered on individual loans. If lending of $1 billion at

an interest rate of 4% below the IBRD lending rate is to be
achieved, an interest subsidization fund of about $225 million
will be required. The exact amount needed can only be determined
once agreement is reached on the precise terms of the loans --
including not only the interest rate, but also the grace

period and final maturity. It will also be important to know
the approximate rate at which loans are likely to be disbursed
and the rate of return to be earned on the resources contributed
to the interest subsidy fund.

2L. Additional lending to the poorest and most seriously
affected countries requires a substantial subsidy. For
illustrative purposes, an interest subsidy of 4 percentage
points has been adopted. In addition, with relatively little
additional cost to the subsidy fund, it is possible to extend
the grace period on loans from the 3 or 4 years typical of
IRRD loans to, say, seven years. With this interest rate and
grace period, a final maturity of 25 years is consistent with
an interest subsidy fund of about $225 million. While it
would be attractive to offer Third Window loans with somewhat
longer maturities, say 30 years, in the present circumstances
it has been thought preferable to keep the cost of the
subsidy fund low in relation to the volume of commitments
which is to be subsidized, since this "leverage" is one of
the principal attractions of a Third Window operation.

Form of Contributions

22. Contributions to an interest subsidy fund could take
any one of a number of possible forms. The simplest would

be an outright grant, paid in full at the outset. The figure
of $225 million cited as the target size of the interest
subsidy fund refers to payments received in this form. If
contributions were to be paid in over a number of years, their
value to the interest subsidy fund would be somewhat less by
virtue of the fact that no investment income would have been
earned on the contributions in the meantime. Some contribu-

" rs might find it convenient, for example, to support the
interest subsidy fund by designating a portion of the interest
due them on IBRD bonds to be paid on their behalf to the
interest subsidy fund. The equivalent of a $20 million grant
contribution could be accomplished, for example, by contribu-
ting two percentage points of interest on a $150 million
l0-year bond.
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23 Another way of supporting the subsidy fund wou_d e Zor

a contributor tc make a new loan to the Bank at less than mavws=t
rates of interest., The grant-equivalent value of such a loan

to the interest subsidy fund would be calculated in the same way
as contributions of interest due on an existing IBRD bond. But

a new loan at concessionary rates, if it were additiocnal to

what the contributing country would normally invest in IBRD
obligations, would have the other important advantage of providing
a part of the capital funds needed to cover disbursements

under Third Window loans.

24. Considerztion might also be given to still another form
of contribution. Several OECD and 0PEl countries have IBED
lcans outstanding which carry interest rates well below the
present level of 8.5%. Repurchase at par of these loans by
the Central Bank or other instituticn in the borrowing country
would involve a financial "cost". Without weakening its own
financial position, the IBRD couléd acknowledge such a
prepayment and consequent financial "cost" by transferring

+o the interest subsidization account the difference between
the par value of the loan and its discounted value. This
difference would be considered as a contribution by the
repurchasing country. As in the case cf new loans tc the Bank
at less than market interest rates, this form of contribution
would help cover the capital requirements for funding disburse-
ments under Third Window loans.

Source of Contributions

233 The Third Window was discussed by the Development
Committee at its meeting on January 17th. Mr. Al-Hamad,
speaking on behalf of a group of countries which included
several major oil exporters, stated that some of the countries
he represented had agreed to make a meaningful contribution to
the interest subsidy needs of a Third Windcw -- such contribu-
tions to be contingent upon contributions from some OECD
countries. As a result of this strong expression of interest
by several of the OPEC countries, the Third Window proposal

was widely endorsed by the other Ministers present and referred
to the Executive Board of the Bank for study and for preparation
of a specific proposal.

26. During the Board discussion of the IBRD Financial

>nlicies Paper, the question of how contributions might be

obtained was briefly discussed. It seemed to be generally
acknowledged that a negotiated burden-sharing agreement would
require many months, if not years, to conclude. In order to

get the Third Window off to a more rapid start, the Netherlands

had indicated that it would be willing to make an advance contribu-
tion on a voluntary basis before a burden-sharing agreement

has been negotiated.
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27 The present proposal to initiate operations of a Third
Window can be successful only if the principle of wvoluntary
contributions is accepted for this year. It must also be
recognized that the "burden" of supporting a Third Window is
not limited to the contributions required for the interest
subsidy fund. The borrowing requirements and the bearing of
risk with respect to Third Window loans must also be taken
into account.

B. Borrowing Reguirements

28. The funds needed to finance disbursements under Third
Window loans will have to be borrowed by the Bank. The table
below shows the effect of the proposed one year program on

the Bank's projected gross borrowings. It will not be necessary
for the Bank to borrow any additional sums in FY76 because

the presently projected holdings of liquid assets are more

than sufficient to finance first vear disbursements under

Third Window loans and still remain above 40% of the borrowing
requirements in the next three years, as required under the
Bank's present liquidity policy.

Borrowing Requirements of Third Window Proposal
($ million)

FY76 . PY78 FY79

Gross Borrowings

Present Program 3200 3550 3900 4800
For Third Window —-— +200 +300 +220
Total 3200 3750 4200 5020
Liguid Holding (End Year)
Present Program 5698 5900 6320 6878
With Third Window 5648 5833 6330 6932
- As % of next three years'
borrowing requirements 48.3 42.8 40.0 40.0
29. The additional borrowings would of course add to the

Bank's funded debt, bringing the projected level to $19.6
billion at the end of FY78 and $23.3 billion at the end of
FY79, These increases, which amount to about 3% over what
was previously projected, are not significant in themselves.
But they do lead to the question of what steps, if any, need
to be taken to insure that the Bank can prudently incur the
added risks of Third Window loans.
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C. Implications for IBRD Reserve Target

38 The recent paper on IBRD Financial Policies (R74-256)
examined at some length the adequacy of the Bank's capital.

It argued that the Bank's total capital -- including both
paid-in and subscribed capital as well as retained earnings --
would be adequate for several years to come in assuring creditors
that the Bank's assets will always be sufficient to meet its
obligations to creditors. Establishment of a Third Window to
operate at the level of $1 billion in a year does not materially
affect the adequacy of the Bank's capital when judged from

this point of view. The present proposal, which encompasses

a single year only, would alter the timing of the effect of
Article ITI, Section 3, of the Bank's charter by less than 920
days. 1/

31. The Bank's capital must also be adequate to assure
shareholders that the possibility of a call on the unpaid
portion of their capital subscriptions remains remote.

The critical factor in this connection is the relationship
between the volume of loans outstanding and disbursed and
the Bank's "equity." 2/ The IBRD Financial Policies Paper
tentatively established a figure of 15% as a "reserve ratio"
on which to base the Bank's planned accumulation of paid-in
capital and retained earnings. Since about 80% of the

$1 billion lending envisaged for FY76 under the Third Window
proposal would still be outstanding in the mid-1980s, simple
application of this 15% target would imply the need to add
about $120 million to equity over the next decade.

32. It is far from clear, however, that the 15% target,
which was derived as an average for the whole loan portfolio,
should apply to the $1 billion of Third Window lending. While
the allocation criteria proposed (see Paragraph 14 above)
would prevent Third Window loans from going to countries which
fail to meet minimum creditworthiness standards, the bulk

of the $1 billion would go to the poorest and most seriously
affected developing countries, many of whom face diffieult
development prospects over the next several years. This
consideration would favor a higher figure for capital and/or
reserve accumulation.

1/ Under Article III, Section 3, of the Articles of Agreement (en-
titled "Limitations of Guarantees and Borrowings of the Bank"),
"the total amount outstanding of guarantees, participations in loans
and direct loans made by the Bank shall not be increased at any time,
if by such increase the total would exceed one hundred percent of
the unimpaired subscribed capital, reserves and surplus of the Bank."

2/ As in the IBRD Financial Policies Paper (Para. 34), "equity" is here
defined as usable paid-in capital plus retained earnings plus
the Special Reserve.
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33, There are several countervailing considerations. The most
important of these is the fact that Third Window loans have
been used to substitute for previously planned IBRD lending
in a few of the countries with per capita income below $200
where additional exposure would otherwise require a very
large proportionate increase in IBRD equity. Although this
substitution affects only a minor part of total Third Window
lending, it results in a major reduction in the associated
requirement for increases in Bank equity. Another factor
which should not be forgotten is that, even where Third
Window loans increase Bank exposure, they also affect the
development prospects of the borrowers. A fundamental reason
for establishing a Third Window at this time is that additional
loan funds are needed to prevent postponement or cancellation
of projects which may be expected to have very high develop-
mental returns. Since these investments will be financed on
intermediate terms, the net impact on borrowers' economic

and financial position should be distinctly favorable. Thus
the risks faced by the Bank on amounts which would be
outstanding in these countries even without a Third Window
may be lessened.

34. The net effect of these various considerations will
vary from country to country, but on balance suggest that
$150 million would appear to be a reasonable approximation
of the additional reserve required. This amount is so small
in relation to presently projected levels of equity (over

$7 billion in FY85) and in relation to the uncertainty
surrounding the Bank's basic reserve target that no

specific action is required for a one-year scheme.
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Iv. Organization and Procedures

Authorization for a Third Window

35 Since the funds needed to finance disbursements under
Third Window loans will be borrowed by the Bank and will
represent the same potential claims on callable capital as

all other Bank borrowings each Third Window loan will have

to be approved by the Executive Directors as in a standard

IBRD loan. Basic policies concerning, for example, procurement
would continue to apply.

36. The interest subsidization fund itself would be
established on the basis of a master agreement to which
contributing countries and the Bank would subscribe. The
master agreement would detail the character and timing of the
contributions to be made, the investment policy of the fund,
the method of drawing on it, and the administrative and
reporting arrangements which would prevail. In addition,

the master agreement would provide for consultation on the
allocation of interest subsidization payments. Each of these
aspects will be discussed with the potential contributors

in the series of meetings proposed to take place over the next
few weeks.

Payment of Contributions

37 4 Payment would be made in the form of usable currencies
which would be freely investable by the interest subsidization
fund. Initial payments (or their eguivalent) would be due
within 90 days of the effectiveness of the new facility.

Investment Policy

38. The resources contributed to the interest subsidization
and the Fund's income would be held in trust and kept separate
and distinct from the Bank's assets. Since the obligations of
the interest subsidy fund would take the form of small payments
due semi-annually over a 25 year period, it would seem advisable
for the fund to purchase obligations of the requisite maturities
at the outset of the scheme. One approach would be for the Bank
itself to sell to the interest subsidy fund a serial bond,
carrying an interest rate equal to the Bank's projected average
cost of borrowing in FY76. The maturity schedule of the serial
bonds would be designed to match the time profile of the obligations
of the interest subsidy fund. The same principle could be
applied through purchases of securities in the private capital
markets. In either event, the uncertainty concerning future
interest rate movements and hence the rate of return on invest-
ments of the interest subsidy fund would be removed.



Exchange Rate Changes

39. Because the assets of the interest subsidization fund
would be made available in freely investable form, it is
assumed that contributors would not be asked to maintain the
value of contributions in terms of gold or some other standard.
Since the currencies used for Third Window loans are likely to
be disbursed in different currencies than those held as assets
in the interest subsidization fund the real wvalue of the fund
will be affected by changes in the exchange rates of the various
currencies involved. This is so because the interest due on
Third Window loans (4.5% from the borrower and 4% on the
borrower's behalf from the interest subsidy fund) is determined
as a percentage of the currencies actually used to finance

the loan. The exchange risk which could arise in this way

is likely to be small in relation to the total interest subsidy
received and it is proposed that it be borne by the borrower.
The risk may be minimized by investing the interest subsidy
fund in assets with a mix of currencies which closely
approximates the currencies likely to be disbursed under Third
Window loans.

Method of Drawing

40. The loan agreement for a Third Window operation would
contain a covenant authcorizing the Bank to draw on the interest
subsidy fund on behalf of the borrower to meet the specified

share of interest payments. To provide for possible exchange

rate risks as well as for variations in the rate of disbursement

on individual loans a ceiling would be placed on the total interest
subsidy payments (reduced to their present value) which could

be made for the particular loan. Once this ceiling is reached,

all further interest obligations (which, of course, would be

small) would have to be met by the borrower.

Administration and Reporting

41. The Bank would act as administrator of the fund on behalf
of the contributing countries. As administrator, the Bank would
open and operate such accounts as would be necessary to carry

out the purposes of the fund. The Bank would consult informally
with the contributing countries on a regular basis and would
prepare periodic reports on the financial condition and operations
¥ the fund.

Date of Effectiveness

42. The objective of management is to bring the Third Window
into operation as early as possible in FY76.

TS 9D A
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| OFFCE MEMORANDUM
Mr. I. P. M. Cargill DATE: March 3, 1975
Masaya Hattori:(qégl;glars - URGENT
PR e e A e

Comments on the Paper "Establishment of the Third Window"
(To be Reviewed March 4, 1L0O hours in the President's Office)

"

3is I have serious reservations about paragraph 26 (page 19) where

it is proposed that low interest Bank loans be repurchased at par by the
Central Bank of other institution of borrowing country and the difference
between the par value of the loan and its discounted value be transferred
by the Bank to the interest subsidization account. This procedure will
imply the Bank will take a capital loss on its assets or make an expenditure
to the interest subsidization fund. As a matter of financial mathematics,
the operation is feasible; whether it is allowable on accounting grounds

is gquite another question. . If the repurchasing country is to get recognition
of its financial sacrifice, the procedure would be for the Bank to negotiate
the sale of its loan at a loss combined with the engagement that the
revurchasing agency would pay to the interest subsidization fund, the
difference -vetween the par value and the sales value of the loan. It is
against all established rules of financial accounting to incur capital
losses conditional to the rgturn of the profits by the purchaser to the
seller for specific uses. Capital losses should be incurred only in
sccordance to market condition.

If the repurchaser were to pay the full face value of the loan
there will be no basis for the Bank to tyransfer the difference between the
discounted value and the face value to the interest subsidization account.
There has been no income in the accounting sense. The book value of the
loan has oteen replaced by cash in exactly the same amount, therefore there
is no new income to be transferred to the interest subgidizatbion account,
hence it must“come out of sdministrative expenses or disposal of net income.

'+ is nard to see how the Bank could make such payments.

2. With respeet to the statement of paragraph 29 thet "it has Teen
assumed that 2 significant portion of the initial voluntary contributions
will come from the OPEC countbries" - it might be advisable to prepare

a olarification that "a significant portion" would mean up to 50%.
Xochman's mission as well as Mr. Witteven's report to the Fund Board
ate that the OPEC countries are ncl willing to let the industrialized

countrisz share in new aid schemes drop below 50%.
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ODEAFT

Capital Increase

Cbjective

dLs To propose the subscription by individual OPEC countries of
additional shares in amounts that if all countries accept in full,
would bring the collective voting power of those countries to 15% of
the total voting power.

To provide for the possibility for non-oil non Part I countries
to subscribe additional shares in order to minimize the resulting
reduction of their relative voting power.

It will be borne in mind that it would be unrealistic to propose
a scheme that would reduce U.S. voting power below 20%, or one that would

require new subscriptions by Part I countries.

2, Since only 10,995 shares (1,099.5 million 194k dollars)
available for distribution, the authorized capital must be increased.
(1) If the operation is limitéd to OPEC countries,
33,966 shares will have to be issued. An increase
of the authorized capital of 11.11% or 3.0 billion
194k dollars would be adequate. An increase of this
magnitude would not endanger the appointed executive
director seats.through the exercise of preemptive
rights by the largest non-oil non Part I shareholder.
(2) The "two-stage" calculation scheme would require if
sll countries accept in full, the issue of 41,201
shares. The authorized capital increase would
be 3.5 billion 194k dollars or 12.96% increase.

An increase of this magnitude will not endanger the
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appointed Executive Director seats by preemptive
rights.

The "two-stage" scheme would however reduce U.S.
voting power to 19.78%, if all eligible countries accept
in full. However a reduction of the non-oil non Part I
countries' additional shares by TOO (70 million 19kk

dollars) will avoid this inconvenience.

B There seems no way to avoid a disruption in the elected
Executive Directors seats.
(1) The present 2 Arab groups will collectively hold
14.27% of the total voting power or 23.47% of the
election votes (2L4.80% if China and South Africa do
not participate), enabling them to =elect 3 if not
i Executive Directors. Further it seems highly
improbable that Algeria and Iran would continue in
the same election group.
(2) The 3 Latin American groups will hold only 12.56%
of the election votes, hardly enough to keep [ seat .
(3) The 2 African groups will hold slightly more than
10%, not enough for keeping 2 seats.

(4) The other (European) groups will have to be consolidated.

L, The steps to be taken now are:
(1) Obtain the agreement of the OPEC countries on the order

of magnitude of their individual new subscriptionss
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(3)

Then start negotiations with Part I countries for their

approval for the operation and the waiver of preemptive

rights;

Advise the non-oil non Part I countries of the operation

and the possibility for their subscribing additional shares.



P T

10: Mr. Robert S. HMeliamara
FROM: William Ggud

SUBJECT: Third Window: Meeting with Hordic Countries'
Fepresentatives in Copennagen

L I had an exploratory mceti;g with the representatives of the
Nordic countries on February 27, 1975 in Copenhegen. The meeting was
arranged through Mr., Sigurdssen. The following offlcials attended:
Denmark (Ministry of Foreign Affairs)
Mr. Bjdrn Olsen
Mr. Ole Lisborg

Miss Ellen HMarg. Lgj

Jdorveay ,
Mr. Lovold Ministry of Commerce
Mr. Per Gulowsen Ministry of Foreign Affairs

Sweden (Ministry of Foreign Affairs)

Mr., Staffen Sohlman

Finlend (Ministry of Finance)

Ms. Eeli Pallari

1BRD

Messrs. Gaud and Hattori

2, I explained the obJectives of the Third Window and its features
s currently conceived by Bank Manegement end the timetable , end informed

the government representatives of the state of exploraetory contects made
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other governments. 7 answer Lo & guestion - sentioned the Tijure ol

million dollsxrs for each Nordic countriss a possibdle voluntary contributica.

3 The nreeting was probably useful Ir givine the Fovernenis
representatives & cleerer jiGea on the Third Window. I+t wes quite cuvious
that the lordic govermments nad giﬁen very 1i+tle thought to the Third

Window and were treating this meeting as little more then a steff briefing
session. The representatives were ratier Junior officiels. They cane from
the Foreign Ministries, except for Finlanc, = though the Governors of the
Fenk are Finence Ministers. Nr. Olsen (Denmark) maid st the bLeginning that
the government representatives did not come witn their governments' positions
ruch leas with a common position and their objective was mainly to listen.
These facts as well es the general level of ‘questions clebrly indicated

that the sovernments were far from being prepared for serious considerstion
of any voluntary participation in the Third Window.

4, Mr. Olsen provably expressed the concensus in saying that he thought the
idese of a Third Window es such was & good one and that the intention of
limiting Third Window lending to the poorer countries, as well as meking
them the beneficieries of the Girect snd derived benefits of the systen
accorded perfectly with the aid philosophy of their governments.

54 There were no comments on the terms of lending and the explanation
that the Bank would not find jt difficult to lend &an additicnal %1 biilionm
or to reise the funds by addiﬁional borrowing wes accepted without comeent.
6. Mo;t of the interventions‘bﬁ the governments' representatives
concerned the issue of their voluntaery contributions to the interest

subsidy fund.
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(1) A1l claimed that the voluntary contribution would have
to be epproved by their legislatures a difficult and
time consuming process; it was even more aifficult now
because of the fiscal constraints of the governments
and the prospect of low if not zerorgrovth of the
econory. Especially ih Denmark, Norway end Sweden,
although the governmenﬁé were cormitted to development
eid, there wae a decressing enthusiasm for new aid
schemes; their official development assistance was glready
close to the target of 0.7% of CLP, end thus no
substa_ntial increase in their development assistence
could be expected; participatién in new aid.schemes would
imply a cut in cother aid participations.

(2) "The suggested figure of $10 million for each Hordic
country, mentioned in response to e direct question,
provoked strong reservations:

(1) thet $50 million for the Nordic countries out
of $200 -$250 million was disproportionately high
; | (liorweay, Denmark);

(11) that althougn it was presented as & voluntary
contritvution for a first year scueme, without
cormitment for a permanent scheme, these initial
voluntary contributions tended to determine in

. fect the relative size of permanent contributions.

(3) while the representatives seenmed encouraged by tne lnformation

that ccontacts with CPLEC countries had evoked positive support, tiey seened

discournged by the almost definite prospect of non participation by U.S.




and the meeger prospects for ctier CTUD covntries. (. {lsen remaried
oot it pespes LAt efodu The snesler countiies Wire Lelng meand W

c&ntribute while the btig nations were not golng to participate.

T In view of the inadequate attention the Third Window is getting
from the lordic governments, and the difficult legislative climate in tacse
countries, it seems necessary, if toeir voluntary centributions are to be
secured in time, to open high level contacts with the governments preceded
by your persoanal letters to the Governors, some time Detween the
distribution of the Board paper and the third meeting of the Development

Cormittee.

ce: Mr. I.P.M. Cargill

Miattori:ed .
IBRD
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Mr. Robert S. McNamara . March 3, 1975

William S. Gaud (signod) Wis

Third Window: Meeting with Nordic
Countries' Representatives in Copenhagen

i I had an exploratory meeting with the representatives of the
Nordic countries on February 27, 1975 in Copenhagen. The meeting was
arranged through Mr. Sigurdssen. The following officials attended:

Denmark (Ministry of Foreign Affairs)

Mr. Bjédrn Olsen
Mr. Ole Lisborg
Miss Ellen Marg. Léj

Norway

Mr. Lovold (Ministry of Commerce)
Mr. Per Gulowsen (Ministry of Foreign Affairs)

Sweden (Ministry of Forelgn Affairs)
Mr. Staffan Sohiman

Finland (Ministry of Flnance)
Ms. Heli Pallari

1BRD
Messrs. Gaud and Hattorl

2. A word about the Nordic participants. Insofar as Denmark Is
concerned, Mr. Olsen is the No. 2 man with respect to development
assistance. His superior, Mr. Ulrichsen, Joined us for lunch although
he was not at the principal meeting. The two Horwegian representatives,
according to Mr. Sigurdsson, are both high level officlals and we were
fortunate they were there. | belleve that Mr. Sohlman of Sweden is
Klackenberg's No. 2. Nelther Sigurdsson nor | know much about

Ms. Pallari of Finland.

3. | explained the objectives of the Third Window and its features
as currently conceived by Bank Management and the timetable, and informed
the government representatives of the state of exploratory contacts made



with other governments. In answer to a question | mentioned the figure
of $10 million for each Nordic country as a possible voluntary contribu-
tion.

h, The meeting was useful in glving the governments' representa-
tives a clearer idea on the Third Window. It appeared that the Nordic
governments had given very little thought to the Third Window, HMr. Qlsen
(Denmark) sald at the beglnning (as we already knew from their telex to
Mr. Sigurdsson) that the government representatives did not come with
their governments' positlions, much less with a common position, and their
objective was mainly to listen. These facts as well as the general level
" of questions clearly Indlcated that the governments were far from being
prepared for serious consideration of any voluntary participation in the
Third Window.

5. Mr. Olsen probably expressed the consensus in saying that he
thought the ldea of a Third Window as such was a good one and that the
intention of limiting Third Window lending to the poorer countries, as
well as making them the beneficiaries of the direct and derived bene-
flts of the system, accorded perfectly with the aid philosophy of their
governments.

é. There were no comments on the terms of lending, and the explana-
tion that the Bank would not find It difficult to lend an additional

$1 billlon or to raise the funds by additional borrowing was accepted
without comment.

7. Most of the interventions by the governments' representatives
concerned the issue of their voluntary contributions to the interest
subsidy fund.

(a) All claimed that the voluntary contribution would
have to be approved by their legislatures —- a
difficult and time~consuming process; It was even
more difficult now becuase of the fiscal constraints
of the governments and the prospect of low if not
zero growth of the economy. Especlally in Demmark,
Horway and Sweden, although the governments were
committed to development ald, there was a decreasing

1 enthuslasm for new ald schemes; their official
development assistance was already close to the
target of 0.7% of GNP, and thus no substantial
increase in thelr development assistance could be
expected; participation In new ald schemes would
imply @ cut in other ald participations.



(b) The suggested Figure of $10 million for each Nordic
country, mentioned In response to a direct guestion,
provoked strong reservations:

(1) that the amount expected from the Nordic
countries out of $200-52506 millien was
disproportionately high (Norway, Denmark);

(11) that although It was presented as a volun-
tary contribution for a flrst year scheme,
without commitment for a permanent scheme,
these initial voluntary contributions tended
to determine In fact the relatlive size of
permanent contributions,

(c) While the representatives seemed encouraged by the
information that contacts with DPEC countries had
evoked positive support, they seemed discouraged by
the almost definite prospect of non-participation

by the U. 5. and the doubtful prospects for the larger
QECD countries. HMr. Olsen remarked that It seemed
that again the smaller countries were being asked to
contribute while the blg nations were not going to
participate.

8. We will clearly have to go at the Nordic countries again -~
this time on a higher level and as a result of personal messages from
you to the Governors. My present feeling is that this should be done
soon after the April 1 Board meeting.

cc ~ Messrs. Knapp
Shoaib
Carglll
Stern
Kochman
Hattori

MHattori :WSGaud :dbs
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Mr. Robert S. McNamara March 3, 1975
William S. Gaud (siz7o] §illiss e

Third Window =~ Potential OECD Contributors

The status of our discussions with non-0PEC countries Is as
follows:

The Netherlands. Burke Knapp and | are to see Pronk here In
Washington on March 12, when | hope we will get a defi-
nite dollar commitment from him. | phoned his deputy,
Van Gorkom, when | was In Europe last week, but learned
nothing new.

- U,K. Nothing new since the memo of February 18, 1975 (copy
attached) expressing a willingness to commit $10-15
million In support of a subsidy fund of between
$200-300 million.

Canada. Claude Isbister tells me the matter is still in the
discussion stage. He continues hopeful of a favorable
outcome and | am In close touch with him.

Nordic Countries. MNothing definite. More work required.
See my memo of March 3, 1975 (copy attached).

i

Germany. During my absence in Europe Ernle Stern and Janssen
had an encouraging talk with Herr Moltrecht from Bonn.
Ernie is optimistic that the Germans will come through.

- Belgium. My effort to arrange a trip to Brussels was com-
pllcated by the fact that de Groote returned to Wash-
ington only a few hours before | left here. | did
talk to him, he called Brussels about 1t, and then
notified me In Copenhagen that there was no point in
my going to Brussels. | will "ollow up and learn more.

- South Africa. Mr. Smit will return to Washington around
March 15, at which time | will ask him what luck he
had with his recommendation that his Government con-
tribute to the Interest subsidy fund.

I will let you know at once If anything develops during your trip.

Attachments - 2

cc - Messrs. Knapp, Shoalb, Cargill, Stern, Hattori

WSGaud:dbs
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;! INTERNATICNAL DEVELOPMENT INTERNATIONAL BANK FOR ‘ INTERNATIONAL FINANCE
' ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

TO: DATE: March 3, 1975
FROM: — 4
L RMANA A7/
SUBJECT: Cormants on YIstaniishimant of & Thirvd Window!
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a) ri with 1272 per capits income of up to $375

Cou 25 72
{p . 3-¢c), but IBA's above $375 eligible (para. ih-s);

b) Objectives of contributors (para. ll-a);

¢} Aceess to altermative sources of capital (para. 1h-d).

inetly new element for the Bank Group is (b) above. In IDA, ths
s for credits o India, Pakistan end Bangladesh were not parts of
nishment negotiations; were proposed by Management and agresd to by
D‘D without vots. Hara the option seems to be left open for coniri-
to nt*ach conditions to their contributions. The Bank CGroup has
rb515u,d this in the past. In the IDB, ths U.S. resources for the

Social Progress Trust Fund gave that couwmtry a veto power on alloecations;
in its recent ontribution to the IDB, Venezuela spacifically noted that
it was not asking for such a veto powsr.
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Mr. I. P. M. Cargill Mareh 3, 1975

Masaya Hattori URGERNT

—— - —n —

Comments on the Paper "Establishment of the Third Window"
(To be Reviewed March U, 1400 hours in the President's Office)

: 18 I heve serious reservations about paragraph 26 (page 19) where

it is proposed that low interest Bank loans be repurchased at par by the
Central Bank of other institution of borrowing country end the difference
between the par vallue of the loan snd its discounted value be transferred
by the Benk to the\interest subsidization mccount. This procedure will
imply the Bank will) take a capital loss on its assets or make an expenditure
to the interest subsidization fund. As a matter of financial mathematics,
the operation is feasible; whether it is allowable on accounting grounds

is quite another question. If the repurchasing country is to get recognition
of its financisl secrifice, the procedure would be for the Bank to negotiate
the sale of its loasn at & loss combined with the engagement thet the
repurchasing agency would pay to the interest gubsidization fund, the
difference between the par value and the sales value of the loan. It is
ageinst all established rules of financial accounting to incur capital
losses conditiocnel to the return of the profits by the purchaser to the
seller for specific uses. Capital losses should be incurred only in
accordance to market condition.

If the repurchaser were to pay the full face value of the loan
there will be no basis for the Bank to transfer the difference Letween the
discounted value and the face value to the interest subsidization account.
There hes been no income in the accounting sense. The book value of the
loan has been replaced by cash in exactly the same amount, therefore there
is no new income to be transferred to the interest subsidization account,
hence it must come out of administrative expenses or dispoasl of net income.
It is hard to see how the Bank could make such peyments.

2. With respect to the statement of paragraph 29 that "it hes Dbeen
assumed that a significant portion of the initial voluntary contributions
will come from the OPEC countries"” - it might be advisable to prepare

s clarificetion that "a significant portion" would meen up to 50%.

Mr. Kochmen's mission as well as Mr. Witteven's report to the Fund Board
indicate that the OPEC countries are not willing to let the industrielized
countries share in new aid schemes drop below 50%.

ce: Messre. Gabriel, Hurick and Gaud

Miattorl:ed
IBRD

[ \
L lhgntn)
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Mr, Bart, Mr. Paijmens, Mr. Wepenhans, February 27, 1975
Mr., Karaosmanoglu and Mr. Finzi
David Richardson

Policy Paper on Establishment of Third Window

Mr. Vibert's office has informed us that a draft policy
paper on the Establishment of & Third Window for Lending is
expected to be distributed some time tomorrow Friday, February 28, 1975,
with a meeting of the Policy Review Committee scheduled to discuss
the paper in Mr. McNamara's office on Tuesday, March 4, 1975 at 2 p.m.

Please watech for this paper, and try to send your comments
to Mr. Karaosmanoglu, who will be coordinating the EMENA regional
comments , by noon on Monday March 3, 1975.



INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

TO: TFiles DATE: February 27, 1975

FROM: Richard A. Cambridge,’Mnal Assistant to the
Senior Vice President

SUBJECT: (Qperational Vice Presidents' Meeting, February 24, 1975

Present: Messrs. Knapp (Chairman), Alter, Bell, Benjenk, Chaufournier,
Husain, van der Meer, Goodman, Gue and Cambridge.

Third Window Lending

1. The Vice Presidents briefly discussed selected aspects of Third
Window Lending. In particular, the discussion centered on the concept of
additionality, terms of third window loans, voting power, country eligibility,
and finally the general criteria for Third Window Lending.

2 Some Vice Presidents pointed out that it was still not clear whether
third window funds would be additional or have a substitution effect on IDA

or Bank funds. Mr. Knapp said that the concept was that Third Window Lending
should be additional to regular Bank and IDA lending. As far as terms of third
window loans were concerned Mr. Knapp said that while several tentative
decisions had been made, work still remained to be done in this area.

e In referring to criteria for Third Window Lending, Mr. Knapp pointed
out that similar criteria utilized for IDA would be used, i.e., poverty,
performance, lack of creditworthiness for Bank lending, etc.

4. Mr. Knapp concluded the discussion by asking the Vice Presidents to
review the draft paper which would be available shortly and to discuss it
with him more fully at the next Operational Vice Presidents' meeting on
Monday, March 3 at 3:00 p.m.

Cleared with Mr. Knapp

cc: Participants
Messrs. Chadenet, Adler, Gabriel and Mrs. Boskey
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2nd D RAFT

2/24/75
MEMORANDUM TO THE EXECUTIVE DIRECTORS
SUBJECT: ESTABLISHMENT OF A THIRD WINDOW
Section 1: Introduction and Recommendations
1. The "Third Window' refers to a new lending facility which

would extend loans to the developing countries on terms intermediate
between those now charged by the Bank and IDA. The possible
establishment of a Third Window was briefly discussed in the recent
IBRD Financial Policies Paper (Review of IBRD/IDA Program and
Financial Policies; R-74/256 dated December 11, 1974). It came up
again in the meeting of the Development Committee on January 17, 1975.
Several of the OPEC countries and the Netherlands expressed strong
interest in the Third Window. As a result, the concept was widely
endorsed by the other Ministers present at the Development Committee
meeting and was referred to the Executive Boarq of the Bank for
further study and preparation of a specific proposal.

2 Before preparing a firm proposal for the Board's review,
the management intends to hold a series of meetings with potential
contributors. The purpose of the present memorandum is to inform
the Board of the basis upon which the management would

conduct these meetings and to give members of the Board an early



opportunity to make known their views on particular issues so that

these may be taken into account both in the proposed meetings and

in the subsequent formulation of a definite proposal.

3. The principal features of the Third Window proposal to

which reactions of potential contributors will be sought are the

following:

——— (:EEE:)égglg = Third Window IBRD commitments of
approximately $1 billion in FY76 are envisaged.

These commitments would be in addition tQ,

presently planned IBRD and IDA lending programs.

‘ Duration - The proposal is for an interim scheme
puration interim

of just one year. For this interim period,
contributions to an interest subsidy account
would be sought on a strictly voluntary basis
and not as part of a negotiated burden-sharing
agreement.

E{N\Beneficiary Countries - Countries with 1972
M == i i gy

per capita income of up to $375 whlch meet

ea e e

m|n|mum credltworthlness and performance

standards would be ellglble for Thlrd Window

A loans. Reallocation of both IDA credits and

standard IBRD loans would benefit those

N I 0 2 P AT D T A, R T -

countries whlch could not quallfy for dlrect
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d Third W|ndow loans.
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Terms - Third Window loans would have a standard

g IR

interest rate of L% below the IBRD rate. For

TR sl

P

project lending, which is expected to account for
the bulk of Third Window commitments, maturities
would approximate 25 years with a 7-year grace

e ——

period. These terms are based on country

criteria. If the terms appropriate on project
grounds are different, a two—step loan would be

used. i

(e) 1Interest Subsidy Arrangements - Contributions of

approximately $225 million would be required to
finance the 4% interest subsidy over the life
of the loans. It is assumed that contributions
would be made available in investable form.

(f) Borrowing Requirements - The funds needed to

finance disbursements would be borrowed by the
Bank as an addition to its regular borrowing
program. Between $200 and $300 million extra
would need to be borrowed in each of the years
FY77 through FYT79.

(g) Implications for the Bank's Reserve Target - In

principle, additional equity of perhaps $250 million
should be provided to protect the Bank against the
risks of Third Window loans. This requirement
would be sufficiently small both in relation to

presently projected levels of equity and to the
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margin of error in our reserve target as to make
corrective action unnecessary for a one-year proposal.

(h) Management Provisions - Each Third Window loan

would be approved by the Bank's Executive Directors.
The allocation of interest subsidy funds would be
made by the Bank's management in accordance with
the wishes of the contributing countries as estab-
lished through consultations. During the first
Year and pending the formal resolution of the

many questions regarding organization and operation
which would have to be settled before a Third
Window can be established on a permanent basis,
administrative arrangements would be kept on the

simplest possible basis.

Section 2: The Need for a Third Window

A. The Economic Background

Capital Needs of the Developing Countries

bis The outlook for developing countries in the second half of
this decade was examined in the staff study "Prospects for the Devel-
oping Countries" (SecM74-L89 dated July 197)). Analysis at that time
showed the outlock for the pﬁorest developing countries, including

the UN-designated "least developed" and many of those "most seriously
affected" by the current situation, to be bleak for the rest of the
decade. There appeared little prospect of an increase in the per
capita incomes of the poorest countries and restoration of development
momentum called for an increase in capital flows on concessionary

-terms much in excess of expected disbursements from the traditional



e 1 e
donors (members of OECD/DAC) and from the new sources of capital
among the oil-exporting countries. It was estimated fhat the
flow of official development assistance (ODA) and other concessionary
lending would have to increase by over $2 billion a year from $12
billion in 1973 to some $30 billion in 1980 if the poorest countries
were to resume 2 minimum acceptable rate of advance.
5e At the same time, prospects for some of the "middle
income" developing countries were also clouded. A mumber of them

I e A i e Y i e ———
had substantially larger borrowing requirements as a result of import

prices rising faster than the prices of their exports, at the same
time as market prospects for a contimued rapid advance in the volume

of their exports seemed increasingly doubtful. To what extent these

g,

countries could meet their borrowing requirements from private

sources in the face of the various pressures on their debt carrying

e —

capacity was also uncertain. For many of them, the task of debt
M“_ - —
management and borrowing in sufficient volwne could be subst.antially

v i o

assisted by additional flows from official and multllat.eral sources.
7 s AP A o S
b Recent re-examination of the situation faced by these two
groups of countries suggests that prospects through 1980 may be
worse than assumed in our earlier analysis —- implying even
greater capital needs. A joint IMF/IBRD staff study of the prospects
for the most seriously affected countries in 1975 indicated a financing
1/
requirement of more than $2 billion in 1975,— over and above

assistance flows currently in sight. A mmber of factors suggest

that the longer term prospects for the other poor countries and for

1/ DC-Th-6 dated December 23, 197h.



the middle income developing countries have also deteriorated. Efforts
to combat domestic inflation in the OECD countries are proving to be
less successful or are at least taking longer to achieve results than
originally foreseen. At the same time, and associated with the need
to restrain inflation, real growth has been more seriously interrupted
than earlier envisaged. Since developments in the OECD area do much
to determine the economic enviromment -- particularly the export
prospects -- for developing countries, the outlook for the developing
countries themselves is now more difficult. For developing countries
as a whole the terms of trade are now projected to deteriorate more
than had earlier been foreseen, suggesting further constraint on the
rate of economic advance unless there is a compensating increase

in the flow of capital on appropriate terms.lf

Sources of Capital

Te The current-indications are that flows of capital, particu-
larly of concessionary capital, will fall far short of what is
required. Members of the Development Committee have announced their
intent not to decrease assistance efforts but rather to endeavor

"to improve the real volume and the quality of official development
assistance.“g/‘ Nevertheless, unless there are major new initiatives
by the largest industrialized donors, the prospects are for a

relatively modest annual increase in aid disbursements from DAC members

1/ The revised prospects for the developing countries through the end

T of the decade will be discussed in detail in "Capital Requirements of
Developing Countries" due to be distributed to the Executive
Directers approximately April 1, 1975.

2/ Development Committee, Press Communique dated January 17, 1975.



and a further fall in assistance expressed as a proportion of GNP.
Fram a level of 0.30% of GNP in 1973, GDA is now expected to be
around [ 0.20%] of GNP in 1980.

8. The new donor countries, those net oil exporting countries
with large financial surpluses in excess of their immediate capacity
to use them for sound domestic development purposes, have made major
camitments of assistance in the short period since the surpluses
have begun to materialize. Disbursements, however, will take time
to build up. The flow of assistance with a significant concessionary
element is estimated to have averaged around $1.5 billion per year
in 1973-74 and is expected to increase significantly in the next few
years on the basis of rapidly rising new commitments in 197h.

s waever, taklng 1nto account both the initiatives of the new

s D TR
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sources of capital and the programs of the tradltlonal donors, 1t
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seems clear that flows of capital from both sources will be 1nadequate

to support reaSOnable rates of growth 1n the developlng countrles,‘nﬁmo

R AT R T T T oy ey 2o

LA e e
s L T I TR = s,

partlculariy'amon the poorest The overall shortage of a551stance

i§ further aggravated by the “fact that the distribution of assistance
does not always correspond closely to the development needs or
capacities of the recipients.

10. Against this background, the focus of assistance efforts

et

T Vo Ay i i e YT e RO Ay

needs to be placed on the volume of’resources prov1ded. 1e 1t would
[ TSR D—— BT DL gy R PN SR M DR e
be desirable to have a substantlal increase 1n grant or IDAutype assis-

, [

tance, if that cannot reallstlcally be attalned in the short-run then
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it is vital to explore alternative means of substantially increasing

e
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flows on intermediate terms (between market terms and grant-like

terms). ”in i;}iétibhééfwéircumstances the concessionary element of

the intermediate terms will in fact be very high. (For example,
intermediate terms involving lending at a rate pf interesf of

3% to 5% and with maturities of 20-30 years would carry a grant element
of around 45-507%; this would rise to around 707 if the effect of current
and prospective inflation is taken into account.) In the context of
Bank Group operations, lending at intermediate terms would imply terms
between those of IBRD and IDA -- hence the use of the term "Third
‘Window" as briefly discussed in the IBRD Financial Policies Paper
(paras. 97-105).

Relationship of a Third Window to Other Aid Programs

1l The current situation is being met through a variety of
emergency mechanisms notably through the UN Emergency Operation and
the IMF 0il Facility. To provide still further balance of payments
support on concessionary terms, the Development Committee requested
the Executive Boards of the Fund and the Bank to study proposals for
1/

a special trust fund.

12. The Third Window is not envisaged as a means providing

emergency balance of payments support. However, unless developing
’ i il .

countries have early assurances of additional assistance over and

= T R S ———— LN s

above what is now in 31ght development programs w111 necessar11y be cut

back further and hlgh prlority prnjects wnll lnEV|tany have to be post-

poned or abandoned To prov1de such assurances, additional commitment

— i —— e T s e S 1T, ey W
’,—.—ﬂ“”’”ﬂ’d
1/ "Prospects for the Special Fund" ( ) distributed to the

Executive Directors of the Bank and Fund on March 10, 1975,



authorlty Is urgently needed in addltron to the disbursement require-
e ————
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ments in 1975. Since programs in certain hlgh priorlty sectors may
h Fedﬁkfe'eh immediate transfer of resources to avoid being disrupted,
and since the adequacy of existing and prospective arrangements for
providing balance of payments support cannot be completely judged at

the present tlme,—#;_eshpxgggiee to leave open the possibility that

some part of Third W|ndow resources m|ght be made avallablé—Tﬁ“Tﬂe

L p— i

PP
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form of quick dtsbursung assnstance This eventuallty, however

i R e S bt S A
s

wo‘THHEe_;ontrngent on the full use by recipient countries of other

e ]

sources of qu1ck dlsbur5|ng a55|stance notably such resources as

s e

m;ght“become available under the Trust Fund proposals.

13. o Eventually. the additional assistance required by the
developing countries to sustain minimum acceptable levels of growth
will have to be funded on a more permanent basis and arrangements

entered into that provide additional concessionary resources on a

long-term basis. For the poorest countrles Iong-term development

o R i s,

can only be flnanced on a sound basus through IDA and other hlghly

P e ———— DL ol e

concessjonary resources. For this reason contributions to IDA should
continue to receive the highest priority for Bank members. The
Third Window concept has been advanced as an interim response, and to

provide time to formulate adequate longer term arrangements.



= 1) =

B. The Beneficiaries of a Third Window

Eligibility Criteria

14, A determination of which countries are to benefit from the
introduction of a Third Window should rest on a country-by-country
analysis similar to the assessment carried out in arriving at decisions
on IDA allocation. Specific decisions must naturally take into account
the objectives of the contributors to a Third Window interest subsidy
fund and be made in the light of total resources available for
subsidization. Nevertheless, certain general criteria which would

seem relevant are as follows:

\ (a) a poverty criterion - since Third Window resources
will be limited, and finance on highly concession-
ary terms is generally scarce, it seems reasonable
that preference in borrowing should be given to

the poorer developing countries. There would seem
to be little reason to question the eligibility on

poverty grounds of countries with per capita income

below $375 in 1972 (the current IDA limit). As in
the case of IDA credits, a per capita income level
criterion would not preclude other countries at
higher Ievel§ from receiving assistance nor would
it guarantee assistance to those below. In
particular, any MSA countries with per capita

incomes above $375 would be considered as
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(c)

(d)

=1 =

special cases. In assessing eligibility below
the $375 limit, other criteria would also have
to be taken into account.

performance - as in the case of both IBRD and

IDA lending, Third Window loans would only be

extended to those countries regarded as making
reasonable development efforts in relation to

the resource base and development potential of
the country.

ability to repay - although as mentioned, Third

Window resources would contain a substantial
concessionary element, potential recipient
countries must be judged able to repay the
loans on intermediate terms, taking account
of the deterioration in their temms of trade
and other factors affecting their long-run
capacity to repay loans in foreign exchange.

access to alternative sources of capital -

given the limited resources likely to be

available, it would also seem relevant to take

into account the access of a country to

alternative sources of capital. Thus even if

a country is eligible for Third Window loans on poverty
and performance grounds and in terms of its ability

to repay, it would not necessarily receive



Third Window loans if it has access to

alternative sources of capital on tems
|

which are reasonable in relation to its
L development prospects.
Impact on Bank Group Assistance

15,

While the §l billion in Third Window commitments would be

additional to the proposed total IBRD/IDA program, it would not always
be fully additional at the country level.

In certain cases, Third

Window lending in a country would substitute either for IDA credits
or standard Bank loans.

To illustrate the impact on Bank Group
assistance in FY76, the table below shows the effect of one plausible
allocation of the $1 billion in additional commitments.

The poorest
and most seriously affected countries would receive about two-

thirds of direct Third Window lending under this allocation. The
remaining one-third

of the loans would be extended to countries
with per capita incomes in the $200 - $375 range which are not
currently included in the list of MSA countries, but which neverthe-

element.

less require additional assistance containing some concessional

16. The indirect effects of Third Window lending would also
be important.

Countries with incomes between $200 and $375 per
capita which can afford to do so would have their current TDA programs

replaced with Third Window lending on a considerably larger scale.

The grant element of the assistance received by these countries would

be preserved, and they would at the same time obtain a larger inflow



of badly needed capital., The IDA resources released from these
countries would be reallocalted to those péorer developing countries
which would not qualify for direct Third Window loans On credit-
worthiness grounds. In a few cases, Third Windowfloaﬁs to countries
with per capita incomes below $200 have also beasn used to substitute for
previously planned IBRD loans where creditworthiness considerations

constitute a strong argument against an increase in total Bank Group

-~

exposure. Countries with per capita incomes above $200 would benefif
3

from the re-allocation of the IBRD funds released in this way. Talcing

into account both the direct and indirect effects of Third Window

lending, the poorest countries would receive a net increase in tobal
Bank Group assistance of approximately 19% along with an appreciable
softening of the average terms of that assistance. Similarly, the

MSA countries as a group receive a net increase of more than 23%.
Vs

Pattern of Bank Group Assistance in FY76 with 31 billion
A in Third Window Iosos

Share of Tncome Group in Total Lendine

I BRD I DA Net Increase
Incone level Without With Tithout Viith Third in Tota](
of Countriess 3rd Window 3rd Window 3xd Window 3rd Window Vindow tssistanne &

Balow $200 p.c.

($ rd Llion) & Be1 & 632 $1L77 . #1870 51 & LS
% of total) 18.1% .27 90.9% 96.6% 5h.1% 19.4h%
$200 - $375 ' , i
($ million) $1223 #1432 $ 118 % 5o $ 159 4 505
(% of total) 29,15 3.2% g.13% 348 k598 35.07
Above $375 - .
{$ million) £2336 $2386 0 O . O $ 50
(% of total} 52.54 53.6% 0g 0% 0% 2.1%
Total 411 Ievels
(3 million) #hliso 300 S1000 #1000
(% of total) 100.0% 100.08 109.0% 16,59
Merio Jtams:
Hils 7
(8 nillion) $ 517 $ 373 $ 987 $ Sho & 363
(& of Lotad) ILGE G.4% 60.75 Sh.0% o O O




1ifs The prospect of enlarged Bank Group assistance raises the
question of whether the increase in lending can be accomodated

within the present program of operations. It is believed that by
accelerating work on the FY76 and FY77 Operations Program, additional
lending commitments of $1 billion in high priority development

projects can be brought to the Board in FY76. The budgetary implications
of such action are not likely to be great and would be examined in

conmection with the review of the FY76 budget.
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Section 3: The Scale of Initial Operations and Financing Requirements

Volume of Commitments

18. Two main considerations underlie the recommendation that

$1 billion in Third Window commitments be adopted as a target

for the initial year. First of all, while additional lending of this
magnitude would clearly make a material contribution to the financing
requirements of the low and middle income developing countries, it is
sufficiently small in relation to their reasonable réquirements for
assistance to avoid any suggestion that the Third Window could over-
lap or duplicate other aid initiativeswhich have been proposed. Sec-
ondly, account has been taken in a very preliminary fashion of the
volume of concessionary resources which might be obtained as contribu-
tioms to an interest subsidy fund.

19. The scale of operations can of course be adjusted to fit

the amount of contributions actually obtained. However, as the volume
of commitments is reduced it becomes progressively more difficult to
develop rational and administratively practical allocation proposals,
particularly since we are dealing with a one-year scheme. For this
reason, it would not seem desirable to initiate a Third Window opera-
tion unless contributions to the interest subsidization fund were to
permit commitments of at least $500 million in the initial year.

What this volume of commitments implies in terms of concessionary
contributions depends on the particulars of the financing arrangements

envisaged for the Third Window.
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Financing Arrangements

19. There are three distinct financial requirements for the opera-
tion of a Third Window:

(1) contributions to an interest subsidy fund will be
required, either in the form of grants, low inter-
est loans or other financial transactions of equiv-
alent value;

(2) the capital necessary to finance disbursements
under Third Window loans will need to be borrowed;

(3) the security of creditors who supply the capital
will have to be protected against the risks of
Third Window loans.

Each of these requirements may be considered separately.

Interest Subsidy Requirements

20. The amount of concessionary resources needed to finance the
interest subsidization of Third Window loans will obviously depend

upon the volume of lending to be undertaken and the terms offered on
individual loans. |If lending of $1 billion at an interest rate of 4% below
the IBRD lending rate is to be achieved, an interest subsidization fund of about
$200-%250 million will be required. The exact amount needed can only

be determined once agreement is reached on the precise terms of the

loans -- including not only the interest rate, but also the grace

period and final maturity. It will also be important to know the
approximate rate at which loans are likely to be disbursed and the

rate of return to be earned on the resources contributed to the inter-

est subsidy fund.
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21. In view of the need to provide substantial additional lending
to the poorest and most seriously affected countries, it would seem
desirable to keep the interest rate as low as possible, taking into
account the limited capacity of the countries to take on additional
debt-servicing obligations. For illustrative purposes, therefore,

an interest subsidy of L percentage points has been adopted. In
addition, with relatively little additional cost to the subsidy fund,
it is possible to extend the grace period on loans from the 3 or L
years typical of IBRD loans to, say, seven years. With this interest
rate and grace period, a final maturity of 25 years is consistent
with an interest subsidy fund of $225 million. While it would be
attractive to offer Third Window loans with somewhat longer maturities,
say 30 or 35 years, in the present circumstances it has been thought
preferable to keep the cost of the subsidy fund low in relation to
the volume of commitments which is to be subsidized, since this
"leverage" is one of the principal attractions of a Third window
operation.

22. As mentioned earlier, (para. 12), the possibility of using
Third Window loans to provide quick disbursing assistance may be left
open at this stage. The additional cost to the subsidy fund would

be considerable if the same terms were adopted. This is so because
amounts of loans disbursed and outstanding mount quickly, so that
interest subsidy payments are required earlier and in larger amouéts
than for normal project loans. Hence, if a Third Window loan is

to be disbursed very quickly, compensating changes in other aspects



- 18 -

of the lecan might be required if the benefits of Third Window loans
are to be spread equally among recipients of project and program loans.
For a loan which is to be disbursed equally over two years, a 4%
interest rate subsidy, a grace period of 2 years and a final maturity
of about [14] years would yield the same concessionality as the
proposed terms for project loans which are disbursed more slowly.

23 The terms proposed for Third Window loans may not always be
appropriate on project grounds. In such cases, a two-step lending
procedure could be used. The Third Window terms would apply to a loan
extended to the government and the government would re-lend the funds
to the project-executing entity at whatever terms are appropriate on
project grounds.

Form of Contributions

24, Contributions to an interest subsidy fund could take any

one of a number of possible forms. The simplest would be an outright
grant, paid in full during the first year. The figure of $225 million
cited as the target size of the interest subsidy fund refers to
payments received in this form. |If contributions were to be paid in
over a number of years, their value to the interest subsidy fund would
be somewhat less by virtue of the fact that no investment income would
have been earned on the contributions in the meantime. Some contribu-
tors might find it convenient, for example, to support the interest

subsidy fund by designating a portion of the interest due them on 1BRD



_19_

bonds to be paid on their behalf to the interest subsidy fund. The
equivalent of a $20 million grant contribution could be accomplished,
for example, by contributing two percentage points of interest on a
$150 million 10-year bond.

25, Another way of supporting the subsidy fund would be for a
contributor to make a new loan to the Bank at less than market rates
of interest. The grant-equivalent value of such a loan to the inter-
est subsidy fund would be calculated in the same way as contributions
of interest due on an existing IBRD bond. But a néw loan at conces-
sionary rates, if it were additional to what the contributing country
would normally invest in IBRD obligations, would have the other impor-
tant advantage of providing a part of the capital funds needed to
cover disbursements under Third Window loans.

26. Consideration might also be given to still another form of
contribution. Several OECD and CPEC countries have IBRD loans out-
standing which carry interest rates well below the present level of
8-1/2%. Repurchase at par of these loans by the Central Bank or
other institution in the borrowing country would involve a financial
sacrifice. Without weakening its own financial position, the Bank
could acknowledge this financial sacrifice by transferring to the interest
subsidization account the difference between the par value of

the loan and its discounted value.lj This difference would be

1/ The discounted value in this connection would be the price which
would give the purchaser a yield to maturity of the Bank's aver-
age cost of borrowing (now 8.25%).
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considered as a contribution by the repurchasing country. As in the
case of new loans to the Bank at less than market interest rates,
this form of contribution would help cover the capital requirements
for funding disbursements under Third Window loans.

Source of Contributions

27 The Third Window was discussed by the Development Committee
at its meeting on January 17th. Mr. Al-Hamad, speaking on behalf of
a group of countries which included several major oil-exporters,

stated that some of the countries he represented had agreed to make a

meaningful contribution to the interest subsidy needs of a Third

Window -- such contributions to be contingent upon contributions from some
OECD countries. As a result of this strong expression of interest by several
of the OPEC countries, the Third Window proposal was widely endorsed

by the other Ministers present and referred to the Executive Board of

the Bank for study and for preparation of a specific proposal.

28. During the Board discussion of the IBRD Financial Policies
Paper the question of how contributions might be obtained was briefly
discussed. It seemed to be generally acknowledge that a negotiated
burden-sharing agreement would require many months, if not years, to
conclude. In order to get the Third Window off to a more rapid start,
the Netherlands had indicated.that it would be willing to make an

advance contribution on a voluntary basis before a burden-sharing

agreement has been negotiated.
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29, The present proposal to initiate operations of a Third
Window for a one year period can be successful only if this principle
of voluntary contributions is widely accepted. Because of the initia-
tive taken by some of the OPEC countries in relation to the Third
Window, it has been assumed that a significant portion of the initial
voluntary contributions will come from the OPEC countries. It is
important, however, that the proportion of the initial contributions
coming from any single country or group of countries be clearly dis-
associated from the shares which may later emerge in a negotiated
burden-sharing agreement. It must also be recognized that the'burden''
of supporting a Third Window is not limited to the contributions
required for the interest subsidy fund. The borrowingrrequirements
and the bearing of risk with respect to Third Window loans must also
be taken into account.

Borrowing Requirements

30. The funds needed to finance disbursements under Third Window loans
will have to be borrowed. The present proposal assumes that this borrowing would
be done by the Bank as an addition to its regular borrowing program.

The alternative of arranging the borrowing through IDA or through a

separate institution established specifically for the purpose of mak-

ing Third Window loans, while perhaps technically feasible, would

raise a number of issues which could delay implementation of the

scheme and would in all probability raise substantially the cost of

funds borrowed.
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31. The table below shows the effect of the proposed one year
program on the Bank's projected gross borrowings. It will not be
necessary for the Bank to borrow any additional sums in FY76 because
the presently projected holdings of liquid assets are more than suf-
ficient to finance first year disbursements under Third Window loans
and still remain above 40% of the borrowing requirements in the next
three years, as required under the Bank's present liquidity policy.

Borrowing Requirements of Third Window I"roposali2
($ million)

FY76 FY77 FY78 FY79
Gross Borrowings
Present Program 3200 3550 3900 4800
For Third Window - +200 +300 +220
Total 3200 3750 4200

Liquid Holding (End Year)
Present Program 5698 5900 6320 6878
With Third Window 5648 5833 6330 6932
- As % of next three years' _
borrowing requirements 48.3 L42.8 ko.o Lo.o

/a Assumes disbursements as in average IBRD projects for 90% of Third
Window commitments and quick-disbursing program loans for the remain-
ing 10% of commitments.

32. The additional borrowings would of course add to the Bank's

funded debt, bringing the projected level to $19.6 billion at the end

of FY78 and $23.3 billion at the end of FY79. These increases, which

amount to about 3% over what was previously projected, are not signi-

ficant in themselves. But they do highlight the issue of risk as



perceived by the Bank's creditors and raise the question of what
steps, if any, need to be taken to insure that the Bank can prudently

incur the added risks of Third Window loans.

Implications for IBRD Reserve Target

33. The recent paper on IBRD Financial Pblicies.(R?h—ZSG) exam-
ined at some length the adequacy of the Bank's capital. It argued
that the Bank's total capital -- including both paid-in and subscribed
capital as well as retained earnings -- would be adequate for several
years to come in assuring creditors that the Bank's assets will always
be sufficient to meet its obligations to creditors. Establishment of
a Third Window to operate at the level of $1 billion in a year does
not materially affect the adequacy of the Bank's capital when judged
from this point of view. The present proposal, which encompasses a
single year only, would alter the timing of the effect of Article II1,
Section 3 of the Bank's charter by less than 90 days.l! Even if the
Third Window were subsequently to be established on a permanent basis,
and additional lending at the rate of $1 billion per year were to
continue indefinitely, the date when the statutory limit would be
reached would be advanced by only about one year.

34, The Bank's capital must also be adequate to assure share-
holders that the possibility of a call on the unpaid portion of their
capital subscriptions remains remote. The critical factor in this

connection is the relationship between the volume of loans outstanding

1/ Under Article Il1, Section 3 of the Articles of Agreement (entitled
"Limitations on Guarantees and Borrowings of the Bank'), ''the total
amount outstanding of guarantees, participations in loans and direct
loans made by the Bank shall not be increased at any time, if by such
increase the total would exceed one hundred percent of the unimpaired
subscribed capital, reserves and surplus of the Bank.'



and disbursed and the Bank's "equity."lf The IBRD Financial Policies
Paper tentatively established a figure of 15% as a minimum ratio on
which to base the Bank's planned accumilation of paid-in capital and
retained earnings. Since about 80% of the $1 billion lending
envisaged for FY76 under the Third Window proposal would still be
outstanding in the mid-1980's, simple application of this 15% target
would imply the need to add about $120 million to equity over the
next decade.

35. It is far from cleagrhowever, that the 15% target, which
was derived as an average for the whole loan portfolio, should apply
to the $1 billion of Third Window lending. While the allocation
criteria proposed (see para. 14 above) would prevent Third Window
loans from going to countries which fail to meet minimum creditworthi-
ness standards, the bulk of the $l billion would go to the poorest
and most seriously affected developing countries, many of whom face
difficult development prospects over the next several years. This
consideration would favor a higher figure for capital and/or reserve
accumuilation.

36. There are, however, countervailing considerations. The
most important of these is the fact that Third Window loans have been
used to substitute for previously plammed IBRD lending in a few of
the countries with per capita income below $200 where additional

exposure would otherwise require a very large proportionate increase

1/ As in the IBRD Financial Policies Paper (para. 3L), "equity" is
here defined as usable paid-in capital plus retained earnings
plus the Special Reserve.
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in IBHD equity. Although this substitution affects only a minor part
of total Third Window lending, it results in a major reduction in the
associated requirement for increases in Bank equity. Another factor
which should not be forgotten is that, even where Third Window loans
increase Bank exposure, they also affect the development prospects

of the borrowers. A fundamental reason for establishing a Third
Window at this time is that additional loan funds are needed to prevent
postponement or cancellation of projects which may be expected to
have very high developmental returns. Since these investments will
be financed on intermediate térms, the net impact on borrowers!
economic and financial position should be distinetly favorable. Thus
the risks faced by the Bank on amounts which would be outstanding

in these countries even without a Third Window may be lessened.

37. The net effect of these various considerations will vary
from country to country. On balance, an equity backing of approximately
$250 million would appear to be a reasonable figure for the target
group of countries envisaged in the present proposal. This amount
of additional equity is so small in relation to presently projected
levels of equity (over $7 billion in FY85) and in relation to the
uncertainty surrounding the basic Bank's reserve target that no
specific action is required for the first year of the scheme. But
should the Third Window subsequently be established on a permanent
footing, it will then be necessary to consider an explicit mechanism

for generating additional equity on a regular basis.
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Section lj: Organization and Procedures

Authorization for a Third Window

38. Since the capital needed to finance disbursements under
Third Window loans will be borrowed by the Bank and since repayment
of that capital will be covered by the Bank's guarantee, each Third
Window loan will have to be approved by the Executive Directors as
in a standard IBRD loan. Basic policies concerning, for example,

procurement would continue to apply.

39, The interest subsidization fund itself would be established
on the basis of a master agreement to which contributing countries
would subscribe. The master agreement would detail the character and
timing of the contributions to be made, the investment policy of the
fund, the method of drawing on it, and the administrative and reporting
arrangements which would prevail; In addition, the master agréement
would indicate in whatever detail may be required the eligibility
criteria for interest subsidization payments. FEach of these aspects

of the master agreement will be discussed with potential contributors

in the series of meetings proposed to take place over the next few
weeks. The proposals of the Bank's management on these issues should

therefore be regarded as the basis for discussion rather than as a fimm

position.
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Payment of Contributions

Lo. Payment would be made in the form of usable currencies
which would be freely investable by the interest subsidization fund.
Initial payments would be due within 90 days of the effectiveness of
the new facility.

Investment Policy

L. The resources contributed to the interest subsidy fund would
form a separate account and would not appear in the financial statements
of the IBRD. Since the obligations of the interest subsidy fund would
take the form of small payments due semi-annually over a 25 year period,
it would seem advisable for the fund to purchase obligations of the
requisite maturities at the outset of the scheme. One approach would

be for the Bank itself to sell the interest subsidy fund a serial bond,
carrying an interest rate equal to the Bank's projected average cost

of borrowing in FY76%/ The maturity schedule of the serial bonds would
be designed to match the time profile of the obligations of the interest
subsidy fund. The same principle could be applied through purchases

of securities in the private capital markets. In either event, the
uncertainty concerning future interest rate movements and hence the

rate of return on investments of the interest subsidy fund would be

removed,

1/ Tt is this possibility which is the basis for assuming that contributions
" to the interest subsidy fund will earn an average return of 8.25%, equivalent
to the Bank's currently projected average cost of borrowing in FY76.
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Exchange Rate Changes

h2. Since the assets of the interest subéidization fund will
eventually be used in their entirety to meet interest subsidy payments,
the question of maintaining the value of contributions in temms of

gold or some other standard does not arise. Nevertheless, an exchange
risk problem may arise if Third Window loans are disbursed in different
currencies than are held as assets in the interest subsidization fund.
This is so because the interest due on Third Window loans (4.5% from the
borrower and 4% on the borrower's behalf from the interest subsidy
fund) is determined as a percentage of the currencies actually disbursed.
The exchange risk which could arise in this way is likely to be small in
relation to the total interest subsidy received and it is proposed that it
be borne by the borrower. The risk may be minimized by converting the
contributions of the interest subsidy fund into a mix of currencies which closely

i i
approximates the currencies likely to be disbursed under Third Window loans.

Method of Drawing

43, The loan agreement for a Third Window operation would
contain a covenant authorizing the Bank to draw on the interest
subsidy fund on behalf of the borrower to meet the specified share

of interest payments. To provide for variations in the rate of
disbursement a ceiling would be placed on the total interest subsidy
payments (reduced to their present value) which could be made for the
particular loan. Once this ceiling is reached, all further interest

obligations would have to be met by the borrower.
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Administration and Reporting

Ly, The Bank would act as administrator of the fund on behalf
of the contributing countries. As administrator, the Bank would

open and operate such accounts as would be necessary to carry out the
purposes of the fund. The Bank would consult informally with the
contributing countries on a regular basis and would prepare periodic
reports on the financial condition and operations of the fund. In
the initial year of operations, there would be no new approval
procedure for individual loans or formal voting rights, though it

is recognized that these and other issues will have to be resolved

~ before a permanent facility can be established.

Date of Effectiveness

4s. The objective of management is to bring the Third Window

into operation as early as possible in FY76.
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Mr. Robert S. Mciismara, President é)ﬁfib;?*“f; FPabruary 253, 1975
(through Mr. I. P. M. Cargill) T T D

¥ohamed l{asslim Kocnman ,§%w7G2

Visits to Xuwaic, Saudi Arabia,
Jatar and the United Arab Emirates

1 visited from February 3rd to Psbruary 20ch, 1975 Xuwalt,
Saudi Arabia, Qatar and the Unired Arab Emirates. as you indicated,
during the discussion of my brieiing, I restricted myself to the
questions of immediate intersst to you namely: a) the incraase 1in
voting powar and subscribed capital for OPEC cowntcries: b) the Third
Window lending facility. You also indieated that I should give an
“aarly warning" about our borrowing program for ¥¥1976. One note
was prepared on 2ach subjzct cleared by you. During the last briefing,
you mada it clear that I should avold diacussliaz, as praviously
intended, IDA, co-finanecing, reporting on financial assistance from
oil-exporting couatries to develeping counkrizs and tachnical assistance.
However, you addsd that unless I am questioned on those topies I must
avoid discussing them. You made an exception for Saudi Arabia whers
1 was supposed to ask, on your behalf, the Miniscer of State for
TPinancial Affairs aund National Economy his general impression om our
technical assistance program.

; KUWAIT

On Wednesday February S5th at 11:30 a.m. I had a very loag
meeting with H.E. Abdel Rahman Salem Al-Ateegy, Mindster of PFinance
and Oil. Hr. Abdlatif Al-tiamad, Diresctor Gesmeral of the Kuwait Fund
for Arab Hconomic Develoowent was present.

1 indicated to Ministar Al-Ateecy that I am in Xuwalt on wy
first visit to acquaiat myself with local authorities and £inancial
institutioas and most of all, to convey to him your views om two very
ioportant matters of mutual concaxn: the increase in voting power aand
subscribed capital of OPEC members and the "Third Window" landing
facility.

At the outsat, the Minister said to me that he was very upset
by the continuous refereace, in all quarters and the international press,
to tha so-called "oil surplus countries' (termisology he dislikes
srofoundly) in order to explain all the difflculties of world econowy.’
He was displeased by this kind of unfair treatment given tQ the oil
producing countries. ie stated that Xuwail has always cooserated singesely
aith others including the World Bamk. Kuwalc is still prepared to intan-
sify ita collaboratioa with the lnternational organizations and mainly
the World Bank provided 'the brain washing about the so-called oil surplua
countries"is stopped. Ue made a ralsrence to the first study made by the
Samk on oil which he considered not to be "in the rijht directlen™ aad
he acrually made the usual representation at that time throusgh XMr. Al-
Sharek who was member of the Dank’s Board. e came back ssveral times ocn
tha words "oil surplus countries” aad emphasized that his counlry azeds
evary cent it roceives from oil sales for its longz-tera develoupmeat and
nobody should forget that thelr resources are of a non-reaawabla nature.
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L2 chen invited me to put his ramarks In the right context and chiafly not

£o incerpret thea as a hostile artitude either to the Sank or its managzement.
te wanted me just to know how he feels about the propaganda made about the
oil producers. As a marter of fact, he added, I know very well Mr. Mciamara
and I admire the work he is doing. He reaffirmed his full support to you
and the policies you are promoting as Head of the World Bank and he would
have soon the opportuniiy to state ir dirsctly to you.

I intervened and said that 2ll his comments are well taken but I
would like, befors makinz my prasentation of the topics meantioned a while
ago, to come back to the 3ank study om oill he spoke of and driag, with his
permission, a brief clariffcation. I reminded him that that particular
first study was followed by others more documented and ir. Mciamara was very
clear on this subject in his speech during the annual meeting ia September
and hls report to the ZCOSOC later, Mr. Al-Hamad supported my clarification
and went further by mentioning the recent article of r. Chenery as illus-
tration of the fair position of the Bank on the whole question of enersgy.

I then made my presentation of the ianersase Ia woting power and
subscribed capltal for OPIC members and the Third Window.

1. Increass in subscribed capital

At the beglaning of the discussion the Minister was slightly
tensa and was uot gquite sure that such an exercise would place the CPEC
wempers, ila general, and Kuwait, in particular, in a stronger position or
exhanece thelr participation in the 1ife of the Organization. I replied that
when one goes through the figures which are in the note and others that
I quoted the net result of such an increase is not oaly in the interest
of the OPEC members but also the LDC3., I went on adding that this increase
in voting power was not symbolic, it will sérsngthen the hands of the oil
producing countries and by way of consequence all the developianz countries
who will have a batter say and a strong status within the Bank and wmore
speeifically at the level of the 3Joard. Moreover, I strassed the fact that .
for such an effective and meaningfulrrols, 1n the final analysis tha price
is not that high to UPEC members. It will not cost much to Kuwait ,for
inatance in terms of paid-in capital to lacrease its voting power from the
present 0.33% to the proposed 1.664 aad referred to the note you cleared.
YMr. Al-Hamad Intervened and addad that this iancreasa correspondad aay way to
the demands mada many times by OPEC membars. : The Minister then sald that he
would 1ike to study it further and assess all the implications and that I
should kaow that ha approach all this matter in a "constructive way" and
will act ia the best interest of the cooperation between Kuwalt and the Bank.
He thea turned to Mr. Al-damad and asked him to see him later to study this
question with the view of positiva resultg.
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2. Third Window

The Minister did not put the "Dutch proposal’ in lts proper context

and thought it was quite a different proposal, in every aspect, from what the
Ruwaitis had in mind. I indicated to him that ha will realize after reading
the note that as I stated during my presentation we should look at this new
facility as an exercise consisting of two stages. The [irst staze is the
interim scheme to be started on the basis of voluntary contributions to the
subsidy and this was suggested by the Dutch delegate. I reminded the iindster
that after Mr. Al-Hamad's statement in the Davelopment Coumittee and the
strong interest it produced, the Ministers referred it to the Bank for study
and prasentation of a proposal later to the Development Committee in Juna.
However, multilateral negotiations of this kind are going to be very lengthy
and complex and IDA replenishment successive negotiations, for instance, have
demonstrated it. Precisely, the Dutch came in support of the Third Window
and suggaested that we proceed, as an interim wmeasure, on the basis of
voluntary contributions. The Bank management, taking into account the urgency
of the catastrophic situaticn of the poor countries, wilshed to take advantage
of this initiative without any delay and with the view of launchiang this
operation as quickly as possibla. Thus, the Dutch initiacive is quite in

the right direction and should not be construed as a move against "the Kuwaiti
propasal'. It paves the way rather to the second stage of the scheme when the
permaneat structures of the Third Window will emerge from negotiations which,
I recognized, will be long and difficule, Mr. Al-Hamad inuvervened in the
discusslion and confirmed what I said andelaborated abundantly on the details.

After dasisting on the interim and urgent character of the voluntary
contributions to the Subsidy Fund, I clayified that for the first year the
management of the Bank hoped for amounts between 100 and 150 million dollars
from 4 or 5 OPEC members dncluding 25 million dollars from Kuwait and 100 million
dollars from 4 or 5 OECD members. The Minister immediately noted that much more
is demanded from OPEC members. Hea felt that OECD members should contribute for
a larger share. UMoreover, he felt that the comtribution expectaed from Kuwalt
was on the high side. I indicated to him that the contributions I guoted are,
to a large extent, 1llustrative estimates of what wa think could be mobilized
quickly on a veluntary basis from the OPEC members becausa of thelr relative
capacity to respond without the delays characterizing the legislative procedures
required in some of tha OECD countries. We frankly thirnk, I added, that the
assumption 1s that 50%, or maybe more, of the initial voluntary contributions
might still come from the OPEC members precisely because many of them can act
quickly. Now, when we look at the sharing of contributions betwsen tha groups
of potential donors, a very important point must be kept in mind: this pro-
portion between OPEC and OECD, at this particular juncture, bears no relation
whatsoaver to the shares which may later emerge in a negotiated burden-sharing
agreement for a permanent third window lending faecdility. The figure of 25 million
dollars expected from Kuwait is indicative. After a short pause, the Minister
glanced once more through the nota and asked me to clarify what we mean exactly
in thils note by "additdlonal capital or raserves in amounts adequate to protact
it (the Bank) against the risk of Third Window loans',
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I would say that the atmosphere was temse at the beginning for
reasons certaianly unrelated to our meeting but bacame quickly very cordial and
pleasant. In conclusion, Minister Al-Ateeqy said that he views the 'Third
Window" with sympathy and the more so that Mr. Al-Hamad put forward the
proposal in Washington and he himself fully endorses it., He would certaianly
like this proposal to go through. Thelr willingness to cooperate fully with the
industrialized countries, he added, is unquestionabla. He asked Mr. Al-Hamad
to initiate the work to be done in the light of the note that I gave him in
order that action can be taken, after further elaboration of the proposal, by the
new cabinet.

3. Borrowing progranm

I gave the Minlister the short note that was prepared before my
departure from Washington and clcarad by you. I explained that I do not
intend to discuss this matter at this poiat because Mr. Cargill will do it in
the next 3 months. My purpose was mainly to give him an "early warning' about
our borrowing program mainly in FY1976. I stated that as in the past, and
particularly in FY1975, the Bank will be loocking to OPEC members to support 1ts
borrowing program. In this program we hope to be able to raise about 300 million
dollars in Kuwait. The Minister commented abundantly om past cooperation with
the Bank in this fileld. He added that they are well disposed towards the Bank.
Heowavar, they will have to study this matter with "precaution' and in the light
of their own final figures concerning the level of oil production, revenues,
commitments within their aid program and the requirsments of thelr cwn filnancial
market. He concluded saying that by the time he sees you during your forth-
coming visit he will have a clearer idea on the future prospects.

IEs SAUDI ARABTA
1. RIYADH

While in Riyadh I met twice with H.E. Mohammed Aba Al-Khail,
Minister of State for Filnancial Affairs and lational Economy.

a) First meeting

On Sunday, February 9 at 4:30 p.m. I met with H.E. Mohammed Aba
Al-Khail, Minister of State for Financial Affairs.and Naticnal Econoay.
H.E. Abdul-Aziz Al-Rashed, Deputy Minister for Financial Affairs and Mr. Ahmed
Sani El-barwish, Assistant Director - Projects Department EMENA, were also
preseat.

I exposed to the Minister the object of my mission and gave him
the notes on the increase of subscribed capital, the Third Window and the
Borrowing Program,



S i P A

o

Mr. Robert 5. HcNMamara -5 - February 25, 1f

W
-
La

frar listening to my presentatiocn of ¢ ged incrzase of
subscribad capital he raised faw minor points. de asked for ariFlcation
on the increase of the authorized capital and the concept of preemptive

rights.

I passed to the Third Window. e wantad ko know whether this new
lending facility is different from IDA and why. . lHe was not clear about the
subsldy component of the new facility and noted that the level of voluntary
contributions is higher for the OPEC members than the 0ZCD members. Finally
he was anxious to know who would manage the Third Window. I undertook fo
clarify these questions and made again the distinction between the interim

scheme and the permanent one adding that the staff of the Bank is praparing
a study in visw of the mesting of the Develcpment Committee in June,

lla then said that he would like to have more time in order to read
the notes I gave him and then convey to me his first impressions. He promised
to meet with me the followiag day. I thanked him for receiving me few hours
after a long meeting of the Council of Ministers and wished to avail myself
of the opportunity of the presence of Mr, El-Darwish to talk about technical

assistance., More precisely, I told him that you requestad me to have his
general impression on the techanical assistance activities of the Bank in the
Hincdon,

The Minister indicated to me that he has discussed with you a year
ago the needs of Saudi Arabla for technical assistance and you both agreed
to gtart a program. He feels that the response of the Bank was rapid and
the opinions of the techalcians have always been objective. He coasiders
that tha collaboration is very goecd but an expansion of the work of the Banl .
in the Kingdom is urgent and necessary. He mentioned that the week before
he discussed with Deputy Minister Al-Soghair aand Mr. El-Darwish the procedures .
that would then need to be adopted. He 1s of the opinien that a tachnical
assistance coordination Representative in Riyadh 1s highly necessary to mest
these new circumstances., According to the Mianister his roles would be to:

(i) help the different departments of govarnment and agenciles to
spacify thelr requiraments;

{i1) traansml: these reguests to Washiagton and ask for assistance
in the form that is appropriafe,and

{111) should circumstances justify it, fly to Washington to disuuss
such requesis alcne or together with the key persouns In the
requesting Deapartments.

I promised the Minister that I shall relay his request as discussed
with Mr. El-Darwish to the President of the Bank. In conclusion, the Minister
seems to be very happy with the technical asslistance program 1ni*iated by
the Bank. lle repeated sesveral times that they trust thea advice given by our
staff and the neutrality and objectivity of the Institution, However, there
is the feeling, at least thes way I sease it, that they wish a substantial
expansion of our advisory services without delay. They have a great counfidence
in the Bank's work and we should capitalize on the kind of enthusiasm they
have towards the Bank and its staff.
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b) Second meetine

I met with H.Z. Minister of State Aba Al-Khail a second time on
Monday February 10th at 5:30 p.m. H.E. Abdul Aziz Al-Rashed was prasent,

The Minister indicated to me that he read ths notes and had few
coumments and clarifications to sesk.

= Increase of subscribad capital

At the outset, he regzardad thig increase of the subscribed capital
23 another form of financial assistance to the Bank through the paid-in
capital it implies. lie wanted to knew which are the OPEC countries that asked
for such an increase of the subseribed capital. With this in mind, he commented
at length on the policy of the Saudi Government which consistad always in
supporting the activities of all ianternational agencies and spacially the
dorld Bank and the IMF., He straessed that his country is helping the poor
countries in various ways: bilaterally, through.intarnational organizations
and regional institutions and through the Saudi Development Fund. As a
matter of fact their contributions to various Banks and Funds are usually
the highest.

He thinxs that cooperation between OPEC members - and Saudi Arabia
in particular - will not be limited to subscribing ia the increase of capital.
Saudi Arabia is a shareholder and will cooperate with the Bank in many dif-
ferent ways whether or not it increases its subscribed capital. Having said
this he came back to the specific case of Saudi Arabia and indicated that his
sovernment would be seriously thilnking of increasing its subscribed capital,
Now, as far as the whole OPEC group is concerned, a doubling of the voting
rights is reasonable but tripling it merits further examination.

~ Third Window

The Minister introduced the same ideas about the aid effort made by
the Kingdom and its participation in all sorts of Banks and Funds. In this
context, he felt the industrialized countries should contribute mora to rhis
new facility. He liked to know who would benefit from the Third Window.

I replisd that it will esseatially be of benefit to the most serlously affactad
countries and the poor ocnes. He inquired about the list of countries and wanted
to know whether we have the same classification as the IMF or the U.N. Then,

he asked whether wa have approached Iran or not and what was the reaction I

got while in Kuwait.

I provided hinm with all the explanations he expected and added
that the beauty of this scheme is that with a small contribution to the
subaidy Fund it will make it posailbla to make a large volume of lending.
The fact that loans on intermediate terms can be made give a great multipliec:
to OPEC contributions. Moreover, this is a spacial occasion to OPEC members
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o deponstrate their willinzoess to effect a quick and meanlngful transfer

f resources to the devaloping countries throush existing institutiocuns.

ha resources would enable a significant contributicn to be made towards
neeting the financing neads of the most seriously affected countries and
poorar ones and at the same time this will make it possible to re-
allocats 1DA and IZRD fuads to the !MSAs and poorsst countries. I coacurrad
witn the Hinister that there are many Banks and Funds that have been created
by the OPEC mewbers. Pracisely, until such date as these Institutioans ars
operational, it seems to me useful to take advantags of the ready availability
of existing staff and axpertise of organizations as the World Bank., Fiaally,
contribution to the Third Window willl draw great publicity and recogniticn

to OPEC members.

[F

The Minister concluded this discussion by stating that their
reaction is positive but they will hava, howewer, to analyze the figzure of |
35 wmillion. He will review both the increase of thes subascribed capital and
the Third Window and by the time you will wvisit the Kingdom he hopes to be
able to make firm commifwments on hoth subjiects.

~ Borrowing prozram

I gave the Minister the note cn our borrowing program aand explainad
ko him that he will be approached 4n the pear future. He stataed that he would
not like to comment on the figure of one billion dollars at this stagze. Ha
can only promise that in due course they will study our program carsfully.

2. JEDDAY

On Tuesday, February 1lth at 6:00 p.m., I met with Sheikh Abdul
Aziz Alquraishi, CGovernor of BAMHA. Sheikh Khaled Algosailbl, Vice Governor,
wias also present.

I gave the Covarnor coples of the noktes abont the increase of
ubscribed capleal, the Third Wiandow and the Borrowlag program.

—~ ducrgase in subscribed capital

Covernor Algquraishi wondered whather 2 real profit would be gained
from such an increase. Would this bringz wmore influences on the decision-
paking process? The welght of the large sharsbolders will be still deter-
mining in terms of voting power. I indicated to the Covernmor that it seenms
to me a great luprovement would be achlaved if and when the OPEC members
support the sort of increase in subscribed capital which would raise their
voring power to 15Z. I think that the whole exercise is in line with what
nas been advocated by O0PEC memberzs, I addad that cne should not look at
the proposed Increase in the wvoting power of 5audi Arabia - from 3.49% to
2.864 - dn an isolatad way. Let us concentrate for a moment on the group

Er

represanted by Mr. Al-Atrash to which Saudi Arabia belongs. Thers ars
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5 OPEC members In cthat group and because of thelr proposad increase in
subseribed capital tha voting power of the whole group would go from 3.53%

to 7.98%2. This is a tremendous jump and puts the group in a very strong
position since only the United States and the United Kingdom would have a
higher voting power. I did stress the fact that thelr groupiag in the Bank
illustrates forcefully the change of situation that could prevail if the CGPEC
membars ware in favour of such an increase. Indeed, their group consists of

12 countries out of which 5 are oll exporting countries and by bringing their
financial strength to that group they give a different status to the group.

At the level of all the LDCs the results are similar because when we add the
votes of tha oil exportinz countriss to thos2 of the rest of the LDCs we

raach almost 45% of the global voting power. If we keep in mind that there are
also some industrizlized countries such as the Scaandinavians thar frequently
support the LDCs we can safely say that a serious improvement has been achieved
and the Bank cbviocusly has reconsiderad the OPEC members position and adjusted
to their new circumstances.

The Covernor asked me to explain to him why the authorized capital
had to be increased and the related question of preemptive rights. He wanted
me also to elaborate on the paild-in capital in case of Increase of their
subscribed capital and the amount of money the Government would have to puk
in. After my explanations the Governor said that he fesls that doubling of
the voting power of the OPEC members would be reasonable but tripling it
necessitates further study.

— Third Window

The Governor said that he has not received aanything from the Bank
about the Third Window and he appreciated the presentation that I made on
the subject and the note on this subject will make it easy for him to study
it thoroughly later. He wished to know, however, the difference between
this new facility and the IMF oil facility. Who is going to control and
manage this new Fund, what ars the criteria of eligibility. 1 indicated to
him that all these matters and others will be dealt with in the study being
prepared by the staff of the Bank, and after discussion by the Board,detailed
proposals will be put forward for discussion during the meeting of thes
davelopment committee in June. Then I came back to the interim scheme basad
upon the voluntary contributions to the subsidy fund and reassured him that
this fund will be operated in close consultation with the contributing
covntries. The Governor wanted to know if tha United States and other
QECD countries ware going to contribute and who has been already approached.
I replied that, at this stage, I was personally concentrating my efforts on
the OPEC members wilith whom I am to maintain close liaison. So, I would not
like to speculate about the OECD members but I know that Mr., McWamara has just
initiated talks on the Third Window with those countries, I added, when you
will meet with him during your forthcoming visit to Jaddah you will be in a
better position to answer this question.
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the Covernor. I told him that the §
nzads of the wmost affected countries
lengrh about the importance and the
the Wingdom to the poor ccuntrias and th
Davelopment Fund. He touched upon jo

acilicy is ‘°d$¢y uzaiﬁnhu to nJeL the

a 2 poorer ones. Ha then spoke ab
f the assistance given so far by
role assigned to the Saudi Arabilaa
int-financing with the Bank.

Finally be indicated that, at this stage, he can say that he views
the Third Window favorably although he has still to learn more about it. In
principle, he does not "disagree with this concept”, but feals that 35 million

dollars as contribution from the Kingdom was om the hizh side.

- dorrowing orogram

I gave a copy eof the note on this subject to the Governor and made
a brief presentation. He indicated that he will take note of tha facts and
figures and there are certainly many occasions for exchange of views on the
borrowing program.

b i OATAR
olaum bhecause ha

r
ference, However, it
iad that the Coaferenca

n

I did not meet the Minister of Finance ahd Pet
had lefr for Vienna the day befors to af' nd the OPEC Con
is only after his departure that the Ministry was notif

was postponed.

In Doha, I met with Mr. AbdelKadir Al-Qadi, Director Genaral for
financial affairs of the Ministry of Finance zad Petroleum, and later, saveral
timas with Mr. Madhat Abdul Latif Mascod, Director of the Minister's Office
and Alternmate Governor of the IMF and the Bank for Qatar.

1. Meeting with Mz. Al-Qadi

I met with Mr. Abdel Kadir Al-Qadi on Saturday, February 15th at
9:30 a.m. He said that the iflnlster regretted very much to have to travel
because he was lookiug forward to this meeting and actually had cabled to
ma in Washington. I indicated to Mr. Al-Qadi the object of my mission and
made a presentation on the thres topics. I handad him tha notes and told
him that they wera clesarad by you and I would ba very grateful to him to
give them to the Minister.

- Increase in Subscribed Capiltal

Mr, Al-Qadi said that in the absence of the Minister it is difficult
to offer any offlecial opinion, However, he would like to speak on a purely
personal basis. He feesls that no matter how we look at this question it has
political implications and it is not just an increase of subscribed capital to
strengthen the position of the OPLC wembars, He does not doubt that the managa-
ment of the Bank is exploring all possibilities to promote cooperation. How—
ever, this scheme will result in payment of money to the Bank, thus it is
another way of indirect fund railsing for the Bank. The resources of Qatar are
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limited and itg income low Compared to other countries like Saudi Arabia,
Kuwailt or Iran. In spite of that, added Mr. Al Qadi, we ars helping very
imuch the developing countries by way of loans on sofe term and grants,
"Wa consider that this increase in the subscribed capital should be a part of
the overall Participation in the 11fz of the Bank and not an indirect way of
Zetting only nora monay'., I then clarified Zany points and told him that we
had iIndication from Mr, Al-Atrash, Zxecutiva Direcror for his cauntry that

the Government of Gatar would SUPPOrt an iacrease in the share capital of

OPEC countries to 15% and accepts also the order of magnitude of the
individual share of each country, My purpose is ro obtain confirmarion of the
stated intention of the Government., Ha raeplied that he did ROt remember any
correspondence to thar effect and it ig difficult for him to confirm anything
in the absence of the Minister,

- Third ¥indow

Mr. Al-Gadi stated that thay are always ready to congider Proposals
oriznted towards assistance to other countries. Howaver they have now some
serious constraints, He again indicared that he is speaking on hiw ouwn behalf
and cannot commir: the Minister who is absent. 1In the context of their policy
of assistance they certainly agree on the principle of setting up a ney
lending facility gsuch as the Third Window. He concluded that ne would have
to consult with the Minister on all these issues { increase in subseribed
capital and third wiladow), He will try to briaf hin by phone and particularly
about the figuras advanced in bhoth casas, :

2., Heeting with pir. Masood

I met wich Mr. Hadhat Abdul Latif Masood, Director of the Minister's
offica on Sunday, Fabruary 16th at 10:30 a,nm,

I essentially treatrad the same subjects with him.

= increase in subscribed capital

Mr. Masood confirmed Lo me what was indicated to you by Mr, Al-
Atrasnh, He wanted, howaver, to lnow mora about the critaria adopted to arrive
at the figure retatned for Qatar and the impact of the increage for tha UPEQ
members on the rest of the LDCs, 1 explained to him how we have proceedad at
this stage of the exarcise and mada 1t clear:that the increase in tha voting
power of OPEC members will be mada in such a way as 1t would have minimum
effect on the voting power and representation of the other devaloping countries,
This i3 our objective and it is of coursas conditional to the Outcome of further
discussions angd aegotiations to be undertaken in due course,
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~ Thirvd Window
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It was stated by Mr. Mascod thaft in principle they agrse on the
third window lending facil . Bowever, even if we are talking of an iaterin
scheme with volumtary contribution 1t would be desirable to know tha basis
&
D
D

icy
1bn
for fixing the amount of the individual contributions. It ds very important

to clarify this question cauge the yardstick of financial streagth 1is not

that clear to him. The CPEC members have different level of oil production
dlfferent reserves and specific commitments within their respective aild
programa. Moreover, he was eager to learn about tha position of Saudi Arabia
and Iran and thelr respective contributions. i sald that he did not anticipate
that 15 million dollars would be expected from (atar siunce there are 13 OPE
rewbers and a quick look at the figures has prompted him to anticipate a

lower figure. iz dozs not have anything againat the whole scheme and he hopes
that the Minister will be in a position before your arrival to Doha to form

a final opinion.

2
7
i

e then said that he does not want to miss this occasion to confess
that, although they have always beea very cooperative with the Bank, they have
not yet received any tangible assistance from the BZank. He attended the anaual
meetiang 1n hasnla zton and his delegation had discussions with the officials
of the Bank. 1Thay expsct the Bank to help them in providing technical
assis*anﬂe but so far nothing has happened. I replied that to my knowledge
the Bank has always been preparsd to a2ssist them and mainly in the field of

avalopment policy whera (atar might benefit substantially from our technical
and advisory services. I made reference to some letters that were sent to the
Mdinister of Finance and Petrolesum and particularly to a letter from
Hr. Wapenhans dated September 5th 1974. I assured him that the Management of
the Bank and the EMENA Reglon wiere very anxious to bring thelr contribution
0 the difficult task facing the country. The Bank will certainly provida
chnical assistance in those fields in which we believe we have the expertisae
required and where the reciplent country can make proper and good use of tha
halp provided. Actually, the responsible authorities in the Bank are
working hard on a program of technical assistance for the area that will take
into consideration our own possibilities and I sm sure that Qatar is nor
forgotten at all.

4
t

— Borrowing progranm

I indicated to Mr. Mascod what were our immediate praoccupations
and left with him copies of the notes including the one concerning our
borrowings. H2 affirmed that Qatar has cooperated with us in tha past and
will contirue. The Minister will have to decide on the figure mentioned in
the note. However, ha iz almost sure that it will be difficult for the Bank
to borrow 1in dollars aad thelr praxerence would be for a package of currencias
equivalent to SDRs.
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N UNITED ARAB EMIRATES

In Abu Dhabil I met several times with H.E. Mohammed tlabroush,
Minister of State for financial and industrial affairs and Dr. ilassan
Abbas Zaki, Deputy Chailrman of the Abu Dhabi Fund for Arab Lconomic
Development.

1. Meetinz with the Minisrer
i) =

I met with Minister Babroush on Tuesday, February 18th at
11:00 a.m. After my presentation of the increase in subscribed capital, the
Third Window and the borrowing program I handed the notes to him.

- increasa of subscribed capital

The Minister stated that he agrees on the principle of such an
increase. As a matter of facr he had, in the paast, the oceasion to indicate
to Mr. Cargill that the future cooparation betwesn tha Bank and Abu Dhabi
will depend on thair say ia the Bank which should reflect their present
rosition. BSo, he welcomes this initiative on the part of the Bank which he
regards as in the right direction. Agreeing on the principle implies, of
course, consultation and further discussion of tha figuras proposed for the
U.A.E. which he is not in a position to do in the absence of the Ruler who
has to decide,

~ Third Window
The Minister wanted to know the reactions of the countries I have
visited so far. He expressed his genuine interest In the Third Window
lending facility and added that he will indicate a figure once he consults
with other officials amd after the matter is brought to the attention of thes
Ruler. He added that I should bear in mind that thay ware put im a critical
Situation by all the 011 Companies who cut down the level of oil output to
some 500.000 barrels per day thus contributing to create a dangerous financilal
situation here, Nobody remembers that only two years ago their reserves were
not over 100 million dollars and they hava many commitments on two fronts:
internally, to develop their industrial basis and to promota social and
economlie development and, externally, to face the demands of their huge aid
program. le stressed the fact that they are certainly the country who gives
the largest percantage of their revenuas in dirget aid for devalopment outside
the U.A.E. He mentioned that my vigit has taken place at the right time
b2cause their demands as far as the 0il Companies ara concarned wers met -
i.e. to bring back the leval of oil production to 1,3 million barrels a day -
and this clarifles the atmosphere. The Minister added that Mr. Wittevea was
in Abu Dhabi a few days earlier and no commitments were made mainly because
of the "crisis" created by the oil companies and its financial implications.
ile concluded saying that he does not want to ask any specific quastions about
the Third Window lending facility, he will zanalyza the scheme with Dr, Zaki
but he wanted me to kaow they agree on the general idea and by the tima you
are there they will examine both the increase in subscribed capital and the
Third Window with you betausa they would have already terminated the requirad
consultations.
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- Borrowing program

The Ministar stated that they have always been predisposed to
coonperate with the bans and the past experience proves it. Ue will approach
this matter of future borrowings with a very open mind. I asked him how
should I interprat his earlier refereacs to Mr. Witteven. Should I relate

+ E0 our own preoccupations in the Bank ? He sald: 'not at all" aand
indicatad that Mr. Witteven arrived to Dhabi at the wrongz time because
the Ruler was absent and 1is still in Pakistan since the end of the yaar,
ha himself was in London and most of a hey werzs seriously comncerned by the
actituds of the 01l Companies to the ext that they had already preparad aa
emarzency plan of aetion in case of no changs in the attitude of the oil

conpanies. 1 learnt from reliable sources that in case of fallure of the
negotiations with the oll companies the Government was prepared to cut down
4ﬁvestments drastically, reduce substantially che aid program and recoansider
all the participations and contributions to international organizations.

T 1

.

2. Meeting with Dr. Zaki

On Monday February 17th at 11:15 I had a meeting with Dr. lassan
Lbas Zaki. Vice Chairmap of the Abu Dhabi Fund for Arab Economic Development.
ssed in general terms the increase in subscribed capital, tha Third

w and the borrowing program because the Minister told me that he has

n in touch with hin.
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Dr. Zaki was very saxious to establish close working relationship
{th the Bank. To that effect he feels that the Bank should help nim in
organizing and raestructuring the Fuad, He said that they are in an urgent
naed of thaining staff and recrulting competent people. He made referaence
to that effect to a discussion he had with Mr. Upper from the Bank to whom
he indicated this need for recruiting competent staff, possibly on secondment
from the Bapk.

He went on explaining to me the policy of the Fund and elaborating
on their operations in other countries. Ubviously he wants to develop with
the Bank group a program of joiat financiag of projects. He mentioned that
he had an interesting meeting with Mr. Cherif Hassan to explore the best ways
of collaboration with IFC,

I exposad to him our approach concerding joint or parallel financing
and your own frequen: statements on this gquestion and what we hava done so far.
He asked me ta send hin feasibility studies or appraisal reports on projects
in Malaysia, Pakistan, Sri Lanka, India and Bangladesh. iHe added that the
Fund is also prepared to join in projects in Africa where they have sent a
nission to explore all possibilities, I left with him a list of projects in
Asia and Africa which are in the pipeline and promisad him that I would
convey to the management all the views he has expressed. He agkad me also
to convaey to you the desire of the Covernment to create a money market in Abu
Dhabl and whether the Bank could giva help in this particular field.
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COHCLUSION

In the context of my discussions in the four countries visitad
I can state that the officials I met with have reacted on both topics -
inerease in eapital subscription and Third Window - in a very encouraging
way. Howaver, their final positions depend upon tha consultations they
have initiated on the basis of the notes I left with them reflecting the
present thinking of the management and the discussions they wish to have
with you during your forthcoming visit. ' :

With hindsight, I feel that all the officials visited had, daep
in their mind, the unity and the solidarity that should prevail among
UPEC members., From their questions and reactions one could sense easlly
that they expected all the othar OPEC membars to ba approached in order
to avoid any misinterpretation of their determination to keep their
Organization as strong and united as possible.

On the increase in subscribad capital they wanted more specific
information on the eriteria adopted to detarmine the voting power of the
OPEC members and assurancaes that such an increase will not take place at
tha expense of the other developing countries.

On the third window there was sympathetic response and support
in general. Howevar, the officials visited wished to have more details

hich will benefit from it. As stated before, there was expressiom of
opinion that the voluniary contributioms (Kuwalt: 25 million, Saudl
Arabia: 35 million, Qatar: 15 million and UAE: 20 million dollars)
sesm to be on the high side and they wisa to know more about the guiding
principles for determining the amount of individual contributioas. ore-
ovar, they hope that the OZCD members will participate and contribute

to the subsidy fund and that we should not expect OPEC members to bear

an excessive burden.

At this point, in order to avoid any possible ill-feeling or
misinterpretation of our Initiarives, we should contact as scoa as
possible those OPEC members which are not yet aware of the discussions
initiated with the four countries I visited. For the success of the scheme
they should be coavinced to endorsa the iaterim phase and contribute to the
subsidy fund even token amounts for some of ‘them. At the same time, w2
nezed to be in a position to give some kind of indication on the present
thinking of several OECD meambars to those OPEC nembers alxeady approached
and the others as well.

MiAKochman : gwh

ce: Messrs. Knapp Wappenhans
Banjenk Paijimans
Shoaib ¥1 Darwish

Stern LY Fishawy
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3,00  AMOONT INSTEAD OF SCALE OF CONTRIBUTIONS,

3407 TANE OUT AT LEASY INITIALLY wXY INVITE 7 ALTENA TIVES
FOOTAOTE TO 3.01s 1 URGE DELFTION OF PEFERENCE TD JAPAW

AND SURSTITUTE DESCRIPTION 18 SEWERAL TEEMS, ESPECIALLY I®
VIEW 8F JAPANESE WEGATIVE POSITIOS PEGARD MG THIRD wiwnov,
3,11 TAKE OUT OF COURSE IN AMEUD®ENT FVEN IF ME SalD S0,
2,17 MAKE LA®T SE4TUNCE FOOTNOTE.

3.1 AHD 3,19 EXPOSIT IOK YOULD 8 CLEARE® AND WORE 00RRFCT
IF REFERERCE TG 18 PENCENT WORE BROUGNT IN LINE WITH
FISANCIAL POLIGY PAPER ws1OH D1STINGUISHED SETWEEM BIsuy

AND LESGE RISKY BORROVERS, I8 LINF NWITH FPISARCIAL PAPER

ADDIT IONAL RESENVES SHOWLD BE 40C Y0 430 MILLION DOLLARS
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3.01 GEFERENCE YK TWIND SENTEAGE SHOULD 9§ 10 SXPYOTED
RETAINED 108D KT INCOME, PRESEAT TEXT COMITS 5ANE 16
ADD ENTINE WISDFALL TG FFTAINED GARNINGS, 1T FLIMINATES
POSIIRILITY OF IBHD CONTRIRUTION T SUASIDY FUND AS A
LAST RESORY, EXCEPY AT EXPEAEE OF IDA TRANSFER. 1T “AY
SE TAOUGN TO TALK ABOUT GHE WALF OR UNSPECIFIED PANT a¥
WISDFALL SEIRG SETAINEL AND WEDUCE PROJECTED RETAISED
EARMINGS CONRESPOND THOLY,
4,05 PROPOGE DELETION OF 14T SENTENCE PEOARBING
CURRENCY WX THIS 1§ AW UNNECESSERY COOPLICAT16W,
CSPECTALLY IN VIFY OF 4406,
4.07 ADD AFTEE VOTING RIGHTS FOR TME CONTRISUYORS 70 THE
SUBEIDY FU4D, :
TABLY 08 CALCHLATIONS, THE TABLE IS INCONSISTESRT WITH
TEXT WHICH ALLOWS FOR 10 PERCENT OF YOTAL AS PROGRAN
LOANS, SHOULD AE COMRECTED,

! EXPECT Y0 2E ZACY FOR MEETING OF POLICY REVIEW COMMITISF,

REGARDS

ADLER

e ]
4400924 InRD {1
JNTRAFRA JECEEE (Polex Nr.)



INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE .
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT COREQRATI?_N by

OFFICE MEMORANDUM

TO:  Files ‘ DATE: February 24, 1975
%
FROM: William S. Gaud “gf )
SUBJECT: Third Window == Germany

Ernie Stern and | met with Mr. Janssen this morning to
find out whether it would serve a useful purpose for me to stop
in Bonn on my impending trip to Europe. Janssen was bearish. He
says that the budget is in its third reading and that no money
will be available for the Third Window during this calendar year --
1976 being the earliest possible date. The man whom he considers
most important to brief is not in Bonn but will be here in Washing-
ton on Wednesday, February 26. Janssen will talk to him when he
is here and then let me know (through Ernie Stern) if it would be
useful for me to go to Bonn.

cc - Messrs. Cargill
Stern
Hattori

WSGaud :dbs



INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE

ASSQOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
OFFICE MEMORANDUM
TO: Files : DATE: February 24, 1975
{
FROM:  William S. Gaud || '/
SUBJECT: Third Window -- Belgium

Mr. de Groote got back to Washington today and | talked
to him about the desirability of my going to Brussels on my coming
trip to Europe. He is doubtful that this is a good time to go but
he will telephone Brussels in the morning, discuss it with the
people involved and then let my office know if it looks as though
a visit would be worthwhile. | made it clear to him that my pur-
pose is to elucidate and educate and not to get a commitment --
he having made it quite clear that he saw no chance that his Gov-
ernment is prepared to commit itself favorably either to the IMF's
oil facility or to any other new development assistance venture
at this time.

cc - Messrs. Cargill
Stern
Hattori

WSGaud:dbs
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February 24, 1975
Mr. Knapp:

Third Window

During the weekend I re-read the draft paper of February 20 which I
gather has been modified during Friday's discusslon with Mr. Mcllamara in the
following respects:

- terns of Third Window loans to be 25 years including 7 years of
grace.

- subsidy to be 47 not 4-1/2%

~ eligibility ceiling lowered to §375 p.c.

~ a performan;e criterion to be added (a la IDA)

- approval of the Board of Governors ﬂLé}\fszt. gktﬁ{fﬁﬁ’
The following additional points 0ccur‘to me : ’

a) I would drop Section 2A "Economic Background" in the interest of
shortening the paper and because the remit of the Davelopment Committee was not
to prepare a Justification of the schema, but an actual proposal. In any case,
a proper treatment of the case would reguire more extensive analysis and dis-
cussion than it recedives in thls section.

b) In substitution for the above, Section ZA might contain a brief
statement of the objectives of the Third Window which, as I understand it,
are to provide an additional flow of resocurces to the LDCs on concessionary
terms. The way in which this would bz achieved in different classes of case
ghould be mentioned: e.g. substituting for IDA in some countries, thus releasing
more very soft funds for the yveally poor; or substituting for Bank lending in
other cases, thus releasing more conventional Bank funds for the better off
countries. Lastly, the grant element of Third Window loans should be mentioned
and compared with that of Bank loans and IDA credits.

c) Given that Third Window lendinz is to be additional, the budpet
implications should be faced (see footuotz on p. 13). Can we process more
projects in FY 76 without adding to the staff? My guess is that we could do
some more without adding staff, but not & billion dollars' worth, even allow—-
ing for an increase in the Bank's share of project costs in appropriate cases.

d) On the form of contributions, some of the suggestions in the paper,
theugh ingenious, are complicated (e.g. buying back earlier Bank loans at par
and permitting the Bank to credit the interest subsidy fund with the difference
between that value and the discounted value). I would prefer, as you would,

a gimple choice between an immediate payment in cash and a payment over 2
linited period of years but with interest aceruing either at a fixed rate or

at a rate related te interest rates in the country concerned. However, I doubt
that coutvibutors who opt for the latter will agree to maintain the value of
their contributions, whether in dollars or some other standard. This form of
exchangse risk will, 1 believe, have to be borne by the borrowers. For this
reasen, I think that the term over which contributions would be paid in should



-

be fairly short and not run the full period of loans made through the Third
Window. '

e) We agreed that investment of the subsidy fund in a special bank
bond seemed inappropriate. Cne practical objection is that the Bank would
not consider issuing a .25 year bond at 8-~1/4%, the present average cost of
borrowing, at a time when Interest rates appear to be falling. But to pay
a lower rate might penalize the subsidy fund. I£, as proposed in # 4,05,
the contributions are to be converted into a mix of currencies matching as
closely as possible the currencies likely to be dishbursed, then corresponding
portions of the contributions will presurmably have to be invested in long~tern
obligations of the governments concerned. Investment in private markets would
be prudent only 1f we retained flexibility, as in the cese of the Bank's
liquid funds, and that would have the disadvantage of making it impossible to
calculate precisely the future earnings of the fund.

£) In # 4.06 (Method of Drawing) the provision for a ceiling on
the total interest subsidy payments under a particular lean is obviouely
necessary. However, I do not eece why the full amount should be used if
disbursements turned out to be slower than forecast. This would put a
premium on slow implementation of projects. Any surplus should revert to
the fund and be used for further subsidies (assuming the scheme had been put
on a permanent footing) or used to cover the contingent foreipn exchange
risk mentioned above.

Raymond J. Goodman
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. Rebart S, McMamara February 21, 1975
Willlam 5. Gaud

Third Vindow and Increasa in
Bank Capital -- South Africa

I met with Mr. Robert van 5. Smit this morning to discuss the
Third Window. He was accompanied by Hr. Al Gersteln, formerly of tha
Fund and now advising Mr., 3mit as a Consultant.

I explained ocur thinking on the Third Window at fength, and
found Hr. Smit quita sympathetic to the idea that Socuth Africa should
contribute to the Intersst subsidizatlon Fund. He is icaving for
South Africa this weekend {returning about March 15) and will recommend
to his Government that it contribute. He was not prepared to mention
a flgure, but said that, if South Africa contributed, he hoped it
would not be a token contribution. g

As far as he personally Is concerned ~- and he has not y2t dis-
cussed the Third Window at all with his Government -~ he would ask
oniy that three conditions be net. First, that Third YWindow lcans
ce made to thes poorer LDCs; second, that a substantial proportion of
the funds Y2 lent to African countrias: and, third, that the Third

iagow o2 adminlstarsd by the Sank and. not by SOt SRDATALA HTensY.
e i3 strongly 2gainst the prolifaration of aid agencias and iz con-
fident his Goverpnment shares this view.

As he was leaving, Hr. Snmit asked me to tell you that If, as
and when the Bank increases Its capital South Africa will want vary
much to take part. He says there has been a distinet change in the
attitude of the Government from the days when it was either unwilling
or reiuctant to shars in the Bank's capital increases.

cec =~ ilr. ¥napp
B, Cargill



Mr. Maseya Hattori February 21, 1975
I.P.M. Cargill

Mission to Europe: Terms of Reference

You will leave Washington on February 24, 1975 for Copenheagen
sccompanying Mr. Gaud for his exploretory meeting with representatives
of the lordic members on the Third Window. You should return on or

around February 28. During your mission, you will render Mr. Gaud any
assistance he may require.

MHattori:ed
IBRD
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BRITISH VIEWS ON THE PROPOSAL FOR
A THIRD WINDOW OF IBRD LENDING:

The main concern of the British Government 1s to maximise the flow
of resources to the poorest counﬁries.
2. No firm financial commitment can be made at this stage, but the
general attitude of the British Govermment to the Third Window idea is
positive. They would be prepared favourably to consider contributing to
the subsidy fund in advance of detailed burden-sharing arrangements being
worked out, Provided that the details of the proposed scheme are acceptable
to them, and épprupriate contributions to start the scheme on a reasonable scale
are forthcoming from other industrialised and OPEC countries, they could

consider a contribution of some $10 - $15 fillion in support of a subsidy

Bl A ol N ogasamie OINEY e VAN a1 T ey
LU O UCuweell veaeuyu dill ¢lduu HlaadUlie
2 Thna madin eglamonte which the Britieh Government wonld wish to see

in the arhema are:
(a) The subsidised lending should be concentrated On countries
with an income per head below about the IDA limit of 8375
&nd particularly on those below $200.

(b) The resources lent under the Third Window should be additiomal
to these already planned for IBRD lending.

(c) The scheme should result in an increase in the volume of IBRD
lending to the group of countries with per capita incomes below
$400. : -

(d) Lending under the Third Window should not be confined to projects,

but should also be for programme lending in appropriate cases.

If!n;--.n
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.4. If to secure maximum support for thg scheme: ;t were necessary

for some of these elements to be somewhat modified,lfor examﬁle by
making the upper limit of eligibilityISSOO per head income, the Britich
Government would not wish to rule this out, proﬁided that not more than
a small proportion of lending would go to countries with incomes per head
above $400. However it is regarded as important that the scheme provide
additional IBRD lending to countries with per head incomes below $400.

Tl The British Govermment will be interested in the question of the
voting rights in relation to the Third Window, primarily because of the
possible link with country eligibility. It might be useful to add a
population cfiterion, so that the most populous countries amongst those
eligible would become the major beneficiaries of tha echeme.

6.  The introduction of a Third Window will raise the question of tha
adequacy of the IBRD's capital earlier than would otherwise have been

1at about £500 million‘of additional callable
capital will need to be in the IBRD's hands by the end of FY 1977 if

the formal requirements of Article III, Section'3 are to be met. Comments

on this point will be welcome in due coursec.

18 February 1975.
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February 12, 1975

Mr. Knapp:

THIRD WINDOW

I very much agree with your general approach, namely to aim
for as simple and uniform a system as possible; e.g. standard terms
for Third Window loans of 30 years including 10 years of grace, and with
interest capitalized during the first five years. However, because
this would result in a large proportion of program or other quick
disbursing loans going to finance interest (amounting, according to Joe
Wood's calculations, to more than one quarter of the total loan) I would
suggest either:

(2) eliminating them completely, and confining Third Windew .
aseistance to project financing (on the ground that quick disbursing
assistance is available from other sources including the Fund and IDA),
or

(b) capitalizing interest for a shorter period, say two Years.
It might also be appropriate in the case of such loans to have a some-
what shorter term, say 25 years of repayment, including five years of
grace. :

As to your proposals for the interest subsidy fund, I agree that
most donors might prefer to pay their contributions into an account in
their own central bank rather than give us the cash, and permit us to
draw on the account to meet the interest subsidy requirements as they
accrue. However, there are two difficulties with your proposal from
their point of view, arising from the fact that the accounts would
remain open for a period of thirty years:

(a) would they be willing to undertake to pay interest on amounts
in the account at a fixed rate of 8%, which is high by historical stan-
dards? Who knows what will happen to interest rates over a period of
30 years?

(b) would they be willing to accept an exchange risk in dollars
for a period as lcng as that? I should think it unlikely that the
dollar will remain a weak currency indefinitely given the basic strength
of the U.S. economy. 1 doubt that even the German and Japanese authorities
would be willing toiet that it would. 4

On the first point, I think we would have to accept a fluctuating
interest rate linked either to the prime rate in the country concerned
or more probably to the central bank discount rate. This would have
the disadvantage, cf course, that we would not know the amount of earnings
that we could count on and therefore how much we could commit. We might
have to make a conservative calculation of earnings and put any surplus
into a reserve, portions of which could be released from time to tine
for further lending if interest rates continued higher than estimated.
Alternatively, we could mzke a less conservative calculation with the
corcllary that borrowers might get a somewhat smaller subsidy towards the
end of the repayment period. This problem would be materially diminished,
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or even eliminated, if the Third Window became a permanent institution
rather than a one time event. But in any case we would be well advised
to reserve the right, in order to protect the Bank, to adjust the rate
of subsidy, a right we might agree to exercise only during the last 10-
15 years of loan repayment. Given even a modest rate of future infla-
tion, this would not represent much of a burden on the borrower.

On the second point, I see no alternative to putting the foreign
exchange risk ultimately on the borrowers. However, we might lessen
the burden (albeit at the cost of reducing the amount available for
lending) by putting part of the earnings aside in a reserve against
exchange losses. Any shortfall in the reserve could be made up, as in
the previous example, by lowering the rate of subsidy during the later
stages of loan repayment. Any accumulation clearly surplus to a prudent
provision against losses from exchange rate changes could be released

for lending.

.'Raymond J. Goodman

cc: Mr. Wood
Mr. Gue
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MHattorl:ed

February 11, 1975

To: Mr, A. Rinnooy Kan, Executive Director
FROM: William Gaud

SUBJECT: 'Third Window: Exploratory Contacts with the Hetherlands

On the occasion of my mission to the Nordic countries that I
am meking at Mr. Mclamare's request, I feel it would be useful to make
exploratory contects with represehtatives of Her Majesty's Government,
on the possibility of Netherlands' voluntary contributions in the
subsidy fund for the Third Window. As you know we are thinking in
terms of & first year trial operation of $1,000 million of Third Window
lending with about 4% interest subsidy, made possible by an interest
subsidy fund of $200-$250 million in voluntery contributions. Operations
would atart when $100 million have been raised.

It would be apprecisted if you could give me guidance as to

which offiecials of H.M. Goevernment I should contact.

Cleared with and cc: Mr. Cargill
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TO: 1' les

DAYE /Foruary 10, 1975

o ﬁwch
FROM: Michael H. Wiehen {Jf‘\ s Jsa**jﬂi. '

cSondle i.lﬁ.u,m_..- fDA H d‘r&tlg_,
SUBJECT: South Africa |/c(‘" g ﬁr,L P - THIRD CL):HOOCJ ’

x I On Thursday, February 6, Mr, Robert van S. Smit, "Ambassador, Scuth
<::} African Principal Resident hepresentative to ithe Internarlonal uourra"} Fund
' and the Internaticnzl Bank for Reconstrvction =13 Pov. *opment", called on

Mr. Knapp.  He was accompanied by Mr. Al Gerstein, formerly Assistant

General Counsel in the Iund now retired and ddVlSlﬁg Mr. Smit, “I was. .

alco present at the meeting. ; ’

2. Mr. Smit explained that in the 260's, South Africa had considerably

reduced it aCtJ’ltJES in and contributions to the Fund and the Bank, bhut

that the overall sitvation was changing and that he had asked for this
o neeting to ovplare vith Mr, Knapp how his country cculd participate in the
(i} international aid «ffort. He referred to the dircct assistance which South

Africa is providing to a number of countries in Southern Africa (lilza

Swazilang, Lesotho and Malawi) and said that South Africa had substential

expertise to offor in a nunber of fields and would be prepared to make such

eLpL;L:=& some finance available in conjunction with the Bank.,

Ho acglad « were any reagsomns why in the wiew of tha Rank eurch

he Benk and South Africa in the provicion of financial

ance was vot feasible, Mr., Kmpb replied that the Bank
ace with any menber eountry,
inciuding South Africa. Lut added that there, of course, micht Be rccipi:ut‘
countries which might not wish Bank Group assistance to be associated with
E_’S-‘.:;.j.til-\'dllltb ,l,I,UI‘.I Loge I\'L‘.l UL".L.LC UJ, SwuLiL t..LL_lL.d

coopnvﬂLjo betwean &
and teclnical asszigts

e ) o N e e - p ey - 1 o 4
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3¢ Mr. Knapp then explained that South Africa might conrr:hutc to bhank
actiyities in three different weys: by auvgmenting the financial yesiurces
-~ of the Pank ox IDA, by co-~fivancing projects together with the Bank or IDA,
€:;’ or by providing technical services directly to recipient countries in

conjunction. with Bank projects.

4, Concerning the possibility of augmenting Bank/IDA res orees, Mr.
Knapp fizst referred tp the maintenance/increase of South Africa's capital
subscription to the Bank and to the release of the 97 portion of its sub-
-seription.)/ Secondly, ¥r. Knapp referred to the fact that South Africa had
continuously diminished its share in the contributions to IDA and suggested
that jt might consider participating in the 5th replenishment of IDA resources
(negotiations for vhich would start later this vear) but that it might also
consider molking a special contribution to IDA's resources; he referred in

this coutext to the exanple set by several Scandinavian countries. Thirdly,
e = :
1/ Since tie meeting I have learned that South Africa has full r pavticipated
; in @il ineveases of the Bank's capital. - At the time of the last increaus

ale &2 2
ank that

1
bl
i .

vwhich bacame effective in March 1971, South Africa wrote te Llw L5
ir would not subscribe to its portien, .However, South Afrncn dj
to the full amount of that increase in September 1974, South Africa
also released the full 9% portion of its entire subscription.
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Mr. KDDPP evplained the present status of considerations concerning the
YThird Window" and sugpested that South Africa might wish to contribute

to the interest subsidization fund. He asked whether it would be useful
for the Bank to approach the Goyermment of South Africa in its present
efforts to obtain support for a third window operation. Mr. Smit said
that he obvioucly was unable to say whether his Government would wish to
participate jn this facility but he felt that the Bank should indeed .

inform the Government of South Africa of the scheme under preparation.

_ B 8 B .
y Dy On the matter of co~financing, r. Smit said rlat while South
Africa’s. intercst was really going beyond the African continent, his
Government did not wish to spread its efforts too thinly and therefore
Africa (East and West) might be the best place to stawt, considering
that the expertise held by Scuth Africans was most relevant in the
African environment and would bring the quickest returns theré. Mr. Knapp
. explained the various methods of co~£1nqnclng (joint wversus parallel),
the Bank's preference for untied co-financing funds despite its willingness
A~ to accept tied funds in parallel finanmeing (cog., from Canada)- prov1dud the
L terma of the financing are concessional and the cost of the goods supplied
' is not unreasonable. Mr., Knapp also explained the Bank's rule of normally
Jusisting on interrnational cowmpetitive bidding In this context, Mr. Smit
commiented that South Africa was basically in favor of the mulLJ—lt teral
concept but would not like to see its moncy spent in countries wnich
continuously work against South African interests on the international

o scene. The practical implication of this comment was not complcetely
(7,/ clear, 2 ; i
e . _ s P 2 B
. €. Tha ra:cag" of time did not allaw a discnssion of apy details of
. co~financing. I will meet with Mr, Smit later this week to continue this
part of the ceonyersgatiori. =
i Mr. Smit concluded the meetings by suggesting that Bank staff, -at
i - all levels as a matter of routine should stopoyer in Bouth Africa when
(;,‘ © trayelling in the region so as to establish a working contact with Govern-

ment officials,

7. For the record, disburscments under Bank loans and IDA credits for
. goods and services from the Republic of Sovth Afriea through December 1974
bave been $39 million for the Bank-and $6.8 million for IDA.

cci | Messrs. Knapp 5
Cargill
lusain .
Chaufournier : .
- _ W. Clark
: : ' Please
' P Wright
‘de 1la Renaudiere
| others ) )
Xy Adlet s ' o ' ¢ %
Damry Do '
1L1_HL.0L(_‘

.- ' .

)“'L,Ln
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. L. Cerglild Februery 7, 1973
&, Burke Fusapp
fervg for Thivd Viadow lLoaus

teflecting our couversaticon vesterday on the sbove subject, I
should like to suggest for vour vonsideration the follewing pattern of
torns for Thivd Window loans, at lesst fov the Tirvst $3500 mdllion - §1
billion te be initieted ou the basis of veluntary contributions.

At least initially, and I would also say for the lomg run, I
tiink there is & great desl teo be sald for a afeplified and stendard set
of loan conditions, comparsble to IDA., We will Ve deeling with countries
that are on the vargiu of creditworthiness aod I think we can Juetify
meking the swortizatics terme welatively libersl. 1 weulé therefore
propose a standard 30-yesy loan with g 18-year period of grace te be
employed for beoth project and prograv loans.

The ioterest vate would Le ® percent, to be cepitalized in
_the lesn for the first 5 yesrs. 1 note that the awewnt of intevest to
e capitalized would be higher for prograc losms then for preject loaus
because of thelr wore rapid disbursement.

I have not yet been able ¢o get ¢ rum-out regardisg the size
of the iaterest subeidy fund which would de necessary te provide a & per-
cont subsidy under these loan conditions. Jut I do not beliews that it
would excesd 250 willien per billfon dellave of the loen in view of the
fact that the firer {ive years interest payments, belng eapitalized,
would not vequive o subsidy. I have ashed Joe Weod to meke this cou-
putation,

1 realize that further ssvings wight be wade in the swount
of subsidy reguired if ioterest werc capitelized in the loan for, say,
ten vears vether than five. But I would not went to yo so far, perticu
larly beceuwse ! thiok it would be payechologieally bad to have loane run
59 lons a® teu yesrs before the borrower had to commonce makipny sowme
payoents on the loau out of his own vesources.

Under the pattera of lean tevse propossd above, the borrowver
would male no pavwents out of his own resources for the firet five yeaxs:
in the second five yesrs he would psy intevest only at 4l pearcent: end
in the floal 20 vears he would pay off the full smount of the lean with
intwmt,nst &y pereent in equal annual inetallments of interest and prin~
edpal. 1,

e i A8 T 1 A S, il it ¢ b VA A 4 n o

1/ Aleersetively. these level pavesnte might be caleulated et an & per-
gent rate of intevest, but I think it 1 sore lopiecal to ask from the
borrower level poysents out of his ovm resources. I Teecognize that
this pattern would reguire higher interest subsidies snd have therefore
asked Joe Woed to mske alternative ealculations on this pelnt.

ce:  Messts. Nclswara, Adler/Vood, Stern, Coodman

( napp :va



JBKn

Mr. I.P.M., Cargill February 7, 1975

J. Burke Knapp

Interest Subsidy Fund for Third Window Loans

Reflecting our conversation gesterday, I should like to offer
the following suggestions on the above subject for consideratiom.

Firstly, I would suggest that each country contributing to the
interest subsidy fund make the corresponding payment into an account in
its central bank to be held in the name of the World Bamk, with provision
for that account to bear interest at a standard rate (say, 8 percent)
which would accumulate in the account. The Bank would draw upon this
account, pro rata with the similar accounts provided by other donors, to
meet interest subsidy requirements as they accrue. Under this system the
donor country would not have to transfer any funds across its balance of
payments until the actual need for interest subsidies arose. Fixing the
interest at 8 percent would define for the Bank the amount of interest
subsidy funds at its disposal,

There remains, of course, the question of exchange risk. The
Bank will be financing Third Window loans out of its borrowings and other
resources, and (in the absence of some special measures) the currencies
in which these loans are to be serviced could not be determined in advance.
In any case the pattern would no doubt be quite different fromtthe pattern
of currencies of the countries which are donating to the interest subsidy
fund.

One way to recomcile this disparity would be to ask the donor
countries to take the full exchange risk, for example, to make payments
into their interest subsidy accounts in their own currencies and then to
maintain the value of these accounts in terms of the currencies eventually
required by Bhe Bank for interest subsidies. I think such a scheme would
be technically possible but I do not pursue it because I do not think it
would be a reasonable thing to ask from the donor countries.

A great simplification would be possible 1f, at least in the
case of the initial $500 milliom - $1 billion scheme, the Bank's Third
Window loans were extended entirely in dollars. 1 assume that, at least
§or this initial scheme, the Bank could safely count on having enough
dollars to finance the loans. This would mean that our finaneing of
loans in "unpopular” currencies like the Deutsche Mark would have to be
concentrated on the Bank's ordinary loans; but it could be argued that
just those countries at the margin of creditworthiness which would be
receiving Third Window loans might reasonably be given the "preferential
treatment" of receiving loans in dollars.

In this case the interest subsidy accounts with the central
banks of donor countries could either be denominated in dollars or
denominated in local currency with a maintenance of value provision running
in terms of dollars.

cc: Messrs. Mcllamara

/ Adler/Wood
/é Goodman
ppiism
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OFFICE MEMORANDUM % o

Mr. J. Burke Knapp DATE: February 7, 19 ?5
f
Joe wOodE:%' & B

Terms for Third Window loans

L As requested, we’have calculated the subsidy fund required
to finance $1 billion of lokins with an interest rate of 4.5%, a grace
period of 10 years and a final maturity of 30 years. In each case, all
interest during the first five years has been capitalized and added

to the loan. The results may be summarized as fcllows:

Subsidy Fund Requirements
($ million)

Project lending Program Iending

Repayments :

Ievel for Borrower . 231.5 240, 7
ILevel for IBRD 28247 231.6
26 The small difference between project lending (which corres-

ponds to the Bank-wide average disbursement rate) and program lending
(which disburseg in two years) is due to the fact that a part of
project loans remain undisbursed even after the fifth year. The more
important difference, however, is that $1000 million of project

lending includes $123 million for capitalization of interest l/ where-
as $1000 million of program lending includes $270 million for capitali-
zation of interest. The cost of subsidizing #1000 million of cormit-
ments for items other than interest is $263.8 million for project
lending (level payments to IBED) and $381 million for program lending.

1/ This may be slightly underutatcd because we have
assumed interest to be capitalized only once a
year and at the end of the year. -

-

u///

cc: Messrs. McNamara, Cargill, Stern & Goodman

JWood:nb



Mr, William Gaud

February 5, 1975
M. Hattori, Office of V.P., Finance

Third Window: Your Mission to M-'

X Mr. Cargill is aware of Mr. Sigurdsson's telex to his electors,
but doesn't think that the last paragraph binds the Bank in any way. On
the other hand I had the impression that Mr. Cargill is thinking along
the lines of a trust fund rather than an Account with the Bank,

2. The Dutch have made no indieation of the amount they would
be willing to contribute voluntarily.

3. The exploratory mission to the Nordic countries was
suggested by the Duteh in view of their prestige in Puropean cirecles
on matter of aid.

k. Mr. Cargill sees no objection for the mission including the

Netherlands, but in that case, Mr. P.C. Witte, ED for the NHetherlands
should be consulted.

MHattori:ed
IBRD

ee: Mr, I.P.M. Cargill
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TO:  Mr. William Gaud | _— DATE: February 5, 1975
FROM: M. Hattori, Off#ee of V.P., Finance
SUBJECT: Third Window: Your Mission to Europe
1 Mr. Cargill is aware of Mr. Sigurdsson's telex to his electors,

but doesn't think that the last paragraph binds the Bank in any way. On
the other hand I had the impression that Mr. Cargill is thinking along
the lines of a trust fund rather than an Account with the Bank.

2, The Dutch have made no indication of the amount they would
be willing to contribute voluntarily.

F The exploratory mission to the Nordic countries was
suggested by the Dutch in view of their prestige in European circles
on matter of aid.

I, Mr. Cargill sees no objection for the mission including the
Netherlands, but in that case, Mr. P.C. Witte, ED for the Netherlands
should be consulted.

MHattori:ed
IBRD

ce: Mr. I.P.M. Cargill



FNTERNATIONAL DEVELOIMENT | INTERNATIONAL BANK FOR | INTERMATIONAL FINANGE
ASSOCTAT( QN | RECONSTRUCTION AND DEVELOPMENT DHAT LON N

AT LON

OFFICE MEMORANDUM | ™7

T0O: See Distribution Below
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j pATE: February U, 1975

. N _:_";;"7'-"7\_; e
FROM: M, Hattori, Office of V.P., Finghce

SUBJECT: Third Window: Meeting of VWorking Group -

You are invited to a meeting of the Third Window Working Group
at 15:00 in my office (E-1231) Thursday, February 6, 1975. The objective
of the meeting will be to identify the issues that will have to be settled
prior to Mr. Gaud's mission to the Nordic countries (probably in the
second helf of February), and to organize work for the production of
position pazpers on those subjects. Mr. Gaud will attend the meetling.

HMATTORT :ed
IBRD

Distribution: Mr. Douglas Fontein,
Mr. Richard Dosik (o.r.),
Mr., Andre Gue,
Mr. Frank Vibert,
Mr. Joe Wood,
M, Faul Applegaruil

il 1’4 Manre Cahriell
AR P G 5t 6 AT B B AL S =L

Mr. Eugene Rotberg

ce: Messrs. Cargill, CGaud, Xnapp, Broches,
Nurick, Hag, Adler, Stern



Some Issues
i Legal status of the subsidy fund -

Do members agree that the subsidy fund should be set up as an
account in the Bank, at least for the interim period?

Should the account be in the nature of a trust fund with
identification on the assets side, or should it be a general liability
of the Bank? The answer has bearing on:

~ the fund's administrative set-up;
— the investments of the fund;

~ the earnings of the fund and the
extent of subsidization.

2. Size of the subsidy fund and of Third Window lending -

Mr. Kochman's brief mentions a subsidy fund of 200-250 million
dollars permitting a 4% interest subsidy on 1,000 million dollars Third
Window lending for the first year, with operations sterting when 100
miilion dolliars have Lecome available for the subsidy Tund. How yealls
are the January 26, 1975 PP&R target figures for individual countries?

»1C

3. Assuming that the subsidy fund is to be sel up as an sccounkb

nt lanct Ffor +tha intardm nearind  hawr de dte dnename to he oa’lenlated and

credited? Prorata on gross or net income? Quarterly?

L. In view of the urgency of the problem, arrangements must be
made for the gquick making of the third window loans. What arrangements
do the operaticnal departments have in mind? Third window lending are te
be additional to the normal Bank lending.

i Who should be the borrowers of Third Window lending? The
poorer countries would then benefit through larger IDA allocations made
possible by the relesse of IDA resources previously allocated to Third
Window borrowers. What arrangements should be made to avoid hardening
the terms for those countries?

G+ Shoild Third Window lending be the same as ordinary Bank lending
except for the interest rate, or should additional concessionary terms be
added (longer maturities, longer grace periods, etec.)?

i Could Mr. Wood prepare o number of likely scenarics and the
impact on the subsidy fund as well as the Bank's earning position?

~ different rates of lending
~ different mixes of project and program lending
- lengthening of maturities and grace periods.



= 18 e

8. Reconciliation of the Third Window impact on the Bank's
financial position and the objectives announced in the Financial
Policies Paper.

a. In what currencies should the donors make contributions?

In what currency should the subsidy be paid? What arrangements should
be made for exchange rate fluctuation?

MHattori:ed
TERD

January 4, 1975



See Distribution Below Pebruary L, 1975
M. Hattori, Offéce of V.P., Finance

Third Window: Meeting of Working Group

You are invited to a meeting of the Third Window Working Croup
at 15:00 in my office (E-1231) Thursday, February 6, 1975. The ohjective
of the meeting will be to identify the issues that will have to be settled
prior to Mr., Gaud's mission to the Nordic countries (probably in the
second half of February), and to organize work for the production of
position papers on those subjects. Mr. Gaud will attend the meeting.

HMATTORI:ed
IBRD

Distribution: Mr. Douglas Fontein,
Mr. Richard Desik (o.r.),
Mr. Andre Gue,
Mr. Frank Vibert,
Mr. Joe Wood,
Mr. Paul Applegarth
Mr. K. Georg Cabriel,
Mr. Eugene Rotberg

ee: Messrs. Cargill, Gaud, Knapp, Broches,
Nurick, Hagq, Adler, Stern



Some Issues
p 1 Legal status of the subsidy fund -~

Do members agree that the subsidy fund should be set up as an
account in the Bank, at least for the interim period?

Should the account be in the nature of a trust fund with
identification on the assets side, or should it be a general liability
of the Bank? The answver has bearing on:

- the fund's sdministrative set-up;
- the investments of the fund;

- the earnings of the fund and the
extent of subsidization.

2. B8ize of the subsidy fund and of Third Window lending -

Mr. Kochman's brief mentions a subsidy fund of 200-250 million
dollars permitting a 4% interest subsidy on 1,000 million doldars Third
Window lending for the first year, with operations starting when 100
million dolhars have become available for the subsidy fund. How realistie
are the January 26, 1975 PP&R target figures for individual countries?

3. Assuming that the subsidy fund is to belset up as an account
at leest for the interim period, bow is its income to be ecalculated and
credited? Prorata on gross or net income? Quarterly?

k., In view of the urgency of the problem, arransements must be
made for the quick making of the third vindow loans. What arrangements
do the operational departments have in mind? Third window lending are to
be additional to the normal Bank lending.

5. Who should be the borrowers of Third Window lending® The
poorer countries would then benefit through larger IDA allocations made
possible by the release of IDA resources previously allocated to Third
Window borrowers. VWhat arrangements should be made to aveid hardening
the terms for those countries?

é. Shoflld Third Window lending be the same as ordinary Bank lending
except for the interest rate, or should addftional concessionary terms be
added (longer maturities, longer grace periods, etc.)?

Te Could Mr. Wood prepare a number of likely scenarios and the
impact on the subsidy fund as well as the Bank's earning position?

- different rates of lending
- different mixes of project and program lending
- lengthening of maturities and grace perlods.
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8. Reconciliation of the Third Window impact on the Bank's
financial position and the objectives announced in the Finaneisl
Polieies Paper.

9. In vhat currencies should the donors make contributions?
In vhat currency should the subsidy be paid? What arrangements shokld
be made for exchange rate fluctuation?

MHattori:ed
IERD

January L4, 1975
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EXCEPRTS FRCM DRAFT SUMMARY OF

MR. KOCHMAN'S BRIEFING MEETING

The notes to be left with Kuwait, Saudi Arabia, Abu Dhabi and
Qater state the contribution to the interest subsidy fund
which the Bank would hope to obtain from each of them. The overall
objective should be an interest subsidy fund of $200-$250 million,
sufficient to support additional lending of about $1 billion at an interest
rate of 4.5%.

Some concern was expressed that, in emphasizing the beneficial
impact of Third Window lending on the porrest develcing o~ Firies, we
could be misleading OPEC countries into thinking that Third window loans
would be committed to countries such as Bangladesh, which lack the credit-
worthiness needed to qualify for Bank loans even on Third Window terus.

It was agreed that countries like Bangladesh would only benefit indirectly,
through the "ripple effect" of IDA funds reallcecated from those countries
which could tzke on additional Bank lending at intermediate terms.
Nevertheless, Mr. McNamara thought it would only confuse OPEC officials

to go into such matters at this stage. In any event, the principal

thrust of a Third Window should be to help "mainly" the poorest ccuntries
or else it wouid nol be worth ithe eflort rvequired to estatlich a Third
Window.

On the guestion of how the allocation of interest subsidy funds
would be controlled, it was agreed that the Bank should seek to manage
the fund through informal consultation with the contributors, as had been
done in the case of IDA. The OPEC countries may insist c¢n stricter
control being exercised by contributors, but Mr. McNamara felt sure that
that desire - which could ultimately lead to some form of two-stage
approvel procedure - would not cause insuperable difficultires.

Three other questions which were raised were treated in a
separate "question and answer" note.

’;/ #_f’ v



Messrs., K.G. Gabriel and E. Rotberpg February L, 197%
M. Hattori, Office of V.F,, Finance
Third Wi forki

Although you are not represented on the subject working group,

I am sending you copies of the group's papers as I think you should be
kept informed.

MHattori:ed
IBRD



See Below February L4, 1975
M. Hattori, Office of V,P., Finance

Working Group on the Third Window

With Mr. McNemara's approval, Mr, Cargill has requested Mr, Gaud
to visit a number of potential donor countries for exploratory contacts
for voluntary contributions to the Third Window. He has decided to set up
a Working Group composed of you and myself to:

- provide adequate briefing for Mr. Gaud, and to
accelerate work on the immediate issues that need
to be resolved prior to his visits; and

- assure that the discussion paper to be presented
to the Board reflect the collective techniecal
excellence of the Bank staff.

Attached for your information are:

(1) Excerpts from Mr. McNamara's statement at the
Executive Board meeting of January 28, 1975;

(2) Mr. Kochmen's briefing papers on the Third Window;
(3) Mr. Fontein's memo of{January 30, 1975;

(4) Pxeerpts from Press Communique of the Development
Comnmittee of January 17, 1975; and

(5) Mr. Wood's memo of January 30, 1975.

(6) Mr. Fontein's memo of January 28, 1975.

MHattori:ed
IERD

Distribution: Mr. Douglas Fontein,
Mr. Richard Dosik, (o.r.)
Mr. Andre Cue,
Mr. Frank Vibert,
Mr. Joseph Wood,
Mr. Paul Applegarth

Cleared with and ce: Messrs. Cargill and Gaud

cc: Messrs. Knapp, Broches, Nurick, Haqg, Adler, Stern



EXCEPRTS FROM MR, MCHAMARA'S STATEMENT AT THE

EXECUTIVE BOARD MEETING OF JANUARY 28, 1975

As 1 mentioned during the discussions of the financial poliey
paper last week, we have already started work on a discussion paper on
the Third Window and we would expect to bring that to you in about sixty
days. The paper will discuss a number of the issues relating to the
financial aspects of the Third Window including such items as the type
and term of lending, and the criteria of country eligibility.

S8ince this will be a new mechanism and depend on contributions
from new donors, the result of the Board discussion, some 60 to 70 days
from now, would be guidance to the Bank mansgmment on the basis of which
negotiations with prospective donors might take place.

In following the Board discussion I would propose to undertake
those negotiations after some preliminary discussions I have already
initiated. And I would then expect to report back to you upon the
prospects for the establishment of the subsidies fund in time to permit
you to review a redraft of the Third Window paper early in May, after

which we would propose to send it to the Development Committee for its
consideration early in June.



EXCEPRTS FROM DRAFT SUMMARY OF

MR. KOCHMAN'S BRIEFING MERTTNG

The notes to be left with Kuwait, Saudi Arebia, Abu Dhabi and
Qater etate the comtribution to the interest subsidy fund
which the Bank would hope to obtain from each of them. The overall
$bjective should be an interest subsidy fund of $200-$250 millionm,
sufficient to support additional lending of about £1 billion st an interest
rate of L,5%.

Some concern was expressed that, in emphagizing the benefiecial
impact of Third Window lending on the poorest developing countries, we
could be migleading OPEC countries into thinking that Third Window loans
would be committed to countries such as Bangladesh, whieh lack the eredit-
vorthiness needed to qualify for Bank loans even on Third Window terms.

It was agreed that countries like Bangladesh would only benefit indirectly,
through the "ripple effect” of IDA funds reallocated from those countries
which could take on additional Bank lending at intermediate terms.
Hevertheless, Mr. Nclamara thought it would only confuse OPEC officials

to go into such matters at this stage. In any event, the prineipal

thrust of a Third Window should be to help "mainly" the poorest countries
or else it would not be worth the effort required to establish a Third
Window.

On the question of how the allocation of interest subsidy funds
would be controlled, it was agreed that the Bank should seek to manage
the Pund through informal consultation with the contributors, as had been
done in the case of IDA, The OPEC countries may insist on stricter
control being exercised by comtridutors, but Mr, McHamara felt sure that
that desire -~ which could ultimately lead to some form of two-stage
approval procedure ~ would not cause insuperable difficultires.

Theee other questions which were raised were treated in a
separate "question and answer” note.



EXCEPRTS FROM PRESS COMMUNIQUE OF THE

DEVELOPMENT COMMITTEE OF JANUARY 17, 1975®

The Committee invited the Executive Board of the Bank to under-
thke an immediate study of the concept of "third window" lending by the
Bank on terms intermediate between those of the Bank's regular loans and
those of IDA's concessional credits. The Committee welcomed the willing-

ness expressed by some members to support and to provide finaneial
resources for such a facllity.




;ﬁﬂffw INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
Wonis BANK INTERNATIONAL DEVELOPMENT ASSOCIATION
\:; ‘j WASHINGTON,D.C, 20433 U.S.A.
o .
OFFICE OF THE PRESIDENT February 1, 1975

Third Window

The "Third Window" refers to a new lending facility, which would
provide capital to the developing countries on terms intermediate between
those now charged by the IBRD and IDA. The Bank would borrow the necessary
capital funds and an interest subsidy fund would be established which would
be sufficient together with the earnings thereon to reduce the interest rate
to borrowers over the life of the loans from 8%% to 4%-4%%Z. The proposal
now under consideration would involve additiondl lending in the first year
of $1 billion, committed over a one year period and benefitting mainly the
poorest and most seriously affected developing countries.

The reason for considering the creation of a Third Window at this
time is the desperate situation faced by many of the Bank's borrowers,
especially the poorest among them. Uniess a way can be found to provide
additional resources to these countries, whose population includes more than
a billion people, they face the prospect of negligible or even negatcive real
growth in their per capita incomes for the remainder of this decade. It
would be desirable if the extra resources could be supplied on IDA-type terms.
But it seems very unlikely that a sufficient volume of highly concessional
assistance will be forthcoming in the near future. Hence the concept of a
Third Window has attracted attention as an interim measure.

The Third Window was discussed by the Developmernt Committee on
January 17th this year. At that meeting, the OPEC representative stated:

" ... some of the countries I represent have already agreed
to make a meaningful contribution (to a Third Window in the
form of a contribution to the) interest subsidy which will
naturally be required in the form of grants."

As a result of this strong expression of interest by several of the OPEC
countries, the Third Window proposal was widely endorsed by the other
Ministers present and referred to the Board of the World Bank for study and
for presentation of a preposal by the Bank within 90 days to the Development
Committee for consideration at its next meeting in June.

Clearly, however, a multilateral negotiation of the kind which
would be required to bring this scheme intc being would take a very long
time since, although the concept itself is quite simple, there will be much
discussion and negotiation about particular points. Accordingly, as an
interim measure the Dutch have suggested that the scheme be etarted om the
basis of veoluntary contributiens to the subsidy fund. The Dutch preposal



has the support of the Bank management because in view of the urgency of
the need of the poorer countries at the present time, it wishes to take
advantage of this initiative without delay. The Bank is now engaged in
approaching all countries which may be in a position to make such voluntary
contributions.

The management would hope to obtain the subsidy fund for the first
year by voluntary contributions of between $100 million and $150 milliom
from 4 or 5 OPEC countries, including approximately $25 million from Kuwait,
and approximately $100 million from 4 or 5 OECD nations. In additionm, it
will be necessary for the Bank not only to borrow the funds required to
cover Third Window loans but also in due course to obtain additional
capital or reserves in amounts adequate to protect it against the risk of
Third Window loans.

It is the view of the Bank's management that an interim scheme
would be worthwhile, starting as early as possible in FY76 as soon as
contributions totalling at least $100 million (sufficient to support $500
million of Third Window commitments) are available., This would have the
advantage of giving us experience with the scheme and would provide time
to complete discussions with other potential contributors. Accordingly
the Bank is now attempting to get support for this scheme on the simplest
possible understanding that it will be operated in consultation with the
contributing countries pending the formal resolution of the many questions
regarding organization and cperations which must be settled before a Third
Window can be established on a permanent basis,

It would be much appreciated if your Governmment could consider
participation in the proposed Third Window through a contribution to the
interest subsidy fund. Mr. Shoaib and Mr. McNamara are looking forward to
discussing this matter on their forthcoming visits and will hope to learn
at that time what the pesition of your Government may be.
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has the support of the Bank management because in view of the urgency of
the need of the poorer countries at the present time, it wishes to take
advantage of this initiative without delay. The Bank is now engaged in
approaching all countries which may be in a position to make such volun-
tary contributions. i

The management would hope to obtain the subsidy fund for the
first year by voluntary contributions of between $100 million and $150
million from 4 or 5 OPEC countries, inecluding approximately $35 million
from Saudi Arabia, and approximately $100 million from 4 or 5 OECD
nations. In addition, it will be necessary for the Bank not only to
borrow the funds required to cover Third Window loans but also in due
course to obtain additional capital or reserves in amounts adequate to
protect it against the risk of Third Window loans.

It is the view of the Bank's management that an interim scheme
would be worthwhile, starting as early as possible in FY76 as soon as con-
tributions totalling at least $100 million (sufficient to support $500
million of Third Window commitments) are available. This would have the
advantage of giving us experience with the scheme and would provide time
to complete discussions with other potential contributors. Accordingly
the Bank is now attempting to get support for this scheme on the simplest
possible understanding that it will be operated in consultation with the
contributing countries pending the formal resolution of the many questions
regarding organization and operations which must be settled before the Third
Window can be established on a permanent basis,.

It would be much appreciated if your Government could consider
participation in the proposed Third Window through a contribution to the
interest subsidy fund. Mr. Shoaib and Mr. McNamara are loocking forward
to discussing this matter on their forthcoming visits and will hope to
learn at that time what the position of your Government may be.
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has the support of the Bank management because in view of the urgency of
the need of the poorer countries at the present time, it wishes to take
"advantage of this initiative without delay. The Bank is now engaged in
approaching all countries which may be in a position to make such volun-
tary contributions.

The management would hope to obtain the subsidy fund for the

first yvear by voluntary contributions of between $100 million and $150
million from 4 to 5 OPEC countries, including approximately $15 million
from Qatar, and approximately $100 million from 4 or 5 OECD nations.
In addition, it will be necessary for the Bank not only to borrow the
funds required to cover Third Window loans but also in due course to
obtain additional capital or reserves in amounts adequate to protect
it against the risk of Third Window loans.

It is the view of the Bank's management that an interim scheme
would be worthwhile, starting as early as possible in FY76 as soon as con-
tributions totalling at least $100 million (sufficient to support $500
million of Third Window commitments) are available. This would have the
advantage of giving us experience with the scheme and would provide time
to complete discussions with other potential contributors. Accordingly
the Bank is now attempting to get support for this scheme on the simplest
possible understanding that it will be operated in consultation with the
contributing countries pending the formal resoluticn of the many questions
regarding organization and operations which must be settled before the Third
Window can be established on a permanent basis.

It would be much appreciated if your Government could consider
participation in the proposed Third Window through a contribution to the
interest subsidy fund. Mr. Shoaib and Mr. McNamara are looking forward
to discussing this matter on their forthcoming visits and will hope to
learn at that time what the position of yecur Government may be.
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has the support of the Bank management because in view of the urgency of
the need of the poorer countries at the present time, it wishes to take
advantage of this initiative without delay. The Bank is now engaged in
approaching all countries which may be in a position to make such wolun-
tary contributiomns.

The management would hope to obtain the subsidy fund for the
first year by voluntary contributions of between $100 million and $150
million from 4 or 5 OPEC countries, including approximately $20 milliomn
from the United Arab Emirates, and approximately $100 million from 4 or
5 OECD nations. In addition, it will be necessary for the Bank not only
to borrow the funds required to cover Third Window loans but alsc in due
course to obtain additiomal capital or reserves in amounts adequate to
‘protect it against the risk of Third Window loanms.

It is the view of the Bank's management that an interim scheme
would be worthwhile, starting as early as possible in FY76 as soon as con-
tributions totalling at least $100 million (sufficient to support $500
million of Third Window commitments) are available. This would have the
advantage of giving us experience with the scheme and would provide time
to complete discussions with other potential contributors. Accordingly
the Bank is now attempting to get support for this scheme on the simplest
possible understanding that it will be operated in consultation with the
contributing countries pending the formal resolution of the many questions
regarding organization and operations which must be settled before a Third
Window can be established on a permanent basis.

It would be much appreciated if your Government could consider
participation in the proposed Third Window through a contribution to the
interest subsidy fund. Mr. Shoaib and Mr. McNamara are looking forward
to discussing this matter on their forthcoming visits and will hope to
learn at that time what the position of your Government may be.
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THIRD WINDOW; QUESTIONS AND ANSWERS

Question 1 The figures cited for possible contributions to the interest
subsidy fund show OPEC giving more than OECD countries. Is
this the Bank's idea of a fair sharing of the burden of
concessional assistance?

Answer: No. The contributions cited are illustrative estimates of
what may be obtainable quickly and on a voluntary basis. In
view of the urgency of the need, and the capacity of the
OPEC countries to respond without the lengthy delay which
legislative procedures may require in some of the OECD
countries, it has been assumed that 50% (or perhaps even
ore) of the initial voluntary contributions will come
from OPEC countries. This proportion bears no relation to
the shares which may later emerge in a negotiated burden-
sharing agreement.

Question 2 Will the Bank Croup contribute to the interest subsidy fund?
If not, why not?

Answer: At present, no Bank contribution to the interest subsidy
fund is proposed. But the Bank will be supporting the
Third Window in other important ways. First, it will Lorrow
the additional sums needed to cover disbursements under
Third Window loans. Second, it will be carrying the risk
of Third Window loans, which like all other Bank lecans
would represent a potential claim on its capital and
reserves. '

Question 3 Can you tell us what other countries have pledged to the
interest supsidy fund?

Answer: It is too early to answer this question. Mr, McNamara has
only just initiated talks on the subject with CFEC and CECD
countries. He may be in a better position to amswer this
question on his forthcoming visit.

February 1, 1975



INTERNATIONAL DEVELOPMZNT I INTERNATIONAL BANK FOR 1 INTERNATIONAL FINANCE
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OFHCE MEMORANDUM JHine hARL
-TO: Mr. I. P. M. Cargill ' Y DATE: January 30, 1975

through Mr. John H. Adler, Director, P & B
FROM:  Joe Wood, P & B ZD(

-

SUBJECT: Third Window Tssues

.
-

g Please find attached three notes prepared by members of the
Working Party on the Third Window. They are designed to focus attention
on certain critical issues in advance of Mr. Xochman's departure. Ve
have also prepared in draft 2 one page "fact sheet" on the Third Window
which might be suitable for Mr. Kochman to leave sith, relavant government
officials he meets. . ol R

2. «  We have assumed that Mr. Kochman is likely to encounter two
key questions on his trip: :

(a) What does the Bank expect from us in support of the
, Third Window? and "

(b) How is the Third Window to be organized and contrclled?
The first two of the attached notes are addressed to the subject of
contributions. Frank Vibert has prepared illustrative distributions of

- the contributions we might reasonably hope to cobtain 1rom parvicutar
countries. (me sebl of counbry contribubtions represents our minimum

E “target in that it presupposes a $200 million total subsidy fund, of which

“ = , "the Bank would put up $50 million. The other set assumes a. $250 million

fund with no Bank contribution. The distribution by country is essentially

a matter of political judgment which Frank can explain orally, though no

one should harbor any illusions that these numbers are more than educated

guesses at this point.

3. The note on the terms of Third Window loans tries to indicate
what type of lending we can afford with subsidy funds of $200 miilion
and $250 million. While the difference in size of subsidy fund is not
very large, consideration of the altemative tems possible at the two
levels brings cut some important issues. Most important, perhaps, is
the degree of emphasis (if any) to be given to program lending. A3
exXplained in the note, this issue is very much related to the basic
rationale we adopt for “selling!" a Third Window proposal to contributors.

L. The subject of organization and control is discussed in
Doug Fontein's note. In the "fact sheet" we have tentatively de-
scribed the administrative arrancements as providing for policy guid-
ance to be given through a process of informal consultation with con-

tributing countries. An easy way to describe this to OPEC countries

g
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would be to say that it conforms to the practice followed in the
case of IDA. I have no doubt that this form of administrative ar-
rangement would be most attractive from the Bank's point of view,
though I wonder whether it will be acceptable to potential OPEC
contributors. Perhaps, if this subject is raised, Mr. Kochman
could try to £ind out what elements of control the potential con-
tributors would régard as essential to their participation (e.g.,
criteria for eligibility; a specific list of eligible countries;
iocan by loan approval, etc.).

5. The other items mentioned on the "fact sheet" are, I
think, self-explanatory. On many of the points we are intention-
ally vague. During the course of the next week, we hope to have
a first rough draft of seversl sections .of the Poard jnemciandum.
With that draft as a background, there are several - qrustions,
both general and specific, on which we shall be seeking guidance.

Attachments - ; a® g ot

ce: Messrs. rontein
VHibhart
Applegarth
-4 : Taylor-
*  Hattori
Rotberg
Gabriel

JWood/erc ' ] .

&



Third Window Proposal: Principal Features

Scale:

Duration:

Recipient Countries:

g

- Financing Arrancements

‘ Cost-Sharing:

Additional lending of up to $1 billion at a
-rate of interest of 4.5 percent is envisaged.

_Ohe year, initially.

Those poorer developing countries (with per
capita income less than $500 per annum) which
can afford additional debt on Third Window
terms. The very poorest countries would also

j benefit through some re-allocation of IDA

credlts.

:'.A aubsidy fund of. 220N — ¢9¢” million would be

sought. Actual iv.us ...u:d i extended by

IBRD, which would borrow the necessary additional
funds, thereby increasing its FY7L-78 torrowing
program from $16.2 billion to approximately

$17 billion.

Contributions for first year would te on a
voluntary basis, not as part of & burdsn-
sharing agr;,ment. Target for contritutions
from CPEC countries is 3100 - #1850 millicn,
IBRD will contribute 257 of total up to maximum
of $50 million. Contributions conld take the
form of grants, low interest loans or waiver of
interest on exasting loans to the LHRD.

By resolution of its Board of Governors, the IBRD
would agree to manage the interest subsidy fund
for contributing countries.

Administrative Arrangements: Policy guidance for operations of the

Effective Date: | .

L7

subsidy fund would be obtained through regular
informal consultation Vlth contributing
countrles.

The Third Window would become effective once
contributions to the subsidy fund reach $100
million.



"Iran
Venezuelsa
Saudi Arabia

Total
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TO:

FROM:

SIUBJECT:

INTERNATIONAL DEVELOPMENT |

. Mr. Joe Wood, ® & B

'lI

INTERNATIONAL FINANCE

INTERNATIONAL BANK FCR I
CORPORATION

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

DATE: January 30, 1975

T
Paul V. Applegarth, P & B KZ/A o]

Size of a Third Window Subsidy Fund

There are widely different expectations regarding the sort of
lending which should take place through a Third Window. The purpose of
this note is to indicate what terms and types of lending (i.e. project
or program loans) can be financed with subsidy funds of $200 million
(or 20% of the amount committed) and $2050 million (25%). I have not ‘
looked into subsidy funds costing a greater percentage of the amounts
committed because they would appear to offer insufficient.leverage to be
attractive to potential contributors. 3

A." $200 million Fund (204 of amount committed)

2. If Third Window loans are to have an interest subsidy of L%,
then it would not be possible to subsidize & large volume of program
lending on reasonable temms. As the graph helow shows, a subsidy rate
of 209 would require that a program loan pave a final maturity of at
most 15 years (with no grace period). With a 3 year grace period the
final maturity is reduced to about 13 years. A small proportion of
program lending, say 10% of the funds committed, could still be accom-
modated. but only at the expense of harder terms on the project lending
which would constitute the bulk of the loars.

- MAXTMUM PERMISSIABLE LOAN TERMS
AT VARIOUS COST CETLINGS

e

1.\ PROGEAM \. -
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3. - In project lending, a variety of temms are consistent with
the 20% subsidy rate. At one extreme, we could extend the grace
period to, say, 7 years with a final maturity of about 20 years.
Alternatively, we could keep the grace period to 3 years, thereby
permitting a final maturlty of hetween 22 and 23 years.

P There arg two pnlntq o be made in favor of extending the
grace periods. First, as Messrs. Stern and Chenery have argued,
delaying amortization payments will assist borrowers in the short-term,
giving them more time to adjust te the recent changes in the economic
environment. Another way of m=kdirng the same point is to note that
because borrowers' current needs for fimds are great, the discount
rate they would fise to determine the prwgent value of future subsidy
payments is -almest certainly higher tham the return which wouidd be
earned through investment of the subsidy fund's assets. Tnusy con-
centrating the interest subsidy paymerts in the early years of a loan
would increase the present value of benefits to borrowers without
increasing the proportion of the interest subsidy fund which is needed
to subsidize the loan. This argument can in theory be extended to
justify a variable interest subsidy, with a higher rate of subsidy
applying in the early years of the loan. For example, a subsidy
agreement could provide for full payment of inlterest during the four
year grace period of a 20 year Loan as long as the interest subsidy

S b T, T (i . 41 - el o 3 T 2
Were only 205 durdng the cmortimmtion poxied: However, in the interoegt

of keeping our initial proposal as simpie as possible, it would probably
be better to opt for 2 longsr graces pewiod and z aonstant dagres of
interest subsidy. :

5 Iengthening maturities alse has appeal. It could serve to
further differentiate Third Window loans from present Bank and IDA
operations, making them an easily recwgnizable product. Further,

with a 20 year final maturify, a Third Window loarn could result in
annual debt service payments not mich lower tham a conventional Bank
loan with a 30 year maturity. Thus, a country receiwving a Third
Window loin of that maturity could well question whether it was
receiving only important benefits from its access to the Third Window,
which it could not as well obtain from mormal Bank lending with
somewhat extended maturities. With a rate of subsidy equal to 20§ of
the loan amount cormitted, maturities czm only bte extended to about

22 years for loans with a four year grace period. The fact that we
only get two additional years.of final maturity (from 20 to 22 years)
at the expense of a three year contraction in the grace periocd (from

T to |, years) argues against trying te lengthen he f£inal maturity
beyond 20 years if we are to make do with a subsidy fund of $200 million,
even if only because the opportunity to lengthen grace periods to seven
Years could have great appeal to Third Window contributors.

B. .$250 million Fund (25¢ of amcunt committed)

6. With a 25% ceiling, both maturities and grace periods can be
lengthened, and substantial program lending is possible, if desired.
The main argument for program lending in the context of a Third Window

is that the current need for cancessional resources is urgent, and that
only rapidly disbursing loans can address this need. Even with a $250
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million subsidy fund,. however, prograhn loans would generally have to
have final maturities of less than 20 years. Assuming we would not
want to consider loans with final maturities of less than 15 years, the
maximum grace period would be between 6 and 7 years.

g A $250 million fund would permit project loans with a 30

year final maturity (and a 3-L year grace period). Alternatively

loans with a 7 year grace period and a 27 »» 28 year final maturity could
.also be financed. - In either case, the Third Window loans wculd have
terms that are eclearly softer in all respects - interest rate, grace
period and final maturity - than conventional Bank loans.

\gumary

8. To make a reasoned choice among the vmritTus "possible sets of
" terms for Third Window loans, it is necessary to be clear zbout the way
in which we mean to "sell" this proposal to potential contributors.

If we are to present the Third Window as a response to an immediate and
urgent need, the case for including a more than minor component of
program lending is strengthened. This would in turn tend to favor the
larger subsidy fund of $250 million. If, on the other hand, we try to
"sell" the Third Window 2s 2 means of facilitating 2 longer-tem
adjustment process, then the total volume of resources transferred for
investment in productive projects over the next five years becomes the
natural focal point. If we adopt this latter perspective, then the
chaice between a $200 million and 250 million fund target devends
essentially on one's judgment concerning the relative attractiveness of
high leverage (i.e. 5 to-l rather I to 1) and longer~final maturities
(20 years rather than 27 or 28 years). :

T e
*
-
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Third Window

(Briefing Paper for Mr., Kochman) {ﬂf@,f,‘);ijf

I. Principal Objective of this Mission

To obtain from the countries, in so Tar as practicable,
firm or conditional commitments for veluntary contribubions to the

Third Windew to permit an early start of opersilcns.

i
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Ls ' The Third Window was conceived as a means of providing
additional concessionary financing to LDCs on terms intermediate
between those of IBRD loans and those of IDA credits. It is aimed at
those poor countries which can raise some but not all of its additional
capital requirements commercially. The poorest countries will benefit
indirectly by the reallocation of IDA funds previously intended for the

beneficiaries of Third Window lending.

{

24 The basic concent of the Third Window is quite simple. The
richer countries would contribute by grants or interest free long term
loans into an interest subsidy fund in the World Bank. The World Bank
would use the funds it raised through its normal borrowing operations

Lo lend: The inecoms esrned by the subsidy fund will be used to reduce the
interest paid by‘the borrower without affecting Bank income and its

financial soundness. The risk of such lending would be assumed by the Bank.

B The concept received warm support at the meeting of the Developmént
Committee, which invited the Executive Board of the World Bank to study the
creation of the Third Window. A number of countries, especially the Dutch
have indicated +thc? they would be willing to make voluntary contributions

to Third Window i cnable it to start operations without waiting for its
formalization. In view of the urgency of ‘the needs of the poorer countries,
the Bank Mansgement cesires to take advantage of this Inftistive and to solieit
voluntery contrituiions from as many countries &s nuseibie. Thus the obtaining
of #firn or conditionsi commitments from the countries visinea to make

voluntery contrivutiens %o the Third W

is the pripeinagl objé
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4, Techn’ 2el g-pects of the Third Window are explained in

Mr. Wood's memo of January 30, 1975.

RS A Sy I T SRR B

e i e o s



.

EXCEPRTS FROM PRESS COMMUNIQUE OF THE

DEVELOPMENT COMMITTEE OF JANUARY 1Ty TOTS

The Committee invited the Executive Eoard of the Bank to under-
take an immediate study of the concept of "third window" lending by the
" .. Bank on terms intermediate between those of the Bank's regular loans and
those of IDA's concessional credits. The Committee welcomed the willing-
ness expressed by some members to support and to provide financial
resources for such a facility.

-
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INTERNATIONAL DEV  OPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATIC RECONSTRUCTICN AND DEVELOPM. CORPORAT|CON

OFFICE MEMORANDUM 7727224 mves,

TO: Mr. Robert S. McNamara DATE: ' January 15, 1975
FROM: John H. Adler, Director, P & B

SUBJECT: Third Window

The papers recently submitted to the Development
Committee regarding the Third Windae indicate that a separate
administrative and loan approval procedure might be established
to oversee Third Window loans from the Bank. As one paper states, —
'the sharing of costs (of a Third Window) among members could
be the subject of a special negotiation, and arrangements
for the administration of the subsidy fund could take account of
the sharing agreed upon.'' Mr, Isbister has questioned the worka-
bility of this separate procedure, and we share his concern.

Members of my staff and I recently met with John Williams,
now with the European Investment Bank (EIB). He indicated that
one of the major difficulties with the EIB's Third Window was
the requirement that the Fonds European de Developpement (FED),
which supplied the subsidy funds, also approve the loans after
the EIB approved them. Williams blamed this two-approval
requirement for the relatively small .size of the EIB's Third Window
program to date. Therefore, it would appear that any proposal
that the DAC set up a procedure to review the Bank's Third Window
loans should be approached with caution.

A more complete description of the EIB's Third Window
will be included in the package of Back-up .iotes that we will
be giving you by the end of the week.

/1 "Suggested Actions In Response to the Current Situation
of the Most Seriously Affected Developing Countties,"
DC/74-8, December 23, 1974, page 5.

e

PVApplegarth:ds



BACK-UP NOTE NO, 15
Section 5, Para. 101

Third Window Issues

The relatively brief treatment of the Third Window idea in the
Board paper does not deal with several issues which could come up‘in discussion,
This note takes up the following issues which have been touched upon in
our preliminary discussions with the Executive Directors: (a) the form
of country contrib;tionsto the interest subsidization amount, (b) the
feasibility of a Bank contribution to the interest subsidization account,
and (c) the "equity backing" required for Third Window schemes of various
sizes and duration. Also attached is a brief summary of EIB's experience

with its own Third Window scheme.

Form of Country Contributions

In the Board paper, the cost of the Third Window iqterest subsidy
account is shown as a lump sum available at the time loans are committed.
This presentation should not imply; however, that funds in the amounts shown
must have been received at that time. While it is not recommended that
donor countries simply be billed for subsidies at the time interest payments
are due (as in the Horowitz Fr&posal), bécause of the risks to the Bank
and Bank borrowers inherent in baving to rely on contributors to honor their
commi tments throughout the 1ifetime of loans, i.e. 20 to 35 years, subsidy
contributions could take the form of waiver of interest on loans made to the
Bank. The only requirement is that the discounted present value of the
waived interest payments equzl the initial cost figures shown in the Board

paper.



Participation in a Third Window scheme through waiver of interest

. on Bank bonds would be attractive to the Bank, because the fransfer of

funds to the intergst subsidization account could be accomplished simply

by the Bank charging itself the full interest due on its bonds, and crediting
the Third Wiﬁdow account with the amount waived. Thus, under this procedure,
the risk of a donor failing to honor a commitment to the Third Window

scheme is eliminated.

Bank Group Contributions

We have cqnsiaereq two ways in which the Bank could contribute to
an interest subsidization account;. (a) by levying a premium rate on loans to higher-
.income developing countries, and transferring the extra income té the interest
subsidization account, or (b) by transferring part of Bank net income to
a Third Window account in lieu of a transfer to IDA.
| The amounts likely to be raised tﬁrough a.premium rate are
modest, at least if the premium rate is charged only to clearly higher-income
countries. A 1% pfemium on, for example, 10% of IBRD lending would finance
a b% subsidy on 2.5% of the IBRD portfolio, if the terms and disbursement
patterns of both sets of loans were.identical. Of course, in préctice,
this condition would not be fulfilled. The maturities and grace periods of
loans to higher-income countries are likely to be shorter than those of loans
to Third Window recipients, reducing the income available for the sUbsidy;
However, to the extent higher-income countries can administer loans more effectively,
loans to them may be disbursed fasfer, yielding more income. Therefore,
these opposing factors may cancel each céhcr out. If they do, it is possible
to calculate the size of the Third Window which a premium rate to higher-income

countries would support. Thus, charging a premium rate on loans in FY76-78



to countries with over $850 per capita income would support approximately

ii$160 million of Third Window lending over the same three years;

Amount of Subsidized

Countries Charged ' Amount of Lending, Lending Supp?rted,
Premium Rate/L FY76-78 FY76-78"2
($millions) ($millions) .

Per Capita Income
Greater Than $850_ 1042 ) 260

Per Capita Income
‘Greater Than $550 3951 988

/1 Excludes Capital-Surplus Countries.
/2 Assumes a L% subsidy.

Bank contributions in lieu of an IDA contribution do'not seem
feasible. Because of the ''drawing last'' by IDA on transfers from fhe 1BRD,
.transfers to IDA cost the Bank considerably less than payments to an interest

subsidy plan; which would be disbursed immediately. As a result, if the

Bank were to make contributions to a Third Window plan, no funds would be
available for transfers to IDA until a number of years after contributions

to a Third Window had ceased. Thus, for example, if the Bank were to contri-
bute $60 million for 5 years for interest subsidy, Bank transfers to IDA would
have to be suspended for 7% years.

Further, the incomé gained from stopping transfers to IDA may not

be.availab]e for grants to a subsidy fund. Assuming lending through a

Third Window is additional to the Bank's existing Lending Program, the Bank
will needradditional equity to back this lending. The Board paper suggests
_that'if%hgyrsé in the interest of the developing countries that transfers to
IDA be stopped and the income retained to help sﬁpply this additional equity.
Clearly, if the income is givcﬁ away as grants to a Third Window, it is not

also available to assist in building the Bank's equity.



Reserves Needed for Third Window

A number of guggestions have been made regarding the number of
years a Third Window should operate. We have considered the amount of
Vlequity' that three different proposals would require.

Under the assumption that a Third Window would operate for either
three or four years, the maximum need for equity backing would occur in the
FY83-85 period. .if the plan is assumed to operate perpetually, the maximum
need for equity backing would not occur for at least 20 years.

Using hypothétical allocation criteria previously agreed upon for

purposes of presentation, the need for reserves is as shown in the table

/1

below."— Thus, a Third Window operating far four years with commitments
“of $1 billion in additional lending a year, would require $940 million in

additional equity.

Three-Year ~ Four-Year Perpetual
Window Window Window
Commitments per Year $500MM $1 Billion SS500MM S1 Billion 5500 $10C0
Equity Backing Needed to *
Back Loans to Least '
Creditworthy Countries 350 580 - L70 740 1500 2500
Equity Backing Needed to
Support Program as a
Whole 75 150 100 200 340 675
Total Equity Backing Needed - 425 <730 570 4o 1850 3200
Equity Backing Accumulated
by Halting IDA Transfers i '
During Years of Plan 300 300 Loo Loo - -
Additional Equity Backing
Needed 125 430 170 540 - -
Ratio of Total Funds Committed )
to Total Reserves Needed 3.5:1 L.1:1 3.5:1 L.25:1 - -

/1 Doilar amounts are in millions.



BACK-UP NOTE NO. 15

Appendix |1

THE EUROPEAN TNVESTHMENT BANK'S
THIRD WINDOW

~

The European Investment Bank (EIB) has conducted interest
subsidy operations on a small scale for a number of years. These
operations are summarized below,

%or eight infrastructure and irrigation loans totalling
$53.3 million made to Greece from 1963 to 1967, the EIB provides a
3 per cent interest rebate from its own resources. The effective cost
to Greece of these loans thus ranges from 2-7/8 to 4 per cent. The
rebate funds are provided by the six original European Economic Communi£y
(EEC) countriesf This ;beration resembles the Horowitz plan in that no
subsidy fund is established in advance. Rather, the six contributors are
billed for their pledges ipmediately prior to each payment date. We_have-
no information at this time to indicate whether there has geen difficulty
in obtaining these payments when due, or as to who bears the risk if a
contributor defaults on his pledge.

The EIB does operate a fund for its second group of subsidy
operations. Under the Ya;undé Convéntibn, the EIB is permitted to make
loans to some countries outside the territorial boundaries of Europe. A
number of these loans are subﬁi;ted to the Fonds European de Developpement
(FED) for review. If the FED approves a project, it provides an interest
subsidy of 2 - b4 per cent. The subsidy rate chosen depends on the type of
project and the borrowing country involved, and to date, has resulted in

effective costs to the borrower ranging from 3-5/8 to 6-1/2 per sent,’ L



- Upon approval, the FED pays over to the EIB the total amount of subsidy

required over the life of the loan discounted at 6% to the date of the
loan agreement., We haye little information as to how the EIB operates
this fund,_of as to how they control fluctuations in disbursement
schedules or in the amount of income earned by the fund. However, it .
appears that thé loans are made in the course of the EIB's ordinary opera-
tions, rather than by its Special Section./g Thus, the capital for the
loans presumably comeé'from the Bank's own resources, rather than from the
FED. Subsidized {Oans are consolidated in the balance sheet with all
loans made in the course of the EIB's ordinary operations.

Only a small number of projects (14), totalling $52 million,
have been approved for FED interest subsidies since they began in 1965.
A major operational difficulty has been the two-approval requirement,
whereby the FED must approve the project af;er the EIB has approved it.
However, the EIB is currently attempting to implement a plan which will
substantially increase amounts lent under the subsidy program. Under
this plan, one of a number of issues currently being negotiated with
poﬁentia] borrowers (ACP and MAGH&EB countries), the EIb hopes to commit
some $500 million of subsidized loans over the next few years. However,
at present, émounts, criteria and admihf;trative structures are still

under discussion.

/1 1Interest subsidies of 3% were granted on the two new loans for
which interest subsidies were provided in 1973. The rates of
interest before the subsidy were 7-2/8% and 7-3/L%, resulting in
effective costs to the borrowers (Cameroon and Gabon) of L4-3/8%
and 4-3/4%, respectively.

72 The Special Section is a separate department within EIB focusing
on loans to the '"Associated African States, Madagascar and Overseas
Countries and Territories', which are affiliated with member countries
of the FEC. Funds forthe Special Section come directly from the
FED, rother than from the EIB's own resources.

Pé&B
12/31/74



