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For the ecord a 1)75

Saad2 S. E Fisawyl

4AlT Ur. :camara's Visit ach ,1975

eating with :r. Abdlati Y. Al-Iazad, Diractor Gnerai of the Wuwait Vund

Present were _essrs. Aliamad, asser Ll-Saver, Lepucy Director General
of the Kuwait Qund, 1eisal Al-Khaled, DirecCor of Cperationsq Mc amar3, El
Fishawv and Burm._ster.

hr. YcNamara stated that he wanted to discuss three topics: (I) Third
Window" financing facility, (2) increase of 0P2EC Countries' voting power and
capital subscription and (3) the Banks borrowing program.

(1) "Third Uindow

ir. icNamara said that pursuant to the support given to this lending
facility at the meeting of the Development Coumittee by Kuwait and other
countries, he is planning to ask the Executive isoard to consider this inter-
mediace financing facility on Tharch 25 (copy of the paper circulated to The
Board was handed to Ml-iiamad). After approval boy the Board in principle,
and if there are incications of meaningful support by prospective contributors
to the Interest Subsidy Fund, it is plunned to hold a meetiug in pril of the
nrospective donors. It is hoped that in said mting agreement "ould be
reached on firm committments by the donors and on a dorkh c wich
would *e presented to the Development Co!wmittee at its June m ing, r

cNamara said zhat the level of contibutons souht *.rom :aa ;KD ou'n; ia

2n assessmient o ~ wha th TposOeccive ~ cotibtr _i parciat's~ i order

to initiate as quickly as possible this additional letding facility whichis
acutely needed by the poorest and rost seriousiv affected of the developing
countries. These comprise about 45 countrLes with a population of about
one billion, wo are barely clinging to life and trying very hard to stay
alive. They. are actually suffering from huner. The OECD Countries are
unfortunately not in a mood to contribute substantially to economic aid.
Setbacks and economic problems they are presently e: pienciag led to thIs
psychological state which is not. fully justified purely on the basis of
economic strength. There is also the undrlying feeling that they are
contributing 1.5 billion dollar3 a year for IDA Replenishments. The 'Third
indow", however, has received suppor: from tha Netherlands, United Kingdom

and Canada. The Bank is sounding out other OECD and OPEC ountries.

"r. Mc:amara th-n aske-d r M ad whether he had touched base with
his constituents before the mee of the Develonment Comittaa and there-

ter. Mr. A-71=ad said that he had discussed the shem with the autho-
ritie in 'Saudi Arabia, Abu Dhabi and Oatar, and that th y aeT In priz-eipla
in sui;ort of the scme. nie hId not, hwz;ever, dicused it mt them after
the in. H'e knew4 chat Mr. .c".mara was toing to ,-y vis;t to chase



4 tCt C r On aa- sai hat1 his

41 wi_'Iz t _ni -I.r a ' z " " ,-
ould M requ:mir o neC1u3ion rechle was that sucn

- audied 1 wuini r: V e ired. This, oever does not constitutz

a, .avlU wrouild~ cr -Z the contrib3u1ion has the' :overnmzient'

aUy eriou proat ta -trong7 supporta! the Third ind4o ledncing aciity.
am~j-ad salca tnat Kuwa

3 , Cever, -3 e - l u P_ c taotz,"U.3, 3
would be natched by contribuions frXmh CD Countrie±s.

7 nc2)e inj oinO Power

.c am a said'at Ie is of th -vie t t h that took place

in the economiC Strength of .ank nembers sOuld b- reflectad In tcar rel tive

Voting oower in the Bank. He if te o ion that the voting power of 0PC

Countries as a group should be incraased in the ank to 13. und,

CECD Countries have opposed any incre ase above 10%. 3ut in the 3an he is

Personally convinced that the increase should go up to 15. e s

to try hard to steer his ,way to achI.ve such an increase For the bPEC

Countries in the Ban . It is not gojig tobe easy. He exoects he rocess

obe difficult and painful. javertheless he is oare to try. De cannot

evNen start, however, unlass he is assured that CPEC Countries, if rffered

the additional shares, will subscribe to them. Therefore, he ;as seekin

airm Indication that this is the position ofPC Countris in *enral

and of kuwait in this particular incsnee. r.Al-limad said that thIs

Is in his belie. uwzait'sZ poition. 2 -as cartain that the Prie ii

i rsonaIl7 assur Mr cjamara of this position in their ieeting. e

di n0 kno weertiisuexs~e Idurn thne Sui eti;iAlir

of GPEC Countries.~~. d Hi unest an dinhwvr a htOE nre

4 unporatris poOi ion.

A Zrrowing rogra

hr. Mceiamara said that the bank's horrwing progran in 1976 will be in

the order of 4 billion dollars. The year before it was 3.6 billin aallars.

He expects to be able to orrow from uwait i- of the borrCwing progras

for 1976, ie. 40 mlliion dollarn. hr. Al-hamad 3aid that 7ank 'orrowing

froM the Covernment of Kuwait along the lines of Bank borrowng from <audi

Arabia would require parlimentary aproval. This would be very diI cult.

The Issue Ias left at Vat:.

S%1§Iahawy/ rh

ce; - 'ssrs. cC~a3ara
CC.7 ,!SS-Z

Cari/och'an
Benje2nk

L: eter



Form No. 27
(3-70)
INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OUTGOING WIRE

TO: REYNAUD DATE: MARCH 28, 1975

EUROPEAN OFFICE CLASS OF
SERVICE: LT

PARIS

COUNTRY: FRANCE

TEXT:
Cable No.:_

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 CLEARANCES AND COPY DISTRIBUTION:

NAME E.J. Capbert cc: Messrs. Damry
Cirillo

DEPT. Se retary s Mayens
cc and cleared with: D. Taylor

SIGNATURE
(SIGN UR O INDIVIDUAL AUTHORIZED TO APPROVE)

REFERENCE: Third Window Mtg - Paris For Use By Comn itions Sepio-n

ORIGINAL (File Copy)
(IMPORTANT: See Secretaries Guide for preparing form) Checked for Dispatch:
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Form No. 27
(3-70)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OUTGOING WIRE 4214/5

TO: INTBAFRAD DATE: MARCH 27, 1975
TOKYO

CLASS OF
SERVICE: TELEX

COUNTRY: (JAPAN)

TEXT:
Cable No.:

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 ADVISE

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 I 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 BY: CLEARANCES AND COPY DISTRIBUTION:

NAME John H. Adler Cleared with & cc: Mr. Cargill

Director
DEPT. Programming and idgeting

SIGNATUlRF
(SIGNATURE OF IND)IVID JA;L AUTHORIZED TO APPROVE)

REFERENCE: JHAdler :cbm For Use By Communications Section

ORIGINAL (File Copy)
(IMPORTANT: See Secretaries Guide for preparing form) Checked for Dispatch:
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Mr. iaro Lori `arch 7, l1

. attorf

Mr. Carill's Visit of ach 26, 1975

The followian is a resume of the meeting at 1600 hours -arceni 26,
1)75 in yvour offic. Prsnt were yourself ani essrs. Keih:O , carill,
kAler and ryself.

1. Mr. rgii informa "r. Hori that in view of the widespread
support expressed at tle oard discussions of >arch 25, Nanageet
planned to proceed on the f'olowinj timetabie:

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

a:_ dle r

other visits include

Cargill: Venezuela, Irn
Gaud: Denmark, ;orway, elgium and possiLIy Sweden
Stern: Germaniy

(ii) veeting of representatives of prospective donor countries
latO April, after the meeting of the OPEC Finauce
Comiittee (in Washington or Paris, depending on wnether
the Conidttee meets in Caracas or Vienna).

(iii) Preparation of a Board paper to be transmitted to the
Lvelopn t Committee by hay 15 for its June meeting.

2. Mr. Cargill requested r. ori to find out whether Mr. iler's
visit would be convenient to tne Japanese 'overnment, and also find out
on what sort of problens the Government w ould lie elaboration (such as
late contributions or administrative arrangements) or further diceussion.
He thought a visit to the mnistry of Finance would be sufficient, but
;r. Adler would be (uide uy any surgestions Mr. hori .hould mae.
Mr. hori agreed to do the necessary.

3. Mr. hori mentioned that tie Iinistry would like to have a more
conviucing justification for the 1 )illion additional lending: how the
Bank viewed tie growth prospects of LDCs, their development aid needs, as
well as the shortfall estimates.

Yiattori:ed

cc: iessrs. Cargill and Adler
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3i .1 ,;-niess

o itnance, Econori .td 1;ndustry
Ab-ai mitedU Ar-ab airat

D-a ;r .. iister7

tO~~~~~~ taa Citr-tC-O.

utto thank you -or athe -d o-,pa -t2 o

stay in the Unt AZa o u tas,
27a L 2 L 7 t1e ff c -0h 1m e 11.

ou~d 11½a to cotr :er3 c-t LL utioned to you uurlng ourZ
metngsn thati in Kuwait wt iounxd stng~ supptort f the chree ::cxa

as w discussed there thI1 UU. th Gran Price and 'r;e -i7lster,

2ai ½lEta. hV twlcod the flroposed increase2 in the voti~c;

mon 0qured sncraase ou p uscriotioln bry, tha P

countris to m. Thmy -'re stroag supporter's n' tu Tnird 7indo44

ldn aci and iadicated that lwaixt ispreparad to contribute

S 2 lon :nllars to thi3 aciity, o u w
wUa TJI zontrijute f.C full Szlara of 25 lilion Dollars. tey

)0 -Uorted the Udn>' 'nrr31Ing pro zacs ci0 ildiard S;hbtaft13l

L c; . a Ortiatoc L It. i0 ptit Ctsrt a-c0tiatz -4soeCaiaC

a Satad Zrabia, )2 -1 . fou:d Cng Cuitort from the tiAnister
- t th i 107e Oa the tlr - nhma, ZoaId t t ihoritC1se

with hemn Ther were 1 !favoir ofE t'he ncrase oc tha iOtin fnwetr o4

th P o untriaes to13. TLey furthr -pported the 'Third Window"

fdin faOUcit and the-2-C 'ag barrowng Ctr31ra, Indi-cating strong~

Lne 6e in Ail 10w r od -47i el stM-'-h
ard to te' aorro-- pro gram.

In tOcha, Le 'e-,pese to fid the s-La spirit of :-uppiort for
Lth proposala



Furtermrewe ae a prsentenggedin dIsCUss3ions withl "Tne-
Sand r r- i:h regard to The increase of the votlng power of GP C

Counries Weare also discussing, with theta and uith' several oc
Cotr:ies the vTird io roposal,

t I ,entioned to y/O, we hopne to ne able to conven m

probaby in :urope, of the prospective donor to the 'Third indow",
some tma nex apri , ad .Z am lokn forward to heraqf o yo.

once aiz I ould lie to awarmest thanks for the

welcome and the hospitality extended to me duing y 3tay in Abu Diabli

'iobrt s. -camara

S~l ishawy/ rh

4c: Orf. fe~amara's Office (2)
crcCr:l



Mnych 24 19 75

Qeikh'f Abu KizU-Wan

jn str of une sad petorw

ito3 n reat pleasure to -eet with y-ii ai La Doha ad I -,.,ant
to~ank you for all he Mind hopizality Undjed to me duri. sr

stay Wa Qatar,

a ahid A! Mtoom th ' a Finece, and a.a dhoikh
Khlia WlSweidi, Knas fjrinA~is te y3apeitv
ofte Enak's positiva rasponse to their reques to increase the ?Pcc

7unctis' role in the bank 51y incryasin their vot u3 power from bocut
~1 t 5.Tey Mao strongly iuppaed r 7 aw Antarest

ai fund.

t have fund strong support in Sau Arabi frm ta n a
o Y.nanca, Hi. Princa Tosaed lbn >del-kahman, and the authorities
! at tne niqhest level, for he Mree oain points me discussed

ith them. They weri in faour of the i rnrase of the voting power
o and r3quired increase oW catal subscription by, the OPEC Countri
to 5, They Eurther supported the -Tird Window" landing facility and
the lank' W hrrowing program, indicatinj strong finaacial participation
in each. 2he exact anounts will We derarmined some tme in Apri wit
regard to the "Thrd Nindow" and in july with reyanotehrw&
program.

&.. mik Jaber "Whoad, and the 7inister oW rinance, N.H. Abdul
wan Salim M-Aeeqy, tey welcomed the proposed increase % Mh

voting power of the 0MC Countria co i. Wa wer-e strn support=e
of W "Third Uindow" landing facility and indiented that Kuwait 13 pre-
pared to contributa at least 20 Millin nollars tO tiS facility, We



r t opal hoevr ea Iuitcol con-tribut in7 1Nil share ')tM;O

25- llo Th ollar b Thy also i:~ap re i a. broin rs

;LaWAring specacW orritax traa3SCtions in Auwaic by nvxt 3zan

hermoNo qe re at present engaad Sa discussions vita Vaazuel

n rian with regard to the lucrease of thA Yoti power of ORC Countries

ae also discussing Oita tMm Mnd trIzh 30varal CU Countrias ate

As I mentioned zo you, 17a hone :o be Ola to convae a meetin,
probably in Europe, of the prospective donors to the "Third AWow,

same time aaxc April, and I am looking faowrd zo hearing from you soon.

Once again 1 would like to express my warnmat thanks for the Wl-
come and the hospitality extenind to me during my stay Wn Qatar. Plwase

convey hy highest respects and warm regards to Wls highness the Emir,

Snmikh Thalifa bin Vamad Al-Thani.

Sincerely,

Wonr S. !cNamara

SElhishawy/rh

cc: Mr. McNamara' Office (2)
Mr. Cargill



The honorable
Aoeuladir Qadi
hirector of Financial Affairs
lnistry of yinance and Patroleumz
P.. Box 3

Doha, Qatar

It vas a great pleasure to qeet with you again in Doha and I want
to thank you for all the kind hospitality entended to re during m7
s~tay in Qatar.

1 an pleased to be able to report to you that in Abu Dhabi, odere
oe ret with H.H. Sheikh 7ayed bi-n !1ultan Al iahyan, H.N. 5heikh Hamdan
hin Faahid Al Maktoom, the Finister of Tinance, anod &Z. Sheikh Ahmad
Kamia V-Sweigi, Ninister of Foreign Affairs, they were appreciative
ofte 2ank's positiVa response to their request to increase the 522C

Countrics' role in. the 3ank by increasing their voting power from about
5 to 151. They also scrongly Lupported the "Third Window" interest
subsidy fund.

1 ould also like to confirm what I Mtated during our meetings
that we havA found strong support in Saudi Arabia from the Hinister
of Finance, H.H. Prince Nosaed lon Abdel-Rahman, and the authorities
there, at the highest level, Eor the three main points we discussed
with thema. They were in favour of the increase of the voting power
of , and required increase of capital subscription by, the OPEC Countries
to 15%. They further supported the "Third Vindow" lending WaIlit and

the Bak's borrowing program, indicating strong financial participation
in eaco. The exact amounts will he determined some time in April with
regard to the "Third Window" and in july vith regard to the borrowing
program.

In uwtwhere ue met with the Prime Ministar and Crown Prince,
!-,. Sheikh laber Al-Ahrad, and the Minister of Tinancu, RO. Abdul
raman Salim Al-Ataeey, they welcomed tha proposed increase in the.

votiny power of the OPEC Countrias to 15%. They were strong oupporters

pared co contributa at least 20 Nillion Dollara to this Facility, U



p l ev that wait could contribute its fnuil share
23 Zillion Dollars. Tey Al supported the anki horrowing prograM
and indiCated substantial financial narticipation in it. qe sian wo

start nesotiating specific orrowing transactions in Kuwait y next
Jame.

rorthermore, we are at present engayed in discussions with Venle-
zuala and Iran with rngard to 0he increase if the voting power of OF G
Countries. We are also discussing with them and with several CD
Countries the 'Taird Wndow" proposal",

0s 1 wentioned to you, Ne hope to be abLa to convana a weatiag,

probAbly in Europe, of Q:a prospective donors t3 the T'hird indew",
CC=e time next April.

OInce ag-ain T would like to express qryares thaniks' for zthe
welcome and the hospicality eattended to me luring my atay in Qatar,

Robert S. 7coaarA

ShlFishawy/rh

cc: Mr. McNamara's Office (2)
Mr. Cargill



-is Ixcellency
:ul !-:ehi; an A l-A`,teejy
inister of Finance
Svait, uwaIt

Dear Mr. Minister,

It was a great pleasure to meet with you again both in Kuwait
and later in Saudi Arabia. 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 able to report to you that we found a strong

support in Saudi Arabia from the Minister of Finance, F.1. Prince

osaed lbn Abdel-Rahman, and the authorities there, at the highest

level, for the three asin 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 to 15%.

They further supported the "'Third Window lending facility and the Bank's

borrowing program, indicating strong financial participation in each.

The exact amounts will be deternined some time in April with regard

to the "Third Window" and in July with regard to the borrowing program.

Again in Abu Dhabi, where we met with ii.. Sheikh Zayed bin Sultan

Al-Nahyan, H.E. Sheikh Ahmad Khalifa Al-Sweidi, Minister of Foreign

Affairs, and the Minister of Finauce, H.H. Sheikh Hamdan bin Rashid

Al 'aktoom, they were appreciative of the Bank's positive response to

their request to increase the OPEC Countries' role in the Bank by in-

creasing their voting power from about 5% to 15%. They also strongly

supported the "Third Window" interest subsidy fund.

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

both proposals.

At present we are engaged in discussions with Venezuela and Iran

with regard to the increase of the voting power of OPEC Countries. We

are also discussing with them and with several OECD Countries the "Third

Window" proposal.
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As I mentioned to you, we hope to be able to convene a meeting,
probably in 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 my stay In Kuwait.

Sincerely,

(Signe c. M mara
Robert S. Mc!iamara

SElFishawy/rh

cc: Mr. McNamara's Office (2)



INTERNATIONAL DEVELOPMENT 1 INTERNATIONAL BANK FOR IN T rRNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT - RPORATION

OFFICE MEMORANDUM
TO: Mr. WolfJang E. Siebeck, Acting Director, IMEA DATE: March 24, 1975

LAA. CP II
FROM: Nabil C Faltas, Loan Officer, TEN4A CP II C

EUBJECT: JORDAN - Third Window Funding

1. 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 earning mining and industrial projects which
are critical to Jordants long term balance of payments outlook.

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

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

(b) Performance: A major and successful effort is being made to
improve sectoral planning and to prepare and initiate the large scale foreign
exchange earning 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 increase absorbtive
capacity are good.

(c) Abilitvto~real: The countryts ability to repay is firmly
established in the improved export outlook provided by the large scale
'foreig 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 countryts balance
of payments: Third Window moneys, as compared to Bank lending, would ease
the countrts debt servicing capacity during this adjustment period.

(d) Access to Alternative Sources of Capital: The four mining and
industrial projects lisbtcd above, involve a direct investment of approcinate-

ly $500 million, of which the Bank would finance about 10,; the rest would
be raised from local and bilateral sources. However, Jordan ts access to
alternative sources of capital to finance the infra-structural investments
needed to support these large scale projects is much more limited. Third
Window funding would fill this critical gap.

Proposed Ilocation

3. It is proposed to allocate $16 million of Third Window funds in
FY76 to Jordan, largely to finance infrastructural investments needc71'for
the mining and industrial projects. $12 million woultW finance the proposed
Aqaba Regional Development project and $h million would be earmarked to the
proposed DFC project. These two projects were originally scheduled for FY77



-2-

on the grounds that Bank lending to Jordan could not be justified before
then, and IDA financing was not available. However, the Aqaba Regional
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
to connect the port with the phosphatic fertilizer plant, public utilities
for industrial development at Aqaba, and a small tourism component. The
feasibility study of the project will be completed in August 1975, and
appraisal could be scheduled shortly thereafter.

4. The DFC project is scheduled for appraisal in October 1975. The
Bank is also acting as Executing Agency for a UNDP financed study of
industrial investmnent opportunities and industrial estates 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 alternative Third Window funding could be allocated to the DFCJ
project. Third Window funding for the DFC project would preserve scarce
IDA moneys to the proposed Agricultural Credit Rainfed Farming project
which is vitally needed to reduce Jordants agricultural trade deficit
and to support irrigated farming developments in the Jordan Valley.

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

Cleared in substance and cc: Mr. Vaidyanathan

NCFaltas:ns



-ac 24, 1975

Se4kh Ahmad !aiza A-Sweiii
t o oreign airs

he Palace of the 2uler
wu Ehabi, Un"Itad A4rab m -irateas

Dear Mr. Minisar,

It vas a great pleasure to neet with you again In Abu habI.
I want to thank you for all the kind hospitality extended to me during
my stay in the United Arab Emirates.

I would lilka to confirm here w4hat I mentioned to you during our
u~eetings chat in Kuwait ve found strong support for the three main
points we discused where with U.E. the Crown ?rince ind Prime Miter,
Sheikh Jaber I-Ahmad, and H.S. the Minister of Finance, Abdul Rehman
Salim Al-Ateegy. They weicomed the proposed increase in the voting

*ower of, and required increase of capital aubseriptoi by, the OPEC
ountries to 15Z They were atrong sutporters of the "Third Aindow"

leauding facility and indicated that Kuwait is prepared to contribute
at leastt 20 Milon Dollars to this faclity. We are hopeiul, owever,
that (.uwait rill contribute its full share of 25 Million Tollars. 'They
alo supported the Bank's borrowing programs and indicated suostantial
financial participation in it. e plan to start negotiating ecific
borowing transactions in uwait by next June.

n Sauii Arabia ve alao foimd strong support from the Minister of
Tinance, I.A. Prince Mosaed Tin Abdel-Rahzan, and the authorities there,
at tha hignest lavel, 2or the three main points e discussed with em.
They -ere in favour of the increasae of the voting power of the OPEC
Countries to 15. They rvher suvported the "Third W4ndow" lending
Lacility aud the Bank's bororowing program, indicating strong financial
participation in eacn. The exact amounts will be ditermined So3e time
in April with regard to h Third indw" and n LJuly it>h reard to

aborrwing rogram.

In oha, we were plaedt find then s-ame spiritto support foQr



Tucrhermrs, ve ire i nsen named in Daussiona wth 7wuo-

a and wan with 7egard co one increase of che 7ohing vower of 0
maltrias. are a discussing Yith owm an h several Ofe (

rOuntries c artl

As 1 ::entioned to You. "e Lone to be Kal zo convtne a neeti-y,
7obably i Wuroe, of che prospective donors to the "Thira 1indow",

some time next April.

nuca again 1 4ould like -to express rY arnest chanks far zt

-icose and the hospitality extended to , e urn yatay in Abu 7habi.

Please convey my highest respects and war= regards to Ri;;hness Sheikh

2ayed bin Sultan Al-Nahyan.

Sincerely ,

Robert A. Mc~amara

SQl~ishawy/rh

ce:Mr. Mc-Aamara's Office (2)
Hr,. Cargill



arch 23, 1975

His3 Hgness
Prince Mosaed Ibn ad-Rahman
~nister of Fiance
7adh, Kingdom of1 Saudi Arabia

Dear Mr. Ainister,

It was a great pleasure to meet with you again in Riyadh. With
you and your colleagues and associates, I really feel among sincere
frienda. I want to thank you for all the kind hospitality extanded
to me during my stay in the Kingdom.

I am pleased to be ale to report to you that In Abu Dhabi, where
we met with H.H. Sheikh Zayed bin Sultan Al -ahyan, Sheikh Hamdan
bin Rashid Al 1aktoom, the -inister of Fi.nance, and U.2. Sheikh Ahtad
Khalila Al-Sweidi, the Minister of Foreign Affairs, they were apre-
ciative of the Bank's positive response to their requesr to increase
the OPEC Countries' role in the B3ank by increasing their voting power
trom about 5% to 15%. They also stroang7 supportad the "Third Idindow"
iaterest subsidy fund.

In Doha, -ie were pleased to find the same spirit of supvport for
both proposals.

I would also like to confirm uhat I already stated during our
meetings in Riyadh that we have found in KNuwait strong support for the
three main points we discussed there with . the Crown Prince and
Prime Minister, Sheikh Jaber Al-Ahmad, and H.Z. the Minister of Finance,
Abdul Rehman Salim Al-Ateegy. They welcomed the proposed increisc in
the voting power of, and required increase of capital subacription by,
the OPEC Countries to 151. They are strong supportera of the "Third
'Windov" lending facility and they indicated that 13it is preared to
contributa at least 20 illion Dollars to this facility. Ne arg, however,
hopiul that Kuwait could contribute its full 3hare of 23 >il1ion Dollars.
.Cy als3o supported the 3ank'3 borrowing program and indicatad subatantial
financial participation in it. e plan t-o tart negotiatini
A'orroWing transactions in Kuwait by next June.

rther-mora, me re at present engaed ia dis4cus.ir ih
andj Aran ;ith r>gaard to the increase of le voting p"ower of OPiC Countries.

sae aLso0 discussing "ith' hem nd wit4 "4 h sevem ral C ountries the.



1s I mentioned zo -iu, wie *ope to Ie abla to convene aeti

Probably in Europe, of che prospective donors to the "Third indo",

time next April.

Once again I wuld lika to express ry warmest thank3 "or the

w:elcome and the hospitalit7 extended to me durian? :jy stay in the

Kingdom of Saudi Arabia.

SincereIy,

RZobert S. M!cNamara

S7lFishawy/rh

cc: Mr. Vlciamara's Office (2)
r.Carg-ill



O M.E IvEMORANDL '\
TO: Mr. J. Burke Knapp DATE: March 24, 1975

FROM: Raymond J. Goodman

SUBJECT: Third Window Loans

1. 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 threc parties involved, namely
the Borrower, the Bank and the Interest Subsfidy Fund (ISF). We have
therefore considered two other factors that are important in this
regard, the rate of disbursement 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 and is based on actual dis-
bursements as applied to project loans in c current lending program.
Secondly, in order to show the effect of gyick disbursements on the
amounts required to subsidize a given leve2 of Third Window loans,
we have used the profile of a loan disburs ing evenly over a period of
two years; many program loans disburse more quickly 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 Imit the amount of program or other
quick disbursing loans made through the Third Window to 10 percent of
the total, or $100 million. Alternatively -- as suggested in the
Board paper -- they could be made on terms which would result in
approximately the same amount of subsidy as in the case of a project
loan.

* Mr. Gabriel went on ho:-e leave March 13, 1975. In his absence, we

have had the help throughout of Mr. 'Hywel Davies from his department.
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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%. 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 4 percent.
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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,would 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
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third alternative,although less attractive than the first and 
second,

does result in level payments by the Borrower as well as the ISF.

7. 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 stream 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 loan

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 is most costly to the ISF (same as Alternative Two). The

fifth alternative, used by P&B 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.

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 1SF. The effect of the remaining three alternativ'es

on the Bank is the same as if it made an 8-1/2 percent loan without subsidy.

As between the 1SF and borrowers, the question is whether we want to ben:efit

individual recipients of Third Window loans or to support the maximum dollar

volume of lending. We recommend 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.

cc: Messrs. Broches /Nurick Messrs. Stern

Cargill. Fontein

Adler/Wood Davies

Cabriel/Chang
Gaud
Hittvair

IJCoodman:pat



A.- EXPLANATION OF TABLE

Loan pl 5ya auiy
Characteristics One billion dollars principal; 25 year naturity;

7 year grace period; semi-annual payments; 
interest

of 8-1/2% or 4-1/2%.

Project Loans Standard Disbursement Profile 2/3/6/20/29/23/15/2 percent,

years 1 through 8.

Program Loans Level disbursement over two years.

Mixed Loans Project loans 90%/Program loans 10%.

Alternative I Bank makes an 8-1/2% loan to the Borrower with the

ISF subsidizing interest by paying 4% on the
outstanding balance of the loan.

Alternative IT Bank makes an 8-1/2, l'oan to the Borrower who pays
interest as if it were a h-1/2% loan with the ISF

making up the difference between the 11-1/2% and

8-1/2% interest streams.

Alternative III 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 4-1/2% loan and an

8-1/2% loan.

Alternative IV Bank makes a 4-1/2% loan to the Borrower with the

ISF makirng up the difference between the 4-1/2, and

8-1/2% interest streams.

Alternative V Bank makes a 4-1/2% loan to the Borrower, with the

ISF subsidizing interest by paying 14 on the

outstanding balance of the loan.



B. TABLE: ANALYSIS OF THIRD WINDOW ALTERNATIVES

All Amounts in Millions of Dollars

Payments and Discounted Present
Values from the Standpoint of: Alternative I Alternative II Alternative III Alternative IV Alternative V

The ISF (-)

Individual Installments From 20 to 1 From 20 to 1 Level 14 From 20 to 1 From 20 to I

Total Payment 471 517 517 517 430

Discount Rate 8% 6% 8% 6% 8% 6% 8% 6% 8% 6%

Present Value of Project
Loan Payment 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

Present Value of Mixed
Loan Payment Stream 244 300 256 317 236 294 256 317 224 273

Rating(ascending order of cost) (3) (4) (2) (4) (1)
The Bank (+)

Individual Installmants Level 54 Level 54 Level 54 From 60 to 41 From 60 to 41

Total Payment 2,001 2,001 2,001 2,001 1,914

Discount Rate 8% 6%. 8% 6% 8% 6% 8% 6% 8% 6%

Present Value of Project I
Loan Payment Streamn 742 955 -.742 955 742 955 764 978 732 934

Present Value of Program
Loan Payment Stream 986 1,212 986 1,212 986 1,212 1.008 1.235 976 1,191

Present Value of Mixed
Loan Payment Stream, 766 981 766 981 766 981 788 -1,004 756 960

Rating Normal Normal Normal Quicker Slower
Repayment Repayment

The Borrower (-)

Individual Installments From 34 to 53 From 34 to 53 Level 40 Level 40 Level 40

Total Paymcnt 1,530 1,484 1,484 1,484 1,484

Discount Rate 10% 10% 10% 10% 10%

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

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

Present Value of Mixed
Loan Payment Stream 407 398 418 418 118

Rating Intermediate Least Costly Most Costly Most Costly Most Cestly

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



>LCt IUN UtCONSTHUCTION AND DEVELOPMENT I CORPORATION -

O CE MEMORANDU,i.
TO: Mr. J. Burke Knapp DATE: March 21, 1975

FROM: Gregory . Votaw, Ac egional Vice President
East Asia and Pacf-1c 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 and 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



BACK-UP NOTE #1j-8

Para. 38

RISK OF IlTEREST RATE CHANGES

One 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 instrufaent 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 8.251) 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 unreasonable
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% (or
whatever its average cost of borrowing in FY76 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 Bank 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
FY77 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 Payments
During Period of 'Surplus" in Subsidy Fund

1 2 3 4 5 6 7 8

Income From Invested
Contributions @8.25% 18.34 18.34 18.34 18.34 18.34 18.34 18.34 18.34

Income from Reinvested
Interest @8.25% - 1.40 2.50 3.07 3.10 2.61 1.72 .53

Subsidy Payments Required 1.40 6.40 13.90 21.10 27.30 31-80 34.50 35.10

"Surplus" Income 16.94 13.34 6.94 .31 (5.86) (10.85) (14.4L) (16.23

Cumulative "Surplus" 16.94 30.28 37.22 37.53 31.67 20.82 6.38 -

P &B
3/19/75



BACK--UP NOTE #20

Para. h0

EFFECT OF VARIATIONS 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 normal (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 $242 million subsidy fund (Case B).

Effect of Variations in Disbursement Schedule
on Subsidy Fund Required for $1 billion in

Third Window Loans

Disbursements (US m)
Year Avg. IBRD Case A Case B Cae s se

1 20 40- 25 20 15
2 150 300 180 165 120
3 210 420 250 230- 170
4 200 240 240 220 160
5 160 190 180 130
6 110 115 120 70
7 60 65 508 30 50
9 50 50

10 10 5011 50
12 50
13 35

Total 1000 1000 1000 1000 1000

Subsidy Fund
Required $225.5 $267.7 $242.1 $235.0 $198.9

P &B
3/19/75



Mr. Maurice Bart March 21, 1975

Martijn J. W. M. Paijmans

Implications of Third 11ndow for FY76 Allocations

1. % have a number of questions on the changes in the country allo-
cation of Bank Group lending in FY76 following the availability of Third
Window 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 pergapita
of $100, one of the MSA countries and with relatively poor access/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) allocations for FY76 for PDRY and
Egypt are, therefore, challenged on country grounds in memos from the
Program Division concerned, (Attachments I & II). 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 OPP (Attachment III).
It should also be pointed out that the CPP for Portugal will propose an
$80 million program for FY76. Mr. Haq's memo shows a lending program of
$60 million.

3. More general issues also arise from the viewpoint of CPD I which
raise doubts about the logic of the whole exercise. The attached table,
using data given in Mr. Haq's memo, shows that the increase in the volume
of Bank Group lending to ERENA CPD I countries, following the Third Window
is less than half in percentage terms of the average increase for all
countries. In particular, in the case of countries with per capita incomes
below $200 and between $201 and $375, the percentage increase in DEMEA CPD I
countries is less than one-fourth of the average increase for all member
countries in the same income brackets. In absolute tenre, the volume of
Bank Group lending to CPD I countries with per capita income up to $375,
is shown to increase by only $7 million following the Third Window as com-
pared to an increase of nearly $600 million for all such member countries.
Of 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.

h. Considering the fact that the bulk of funds for subsidizing Third
Window lending are expected to come from surplus countries in EMENA CPD I,
and the fact that these surplus countries (e.g. Saudi Arabia, Iran and
Kuwait) are closely interested in supporting development in countries 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
countries, could be counter-productive to the whole exercise.

Attachments
VDubey: eb

cc: Messrs. Karaosmanoglu, Maiss, Asfour, Kopp



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

IBRD IDA Third Window Total Percent
( --------- - $ millionion- (Increase of

Total Lending)

I. Countries with
Per Capita Income
( $200

All Countries -245 +59 +594 +108 18.1
EMENA CPD I . + 2 + 2 4.3

II. Countries with Per
Capita Income
$201-$375

All Countries -169 -59 +406 +178 10.7
EMENA CPD I - 70 -25 +100 + 5 2.32

III. Countries with
Per Capita Income

'>$375
All Countries +414 +41h 18.4
EMENA CPD I + .. + 4  7.9

IV. Total
All 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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Mr. An Y. Aour ar 21, 1975

The ID! 1 mllocations an the Peonles Dorti2 Qrmblic Of'Tm P

Moir that Third t'indoti funds are available for raas of the
reltively battor-off Onveloping countries (i.e. those with a or cqata

incono of over-200), it is proencd to transfer a part or their IDIA
allocaio:w to the relatively orh-off coutrica. In tLi contoxt, it
in surprbing that the IDA allocaion for ?Dii for F76 is kert unchn-od
at O millio.~ In fact, thero ar% several reasons for arguing that 1D

allocaticas to the PDil be increased:

(1) Tho PD:1 is on0 of the poorest cotuntrios in the world,
vith r estinated per capita incoze of 0100 and with
no s-i gnificant natural reour. F'or the fixt thrze
years Mfer obtaining its indepndance, its per capita

coam actually doclinmd by about 30 porcen t follmhin;
ho w!ithdr.aval of the ;ritish baViernd the closure of
tho Suez anal. It would onI.; be cquitable that the
PDRY be given an nllocation that s aL lcast equal to
the averae increase in the total londing to the zunder
U200 por capita- group.

(2) Morsovor, the hs baan cilly hard bit by th
mcent prico increases in the world zconom. On zn

mant of the deterioration in its current alanco, its
modest growth pronpects and ito hcavy dpndence on aid
at connusional trmo, it has been classified by tho U:;

as oni of the ost SE3Criously Af2ected countries. It is,
thorofore, oven Vorc surprising that whilo the pronos
under review iould reenit in Lo increase of 2p
in total l Wndin( us h(nk plus £hird :ndou) t the
MSA group, no incroase is enviged in thL PI'M allo-

(3) The PDRY has rolatively poor aocosa to other Sources of
capital. It used to obtain the l: of its aid fro.
socialist countries, and it is only recenly 1hat tha
Governi;1ant has lanhed a nunbor of initiatives to nooi.
lizo forign aid fro other sources (includin Ar'abJ
countries). These initiatives are likely to boar full
fruit only after some tim.

( ) e crrent ling progra cn Isagae no IPA in
YY77. Com~'eneil an irn in the Y alloumca in

F76 ollowing' on thq Aird ;ino ercivo ould co:
p)nsato for this gap in tina profMi of IDA coit entu

ClePared with & cc: Kr. Dubay
cc: esrsr. Paijans, rono lu, laiss

k rann ---V



Oh ICE liM RANDL
TO: Mr. lArtijn J.W.R. Paijnans, Director, DA E: March 20, 175

Country Frograms Deparrent 1, Z& cRegion
OM: Hans-Eberlard KUpp, Divisin Chief

SUEJ ECT: Third Widow -- Afhanistan

The tables showing the illustrative allocations of Ban: Group
lending by countries for FY76, done in connection with the Third
Window exercise show IDA lending to Afghanistan unchanged with or
without the Third Windor at $24 million.

I would like to point out that the lending program for FY76
approved at the last management revie- vas $30 millicn, includirE
$10 million for supplementary financing. Though it is likely that
we could use more than $20 million for new projects in FY76, I an
not yet in the position to substantiate the additional needs .
pending a more thorough review, especially of the power project
scheduled for FY76. The uith and without Third Window figures for
Afghanistan should thus at least be corrected to $30 illion.

If the Third Window operation is repeated in FY77, we would
argue for an increase in the proposed IDA lending to Afghanistan.
According to the current program, IDA lending in FY77 would drop to
$20 maillion and Afghanistan, one of the LLDCt s, would have a strong
claim on additional IDA funds released in a repeater Third Window
exercise.

cc: Mr. Dubey

IIEKUpp:orp



Mr. J. Burke Knapp March 20, 1975

Hans A. Adler, Acting Vice President, EAN

Third Window Allocations

1. 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 expense 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 allocation for EAC to
Tanzania and Kenya. We expect that these issues will be examined in the
regular course of CPP reviews.

Cleared with and cc: Messrs. Loh, Hornstein

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

RHablutzel/lAAdler: cba



Ar. Amond Y. Anfrur March 15, 1975

ghalid Ikrm

The THir Aindow- andl qjp,

1 * The pr-noxl to suastitute a lend o: DA plus T3A plus Third
"indow in pace o- the current udxture of iA "uO I W, represents an
atterpt t; i mrove the average concessionait a the lending to Egypt
without :arteriallZ affecting the volume. There are indee- strong reason
o' sottning the average taeri oV credits to :gypt, but those shou'd go

witt diferent blend from that reconmended, or with an increase in the
total volume, or both.

2. -g&pt's putlic external civilian debt disursed and outstncing
at eptenher 30, 174 is estiiated at w2.7 Oillion. hut, in addition to
this, there was shorNt-ter pulic deot of a,.out one billion dollar and
another .1.23 billion of non-resident deposit at the 'nt.ral bank. The
nost recent econo dc mission was explicit!, concerned with the size ar
structure oc the debt and the question o gIS crditworthiness. It
concluded that, in addition to iesures ai:ed zit rapid export growth and
sound investraent, a proper deot ranagmaent nelic; was a factor in esta-
blishing the country's creditworthiness (paragraph 4 ). :he economiic
report reconaended, agine, that gypt should aim at lengthening the
average naturit of her de t, and see:, in cooperation with foreign govern-
nen',ts anc international agencica, agreement on a lending progra on
concesnny torus (pargra h K). Th un, the econonic mission highlighted
a weaknes n th pan deot structute -- i.e. having too iuch of a
short-trn eleiet -- as an i portant area in the credA tworthiness picture
that reuOired recti .iation.

3. Ir these conditions, IDA crediOS with a maturity of 30 years
(including 1, a grace) would clearl i prove the debt prmile ,ore than
Third indow funds with a :turity o nl 25 years (including 7 of grace).
foxeyer, 1 a iunds carr- only r c siitensrt charge of t. percent, while

Third iinonw none, co ies at A., -ercent interest. Taking all t'e turwni
into account, 7 givn a grant element K2 arounu t percent, coWWred to
about n2 percent C'or Zhird window.

4. Th rep acaent o: EA ny Third indow .ay also =ae the 3g:ptlan
autborities uneaa f necause, as presently concel ved, the Phird indow exer-
cise i a one-shot fa i for only one year). witching frog IDA to
Third indow would Aso wrsen the tie-prnfile or the det. 'oaeover,
as thrd T indow teri hae only half the grant elwment of VA, even replacing
hu f'unds oy douole that aount o rhird Window say not persuade the

Jgptian authorities that the, have really gained anything (:ut have added
twice te a-ount to ther indeetedness).



.The ubstitution o less conressional funds for i)A credits
could also have sensitive, and unfortunate, f aocts on som e other countries
in the regio, e.g. Saudi Aratia, that are co itted to gpt's economic
developnint and ara also eptcted to centribute to the interest subsidy fo
the third dindow. These countries 'iight eel that their contributions were

ing used to ena l the Part I countries and Ue Dan to cut dwn their
concessional (LDA) fuds to 'vpt, r&thr than add new concessional Ird

indow) aid. This could be interureted as a drawing back fros further
assistance to hgyp

. It is, therefore, proposed that ID credits to gypt not ts
reduced, and that Third *indow funds be misUtuted for h (I es far as

possibles. dternatively, if Third indow money is used to reOla)ce a part
oi both IDA and M loans, then a su stantia increase in the total lending
to g on concessial teras be shown. Thus, either of the alternativws
Aor below would b aceeptale.

Grant Aic
TlYen -er 'apita

(3 Tilion) ( 3

xisting 150 - 32 . 3
A 75 75 *3

4 50 75 150 41 .2,
0 f60 100 5.76

Notesi (1) A 1?7 population o 38.2 million has ean used.
(2) Me I D lending ha been tr.aken at 22 years of

maturity, including 4 of grace, at an interest rate
of 8.5 percent.

laeared with . cc: esasrs. Karaosmanoglu, Dubey

c Mssrs. Paijmalls, Maisn

KlIkram/mj



Mr. Hans Adler March 17, 1975

Rudolf Hablutzel

Third Window Allocations

1. I have looked at Mr. John Adler's memorandum of March 14, 1975,
which elaborates on the "P&B formula" for Third Window allocations.
I agree with what you said 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, I 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 residual
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 capita (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 million; 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. I think that we do not have any such cases. Only
Zambia, Mauritius and Swaziland are in that income bracket.

Without TW P&B DPS With TW
IBRD TW TW IBRD

Ethiopia - - - -
Malawi 6 6 10
Tanzania 30 30 40 -
Madagascar 54 54 20 34
EAC 65 65 18 65
Kenya 65 65 40 30
Sudan - 20 20 -

220 240 148 129
279 1/

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

,c: Messrs. Horsntein, Loh

Nt*'*Ib lltzel/rso
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1nLAIIUNt' L uVtttumN! | INTWAI CUAL eANK FOR I INTEPNATIONAL F!NANCE
ASSOCIATION I RECONSTRUCTION AND DEVELOPMENT I CORPORATION

OFNCE /MAEMORANDUA
TO: Mr. Robert S. McNamara DATE: March 15, 1975

FROM: Mahbub ul Haq, Director, PP&PR 'y_"/

SUBJECT: Implications of Thi rd Window for FY76 Allocations

1. The attached tables present an illustrative allocation of $1 billion
of Third Window funds. The starting point was the FY76 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 Regional Vice Presidents
and P&B and the comnents at the meeting have been incorporated in this
revision.

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

- 59% of the Third Window lending goes to countries with
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 Lank lending is shifted from countries with
marginal creditworthine ss (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
getting73%), $200-$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 Tending 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



Mr. Robert S. Mctamara - 2 - March 15, 1975

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.

(b) 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.

(c) The trade-offs between Third Window and IDA were based on
the followinq considerations:

(i) Replace IDA lending to countries above $200 with
Third Window funds, to release additional IDA funds
for the Poorest couintries. Pxront in n

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

$15 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.
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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-$800. Higher income countries
have been excluded on principle. Within this group,
no increases were allowed over the previously approved
level for oil exporting countries and the others
rereived a pro ritp incresse in thp PnnrnvHd FY76
program.

4. Thes. hrand nrrir-inlt z iqfrp )rnnlid throqnh A enrtrv-hv-ntintrv

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 account of other
pending programming decisions. These include the use of the reserve
allocation for IDA (77 million), the over procg ramming on the Bank side,
and such country issues as the appropriate levcl of lending to Turkey,
Algeria and Portugal, and some possible major IDA slippa.ge in Ethiopia,
Laos and Viet-Nam. Only those programming questions were taken up which
may be affected by the introduction of the Third Window.

5. Because this is o 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 a 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 - Illustrative 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 I

SUMMARY OF FY1976 BANK GROUP LENDING PROGRAM WITH AND WITHOUT THIRD WINDOWa

IBRD IDA TOTAL Net Increase in Grant EquivalentCountry Groups by Witout With Without With Third Without With Total Assistance Without With IncreaseLevel of ln~ccre __ _ TVd TV4 TV Window TW TW ~3 TW TV $

Below $200 p.c.-
$ millions 306 91 1481 1543 594 1787 2228 441 24.7 1303 1595 287-of Total 6.* 2.1 91.1 95.0 59.4 29.4 31.5 44.1 69.3 68.7 66.0

$200 - 5375 o.c -
$ millions 1316 1167 144 82 406 146 1655 195 13.4 269 377 80S% of Total 25.6 26.2 8.9 5.0 4o.6 24.0 23.3 19.5 14.2 16.2 24.8

A.bove S37s O.e
$ millions 2828 3192 - - - 2328 3192 364 12.9 311 351 40% of Total 63-5 71.7 46.8 45.2 36.4 16.5 15.1 . .2

TOTAL
$ Il i ons 4450 4450 1625 1625 1000 6075 7075 1000 16.5 1888 2323 435. o Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 300.0 100.0

eeroranda ltems

MSAs
$ millions 480 188 1323 1365 724 18n3 2277 kTh 26.3 1191 1510 319% of Total 10.8 4.2 81.4 84.0 72.4 25.7 32.2 47.4 63.1 65.0 13.2

MSAs and Poorest-I
$ mi ll ion 485 188 1474 1518 739 1559 2445 436 24.8 1321 1647 326of Total 10.9 4.2 80.1 93.4 73.9 32.2 34.6 48.6 70.0 70.9 74.8

a/ Because of over programming of World Bank funds, the reallocated funds have been pro-rated downwards (in the summary tables butnot in the detailed country data) to -atch the Eoord approvcd prcorrn; similarly, ;0A funds have beeti pro-raixd upwadrds to
adjust for the currently unallccated reserve.

b/ Calculated on the basis of the 10% discount factor commTonly used. In view of current rates of world inflation, however. a 15%ciscount factor may be more appropriate.
c/ Excludes Indonesia and Nigeria.
a/ Excludes Ecuador and Iraq. PPtPR
e/ Includes all OPEC countries. PP1PR
f/ Excludes Indonesia. 3/17/75



Table 2

ILLUSTRATIVE THIRD WINDOW ALLOCATIONS BY COUNTRY

1972 Per Capita Amount Percent
Country Income ($ million) of Total

A. Below $200

LLDCs
ialawi 100 10 1.0
Sudan 120 20 2.0
Tanzania 120 30 3.0

Sub-Total 60 6.0

MSAs
India 110 300 30.0
Pukisten 130 100 10.0
Malagasy Republic 140 30 3.0
Kenya 170 40 4.0

Sierra Leone 190 14 1.4
Sub-Total 524 52.4

Others
The Gambia 140 5 0.5
Togo 160 5 0.5

Sub-Total 10 1.0

Total below $200 594 59.4

B. $201 - $375

MSAs
Cameroon 200 35 3.5
Senegal 260 30 3.0
Ghana 300 30 3.0
Honduras 320 25 2.5
El Salvador 340 5 0.5
Ivory Coast 340 25 2.5

Sub-Total 150 15.0

Others
Bolivia 200 10 1.0
Philippines 220 40 4.0
Thailand 220 40 4.0
Egypt, A.R. 240 100 10.0
Liberia 250 5 0.5
Congo, P.D.R. 300 5 0.5
Mauritius 300 6 0.6
Korea 310 40 4.0
Paraguay 320 10 1.0

Sub-Total 256 25.6

Total $201 - $375 40 40.6

GRAND TOTAL 1,000 100.0

PP&PR
3/17/75



Table 3

ILLUSTRATIVE ALLOCATIONS OF TOTAL aANK :-LUP ASSISTALCE IN FY1976 SY COUNTRY WITH AND WITHOUT THIRD WiNad

($ MIltons)

1972 1T0 W o T
Per Capita Witho.t Third 'i:h Third ;-hout Th-id Witr Tnird Total Without Third Total Uh ThirdCOUNTRIEfS e Win~do- ;do V;ro ThId Window W; U o4. me

A. Below $200
LLDICs

*Randa 60 - - 16 - 6 8
Burundi 70 - 3 3 3 3

*Upper Volta 70 - - 10 12 - tc 12
*M.I 80 - 18s 20 23
Afghanistan - 80 24 2 - 14 23

*Cd 80 23 23 - 23 23
*Ethiopia 80 86 86 - 86 6
Nepal 80 - - 13 20 - 18 20*Soma lia 80 -- -

*uiea - - 8 8 8
*Lesotho go - - 3 3 - 3 3
*Niger 90 14 4 - . 14
eYcmen, A. R. so - 11 -

o00 6 12 12 10 is 22
*Daho'ey 110 .4 14 - 14 14
-Sudan 120 - 32 32 20 32 52*Taruanha 120 30 -39 43 30 69 73
Hfiaitj 130 - 10 3 - 10 17

L- I u - to 10Uganda 150 - -
Western Samoa 150

Sub-Total 375 L0 43

Yemen, P. 0. R. 100 6-6 6 - 6Sri L anka 11 0 -35 50 - - 35 50Khmer Republic'- 120 -
Pakistan 130 50 - 75 75 100 125 175alIasasy Repbllc 140 54 24 16 16 30 70 7f,E.A.C. 15) 65 40 - - 40 65 e0C.A.R., 160 - - 8 8 - 8 - 8Kenya 270 65 33 12 12 40 77 82

tHaurltanfa 180 - - 4 A - 4 4
Sierra Leone 1,0 .J1 5 5 1.4 2 29

Sub-Total 253 104 161 176 224 -' 414 504

Bangladesh 70 - - 150 175 - 15c
Indla 110 60 -6 00 300 L9 17o

Sub-Total -0 750 775 3o 810- -- 0-75_

Others
Burma 90 - - 40 40 - 40 40
Indonesia 93 400 400 - - 400 400
Zaire- 100 - - 40 40 40 40Nigeria 130 100 1o0 - - 100 100
The Gambia 140 - - 7 7 5 7 12
logo 1o0 - - 7 7 7 I2
Vietnam. Rep. of! 1270 - 50 50 - -o so

Sub-Total 522 11 114 20 644 654

TOTAL BELOW $200 849 6D4 1411 1,470 504 2,260 2,666

A Also MSAs
af Notional; not an actIve program



Table 3 Page 2 of 3

ILUSTRATIVE ALLDCATIOS OF TOTAL BtMK Z?.D!? ASSISTAJCE IN FY1976 EBY COITRY WITH AND WITiOUT THIR3 WINDOW
($ hillios)

1972 1__ TDA
Per Capita .Vithout Third Wi:i fnird ithout Third Wiz Third Total Without Third Total With ThirdCOUNTPTE5 Incoce Winddcw _ Widow Third irndow Wi ndc- iindz

B. S201 - 375

Bo:tswana 24o 11 11
Sub-Total ii 1 11

MSAs -_
Cameroon 200 16 - 25 20 35 41

.Senegal 260 17 - 0 5 o7
Unana 58 8 30 53 53Honduras 320 75 60 7 - 25 82 85

Salvador 340 14 10 - 5 14 5
y Coast 340 3_ 15 2 30

Others
Bolivia 200 21 . 21 5 - 10 26 31Philippines 220 315 315 - - 40 315 355Thailand 220 150 150 - - 40 150 190
Egypt. A. R. 240 150 £0 65 AD 100 215 220
Ecuatorial Guinea 2LD - -
Liberia 250 29 29 - 5 29 34SY3zi land 260 - - - -
Jordan1 270 20 20 5 5 2rMarocco 270 50 50 -51
Papua and Ntw Luinea 290 11 11 5 16 11Congo P. D. R. 300 25 25 - - 5 25 30Mauritius 300 13 13 3 6 16 19Korea 310 200 200 - . 40 200 240Paraguay 320 7 5 - 4 1 1SSyria A. R. 320 40 10 A 40. 10
fcqidor 36D 30 30 30 30
Traq 370 - - -
Turkey 370 220 220 - 220 220

TT 1 -321 1,249 5 26

10TAL 201 -75 231. 7a 406



Table 3 Po 3 of

ILLUSTRATIVE ALLOCATIONS OF TOTAL BANK G.CL? ASS!STANCE. IN FY)976 BY COjiTRY WITH AND WITHOUT THIRD WIWCOW

($ hillions)

1972 IRD IDA
Per Capita Without ihird. With Third Without Third With Third Total Without Third Total With Thirc

CQj..'TRIES I ncc':e Window WiroI Window Window- Third Windoa Windcw Window

C. $37S - $500

M;As
C~ai 400 9 11 - - - 9 11

Others
Tunisa 380 60 73 - 60 73
Z.:b i 3 380 55 67 - - 55 67
Coloobia 400 180 219 - 1S0 219

:__7 _! %- -,6 6 7
Algeria 430 193 193 - - - 193 193
Mauvysia 430 145 177 - - - 145 177
F agua 470 4 5 - - - 4- 5
V, Ican Penublic 480 15 18 - - 15 18
Lhr., ItputIsc or - - - -
Iran 490 150 150 - - - 150 150
Fiji 500 5 6 - - -6

Sub-Total 813 915 - - - 813 915

TOTAL $376 - $500 822 926 - - - 822 926

D. $500 - $800

Peru 520 120 146 - - - 120 146
Srazil 530 500 610 -- 500 610
Caritbean Region 550 20 24 - - 20 24
Costa Rice 630 30 37 - - - 30 37
Bahrain 670 10 10 - - 10 10
Lcbanon 700 15 18 - - - 15 18
hexico 750 410 500 - - - 410 500
Uruguay 760 35 43 - - - 35 43
Chile 800 70 85 - - 70 85
Jaraica 810 15 1^ - - - 15 18
Yugoslavia 810 200 244 - - 200 244

TOTAL 1,425 1,735 - - - 1,425 1.735

TOTAL OF POOREST AND
ADJUSTED COUNTRIES 4,625 4,625 1,548 1,548 1.000 6,173 7.173

E. TOTAL OF ALL OTHER COUNTRIES 445- 45 4

GRAND TOTAL 5,070 5 070 1.548 1,5;3 1,000 6.618 - 7.618

REMO ITEVS:
TOTAL ESAs 549 215 1.260 1 3C0 724 1,809 2,239

TOTAL MSAa AND POOREST 555 215 1,404 114146 739 1,959 2 1400

a/ Includes Jamaica and Yugoslavia which are rmarginally abcve $800. PP&PR
/ Excludes Indonesia. 3/17/75



Table 4

COMPARISON OF BANK GROUP ALLOCATIONS FOR FY1376 Be REGION WITH AND WITHOUT THIRD WIND'a

Poultinks hro~ -~ Leedet Increase in b/ Grant EquivalentPopulation 6/O Th i rd Total Total Asistalc. Per Cait ((n;Ill ions) WT f.i _TW /74 Tf7 Windo. L/3TOTw 141p.__j $~0 W/4

Eastern Africa W
($ nilion) 127.6 262 162 275 278 176 537 616 79 -4.7 2.09 2.62
(I of Total) 5.9 3.6 16.9 17.1 17.6 8.8 8.7 7.9

Vestern Africa
0 nil ion) 132.5 247 170 169 165 154 6 490 74 '7.7 1.05 1.73
(Z of Total) 5.6 3.8 10.4 10.2 15.4 6.9 6.9 7.4

East Asia & Pacific
1illion) 275.6 1076 1105 6B 63 120 1144 1288 144 12.5 0.63 0.83
f Total) 24.2 24.8 4.2 3.9 12.0 38.8 3.2 14.3.

South Asia
(S IiIlion) 756.3 96 264 3008 400 160 1403 348 32. 1.11 1.3a

(of Total) 2.2 - 59.3 62.0 40.0 17.5 19.9 34.8

rEMA
G nillion) 280.3 1259 1250 122 98 t00 1337 1448 67 4.8 0.87 0.95
(~of Total) 28.3 28.3 -7-5 6.0 30.0 22.7 20.5 6.7

Latin tAmerlca & Caribbean
($ mi lion) 282.3 1530 1763 27 12 50 1537 1825 238 18.7 0.67 C0I!(Z of Total) 31.0 33.6 1.7 .7 5.0 22.3 25.8 28.8

TOTAL 1854.6 4450 4450 1625 1625 1000 6:75 7075 1000 16.5 1.02 1.29

af Because of over-programing of lorld tank funds, the reaIlocated funds have been pro-rated domwards (in the sur-ary tables bat not in thm detailedcountry data) to match the Eoard approved progran; sinilarly, IDA funds have Len pro-rated upards to adjust for the currently unallocated reserve.b/ Percentages refer to rate of increase in total assistance (net) and not to share of country groups in that net increase.

PPtPR

3/17/75



Table -a

EASTEIN_AFIrCA: 'ountry Detail of Illustrative Bank Group_Assistance

for FY76 Without and With Third Window of $1000 Million

id-1972 I B R D I D A
Per Capita Third TOTAL

Countries Income ( ) WO/TW W/TW WO/TW W/TW Window WO/TW W/TW

Botswana 240 11 11 - - - 11 11
Burundi 70 - - 3 3 - 3 3
EAC 150 65 0- - 40 65 80
Ethiopia 80 - - 86 86 - 86 86
Kenya 170 65 30 12 12 40 77 82
Lesotho 90 - - 3 3 - 3 3
Madagascar 110 54 24 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 43 30 69 73
Uganda 150 - - - - -
Zaire 100 - - 40 40 - 40 40
Zambia 380 55\ 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.

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

PPRD

3/18/75



Table Lb

WESTERN AFRICA: Country Detail of Illustrative Bank Groun Assistance for
FY1976 Without and 4lith Thi rd Window of $1000 Million

($ million)

Per Capita
Income IB R D I D A Third T 0 T A LCountries Mid-1972 WO/TW / TW W/T W wdni Window WO/TW W/TW

Cameroon 200 16 - 25 20 35 41 55C.A.R. 160 - -a 8 8 - 8 8Chad 80 - - 23 23 - 23 23Congo 300 25 25 - - 5 25 30Dahomrey 110 - - 14 14 - 14 14
Equatorial Guinea 210 - - - -
Gabon 880
Gambia 1140 - - 7 7 5 7 12Ghana 300 45 15 8 8 30 53 53Guinea 90 - - 8 8 - 8 8Ivory Coast 340 30 15 - - 25 0 ho
Liberia 250 29 29 - - 5 29 34Mali 80 - - 18 23 - 18 23Mauritania 180 4 L. - h 4
Niger 90 14 14 - 1h 14
Nigeria 130 100 100 - - - 100 100Senegal 260 17 - 10 5 30 27 35Sierra Leone 190 19 10 5 5 14 24 29
Togo 160 - 7 7 5 7 12Upper Volta 70 - - 10 12 - 10 12

TOTAL 1 197 161 158 15 506

Prorated Totals (e-7) (170) (169) (166) (154) (416) (490)

1/ Prorated to conform to total of Bank epproved lending program.

PPRD
3/18/75



Table )ic

EAST ASIA AND PACIFIC: Country Detail of IllustrativeBank Group Assistance for
FY1976 Without and With Third Window of $1000 illion.

($ million)

Md-1972
Per Capita I B R D I D A Third T 0 T A L

Countries Income $ W)/T /TW W0/TW W/TW Window WO/TW _WTW

China, Rep. of 490 - - ..
Fiji 500 5 6 - - - 5 6
Indonesia 90 :00 t00 - - - h00 400
Khmer Rep. 120 - - -
Korea 310 oo 200 - - 0 200 240
Laos 130 - - 10 10 - 10 10
Malaysia )30 Lh5 177 - - - 145 177
Papua New Guinea 290 11 11 5 - - 16 11
Philippines 220 315 315 - - 40 315 355
Singapore 1300 - - -
Thailand 220 !50 150 - - 40 150 190
Vietnam, Rep. of 170 - - 50 50 - 50 50
Western Samoa 150 - - -- -

TOTAL of above 122 129 60 120 1291 139

Prorated totals (1076) (1105) (68) (63) (120) (11hh) (1288)

l/ Prorated to conform to total of Bank al proved lending program.

PPRD
3/18 /75



Table 4d

S0UTH ASIA: Country Details of Illustrative Bank Group Assistance for FY76
With and Wit'iout Third WiCndow of $1,000 million

Mid-1972
per capita IBRD IDA Third Total

Countries Income ($) WO/TW W/TWJ WO/TWI W/TW Window WO/TW W/TW

Bangladesh 70 - - 150 175 - 150 175

Burma 90 - - 40 h0 - 40 40

India 110 60 - 600 600 300 660 900

Nepal 80 - - 18 20 - 18 20

Pakistan 130 50 - 75 75 100 125 175

Sri Lanka 110 - ' - 35 50 - 35 50

TOTAL of above 110 918 960 00 1028 1360

prorated totals- (96 - (964) (1008) (1060) (1408)

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

PPRD
3/18/75



Table L;e

EMENA: Count-.y Detail of Illuswative Bank Group Assistance

FY1 97 Without and With Third Window of $1 000 Million.

Per-Canita
Income I B R D I D A Third T 0 T A L

_______ T0~~~ Window W0/TW ____

Countries Mid-1 972 WW/TW -n W W/T

Afghanistan 80 - - 24 24 - 24 24

Algeria 430 193 193 - - - 193 193

Bahrain 670 10 . 10 - - - 10 10

Cyarus 1180 15 15 - - - 15 15

Eg'pt, A.R. 240 150 80 65 40 100 215 220

Finland 2810 - - - - - - -

Greece 1460 70 70 - - - 70 70

Iceland 2800 - - - -

Iran 490 150 150 - - - 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 90 90 - - - 90 90

Oman 530 6 6 - - - 6 6

Romania 810 160 160 - - - 160 160

Snain 1210 15 15 - - - 15 15
Syria, A.R. 320 40 40 - - - o 4o
Tunisia 380 60 ' 73 - - - 60 73

Turkey 370 220 220 - - - 220 220

Yemen, A.R. 90 - - 16 18 - 16 18

Yemen, P.D.R. 100 - - 6 6 - 6 6
Yugoslavia 810 200 244 - - - 200 2L4

Portugal 780 - - - - . - 60

Total of Above 143h 111 116 93 ~lo5 1-1617T
Prorated Totals (1259) (1250) (122) (98) (100) (1381) (1Lhh8)

1/ Prorated to conform to total of Bc ard approved lending program.

PPRD

3/18/75



Tab~e Lf

LAC: CountrlDelai . of Illustra tive Bank Grouan Assistance for
F197b Withou and With Thi rd Window of $1000 Million

(s million)

Mid-1972
Per Capita I B D I D A Third T 0 T A L

Countries Income WO/TW Tl/TW WO/rW W/T Window W0/T W/TWL

Argentina 1290 100 100 - - - 100 100
Banamas 2240 9 9 , - - - 9 9
Darbados 800 - - - -
Bolivia 200 21 21 5 - 10 26 31
Brazil 530 500 610 - - - 500 610
CA FI
Caribbean Region $50 20 24 - - - 20 24
Chili 800 70 85 - - - 70 85
Colombia 400 180 219 - - - 180 219
Costa Rica 630 30 37 - - - 30 37
Dominican Republic 480 15 18 - - - 15 18
2cuador 360 30 30 - - - 30 30

Salvador 340 14 10 - - 5 14 15
G M a Ia 420 6 7 - - - 6 7
Guana b00 9 11 - - _ 9 11
i 130 - 10 12 - 10 12Honduras 30 75 60 7 - 25 82 85

Jamaica 810 15 18 - - - 15 18
M co 750 410 500 - - - 410 500
Nicaragua 470 4 5 - - - 4 5

m 880 25 25 - - - 25 25Pararguay 720 7 5 L - 10 il 15
Pe ru 520 120 146 - - - 120 146
Trinidad & Tobago 970 10 10 - - - 10 10
U raguay 760 -5 43 - - - 35 43
Venezuela 1240 15 15 - - - 15 15

TOTAL of above 1720 2008 26 12 50 1746 2070

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

1/ Prorated to conform to total of Bcard aporoved 1ending program.

PPRD

3/18/75



ASSOCIATION RECONSTRCT ON ANO DEVELOPMENT`-f I ON INA INAL F !NANCE

OFFvJE MEM/ RANDuLM
TO: Mr. J.B. Knapp ECLASSIFIEQATE: March 11, 1975

FROM: John H. Adler CONFIDENTIAL

SUBJECT: Third Window Allocations W ARCHIVES

1. While P&B and DPS are discussing further a revised proposal for
allocation of Third Window funds (and related movements of IDA and IBRD
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 poorest
group;

a reduction in the dblla mount of new commitments to the
poorest group (this being the "cost" of the two "benefits"
listed above).

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-
sidered as a marginal case for IBRD exposure, replace all or
part of the original IBRD allocation by Third Window funds.
"All" would apply to MSAs in this group; "part" would apply
to the others-.

The above "r'ules"' would effectively allocate all available Third Window:
funas. The IBRtD allocations "released" as a consequence would be reallocated
to the more creditworthy countries in the $201-375 and $376-500 per capita
groups.

Attachm.ent

ce: 1essrs. Chenery, Lauim, Chauf6urnier, Krieger, Wein'er, H. Adler, atVot-aw:, S ,crn, Haq, Chernick, Goodman, Gue, Schulmann, Wood/Tahlor, Zaidan.

S.Eccles:ua



Attachment

THIRD WINDOW ALLOCATIONS

Comparative Tables Contrasting the DPS and P&B Initial Proposals

A. Net changes in FY76 commitments of Third Window, IDA and IBRD funds (US$ millions):

DPS Proposal P&B Proposal

Per capita Third Change in Change in Net Third Change in Change in Net

group Window IBRD IDA Change Window IBRD IDA Change

0-200 +552 -280 +89 +361 +530 -80 +181- +231

201-375 +U8 -160 -65 +23 +70 + 25 -137 +358

376-500 - +bO - +Uh0 - +55 - +655
+1,00 - +1,066 +1,000 .. -+ + 1,30hb

B. 7t changes in grant element of FY76 commitments' of Third Window, IDA and IBRD funds

(US $ millions): 1/

Per capital group 0-200 201-375 376-500 Total

DPS proposal +322 +167 +9 +538

P&B proposal +366 ,+122 +50 +538

1/ Grant element of $1,000 million of Third Window is about $500 million (50'),

and of the $Mb million of additional IDA it is about $38 million (86). For

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

(All cglculations at 10% discount rate.)

C. 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
March lb, 1975



Mr. Mahbub ul Haq, Director, Pol. Pl.& Pr. Review March 14, 1975

Hans A. Adlef, Director, Eastern Africa Projects

Third Window

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

2. The results of our review are shown on the attached table. For
the Eastern Africa Region 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 5-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 exposure 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:cba

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



28 R AM 0 I' UNDQ, PCPiP3SALS

- UNT_0 

Ce5MFNTS

65.0 - 13.0 83.0 65.0 - 18.0 83.0 -

Ethiopia - 86.0 - 86.0 - 73.5 - 73.5 -n-12.5 - -12.5 ifference riects

Kenya 30.0 15.0 40.0 85.0 55.0 15-o 40.0 110.0 +25.0 - - +25.0 Accelerate nrogram.

m- - 15.0 - 15.0 - +15.0 - +15.0 a) ShifT in pris btwern
"omal ia - - - -years,; b) tdd ton for

drought.

Jan - 32.0 20.0 52.0 - 32.0 20.0 52.0 . - - - -

Tanzania - 45.0 40.0 85.0 30.0 45.2 40.0 115.2 +30.0 + 0.2 - +30.2 increase program.

Uganda

Sub-total 05.0 17.0 11_.0 391.0 150.0 180.7 118.0 43.7 +55.0 +-21 - _-L

CONT2Y PROGRAMS I

11.0 16.0 - - 16.0 + 5.0 - - 5.0 Difference reflects annua.l

Bo sw n 11.0 - - 1 -•phasing.

aurundi ~ 3.0 - 3.0 - 6.0 - 6.0 - + 3.0 - + 3.0

Lesotho - 5.0 - 5.0 - 4.5 - 4.5 - - 0.5 - - 0.5

Madagascar 34.0 20.0 20.0 74.0 - 20.0 30.0 50.0 -34.0 - +10.0 -24.0 Eliminate Bank lending;
substitute 10 TW; more
projects not available.

Malawi - 12.0 10.0 22.0 - 12.0 10.0 22.0 - -

MauritiUS 13.0 . - 6.0 19.0 - - 5.0 5.0 -13.0 - - 1.0 -14.0 Program has been reduced.

wanda - 26.0 26.0 - 26.0 - 26.0 - -

Swaziland - -

Zaire - 40.0 - 40.0 - 45.0 - 45.0 - + 5.0 - + 5.0 Increase program.

Zambia 64.0 - - 64.0 64.0 - - 64.0 - _ _ -

Sub-total 122.0 106.0 60 264.0 80.0 113.5 45. 0 238.5 -42.0 + 7.5 + 9.0 -25.5

TOTAL 7 2840 655.0 230.0 L_4.2 23 2 L -10? -0-

EAN
3/14/75
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ALPHA FOUR MEETING WITH PRONK THIS MORNING CONFIRMED STRONG DUTCH SUPPORT FOR THIRD

WINDOW SCHEME STOP WE SUGGESTED DUTCH CONTRIBUTION TO SUBSIDY FUND OF AROUND $20

MILLION STOP HE DID NOT DEMUR BUT SAID HE WAS UNABLE TO MAKE COMMITMENT STOP HE
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March 12, 1975

To Mr. Bart:

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

1. The review is limited to countries with 1972 per capita incomes
below .P800. This exclules the possibility of increasing the program-
in Yugoslavia where a justification could be made.

2. Mr. Finzi and I spent one hour with Mr. Meo gcinz over the possible
program increases country by country; almost none of our suggestions
seem to have been accepted. Our suggestions included:

IDA

- increases for YAR and PDRY and possibly Jordan;

- Maintaining present IDA allocation for Egypt and Afghanistan.

- shifting IBRUD lending in Eypt to T.W.;

- shifting part of TID lending in Turkey to T.W. (also possibly
in the case of Morocco).

IBRD

- possible program increase in Yugoslavia;

- inclusion of Portugal vrith a lending; program of $ P mil lion;

- increases in Syria and Lebanon.

3. Suggested changes for EMSNA in the pq aper are as follows:

IBRD IDA TOTAL
00UNT3 wo/'9 w/n To w/T T7 7277o/±/T
Below -200

Afghanistan - - 24 24 - 24 2
Yemen A.Ri - - 16 18 - 16 18

nSA s
Yenen PDr - - 6 6 - 6 6

Ey 150 80 65 10 100 215 220
Jordan 20 15 -5 5 15 25 35
Syria 40 h0 - - - 40 h0
Iraq - - - - - - -
Turkey 220 200 - 223 200



Mr. Bart -2- March 12, 1975

CQJNTT WTIBRD IDA TT_U
ooUNTRIES~)Q wo/T w/r wo/pz~~ cT

Tunisia 60 60 - - - 60 60Algeria 193 160 - - - 193 160Iran 150 150 - - - 150 150
$500-$ 800

Bahrain h 10 - .. -
Lebanon 15 20 - - - 15 20Portugal 60 - - - - 60

4. It is very interesting to observe that the paper suggests areduction in the programs of two countries (Turkey and Algeria) whenthe total WBG lending is supposed to be increased by U.S. 1.0441'billion. I would seriously question whether such reductions
(incidentally for the whole WBG membership there are only these twocases) were rithin 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 million increase in the totalprogram. The per capita grant equivalent seems to have improved from2.08 to 2.68., hence an imorovement of 28.83. In fact what happensat the margin is that $2(rillion IDA money is replaced by _ millionTW money. In cases where there is a decline in IDA money, ne pictureis as follows:

IDA TOTAIOoUNTRY wo 1 wTW wo/T wTJ

India 600 575 840 91oPahistan 75 70 125 195Cameroon 25 15 h151Bolivia 5 - 26 [oE gyp 65 40 215 220Nauritius 3 - 16. -1
Paraguay 4 11 15

A. Karaosmanoglu

cc: Messrs. Paijimans
Wapenhans
Siebeck



Mr. Rudolf Hablutsel, Chief Economist, EAR March 12, 1975

Ping-cheung Loh, Acting Director, EA CPI

Third Window

1. I refer to our discussion on Mir. Haq's proposed Third Window allo-
cation for CPI countries. In addition to the figures already supplied
to you, I have the following coments:

2. Ethipia. No basic disagreement. The differences between the
regional proposals and Haq's memo reflect movements of projects between
FT75 and FM76 and $8.5 Bank (included in the approved lending program)
but omitted from Iaq's table.

3. Kenya. Some of the differences reflect movements of projects
between 7775, 76 and 77. However, since the financing required by
firm 776 projects is in excess of the available Bank Group financing,
it is proposed to increase Haq's Bank allocation by 325 million to $55
million, i.e., the Third Window is seen as additional rather than a
substitute for Bank for which Kenya's creditworthiness has already been
established. An additional $3 million IDA is also proposed to cover
the increased scope of the Integrated Rural Development Project. Co-
financing arrangements will still be necessary.

4. Somalia. No basic disagreement. The differences between the
regional proposals and Haq's mem reflect recent changes in the distri-
bution of the IDA allocation between fiscal years and an additional
$8 million approved by Mr. Mcflamara for drought relief.

5. Sudan. No disagreements.

6. Tanzania. Some of the differences reflect movements of projects
betweienYF76and FT77 and additional resources becoming available
from a NORTAD participation in Livestock II. However, since the financing
requirements of FT76 projects are already considerably in excess of
available Bank Group funds, it is proposed to retatn the $30 million
Bank which Haq proposes to delete, i.e., Third Window resources are
seen as additional rather than a substitute for Bank funds for which
Tanzania's creditworthiness has already been established. Co-financing
arrangements will still be necessary.

7. Uganda. No disagreements.

8. E. No disagreements.

cc: Messrs. Adler, Tolley, Burrows, Please 0/R

RDSteun/eb



Operational Vice Presidents March 11, 1975

J. Burke Knapp

Third Window

At the Presidential Review of the Third Window leading paper

on March 4, Mr. McNamara asked to have available upon his return on
March 17, a detailed illustrative allocation of $1 billion of Third

Window loans. In response to this request Mr. zaq 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. qaq at 3:00 p.m. this coming Thursday, March 13, to revie;
this paper.

Attachment

cc: Messrs. Chenery, Stern, Haq, Goodman

J AKn ism
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kir. hans A. Adler, Acting Regional Vice March 10, 1975
President, EiA;

Roger A. hornstein, Acting Director, EACPII

Third Window

1. T attaceud Tables I and 2 refiect our preliminary Views
on te ufcLt or !iCru 'indow iending on the allocations fur countries
in Ci'l~ aurin , FY7(i.

2. I would like to record that we consider Lesotho elig4ible for
some Taird dindow landinr if tce road project shortly to be appraiseu
in sota reguires iore LUal the suested allocation of 44.3 milion
1 A, the balance could be derived from tne inird Winow.

Please let me know if you need! any additional information.

/71

Aacucaents
AiinotDrtin:.ia

cc; ieasrs. 2arry, Iaane, Maubouczs,
Please, Roulet, Schott, Wiehen o/r



TABLE 1 - FY76

(1) (2) (3)

P&B Table IVa Latest Information
(3/13 /75) EA CPII Proposed Allocation

IBRD IDA Total IBRD IDA Total IBRD IDA TW 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 50.0

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 Informfiation)
Column 3 - Column 2 of Table 1

Increases in IDA 25.1

Lesotho 1.5
Mndagascar 3.6
Rwanda 10.0
Zaire 10.0

TW Allocation 52.0

Botswana 5.0
Madagascar 30.0
Malaw.i 12.0
Mauritius 5.0

DecLcascs in iaRD 38.6

Mauritius 5.0

March 10, 1975



EASTERN AIRICA: Detail of Illustrative Bank Group Commitments for

FY76 Without and With Third Window of $1000 Million

Mid-1972 i B R D I D A TOTAL
Per Capita Third

Countries Income ($ WO/TW W/TW WO/TW W/TW Window WO/TW W/TW

Sotswana 240 il 11 - - - 11 11
Burundi 70 - - 3 3 - 3 3
EAC 150 65 65 - - 18 65 83
Ethiopia 30 - - 86 86 - 86 86
Kenya 170 65 30 12 15 40 77 85
Lesotho 80 - - 3 5 - 3 5
Madagascar 140 54 34 16 20 20 70 74
MaIawi 100 6 - 12 12 10 13 22
Mauritius 300 13 13 3 - 6 16 19
Rwanda 60 - - 16 26 - 16 26
Scoalia 80 - - - - - -

Sudan 120 - - 32 32 20 32 52
Swaziland 260 - - - - -

Tanzanid 120 30 - 39 45 40 69 85,
Uganda 150 - - - - - - -

Zaire 100 - - 40 40 - 40 40
Zambia 380 55 64 - - - 55 64

TOTAL 299 217 262 284 154 561 655

NOTE: Country detail grouped by Regior is tzken from Table 3A (attached to Mr. Knapp's memo of March 11, 1975)
where country detail is grouped by le,,-1 of income. The amounts shown here have not been pro-rated
to conform with the Board approved lerding program.



WESTENAFRI: Detil of Illustrative Park Group Con itment For
~lb 76 Without anc With Third Wdinow of L Million

Per Carita
Income I B R D I D A Third T 0 T A L

Countries ' -1972 TO/ T 9/W W/TW Window WO/TW W/vTW

Canmeroon 200 16 10 25 15 26 41 51
C.. 160 - - 8 8 - 8 8
Ca 80 - - 23 23 - 23 23

300 23 25 - - - 25 25
hcy 110 - - lJ 15 - 15 -

Equatorial Guinea 240 - - - - - -

Gabon* 880 - - - - - - .
Gabia 140 - - 7 7 5 7 -12

30010 35 53 60
uea 90 - - 8 10 - 8 10
ry Coast 30 3C 30 - - 25 30 55 .

L-beria 250 29 29 - - - 29 29
80 - - 18 33 - 18 33

Mauitania 180 - - 4 4 - 4 4
90 - - 14 14 - 14 14

130 10C 100 - - - 100 100
Seneg 260 17 10 10 10 30 27
iraLe-one 190 19 10 5 5 14 24 -29

160 - - 7 7 ' 7 12
Upper Volta 70 - - 10 15 - 10 15

TOTAL 281 229 161 176 140 U,2 545

* Country with per capita income ghor t.an $800.

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 grouTed by level of income. The amounts shown here have not been pro-rated to
conform with the Board approved lerling program.



, . Ea 1 of1 Iluz -1ve Bank Oroup Ccomtment For
- -7 19i 5 ithoutn7ith Third Windo ofTbl Mion

Per aita
IB R D I D A Third T 0 T A LCountries Mi-1972 r~./ 7 W/T W'O/TW W/TW Window WO/TW W/TW

Afghanistan 80 - - 24 24 - 24 24
A4 ria 430 193 160 - - 193 '160
Nurain t70 - 10 - - - 4 10
Cyprus* 1180 15 15 - - 1E pt, A.R. 2I0 150 80 65 40 100 215 20 -

a2810 - -C
160 70 70 - - - 70 70ce lnd* 2300 - -

ran i90 150 150 - - - 150 150Iraq 370 ---
ireland1580 20 20 - - - 20 2026ral* - 2- -
Jrm270 20 15 5 15 25 3570 20 - - - 15 20

Moocco 270 90 90 - - - 90 90530 6 6 - - - 6 6a*10 160 160 - - 160 160
p210 15 - - - 15 1

A.0 0 - - - 00
Tunisia 330 60 60 - - - 60 60Turkey 370 220 200 - - - 220 200

SA. - 90 - - 16 18 - 16 18reei, P.D.R. 100 - - 6 6 - 6 6
Taoslavia* 810 200 200 - - - 200 200
ortugal780 - 60 - - - 60

TOTAL 1428 1371 116 93 115 1544 1579

Countries with per capita incone higher than :300.

Note: Country detail grouped by Region is taken frcm Tpble 3A (attached to Mr. Knapp's memo of March 11, 1975)where country detail is groulcd by level of income. The amounts shown here have not been pro-rated to
conform rith the Board approved leriing program.



LAC De ail of IlIlustrative Bank Group Commitments for

FY 6 Without and With Third Window of $1000 Million

Mid-1972 I B R D I D A TOTAL
.Per Capita Third

Countries Income ($) /TW W/TW WO/TW W/TW Window WO/TW W/TW

Argentina 1290 00 85.2 - - - 100 85.2
B-hamas 2240 9 7.7 - - - 9 7.7
Barbados 6 00 - - - - - -
Bolivia 200 21 20 5 - 20 26 -> 40
Brazil 530 00 590 - - - 500 590~
CAE I - - - -

Caribbean Region 550 - 20 - - - 20
Chile 800 70 59.6 - - - 70 59.6
Colcmbia 400 80 240 - - - 180 240
Costa Rica 630 30 25.6 - - - 30 25.6
Dominican Republic 430 15 30 - - 15 30
Ecuador 360 30 30 - - - 30 30
El Salvador 340 14 10 - - 10 14 20
Guatemala 420 6 15 - - - 6 15
Guyana 400 9 16 - - - 9 16
Haiti 130 - - 10 15 - 10 15
Honduras 320 75 60 7 7 30 82 97
JZmaica 810 15 12.8 - - - 15 12.-8
Mexico 750 110 490 - - - 410 490
Nicaragua 470 4 15 - - - 4 15

Panama . 80 25 21.3 - - - 25 21.3
Paraguay - 320 7 5 4 - 10 11 15
Peru 520 120 175 - - - 120 175
Trinidad & Tobago 970 10 8.5 - - - 10 8.5
Uruguay 760 35 50 - - - 35 50
Venezuela 1240 15 12.8 - - -15 12.8

TOTAL 1/00 1999.5 26 22 70 1726 2091.5

_/ P & B Table IV (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 -f income. The ammounts shown here have not been pro-ratedto conform with the Board approved lendin program.



iST ASAL AND PACIFIC: Detai of Illustrativc Bnk Grour Commitments for FY1976

Witho t and With Thi rd Window of $1000 Million.

Mid-1972 I B R D I D A T O T A L
Per Canita Third

;ountries . ec () /TW W/TW, WO/TW Wi/TW Window WO/T1 jW i'W/

China, Rep. of 190 - .- - - -

500 5 - - 5 10
Indone sia 90 4100 1400 - - - 400 400

Rep. 120 - - - - - - -
1ore 200 200 - - 46 200 246

1.30 - - 10 10 - 10 10
Malaysia 430 115 171 - - - 145 171

Paa- New Guinea 290 11 11 5 5 16 21
Phiipnes 220 315 315 - - 431515 360
Sin r -f1300 - - - - - - -
T'ailand 220 150 150 - - 45 150 195
Vietnam, Rep. of 170 - - 50 50 - 50 50
Western Samoa 150 - - - - - - -

TotaT 226 1257 65 65 141 1291 1463

Note: Country detail grouped by Region is taken from Table 3A (attached to Mr. Knapp's
meo of Xarch 11, 1975) w` -re country detail is grouped by level of income. The
amounts shown here have nct been pro-rated to conform with the Board approved
lending program.



SOUTh ASa: D tail a c llustratie Bank Orou Commitments for

F" 76 Without and liith Third Window of $1000 Million

Mid-1972 IBFD IDA TOTAL
Per Capitz Third

Courries Income ($) W/T/Tr /F/T/ Window WO/TW W/T

Bangladesh 70 - - 150 200 - 150 20Q
um 90 - 0 - 40 : o

60 600 575 275 840 910
epa 80 - 18 22 - 18 22

Pakistan 3. 50 50 75 70 75 125 195
Sri Lanka 110 - - 35 h5 30 35 75

290 110 918 952 380 1208 1 .42

NOTE: unt detail grouped by egion is tkon from Table 3A (attached to Mr. Knapp's memo of March 11, 1975)
where coanty detail is groupced by level of income. The amounts shown here have not been pro-rated
to cofom ith the 3cai app-roved ler -ing program.



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

OFFICE MEMORANDUM
TO: FILES DATE: March 10, 1975

FROM: J. Burke Knapp

SUBJECT: Third Window Lons

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 8½ percent, are as
follows:

a) Third Window loans could be made at 4½ 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 8½ percent. This latter contingency
would be appropriately covered in the loan agreement.

b) The Third Window loan could be made at 8½ 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 o/r
Messrs. Gaud, Chenery/Stern, Cargill, Broches, Gabriel, Goodmans Adler
Regional Vice Presidents

JBKnapp:ism



Mr. R. Hornptein (for Mr. Michael H. Wiehen) March 6, 1975

J..D. R

Third dow

I have the following comments on FT-76 program and proposed
Third Window allocation prepared by R. Maubouch6 in respect of the
countries in ng Division.

1. I fully agree that on creditworthiness grounds, Rwanda and
Burandi should not be regarded as eligible for Third Window financing
and that in the case of Madagascar and Mauritius we should use the Third
Window in replacement of IBRD funds. In the case of Malawi, I believe
that Third Window financing could be supplemental to the modest IlWD
allocation of $5 million a year agreed at the last CPP review meeting.

2. Regarding the amounts, the following explanations may be
useful:

The amount of $10.0 million shovn in the "Latest Thformation
f"c-l'= iS very L otinal t4 t'i time "A cocist+ o-P +he propo-sd

icheries Project ($3.0 million) and of the Coffee II Project (slipped
from F v-75 uth an amount revised downwards nrom Vsiu mri.nion to ${ min.LLion,

LIU L %pal "iL "~~IJqiJU L' vill"AU WJXV C.A.,V 64-QI AA 0 U~ U.lva ;4z;I nc't... I--

economically justified). There is an outside chance that the Education
Poject ($5 million), currently scheduled for FY-77, might be advandod,
in uich case we would have to increase the IDA allocation further, but
at this etago this is highly speculative.

Madagascar

The amount shown in the "Latest Information/RACPII" column
reflects my belief that the Irrilation III and DMN Projects ill be
postponed and that consequently the FY-76 Program will consist solely
of the Fourth Highway($40 million), and Rogez Project5($10 million).
We should note that the tidng of the Rogez Project is still uncertain
in view of the need to arrange co-financing, and that the amount of the
Fourth Highway Project, to be appraised later this month, may have to
be reduced if scme of the major construction works proposed prove to be
economically unjustified.

Malawi

The amounts shown in the P&B table IV-a are correct and
reflect the decisions made at the CPP review mneeting last October. In
subsequont discussions with the Mralawi Government, however, it turned
out that the Water Supply Project, which vc had expected to finance
with IERD funds in FY-76, will probably be financed by the United Kingdom.



Malawi therefore asked us to combine the FT-76 and FY-77 IBF allocation
to finance part of a Power Project currently scheduled for Fr-77. The
"Latest Information/FACPII" column should therefore show only $10 million
IDA to finance the Education Project scheduled for apprhisal later this
month. The proposal to use $12 million of Third Undow financing would
enable us to advance the Karonga II Project iuhich, on project grounds,
is feasible.

Mauritius

The amounts shown in the P&E table IV-a a' ro corroct. The
substantial reduction shown in the "Latest Information/EACPII" column
reflects our present expectation that the Water Supply Project 'ill be
substantially delayed on project grounda (lack of agreement on the lavel
of water rates) and that our participation in the D1I- Project should be
substantially reduced to force oaiawi to contribute increased resources
6o its developnent program. If, against r expectations, M1auritius
is prepared to take meaningful action in respect of water rates, we
would, of course, uish to reinstato the Water Dupply Project in FT-76.
This project oculd be financed by using the balance of the IDA allocation
($3.5 million), and about $3 rdllion witi Third Wlndow financing.

Panda

* The Comrcital Crops Project crgi nally schedul2ed for FT-7

to be considerably reduced. The amount of.6 million currently earmarked
for the Agricultural Development(Livestock) r, oject. iv purely notional
at this stage. Finally, there vre guite a number of unoertaintic 'ith
respect to the spplerental financing requicd for t1 irst igway
Project. The amount of $20.0 nhown in the "Latest Information/EACPII'"
column is therefore highly spaculative.

cc: Messrs. Maubouch&, Lan/Landell-Mills, Shonubi/Key, Schartz/Peyer

JDroulet :ITh
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FORM NO. 678
73 CONFIDENTIAL

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INTERNATIONAL DEVELOPMENT ASSOCIATION

POLICY REVIEW COMMITTEE

DECLASSIFIED PRC/M/75-2a

March 10, 1975

WBG ARCHIVES

ESTABLISHMENT OF THIRD]) WINDOW

MINUTES

Attendance:
Messrs. McNamara, Knapp, Baum., Broches, Cargill, Chenery, Benjenk,

Chaufournier, Krieger, Weiner, Gaud, Adler, H., Adler, J.H.,

Haq, Nurick, Stern, van der Tak, Votaw, Vibert (Secretary)

1. A meeting of the Policy Review Committee was held on Tuesday,

March h, 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:

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

guidelines followed.

3. 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
May. 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



DECLASSIFIED

For consideration on

WBG ARCHIVES March 25, 1975

R75-39

FROM: The Secretary March 5, 1975

ESTABLISHMENT OF A THIRD WINDOW

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 President, Operations
Executive Vice President and Vice President, IFC
President's Council
Directors and Department Eeads, Bank and IFC



INTERNATIONAL BANK FOR

wome ~ RECONSTRUCTION AND DEVELOPMENT

WASHINGTON, D. C. 20433, U.S.A.

OFFICE OF THE PRESIDENT

March 5, 1975

MEMORANDUM TO THE EXECUTIVE DIRECTORS

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

1.
I. Introduction and Recommendations

1 he "Th ird Widow" refers to a nwlndting 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.
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3. 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.

(c) Beneficiary 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.
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(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 the 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.

It 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 efficial 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
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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 Oil 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

7. 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 from .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.
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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.

9. 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 inadequate 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.

10. 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 explore

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 Oil 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.
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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.

13. 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
coun.tries 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.
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(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

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 terms which are reasonable in

relation to its development prospects.

Impact on

15. While e 1 bi in rd Window comitments 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 1 : a hn $200 would receive about half of direct

Third Window lendirnc while the other hLf wnould 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 porer developing countries which would

not qualify fori ie Tr Wndow loans on creditworthiness

grounds. Where Third Window loans replace previously planned

IBRD loans, countries, with higher per capita incomes, including

those witi per cp cm a 75, -w-1.d 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

softenn of the average terms of that assistance.

16. The prospect of enlarged Bank Group assistance raises

the question of whether the increase in lending can 
be

accomodated within the planned program of operations. In

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.
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III. The Scale of Initial Operations and Financing Requirements

Volume of Commitments

17. 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.
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A. 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 $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.

21. Additional lending to the poorest and most seriously
affect,ed countries requires a substantial suhsidv. 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

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 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-

t 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
10-year bond.
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23. Another ,ay of supporting the subsidy fund woud sa -
a contributor to make a new lDan to the Bank at less than market

rates of interest. The grant-equivalent value of such. a l.oan

to the interest subsidy fund would be calculated in the same way
as contributions of interest due on an existing IBRD bonsJ Butl:

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

what the contributing country would norrally invest in IBRUD

Gbligations, would have the other important advantage of providing

a part of the capital funds needed to cover disbursements
under Third Window loans.

24. Consideration might also be given to still anl e f m

o.f contribution. Several OECD and N countries ha -wD
loans 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 instituti:n in the borrowing country
woculd involve a financial "cost". Without weakening its own

financial position, the TBRD could acknowledge such a

prepayment and consequent financiol "cost" by transfering
to the interest subsidization account the difference between
the par value of the loan and its dircounted value. This

difference would be 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 disburse-

ments under Third Window loans.

Source of Contributions

25. 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 contribu-

tions to be contingent upon contribour ions 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
,icies 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 voluntary
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 Requirements

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 year disbursements under
Third Window loans an- 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 FY77 FY78 FY79

Gross Borrowings
Present Program 3200 3550 3900 4800
For Third Window -- +200 +300 +220

Total 320 373C0 4200 5020

Liquid Holding (End Year)
Present Program 5598 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

30. The recent paper on IBRD Financial Policies (R74-256)

examined at some length the adecuacy 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 III, Section 3, of the Bank's charter by less than 90

days. l/

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 imp1y 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 wole loar portfolLo,

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 difficult

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 a 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. 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.
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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 value 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 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 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
of the fund.

Date of Effectiveness

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

Objective

1. 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 1944 dollars)

available for distribution, the authorized capital must be increased.

(1) If the operation is limited to OPEC countries,

33,966 shares will have to be issued. An increase

of the authorized capital of 11.11% or 3.0 billion

1944 dollars would be adequate. An increase of this

magnitude would not endanger the appointed executive

director seatsthrough the e.xercise of preemptive

rights by the largest non-oil non Part I shareholder.

(2) The "two-stage" calculation scheme would require if

all countries accept in full, the issue of 41,201

shares. The authorized capital increase would

be 3.5 billion 1944 dollars or 12.96% increase.

A 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 700 (70 million 1944

dollars) will avoid this inconvenience.

3. 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 (24.80% if China and South Africa do

not participate), enabling them to .elect 3 if not

4 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 I 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.

4. The steps to be taken now are:

(1) Obtain the agreement of the OPEC countries on the order

of magnitude of their individual new subscriptions;
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(2) Then start negotiations with Part I countries for their

approval for the operation and the waiver of preemptive

rights;

(3) Advise the non-oil non Part I countries of the operation

and the possibility for their subscribing additional shares.
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Mr. Robert S. Mc amara March 3, 1975

William S. Gaud

Third Window: Meeting with Nordic

Counties Representatves in Copenhajen

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

Denmark (Ministry of Foreign Affairs)

Mr. Bjdrn Olsen
Mr. Ole Lisborg
Miss Ellen Mary. Lj

Norway

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

Sweden (Ministry of Foreign Affairs)

Mr. Staffan Sohlman

r nland (Ministry of Finance)

Ms. Heli Pallari

Messrs. Gaud and Hattori

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 Norwegian representatives,
according to Mr. Sigurdsson, are both high level officials and we were
fortunate they were there. I believe that Mr. Sohlman of Sweden is
Klackenberg's No. 2. Neither Sigurdsson nor I know much about
Ms. Pallari of Finland.

3. I 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
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with other governments. in answer to a question I mentioned the figure

of $10 million for each Nordic country as a possible voluntary contribu-

t ion.

4. The meeting was useful In giving the governments' representa-

tives a clearer ldea on the Third Ilndow. It appeared that the Nordic

governments ha ien very little thought to the Third Window. Mr. Olsen

(Denmark) said at the beginning (as we already knew from their telex to

Mr. Sigurdsson) that the uovernmient representatives did not come with

their governments' positions,. much less witn a cornnon position, and their

objective was mainly to listen. These facts as well as the general level

of questions clearly indicat that the governments were far from being

prepared for serious consideration of any voluntary participation in the

Third Window.

Mr. Olsen probably expressed the consensus in saying that he

thought the idea 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 beneficiarles of the direct and derived bene-

fits of the system, accorded perfectly with the aid philosophy of their

governments.

6. There were no comments on the terms of lending, and the explana-

tion that the 'ank would not f ind It difficult to lend an additional

$1 billion or to raise the funds by additional borrowing was accepted

without comment.

7. Most of the Interventions by the governmnents' 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 an the prospect of low if not

zero growth of the economy. Especially in Denmark,
Norway and Sweden, although the governments were
committed to development aid, there was a decreasing

I enthusiasm for new aid schemes, their official
development assistance was already close to the

target of 0.7% of GNP, and thus no substantial
Increase In their development assistance could be
expected; participation in new aid schemes would

imply a cut in other aid participations.
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(b) The suggested figure of $lu million for each Nordic
country, mentioned In response to a direct question,
provoked strong reservations:

(I) that the amount expected from the Nordic
countries out of $200-250 million was
disproportionately high (Norway, Denmark);

(1i) that althougn it was presented as a volun-
tary contribution for a first year sche
without commitment for a permanent scheme,
these initial voluntary contributions tended
to Jeterrine in fact the relative size of
permanent contributions.

(c) While the representatives seeme encouraged by the
information that contacts with 2PEC countries had
evoked positive support, they seemed discouraged by
the almost definite prospect of non-participation

by the U. S. and the doubtful prospects for the larger
OECD countries. Mr. Olsen remarked that it seemed
that again the smaller countries were being asked to
contribute while the big nations were not going to
participate.

3. We will clearly have to go at the Nordic countries iain --
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 Apr I Board meeting.

cc - Messrs. Knapp
Shoaib
Cargill
Stern
Koc hm1a n
iattori

Mattori:WSGaud:dbs



Mr. Robert S. McNamara March 3, 1975

William S. Gaud

Third Window -- Potential OECD Contributors

The status of our discussions with non-OPEC countries is as
follows:

- The Netherlands. Burke Knapp and I are to see Pronk here in
Washington on March 12, when I hope we will get a defi-
nite dollar commitment from him. I phoned his deputy,
Van Gorkom, when I 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 I am in close touch with him.

- Nordic Countries. Nothing definite. More work required.
See my memo of March 3, 1975 (copy attached).

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

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

- South Africa. Mr. Smit will return to Washington around
March 15, at which time I 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, Shoaib, Cargill, Stern, Hattori

WSGaud:dbs



INTERNATIC AL DEVELMENT NTERNATIONAL DANK FOR INIERNATIONAL FINANCE
ASSnC ATCON ?R CA3SR'UCTION AND DEVELOPMENT CORPORATION

IN IT\/C_ MVEMOR ANDUM
TO- DATE: NaW 3,&

4 - . .- -

O 1/

a u & p C

L s 0, OR

0 7 D o a r (p ra

fn v aTn na~ adt wiyo arent of Q-,

i n3) )'ge~)

7 Ij V jA~snr . zo akn avli fro foaco W

Cd OZ! of On of is Go a

1:i ST Z-) o M llr.

n r cnitn apc11 nlct

1.7 :7' -' 1 U or ii001 so

1 T 1 'C' >zv 0 lua a

-7 7- 7-7.~C)i Ir'C'"-

-C).', a nah of'



C))

-- 7

u -C

=~~ 7; ~a ---is --- -40 y ---

7 - 3 '4 >S"a Y t

- - - Wr ODSI ,

- fr I- ! C) )

1 - - , I I•i-( C) ----C) IC /

huh c cos ofypit addot" Nh
'''-''IA toasaetosniKit fA 0 oUS

Iwa . fh-w and 333 no' Tonu- e J 1"

))8e iII pnffp 7o h 03 A Sww



-lO a--a- 3 -r-



ir. I. P. . arFill arci 3, 1/5

M asaya nattori

Comments on the Paper "fstablishment of the Tnird Windov

(To be eviewed :arch L l140 hours in the President's Uffice)

1. I have serious reservations about paragraph' 2,6 (page 19) .,ere

it is proosedi that low interest Banh loans Du repurchased at par 1y 4.hei

Central onk of other institution of '.orrowipn country and the difference

uetween the par vaaLue of the loan and its discounted value Le transferred

by the Bank to the interest susLidi zation account.. Tis rocedure will

imxply the bank will take a capital loss on its assets or ymake an expenditure

to the interest subsidization fund. As a matter of financial nathematics,

the operation is feasible, wheth-erit Is lloable? on accounting grounds

is quite another juestion. If the repurchasing country is to get recog-nition

of its financial sacrifice, the procedure would be for the nki to negotiate

the s0le of its loan at a loss comlined wnith the engagement tnat the

repurchasin agncyIC would pa to the interest subsidization fund, the

difference tetween the -Ar value and tine sales3 value of the loan. It is

against all stalished rules of financial accountin to incur capital

losss conditional to the return of the profits ; the purchaser to the

seller for specific uses. daital losses shol e in !currea only in

accordance to market coi otion.

If the repurchaser were to pay the full face value of the loan

there vill neao oasis for the Dank to transfer the difference between the

discounted value and th e face value to the interest suLsid"ization account.

Tere has een no incore in the accountig - ense. The book value of the

loan nas been replaced by caso in exactly the same anount, therefore there

is no new incomc to be transferred to the interest suusidization account,

hence it reust corae out of administrative expenses or dispoaaL of net incore.

It is hard to see now the Bank could imiake such nents.

2. Witih respect to the statement of paragraph 5 that "j has been

assumed that a si -ificant portion of the initiai voluntary contri -utions

will come from the PEC countries" - it might e advisable to prepre

a clarification that "a significant portion" would sean up to 50>.
-r. nocimans ission as well as Mr. ittevc-n' report to the !un-d oard

indicate tuat the oPC countries are not willing to let the industrialized

countries share In new aid c s dro) below

cc: essrs. Gabriel, duricn and Gaud

.attori:ed



Mr. Bart, Mr. Paijmans, Mr. Wapenhans, 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 a Third Window for Lending is
expected to be distributed some time tomorrow Friday, February 8, 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 watch for this paper, and try to send your comments
to Mr. Karaosmanoglu, who will be coordinating the EMEIA regional
comments, by noon on Monday March 3, 1975.



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

OFFICE MEMORANDUM
TO: Files DATE: February 27, 1975

FROM: Richard A. Cambridge, rsonal Assistant to the

Senior Vice President
SUBJECT: Operational 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.

3. 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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WBG ARCHIVES

CONFIRMATION OF MEETING

ESTABLISHMENT OF THIRD WINDOW

Attached is the paper, 'Establishment of Third Window,' prepared by the
Programming & Budgeting Department and the Policy Planning & Program Review
Department. It is to be discussed at a Policy Review Committee meeting on
Tuesday, March 4, at 2 p.m. in the President's office.

Frank Vibert
Secretary

Policy Review Committee

Messrs. McNamara Husain Vice President - IFC
Knapp Krieger Department Directors - IBRD
Baum Weiner
Broches/Nurick Chadenet
Cargill Gaud
Chenery Adler, J.H.
Bell Haq
Benjenk Stern
Chaufournier van der Tak



2nd D R A F T

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 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
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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:

(a) )Scale - Third Window IBRD commitments of

approximately $1 billion in FY76 are envisaged.

These commitments would be in addition-t-.

presently planned IBRD and IDA lending programs.

(b) Duration - The proposal is for an interim scheme

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.

(c) Beneficiary 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 those

countries which could not qualify for direct

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 a7year grace

period. These terms are based on countiy

criteria. If the terms appropriate on project

grounds are different, a two-step loan would be

used.

(e) Interest 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 FY79.

(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



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

4. The outlook for developing countries in the second half of

this decade was examined in the staff study "Prospects for the Devel-

oping Countries" (SecM74-489 dated July 1974). Analysis at that time

showed the 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 developmient

momentum called for an increase in capital flows on concessionary

terms much in excess of expected disbursements from the traditional
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donors (members of OECD/DAC) and from the new sources of capital

among the oil-exporting countries. It was estimated that 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 a inirium acceptable rate of advance.

5. At the same time, prospects for some of the 'amiddle

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 market prospects for a continued rapid advance in the volume

of their exports seemed increasingly doubtful. To what extent these

countries could meet their borrowing requirements 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 sufficient volume could be substantially

assisted by additional flows from official 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

1/
requirement of more than $2 billion in 1975,-- over and above

assistance flows currently in sight. A number of factors suggest

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

1/ DC-74-6 dated December 23, 1974.
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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 tenms.-

Sources of Capital

7. 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

2/-
assistance."- 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

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

2/ Development Committee, Press Communique dated January 17, 1975.
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and a further fall in assistance expressed as a proportion of GNP.

Fram a level of 0.30% of GNP in 1973, ODA 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

commitments 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 1974.

9. 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 inadequate

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.

10. 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 assis-

tance, if that cannot realistically be attained in the short-run then

it is vital to explore alternative means of substantially increasing
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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

37. to 5%l and with maturities of 20-30 years would carry a grant element

of 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 briefly discussed in the IBRD Financial Policies Paper

(paras. 97-105).

Relationship of a Third Window to Other Aid Programs

I1. The current situation is being met through a variety of

emergency mechanisms notably through the UN Emergency Operation and

the IMF Oil 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.1I

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

emergency balance of payments support. However, unless developing

countries have early assurances of additional assistance over and

above what is now in sight, development programs will necessarily be cut

back further and high priority projects will inevitably have to be post-

poned or abandoned. To provide such assurances, additional commitment

1/ "Prospects for the Special Fund" ( ) distributed to the
Executive Directors of the Bank and Fund on March 10, 1975.
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authority is urgently needed in addition to the disbursement require-

ments in 1975. Since programs in certain high priority sectors may

require an 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 time, Lis-proposed to leave open the possibility that

some part of Third Window resources might be made available in the

form of quick disbursing assistance. This eventuality, however,

would be contingent on the full use by recipient countries of other

sources of quick disbursing assistance, notably such resources as

might become available under the Trust Fund proposals.

13. 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 countries, long-term development

can only be financed on a sound basis through IDA and other highly

concessionary 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.
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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 levels from receiving assistance nor would

it guarantee assistance to those below. In

particular, any NSA countries with per capita

incomes above $375 would be considered as
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special cases. In assessing eligibility below

the $375 limit, other criteria would also have

to be taken into account.

(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 in their tenns 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 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
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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. 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 NSA countries, but which neverthe-

less require additional assistance containing some concessional

element.

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 IDA 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
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17. 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

connection 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 requirements 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-

tiorsto 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.

A. 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 lendinq 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 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 IBED 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 amounts

than for normal project loans. Hence, if a Third Window loan is

to be disbursed very quickly, compensating changes in other aspects
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of the loan 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 IBRD
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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 new 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 OPEC 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.- 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 borrowing requirements

and the bearing of risk with respect to Third Window loans must also

be taken into account.

B. 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 Proposal-
(S 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 42.8 40.0 40.0

/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
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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.

C. Implications for IBRD Reserve Target

33. The recent paper on IBRD Financial Policies (R74-256) 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 1i1,

Section 3 of the Bank's charter by less than 90 days.!' 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

l/ Under Article III, 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."
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and disbursed and the Bank's "equity."" The IBRD Financial Policies

Paper tentatively established a figure of 15% as a minimum 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-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 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 para. 14 above) would prevent Third Window

loans from going to countries which fail to meet minimum creditworthi-

ness standards, the bulk of the $1 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

accumulation.

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 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

1/ 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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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 developmental 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.

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 4: 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 TBRD 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 agreement

would indicate in whatever detail may be required the eligibility

criteria for interest subsidization payments. Each 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 firm

position.
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Payment of Contributions

40. 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

41. 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

1/of borrowing in FY767 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/ It 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

42. Since the assets of the interest subsidization fund will

eventually be used in their entirety to meet interest subsidy payments,

the question of maintaining the value of contributions in tems 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 subsicdy

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

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

44. 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

45. The objective of management is to bring the Third Window

into operation as early as possible in FY76.



or Roer t . caara, Frsi r-r 3 E
(through Ir. I. P. M. Cargill)

Mohamed lassizi ochuan >w-

VIsits to Kuait, Saudi4 Arabia,
:atar and the Unitad !ral Eirats

I Visited froM 7ebruary 3rd to February 2 1)h, 975 uwait, -

Saudi Arabia, Qatar and te Unitad Arab Emiratas. A3 ,ou indi.atd,

dluriag the discussionf my brieing, I restricted myself to the

cuestions of immediate interest to you namely: a) toe incraase in

voi ,ower and subscribed capital for OPfC countri.s; b) ine Third

iiadow lending facility. You alsoindicated tliat I 3hould give an

"-arly warning" about our borrowing program for FZl976. One note

was orepared on each subjpct cleared by you. During the last briefing,
you mada it clear that Z 3ould avoid discusaing, as previously

intended, IDA. co-f inanciag, reporting on financial assistance from

oi-exporting countries to developing countries and tochnical assistance.

owever, you added that unless I am questioned on those topics i must

avoid discussing thema. You mnade an !exception for Saudi Arabia wtiere

I was uposed to ask, on your behalf, the :iinister of 'tata for

Financial Affairs and National Economy his :earal impression on our

technicai aistance 3rogram.

I. KUWAT
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portion between O]C and OJECD, at this particular juncture, bears no relation
whatso'vIer to the sIares which m'ay lazer emerge in a negotiated burden-sharing

areement for a peranent third window leAding facility. The figure of 23 million
dollars expected from Kuwait is indicative. After a short pause, the Minister
glanced once more through the note and asked me to clarify what we !eaa exactly
in this note by additional capital or reserves in amounts adequate to protect
it (the Bank) against the risk of Third 'indow loans".
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oulI sayt h atmosphere w'as :nse . the be i g for
.3sons certaail-neae to our :eeting b)ut becae 1qikly very cordlial a nd

n). In conlusin, initer A-Ateegy sa I Iat h-a viws the "Iird
n.o rith :sympathy and ae more so tnat ¶r alumapttrwaro &ne

prpslin Wahingzon an ehmsl fuly ndose it Hewould ceta inlyV
lik uisProposal !o. 'go thogh herwilnges ocoprate full wiU I he

industrialized countries, a d i. e r l-Lamad
to initiate the work t:o be don~te in The ligdht of che note that I avie him in
order that action can be taken after further zlboracion of the proposal,by the

3. Borrowiz rog-am

I gave he Mniserr the short note that was preard before a)y
dagarture from Washington a l ared by you. I explained that I do not

intend to discuss tis mar a this point because Mr. Cargill will do it in
tee next 3 on y urose '2as mainly to give him an " warning about
oir borrowing program mainly ia FY1976. I stcated that as in the past, and
articularly in FYl975, te Bank will a looking to OPEC members to support its
orrowing program. In ti program we hope to be able to raise -aout 30 million

dollars in k.wait. The iniste comented bndantly on 'asit coopration with
the nk in Hei field. e ad that thev ar well disposed towards the Bank.

,they wil 1 ave to study this mattr with "precauti on" and ia the light
o f rhir on 17 1ia ua re concernin; the level of oil productica, revenues,

=ost ents within theiri program and the cequirmencs of their own financial
-are H -'2-concluded -ayi.ng tha by heime he sees you duriag your for-
coi-ng visit he will have a clearer idea on the future pospects.

II. SAUDI AA3IA

1. RIYADH

While in Riyadh I met twice with H.E. Mohammed Aba Al-Khail,
Minister of State for Financial Affairs and .Ntional Ecotomy.

a) First meeting

"a Siunday, February 9 at 4:30 p.. I met withH.hamed Aba
Al-Xhail, Minister of S;tate for Financial Affairsand National Econony.
1.E. Abdul-Azis Al-Rashed, Deouty Ilinister for Financial Afairs and Ir. Ahmed
Sani l-Darwish, Assistant Director - Projects Department E33EJA, were also
present.

I exposed to the Minister the object of miy mission and gave him
the notes on the increase of subscribed capical, the Third iindow and the
Borrowing Program.
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After listenla; to ny presencacion oz n Ihe proposed increase of
subscribed caiQal be zaised 32w minor Aiints. An zilod Eor alarification

on Cae iwcrease of the aumorized capital acd tht conzept of preo~optive

passed to 0e Third indow. an wned to know wdlhaz erhis n

10ding faciliy is dirnt Non iDA and o;y. ja was ot clear About the
suisy OSMPonent at Lie nw id th '' aat te Vve- oc oWaruaary
contributicas is higher for he j2C ewbers haa the 2 CD
ne was annious to inow wao wouN manage Che miri daow. i undertook to

clarity tese questions and "ada again ha dciaCnction between the anarii
scheme and she parmnannt oaa adding that tZi staff of the Lank is preparing
a study in viaw of the meeting of the Davelopment Committee in June.

e then said :Oat he oould like to hove more tire i order to road

the notes I gave him and when convey to me his first impressions. Ha promised

to Ueet aith me the followag day, t receiving me faw hours

after a loag ei> s of the Council of Ministers and ishad to avail myself
of the opporcunity of the presencae of Mr. El-arwish to talk about tachnical
assistance. More precisely, I old him zhat you reques d me o have hio

general iOpression on the technical asitneactivicies of the Oak in the

The Minister indicated to me that he has discussed with you a year

ago te neis of Saudi Arabia for technical assistance and you baoch agred
to start a program. he fels that the response o the Bank was rapid and

Oka opinions of the technicians have always been objeccivs. 2a considers

that te collaboration is very good bui: an expansion ot the work of the an.

in the Kingdom is urgent and n2cessary. He rentioned that the weak before

he discussed with Deputy '-1iiter- Al-Soghair and Mr. El-Darwish the procedures
that would then need to he adopted. He is of the opinion that a technical

assistance coordination Represeniaive in Riyadh is highly necessary to meet

Lhese new circumstances. Acording to tha Minister his role would be to:

(i) help the diflerant departments of government and agencies to

specify their requirements;

(1i) transmit these requests to Uashington and ask for assistan1ce
in the form that I'saporaen

(NQi should circumstances justify it, fly to Washington to discuss
such requests alone or together with the key persons in the

requescing Departments.

I promised the Minister that I shall relay his request as discussed

with Mr EI-Darwish to the President of the Bank. In conclusion, the Minister

seams to be very happy with t , ;'chnical assistance program initiated by

the Bank. Ha repeated everal imesthat they trust the advice given by our

staff and the nuutrality and objactivity of the Institutioa. Huever, thera

is the feeling, at least the way I sense it, that they wish a substantial

e:pansin of our advisory services without delay. They have a groat confidence

in the Bank's work and we should capitalize on the kind of enthusiasm they

haa towards the Bank and its staff.
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b) SAcond ir~etng

Ce w, niter o Sate Aba Al-Khail a s;econd tie on
C) t 30. A'du aiz Al shed was tresent.

The Minister indicatd to m hj a a e notes and iLad `uw
zcents and clarirications to s;eek.

- A1rease 3f subscribed1 captal

At the outset, he rardedsthi increase of the subacribed cacital
n3 osa for of rinancial aistance to :he Bnk throuh the paid -in
capcal 5t ili. wanted to know which are the JPEC countries that askedfor such -an inczrease or n ubs ed4 -a lSnb an ,b capital. -ith tais in mind, he commentedat ientb on tie Dol icy oa tne Saudi overnm:ent which consisted always insupporting the acivfities of all international agecies and specially thenor!d Bank and Lhe . a st that hIs country is lp le .oorcountries La various ways: bilaterally, throughinternatonal orgaaizationsaan regional institutions and thr the Saudi Develooeni Pund. A3 aS act theair contribucions to various Banks and mds are usually

He ;Liuks t- ac coooeration between ead Saudi Arabiaa particular - will not be lmited to subscribin- in the increasa of capital.-. d- Arabia is a sharaolder and will cooperate with the Bank ia iany dif-enIt ways etner or not it increases its subscribed caital. Haviag saidtnis n= came back to the specific case of Saudi Arabia and indicated that h1sWou- -be andio inarcatd -na sovernment would be seriously thinking o ncreasinits crie capicw, as far as the whole OPEC group is concerned, a doubling of the votingrigats is reasonable but trioling it merits further examination.

- Third Window

The Minister introduced the same ideas about the aid effort made bythe Kingdom and its participation in all sorts of Banks and iunds. Ia thiscontext, h felt the indusCrialized countries should contribute more to thIsnew facIlity. He liked to know who would benefit from the Third Window.I replied that it will essentially be of benefit to the most seriously affectedCoun ltries and the poor ones. He iquired about the list of countries and wantedto 'now whethar we have the same classiflcatioq as the IM or the U.N. The3,he asked whether ,e have approached I-an or dat and what was the reaction Iot While in Kuwait.

I provided hin with all the eplanat ions he expected and add-dthat the beauty of this scheme is that with a small contribution to thesu113idy 2rund it will make it possiOle to rake a large volume of lending.neQ Eact that loans on intermediate terms can be made give a great multiplirto 02EC contriouttons. this i3 a op ecial occasion to OPEC memnbers
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Csbascribed -capi0cal, theLI Tirdy Now audd o program carwvu ..

uvernyr ;lqurais odr w at whac.r a ra profith would > ai
OmX2 SUCh 2:u incr2vero, O'ulu aSUIU Dring OUiad I a sOlb iciiCon-

akin pr c hs svrn Tca 3 ighs of the ares sboa ile snill oefr-

miaingcras intrso oing suower.be I ictdt;hUoero ht a

co an a grat improvement woulU be achieved if nad wae- C"a )C O embers
support the sort of increase la s3ubscribd capital ohich uuld raise thair
voting powar to 15%. I think tnat the whole oxeraise is in line wich what

Lain 2n auCvcateC by O.E imber3. 1 Muad that zaa 33ou. nOt look at
the rpr)osed incra3e in the ozing Dower of Saudi Aracia - WA 0.49 wo
2.362 - in rn isolaced way. Let us coaceatrana for a moment cn the grou?
reprassatad by Or. Al-Atrash to nhien Saudi Arabia belongs. Thera ar:



5 s meabs 1 i iac ;roup ad beanus o thei n'roposed inraase in
suserabec capital tnei voc power or w ;ole group 4ould -o fro

to /,9m. n 5s a reeno s au and s U na group50 in a very' strong

p -oti n .k i only ha id State and -th U -ntd KingdIom wou d a a

higaner voting p-olwer. I dAid s3tress3 - he ac th-7-Cat herropninthe Bjank
llstates UorIul h change of iuation tha couDi pr ,i the OPEC

emers w-ere in aou o such an in ras e Isd. h gou onst Of
12 countries out o E ic-h are- i eaort c-1 CounriS and by brinig h
financ'ial streng o ha roup thy gve adiffe stat us to

A th-e larel of al ie LICs the:results are slar because Wen we add the

votes of tha oil Lprng contries to those of te LD s we

reac, a almost 4,,, of tIa global votaing power. If we kep Li mid hat here are
also some industrialized countrieis such as the Scandavans t frequently

su port the LDCs we can safely say that a serious -rovemeat has been achieved
`-a Bank obviously has r idared the OPEKC mimbers osiion and adjusted

t o their new ircumscances.

The- Covernor asked me to etai to him why Lh authorized capital

had to be inareased and tIe rla'td q uesti on of pem ive r ights. He. wanted
e also to elaborace on the cap itai ase o icreas of their
subscied capi ial and the amount ofo h Governmen would have to pu:

ini. EAfer ny explanations the4 G ~overnor said that he fl hat doublin of
- voting power of the OP2 members would be reasonable but tripling it
ncessitates further study.

- Third Window

The Governor said that he has not receivad anything from the Bank

about the Third Window and he appreciated the presentation that I ade on

the sb i ct and the note on this subject will. make it easy for him to study;
it -t-oroughly later. He wAshed to Iknow, however, the difference between

this new facility and the IMF oil facility. Who is going to control and

manage this naw Fund, what are the criteria of eVliibJiity. I indicated to

him haat all these matters and others will be dealt with in the study bein

prpa d by the staff of the Bank, and after Uiscussion by the oad,dtailed

proposals will be put forward for discussion during the 2eeting of the

davelopment cormitee in Jne. Then I came back to the interim schame based
upon the voluntary contributions to the subsidy fund and reassured him. that

this fund will be operated in close consultation with the contributing

countri3. The Governor wainted to know if the uaited States and other

OECD countries were going to contribute and who has been already ap-roached.
T replied that, at this stae Ii was personally concentrating sy efforts on

tht O'C mabers with whom to alntain close liaison. So, I would not
t to spe culate about the OECD -menoers but I know that Mr. MHciamara has just

ii- 1. a talks on the Third Widow with those countries. I added, when you

wtil meat with him urn your forthcomia visit to Jeddah you will be in a
betr position to answer this question.
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n0n at atzir at th iityo iac dPtoem n a , sevra

~is with Mr. MadPiat A3dul Lai 1Msood,~ Dreor:n o th ffinistr's Officei
an lent Goero of 'he I'E and jhe Eank cor 'atar,

:I et wirth r.i Ab.-el Kadi~r Al-Qadi on- Saturday, February 3th at
9:30 o.a. He~ said tea the .iaister regretted ve'ry muczh co have to trave.l
because ne~ ;as Ioonag .or'ard t tis eeing-and ac'ually h~ad cabled to

me in Washington. I indicaed to 'Mr. Al-Qadi the4~U object oif :y mission and
maded a presntation on thea thre topics. I ha-nded him the notes and toldA

hi ha ohey w-ere cleard by4 you and1 I 'iould be~ vary grateful to hiim to

of1 :.13CU
to offero any7 official coinon , wever, >e would like ro opakon a prl
peronaUl basis3. jJ1 aeels that -o matter how w ooka hi 'uestion IC h
polIizica impl4iAcations3 anod it is3 1ot just an increase" o subscribed capital to

regte'te oito of the '? G oes ede noC doubt that th :lanage-
xlC of. ::-e Bankn is 2 e orng'A all poiiliti½s topo:oe cooperr~tin. How9-

ever, thois schee OillL resul; in pay'ent of -no~ney to th .. nk thus it i
another2 0ay'd of ~ lirec fund raisng n orz tMe Bank. The> res.ources of Qa tar a
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- Third ahdow

rtasi saced tot eY areLways- re ady to conside- proposalstous costrai-s dowev- they haenw ontowa•A de ag3s ain _ intco '"1a nOMt_._ave nlOw Some
Hcannot c-, -Ciati-nster who isas . , - meai4n 

In :he coagtree ot of teir policy
C-r Z a~taiialy :nree On the-_n, Ur1~ ~ LI

-~he 
'aodtrin

0
s l Ith e ni r a-uded hat he would havecpcla third .w all t ese issues ncr in subscribdal and tiurds Idow) de will try to brier hIm by phone and particularl

th advancs, d Incularly

2. in jy~f~ asoa

I me: with Mr. Madhat Abdul Latif oiinlstarlsL_, o Sunday February lth at 10:30 a.a.

I :essentially treated the sane Subject with him.
!-Ir sam sujet wit him,

- J.Z~Cae..1nsubscribed 
cai cal

Ar. Msood conHrmed !o me what was indica-.d to you by Yr. A-Atras. He wanted, however, to yuno byMore abo.t to arrivce 'i retained for ('atar and the laoac- oroDhe increase for :: octhisa oon the res ofeche i, . a : explained to him how we have proceeded at
powr ote oC meberill ba mad - c-ear t"at the i-ncrease in the votin

powe r onf thC members wrl bad in such a way n3 it would hare minimumT pwr and oeu .nt ,on. the aveloi- cotris~hi ila bjve- and it is t--,~-- Ivoiaonr
dhisc3our n- of nditoal to tnehU out-come of fiurther

i~scujsaj nad aelgotiatioi
3 to ibte :net: In due -oursa.
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ja with volunzary counniution lc would be desira a to know :he basis
Or ingth una ounta 02 oe ladividnal coirtin is vary ioporlanz

n~ncloar to him. The '?T emberi Pave 2idereat level of oil producion
OI.:nt reserves and spcfc coma.iamns -?ii chair ressective nic
jrqas. Moreover, 2a was eagar :-o learn abou: zhe posicion of Saudi Aabla
4a an nad their respctcive cotiutos v aid that he did ac: atciate
Oa U illion dollars would he expected fromi Qanar since Ohera ara 13 02K3

neers and a quick look at the figuras has prompted him to antici -aate a
oWYr figura. An d003 not havle anyhi;aanst ohs nhol scheme and he hopes
tnat tne hinistar willi he 1n a ?osition befora your arrival to Doha so Vorm

do then said that he do not want to uiss this Occasion to confess
that, altdouga they have aluays boa= very coopera!ive with the Bank, they Ta
noz yet recalve d anly tuagible a~liscne from the Link. me attended the annual

02 na ank. 1TA7 ONPect the Link to help them in providiag 12chnical
nasislance but so fOr nothing has happened. I replied that to ny knowledge

t o ik ias always baee prepared to masist then and mainly in the field o-
ent policy whera Qacar vdgnt hanafit substantially from our tachnical

and .Vijry service3. T Eadd reference to come letters that were Sant to the2

Pr Wpnhans dated September 5th 1974. I assured im: that th Iianget oz
tha ank and the EMEQA Aegion wre vary anxious to bring their contribution
to 1'. Oniul Fas Oacg the country. The Bank will certainly provide
tichnical assistanca in those fields in which we believe we have the expertise
required and where the vecipient country can make proper and good use of the

hep rovided. Actually, the responsible auchorities in the lank are
working hard on a program of technical assistance for the area that will take
into considerasion our own possibilities and I am sure :hat Qatar is not
forgotten at all.

- Barrow-g proiram

and left with him copies of the motes including the one concerning our
borrowins. No affiv~wd that Qacaz has cooperaad with us in the past and
will continua. !he iiA= will have to decide on th2 figure aantioned in
tha note. However, he is almost sn that it will be difficult for the lank
cc borrow in dollars and their prefarence would be for a packaga of currencies

equialent to'~~ -3** -- *~'.~i3U3),~I
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inAu mal 1e a;Saveral NiOW with H.E, Mohammed habroush
ater of Staa for iinancial and industrial affairs and Dr. assanMAa~s Zaki, Eeputy Chairman of ohe m Dki -d for Arab EconomicDa)(va7 op*: -a9 i

1. 'al'-1j- wic Q2j-m

Smet with Minister Habroush an Tuesday, Fbruary 18th ac
00 m. After m7 Presentation of the iunrease in suscribed capital, the

nhird nadow and the borrowing program I handed the notes to him.

ncreasa o subscribed caatal

he Minister stated that he ag3rees on the principle of such an
ncrease. As a manor of fact he had, in the past, the occasion to indicate
wo nr. Cargill that the future cooperation betwean the Bank and Abu Dhabi
will aapend on their say in the Bank which should reflect their present
position. So, he welcomes this initiative on the paz of tha Dank ai he
regards as in che right irection. Agreeng on the principle implies, of
course, consulcation and further discussion of the figures proposed for the
-A.E. which ha is not in a position to dQ in the absence of the nuler who

has to decide.

ne uiserwanted to know the reactions of the countries I have
visited so far. He exprassed his genuine interest in the Third Window
lending facility and added that he will indicate a figure once he consults
with other officials and after the macter is brought to the attention of the
auler. He added that I should bear in miad that they were put in a critical
situation by all the Oil Companies who cut dowrn the level of oil outpot to
some 500.000 barrels per day thus contributing to create a danerous financial
situation here. Tbody remembers that only two years ago their reserves were
not over 100 million dollars and they have many comitnents on two fronts:
anternally, to develop their industrial basis and to promote social and
aconomic development and, externally, ro face the demands of their huge aid
program. Ae stressed the fact that they are certainly the country who lives
the largest percentage o their re.enues in dir.e nid for development outside
the U.A.E. He rentioned that my visit has taken place at the right timeoecause their demands as far as the OiL Companies are concerned were met -
i.e. to bring back the Leval of oil production to 1,3 million barrels a day -
and this clarifies the atmosphere. The Minister added that Mr. Witcaven was
ia u Danoi a few days ea r l ier and no commitment were made mainly because
o the -crisis" created by the oil companies and Its financial implications.
Ha concluded saying that he does not want to ask any specific questions about
thae Third Ulindow leading facility, he will analyze the scheme with Dr. Zuki
but he wanted me to know they agree on the general idea and by the time yiu
are there they will euamin both the incrase in subscribed capital and the
Third Window with you because they would have already terminated the required
consultations.
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ne ocissions with the oil co-mpaias t We 1rsnment was prapared to cut Kya

avetmetsdrastically, zadice subst=anill che old progra= and reconsider

al ah participations and cnruiasto inento a rnIanitions'

Oa Mnday February 17th at 11:13 1 hid a meeting with Dr. nssan

aVS yu i, Vice Chairman ofthe Abu .aoL Zand 0ar Arab Zconomic Developmeat,

i n general terms the increasn in subscribed engital, :be _hird

±Kw ad the borrowing program because too Miniscer told to ohat he has

Dr. ZWki was Vary" CnioS o sablish closa Workinga; ain~i

th the tank. To that Mo c: he feels thaz We jank houid halp hi-a i,

oraai::n -ad res-ructuring the ad. na said h te are 'nlnu

need o& trainlmng staff an! recruiting competan peopLa. He made raanca;
a ChA= MYfec to a discussion a had with hr. Upper from the Bank to whoma

he indicated this need Tor racruiting competent staff, possibly on secondaent

rm the Vank.

He went an exyplaiig to me the polic Of the Yuad and elaborating
ca chair wpRzations in uther conQe.Gviously ha wants to develop win:,
t -3-nk go a p a o

he had an interasting eting with Hr. MhMi Hassan co explore the bast ways

of collaboration Won 17.

1emposed to him our approaca concerning joint cr parallal financing,

and your an Croquan: statmens a 01on s quaron and what Y hava done so fir.

1e woked an to send him easibility studias or appraisal reports on projects

Ina Malays1ia, F2ahistan, Sri Lanka, fadia and Vanyladesh. ae aaddd that the

FM.d in lso prepard to joi in projects in Africa where hey have sent t

mission zo explore all possibilitins, 1 left with him a list oz projec=3 in

AsiM and Africa Which arl in the 3pplin adpd hia thatI wo2uoL

Convey to th oaagmntal the views hW Was expressed. He asked ma aloo

Lo zonvey to you thn 2:e2 of uhe Govern et to creac a woney 03V3 in A

iand w-'ether the Bak could ;ia halp in this particular Wield.
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!a t co: oi f al 01y izuasians An Mhe four councries viit3d

I can ta hat the officials i rat with have reacti d an born topics -
increase in capital subscripton and Third Uindow - in a very ancouraging,'

way. However, their Mial positions depend upon the consullacions they
have iniiaed on che basis of the notes I left with nhem reflectiag the

7rnta thinking of the manaeun and the discussion they Mish cu have

with you during your forthcoming vii.

With hindsight, 1 feel that all the officiala viitd had, damp

in their mind, the unity and the solidarity that should prevail anon-

From hir questions and reactions one could sanse asily

thac they- expected all the other G22 members to ha approached in order

to avoid any misintarpretazion of their determination to keep their

Grganization a3 szcrong and united as possible,

On the increase in subscribed capital they waatd more specific

inormation on che criteria adopled to determine the voting power of tha
022 oazlers and assurancas that such an inreasa Will no take place at

the enpease of zna attar anveloping countries.

On the hird window there was sympathatic response and support

inneral. Howaver, the officials visited wished to have more details

ca the scheme and yacizularly on how it will be operated and the countries

ych oill benefit from it. As stated before, there Yas expression of

wnlon that she voluntary concributions (nuwaic: 25 Million, Saudi
abia: 35 million, Qatar: 15 million and AE: 20 million dollars)

seem to bW on the high sie and chey wish to know more about the gIM3n
priaciples for determining the amount of individual contributions. More-

over, they hope that the 020D miembzrs will participate and contribute

to the subsidy fund ad that we should not expect OPEC vembers to bear

an excessive burden.

n IS point, !n order :0 avoid any possbill-faelia 3 or

misinterpretation of our iniarives, we should contact as soon as

possible those MPEC Ebe-rs which are not yet aware of LA discussions

iniciarced wit the f ountries i vitd. For the success of the ocheme

they Mhould be covinced to endorse the interim phase and contribute to -he

subsidy fund even Wokan amount a3 r some of A-el, at the sae time, we

need to be in a positon to givi some klad of indicaion on the preseat

thinking of several OECD xmWbs to those 02EC rembers already approached

and2 the others as well.

cc: 11o . Wpo0) f

E a ae a mans

Shoaib) i Darwish
S t 0 Fihhawy
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Files DATE: February 24, 1975

FROM: William S. Gaud

SUBJECT: Third Window -- Germany

Ernie Stern and I 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
ASSOCIATION 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 I 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. I 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



rebruary 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 discussion with Mr. McNamara in the
following respects:

- terms of Third Window loans to be 25 years including 7 years of
grace.

- subsidy to be 4% not 4-1/2%

- eligibility ceiling lowered to $375 p.c.

- a performance criterlonto be added (a la IDA)

- approval of the Board of Governors Lc-4 K c f ; '( +14

The following additional points occur to me:

a) I would drop Section 2A "Econnmic Background" in the interest of
shortening the paper and because the reit of the Development Co mittee was not
to prepare a justification of the sche, but an actual proposal. In any case,
a proper treatment of the case would requilre more extensive analysis and dis-
cussion than it receives in this secto.-t.

b) In substitution for the abovc, Section 2A might contain a brief
statement of the objectives of the Third Window which, as I understand it,
are to provide an additional flow of resources to the LDCs on conccssionary
terms. The way in which this would b achic-ved in different cLassnes of case
should be mentioncd: e.g. substituting for IDA in some countries, thus releasing
more very soft funds for the really 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 rentioned
and compared with that of Bank loans -Md IA credits.

c) Given that Third Window lin is to be additional, the budget
implications should be faced (see footnote on p. 13). Can we process more
projects in FY 76 without dding to th st-aff? 1y guess is that we could do
some nore without adding staff, but not r billion dollars' worth, even allo-
ing for an increase in the Banks sharec of project costs in appropriate cases.

d) On the form of contributions, sore of the suggestions in the paper,
though ingenions, are complicated (e.g. buyinr back earlier Bank loans at par
and permitting the iank to credit the interest subsidy fund with the difference
between that value and the discounted value). I would prefer, as you would,
a simple choice between an imm-ediate payaent in cash and a payment over a
limited period of years but with interest 7ccruing either at a fixed rate or
at a :cte related to interest rates in the country concerned. Houever, I doult
that cnributore who opt for ta l 4t1r ill agree to maintain the value of
their conributiano, nhetbr in dollir-e or some other standard. This form o
exc :ange risk wi.. Ibelieve, have ½e borne by the borrowers. For this
reaso I th~i the the term. over which contributions would be paid in should
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be fairly short and not run the full period of loans rade through the Third
Window.

e) We agreed that investment of the subsidy fund in a special bank
bond seemed inappropriate. One practical objection is, that the auk would
not consider issuing a 25 year bond at 8-1/ the preent average cost of
borrowing, at a time when interest rates ,ppear to be falling. But to pay
a lower rate might penalize the subsidy fiund. If, a proposcd it # 4.05,
the contributions are to be converted into a nix of currencies matching as
closely as possible the currencies likely to be disbjursed, then corresponding
portions of the contributions will presuyably have to be invested :in long-term
obligations of the governments co-cerned. Tnovestment in private markets would
be prudent only if we retained flexibility, asin th ca-se of the Bank's
liquid funds, and that would have the disadvan> tage of rnhing it impossible to
calculate precisely the future earnings of the fund.

f) In # 4.06 (Method of Drawing) tlhc. provision for a ceiling on
the total interest subsidy paynents under a partiar loan ii obviously
necessary. However, I do not see why the fIull amouat should be ued if
disbursements turned out to be slower than forecast. This would put a
premium on slow implementation of projects4. Any uurlusshould revert to
the fund and be used for further subsidice (hsmine he scher. had bcen put
on a permanent footing) or used to cover thc contingent foreign exchange
risk mentioned above.

Raymond J. Goodman



- Robe.r L ScamrFbrr5 , - r2a'. u

r, f , D
Third W Podow anid ncrease in

wit Mr. obert van , i ths mornin0 to diiscuss h
Tird w He was oanied by ir. Al Gerstein, formerly o the

Fund and now advising Mr. $mit as a Oonsul tant.

I explained our thinking on the Third Window at iength, and
VOund Mr. S:)it quita syclpathetic to the idea that Siuth Afrlca shoild
contribute to the inter3st subsidizaton und. He is leavIng for
South Mri-a this weekend (returning ab'out March a5 and wiII recom!mend

o his Government that it contrbue. He was not prepared to _antion
a fi gue, but aiJ that, if Scuth AfrIca contributed, he huped it

woul d not be a token contr ito.

As far as he personally is 3cncerned -a he has not yet dis-
c ssed th3 Third indow at all with his Gvernment - he would a';k

t zree nditions e ret. First, that Third lijndow loans
othe poorer LDCs; scnd, that a substatial proportioAn o

d lr onri: in ird, nc h n iKd
. en G Gov e rnmenc shares this view.

As he was leaving, Mr. Smit asked me to tal I you that if, as
ad wnth Bank creases its capital South Africa will want vary

mucn to take part. He says there has been a distinct change in the
,t t itude- of t he Government from the day s when it ,as i ther unwi llin
or reluctant to share in the Iak's capital creases.

t 4



Mr. Masaya hattori February 21, 1975

I. P.M. Cargill

Mission to Europe Terms of Reference

You will leave Washington on February 24, 1)75 for Copenhagen
accompanying Mr. Gaud for ais exploratory meeting with representatives
of the Nordic 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 TI! PROPOSAL FOR
A THIRD WINDOW OF MBD LENDING:

The main concern of the British Government is to max2 i.se the flow

of resources to the poorest countries.

2. No firm financial commitment can be made at this stage, but the

general attitude of the British Government to the Third Window idea is

positive. They would be preopred 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 appropriate contributions to start the scheme on a reaonrable scale

are forthcoming from other induntrialised and OPEC countries, they could

consider a contribution of so e $10 - $15 million in support of a subsidy

fundi~ of2 Lama $200l a&U. c''30 million.tjs

'2 Tb- !-i el-cro M0 the4 c1 ½ - .<tic Gnupr-n1,1 wrn"Idc wi sh tn Ai&'

(a) The subv idised lending should be concentrared on countries

with an income per head below about the IDA limit of $375,

dnd particularly on those below $200.

(b) The resources lent under the Third Window should be additional

to those 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 ......



-2-

4. If to secure maximum support for the scheme, it were necessary

for some of these elements to be sommchot modified, for example by

making the upper limit of eligibility $500 per head income, the British

Government would not wish to rule this out, provided 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.

5. The British Government 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 criterion, so that the most populous countries amongst those

eligible would become the malor benaficiarios of the cheme

6. The introduction of a Third Window will raise the ouestion of th-

adequacy of the IBRD's capital earlier than would otherwise have been

the paon. It appears that about $500 nillion of adjiiunal 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 course.

18 February 1975.



February 12, 1975

Mr. Knapp:

THIRD WINDOW

I very much agree with your general apprbach, 
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:

(a) eliminating them completely, 
and confining Third Window

assistance 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 higli 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 long 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. I doubt that even the German and Japanese 
authorities

would be willing tolet that it would.

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, of 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 time

for further lending if interest rates continued 
higher than estimated.

Alternatively, we could make a less conservative calculation With the

corollary that borrowers aight get a somewhat smaller subsidy towards thd

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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FeUruary 11, 1975

To: Mr. A. 1innooy Kan, Executive irector

ROM1: ,Iilliamll Gaud

Ub JECI: Third Window: Exploratory Contacts with the Lethierlands

On the occasion of my mnission to th~e Nordic countries that I

am making at Mr. Mcnamara's request, I feel it would be useful to make

exploratory contacts with representatives of her Miajesty's Govermnient,

on the possibility of Netherlands' vo2lvutary contributions in the

subsidy fund for the Third 14inaow. As you know we are thinking in

terms of a first year trial operation of $1,000 million of Third Window

lending with about 4% interest subsidv, made possible by an interest

subsidy fund of $200-)250 nillior. in voluntary contributions. Operations

would atert when 4100 million have been raised.

It would be appreciated if you could give me guidance as to

which off4 c-.is of l.A. Gcvernment I should contact.

Cleared with and cc: Mr. Cargill
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MSOc ATI N | RECOSTUCT IO N AND DTAU'o;cN

O" CE MEMORAND,
TO: Fles AT :f bruary 10, 1975

Michael R. Wiehen

SUDJECT: South Africa -ttIR W:A)4cr)

1. On Thursday, February 6, Mr, Robert van S. Smit, "Ambassador, South
African Principal Resident Representative to tha International Monetary lund
and the International Bank for Reconstruction : ;v opment", called on
Mr. Knapp. He was accompanied by Mr. Al Gerstein, forinerly Assistant
General Counsel in the Fund, now retired and advJising M'ir. Smit. 'I was
also present at the eeting.

2. Mr. Sift expllained that in the 1960's, South Africa hod considerably
reduced its activities in and contributions to the Fund and the mak, Dut
that the overall situntion was changing and that Te had asked for thi;
fleeting to eeplore ith Mr. Knapp how his country could pnrticipate in the
international aid effort, He referred to the direct assistance which South
Africa is providing to a number of countries in Southern Africa (liha
Swaziland, Lesotho and Malawi) and said that South Africa had substautial
expertise to offer in a runibar of fields and would be prepared to make suc-h
experws and also some finance available in conjunction with the Baa.

He akedwheherthe re were nny reasons why in the viwof the nk uc
cooperatiou between the Bank and South Africa in tho provision of f'inancial
and terliUn] assis tnce was not feasible. Mr. Kmiriou ren lied that the -ank
would waecoa coaperatian in such assistraca vith any rember counary

lu South Africa. Lt added that there, of course, might be rcipnt
countries which might not wish Bank Group assistance to be associated with
US00MUM1C jr0M)U L IL'!! UZ0 2C01aUaItil~ d

- 3. Mr. Knapp then enplained that South Africa might contribute to Bonk
actiyities in three different ways: b a1ugenting the financial re ur
o the Bacnk o;: IDA, by co-financiig 'projects together with the Bank or D0,
or by providing technical services directly to recipient countrias in

- conjunction with Bank projects.

4. Concerning the possibility of augaenting Bank/IDA resources, Mr.
Knapp fir s t referred to the maintenance/increase of South Africa's canita3
suibscripion to the Bank and to the release of the 9% portion of its sub-
scription. / Secncidly, Mr. Knapp referred to the fact that South Africa had
continuously diminished its share in the contrihutions to lDA and suggested
that it might consider participaLing An the 5th replenishment of IDA resorces
(negat iations for which nould start later this year) but that it might also
consider Iking a special contribution to IDA's rca ources; he re fer red in
this conatn to the exnqple set by several Scandinavian countries. T Jhi ry

3_/ Since ti meet n IWhvC learned that South Africa has fully partin.<J
in all increases of th h akis capital. At. Lth tie of the last in.r)f
w-'hic b;car> effective in !arch I , South Afric9a 0:ce to th
it wol not ruhcribe to its partlon. HWyever, South Arica dd cr!
A the fVll ;out i of that increase in SeptcabDr 19~/;. South Afiri b..
also. ri ased the full 9A port-ion ofitc ntire ubsript ion.



files 2 February 10, 1975

M r. Knapp explained the present status of considerations concerning the
"Third Window" and suggested that South Africa might wish to contribute
to the interest subsidization fund. He asked whether it would be useful
for the Bank to approacli the. Government of South Africa in its present
efforts to obtain support for a third window operation. -Mr. Smit said
that he obviously was unable to say whether his GoverrTent would wish to
participate in this facility but he felt that the Bank should indeed
inforia the Government of South Africa of the scheme under preparation.

5. On the. matter of co-financing, Mr. Smit -aid a Uhile South,
Africa's interest 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 start, considerinS
that the. empertise held by South Africans was -nost relevant in the
African environmant and would bring the quickest returns thcra. Mr . Knapp
explained the various methods of co-financing (joint versus parallcl),
the Bank's preference for untied co-financing funds despite is wL, ilinness
to accept tied funds in parallel finan-cing (ec ., from Canada) provded the
terms of the financing are concessional and the cost of the goods supplied
is not unreasonable. Mr. Knapp also explained thae Bank's rule of normily
insisving on internationpl competitive bid g In this context, Mr. SMit
couenceid rha South Africa was basically in favor of the multi-lateral
concept but would not lika to see its rpney spent in countries wnich
continuously workc against South African interests on th international
scene. The practical implication of this coanzat was not cowpleely

The pasage of time d not allow n dnscussion of any details of
co-financint. 1 will meet with Mr. Smit later this week to continue this
part of the conyer:satjori.

7. Mr. Sit concluded the meetings by suggesng that Bank staff, at
all levels as a. niatter of routine should stopover in South Africa when
travelling in the region so as to establish a working contact with Govern-
rent officials.

7. For the record, disbursements under Bank loans and IDA credits for
goods and services from the Republic of South Africa through December 1974
have been $39 uillion for the Bank and $,6. 8 rillion for IDA.

cc, Messrs. Knapp

Cargill- .
Rusain
Chauoaurnier

R.Clark-
Jens -I-

lo la u

j, Adler
Dam ry

MIM: Eurmester
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ir. I.P.1L Cargill February 7, 1975

J. Burke Knapp

Interest Subsidy Fund for Third indpLoan

Reflectin our conversatioi yesterday, I should like to offer

the following suggestions on the. above subject for consideration.

Firstly, I would suggest that each country contributing to the

interest subsidy fun. mako the corresponding payment into an account in

its central bank to be held in the na-me of the Worl Bank, with provision
for that account to bear interest at a standard rate (say, 8 percent)
which would accumulate in the account. Te Bn would draw upon this
account, pro rata with tc sim.ilar accounts provided by other donors, to

meet interest subsidy requirements as they accrue. Under tis system the
donor ccantr would not have to transfer any funds across its balance of

r-T ents until the actual need for interest subide arose. Fixing the
int.eret at 3 perentwould define for the Ban the aiount of interest
s ubily funds at its dispsal.

There remains, of course, the question of exchange risk. The

Bank will be inancia Thir' Window loan out of its borraoings and other

resources, and (in the a-sence o s specl measures) the currencies

in -wlhich these ioans are to e servic cou not be determined in advac

In any case the pattern would no doubt be quite different frorqtth..e pattern

of currencies of the countries whc are donating to the interest subsidy

One way to reconcile this disparity would be to ask the donor

countries to take the full excang ris, or ea to nake pay.nts

into their interest subsidy accounts in the r own currence and then to

maintain the value of these accounts in ters of t currencies eventually

required by h ank for interest subsidies. I tink uch aschem w ould
be technically possible but I do not pursue it because I do not think it

would be a rasonabl ting to ask frorm the donor countries.

A great siplification would be ossible if, at least in the

case of the initial d illion -3 l :liion c te the lane T hird

Window loans were e teIetirl i ollars. I asu,. tht, at least

for this initial sc1:e nea the n . cu; oaf ly count on "I ving enuiu.
dollars to finance t:e loans. --o aan that our financi.: 0
loasI in -unpopular currencies lih te Iutsche ar. would have to Ie
con entrated on the .Ian~- ordinary loans- iuc it could be argod tbat

just those countries at the nar-in f credit ort.iness which woul e

receiving Third :indo l I.m -i t resonably -e give the preferetial

tre atment of receiving loans in dollars.

In this case the interest subsidy accounts with the c ntral

banks of donor countries could eith.er be dnomina in dollars or

enonated in local currency wit. a mainten nc of value provision running
it r- of dollars,

cc Messrs~. Mc.amara
Adler/Wood

Goodman
JBIniavD ism



INTERNATIONAL DEVELOPME"T' INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTR[CCION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. J. Burke Knapp DATE: February 7, 1975

FROM: Joe Woods' & B

SUBJECT: Terms for Third Window Loans

1. As requested, we'have calculated the subsidy fund required
to finance $1 billion of loans 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 sunnarized as follows:

Subsidy Fund Requirements
($ rillon)

Project Lending Program Lending

Repayments:
Level for Borrower 231.5 240.7
Level for IBRD 222.7 231.6

2. The small difference between project lending (which corres-

ponds to the Bank-wide average disbursement rate) and program lending

(which disburses 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 1/ where-

as $1000 million of program lending includes $270 million for capitali-

zation of interest. The cost of subsidizing $1000 million of conit-

ments for items other than interest is $263.8 million for project
lending (level payments to IBRD) and $381 million for program lending.

1/ This may be slightly understated because we have
assumed interest to be capitalized only once a
year and at the end of the year.

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 Europe

1. Mr. Cargill is aware of Mr. Sigurdason'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.

3. The exploratory mission to the Nordic countries was
suggested by the Dutch in view of their prestige in European circles
on matter of aid.

4. 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

cc: Mr. I.P.M. Cargill



IN !, E RN N E L NA A B (ANK FOR INTfRNATIONAL FINANCE
AR'I O CN T TO N AND DEVELLPMFN i CORORAT ION

OFFICE MEMORANDUM
TO: Mr. William Gaud DATE: February 5, 1975

FROM: M. Hattori, Off c 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.

3. The exploratory mission to the Nordic countries was
suggested by the Dutch in view of their prestige in European circles
on matter of aid.

4. 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

cc: Mr. I.P.M. Cargill



a See Distribution Elo A TE

Ko M M. Hataori, Off0c of V.F., Finnce

suL TC-r: Third Yindow: ti GrC tou

You are invited to a meeting of the Third Window Workin Group

at 15:00 in my office (E-1231) Thursday, February 6, 1975. The objective

of the reeting Ai be to identify the issues that will have to be setti

prior to Mr. Gaud's mission to the Nordic countries (probably in the

second half of February), and to organize work for the production f'

position papers an those subjects. Mr. Gaud will attend the meeting.

HIAiTTCRI: ed
IBRD

Distribution: Mr. Douglas Fontein,

Mr. Richard Dosik (o.r. ),
Mr. Andre Gue,
Mr Frank Vibert,
Mr. Joe Wood,
mo . rauT Rppivgar

Mc. Eugene Rotberg

cc: Messrs. Cargill, Gaud, Knapp, Broches,
Nurick, Haq, Adler, Stern



1. Legal status of the subsidy fund

Do members agree that the subsidy fund should be set up ae an
aecount in the Bank, at least for the interim period?

Should the account be in the natuie of a trust fund with

identification on the assets side or should it be a gcneral 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 POO-250 million'

dollars permitting a 4 interest subsidy on 1,000 nillion dollars Third

Window lending for the first year, with operations starting when 100

million dollun have buuu!e e for the >bsiay N'd. saw zKaastic

are the January 26, 1975 PP&R target figures for individual countries?

3. Assuming that the subsidy fund is to be seL up as an account

credited? Prorata on gross or net income? Quarterly?

4. In view of the urgency of the problem, arrangements must be

made for the quick making of the third window loans. at 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 leding? The

poorer countries would then benefit through larger IDA allocations mde
possible by the release of IDA resources previously allocated to Third

Window borrowers. What arrangements should be made to avoid hardening

the terms for those countries?

6. ShoAld Third Window lendi ng be the same as ordinary Baut lehdin

except for the interest rate, or should additional concessionary terms be

added (longer maturi es , longer grace period s etc .)?

7. Could Mr. Wood prepare a umber of likely scenarios and the

impact on the subsidy fund as well as the Bank's carning position?

- different rates of lendi
- different mixes of projet a nd program lendIn

- lengthei n g of turities end 0rwce periods,
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8. Reconciliation of the Third Wind.ow impact on the F
financial position and the objectives announced in the Financial
Policies Paper.

9. In what currencies should the donors mke contributions?
In what currency should the subsidy be paid? What arreents shold
be made for exchange rate fluctuation?

MHattori:ed
IBRD

January h, 1975



See Distribution Below February 4, 1975

M. Hattori, Off*ce of V.P., Finance

Third Window: Meeting of Working 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 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 Dosik (o.r.),
Mr. Andre Gue,
Mr. Frank Vibert,
Mr. Joe Wood,
Mr. Paul Applegarth
Mr. K. Georg Gabriel,
Mr. Eugene Rotberg

cc: Messrs. Cargill, Gaud, Knapp, Broches,
Nurick, Haq, Adler, Stern



Some Issues

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 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 dolkars Third
Window lending for the first year, with operations starting when 100
million doltars have become available for the subsidy fund. How realistic
are the January 26, 1975 PP&R target figures for individual countries?

3. Assuming that the subsidy fund is to be aet up as an account
at least for the interim period, how is its income to be calculated and
credited? Prorata on gross or net income? Quarterly?

4. In view of the urgency of the problem, arrang'ements must be
made for the quick making of the third window 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 lendint? The
poorer countries would then benefit through larger IDA allocations made
possible by the release of IDA resources previously allocated to Third
Window borrowers. What arrangements should be made to avoid hardening
the terms for those countries?

6. Sho*ld 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, etc.)?

T. 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 periods.
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8. Reconciliation of the Third Window impact on the Bank's
financial position and the objectives announced in the Financial
Policies Paper.

9. In what currencies should the donors make contributions?
In what currency should the subsidy be paid? What arrangements shotld
be made for exchange rate fluctuation?

MHttori:ed
IBRD

January 4, 1975



EXCEPRTS FROM 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 rllion,
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 poorest dev -ing - 'ies, 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 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.

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 countries

or elset it would not be worth Lhe effo.` recjquired to establizh 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 fund through informal consultation with the contributors, as had been

done in the case of IDA. The OPEC countries may insist cn stricter

control being exercised by contributors, but Mr. McNamara felt sure that

that desire - which could ultimately lead to some form of two-stage

approval procedure - would not cause insuperable difficultires.

Three other questions which were raised were treated in a

separate "question and answer" note.



Messrs. K.G. Gabriel and E. Potberg February 4, 1975

M. Hattori, Office of V.P., Finance

Third Window Hngrkl gjaCrm

Although you are not represented on the subject working group,
I an sending you copies of the group's papers as I think you should be
kept informed.

?MHattori: ed



See Below February 4, 1975

M. Hattori, Office of V.P., Finance

Working Group on the Third Window

With Mr. McNamara's approval, !r. 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 technical
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. Kochman's briefing papers on the Third Window;

(3) Mr. Fontein's memo of January 30, 1975;

(4) Excerpts from Press Communique of the Development
Committee 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
IBRD

Distribution: Mr. Douglas Fontein,
Mr. Richard Dosik, (o.r.)
Mr. Andre Gue,
Mr. Frank Vibert,
Mr. Joseph Wood,
Mr. Paul Applegarth

Cleared with and cc: Messrs. Cargill and Gaud

cc: Messrs. Knapp, Broches, Nurick, Haq, Adler, Stern



EXCEPPTS 71ROM MR. MCNIAMARA'S STATEMENT AT THE

EXECUTIVE BOARD MEETING OF JANUARY 28, 1975

As I mentioned during the discussions of the financial policy
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.

Since this will be a new mechanism and depend on contributions
from new donors, the result of the Board discussion, some 60 to TO days
from now, would be guidance to the Bank managment 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 MEETING

The notes to be left with Kuwait, Saudi Arabia, Abu Dhabi and
Qater Vttt toatribIat14) to the interat sus4idy fWud
which the Bank would hope to obtain from each of them. The overall
6bjective 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 poorest developing countries, 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 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.
Nevertheless, Mr. Nelamara 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 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 Fund 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 contributors, but Mr. McNamara felt sure that
that desire - which could ultimately lead to some form of two-stage

approval procedure - would not cause insuperable difficultires.

Thwee 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, 19T5e

The Committee invited the Executive Board of the Bank to under-
tkke 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 mebers to support and to provide financial
resources for such a facility.



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

o a INTERNATIONAL DEVELOPMENT ASSOCIATION

WASHINGTON, D.C. 20433 U.S.A.

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 83% to 4%-4½%. 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. Unless 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 negacive 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 lDA-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 Development 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 proposal by the Bank withir 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 into bcing would take a very long

time since, although the concept itself is qui te simple, there will be much

discussion and negotiation about particul.ar points. Accordingly, as an

interim measure the Dutch have suggested tht th scheme be tarted on Lhe

basis of voluntary contributions to the subsid y fund. The Dutch proposal



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 million

from 4 or 5 OPEC countries, including approximately $25 million from Kuwait,

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

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 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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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 year by voluntary contributions of between $100 million and $150
million from 4 or 5 OPEC countries, including 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 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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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 year 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 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 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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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 year by voluntary contributions of between $100 million and $150
million from 4 or 5 OPEC countries, including approximately $20 million
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 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 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.



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 Bankts 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

more) 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 Group 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 borrow

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 loans

would represent a potential claim on its capital and

reserves.

Question 3 Can you tell us what other countries have pledged to the

interest subsidy fund?

Answer: It is too early to answer this question. Mr. McNamara has

only just initiated talks on the subject with OPEC and OECD

countries. He may be in a better position to answer this

question on his forthcoming visit.

February 1, 1975



INTERNATIONAL DEVELOPM7NT INTERNATIONAL BANK FOR 1 INTERNATIONAL FINANCE
ASSOCIATaON - RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFiCE MEMORANDUM
TO: Mr. I. P. M. Cargill DATE: January 30, 1975

through Mr. John H. Adler, Director, P & B
FROM: Joe Wood, P & B

SUBJECT: Third Window Issues

1. 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. Kochmaan's departure. We

have also prepared in draft a one page "fact sheet" on the Third Window

which might be suitable for Mr. Kocbmin to vye th r< vant government

officials he meets.

2. We have assumed that Mr. Kochman is likely to encounter two

key questions on his trip:

(a) What does the Bnk expect from us in support of the
Third Window? and

(b) How is the Third Window to be organized and controlled?

The first two of the attached notes are addressed to the subject of
contributions. Frank Vibert has prepared illustrative distributions Cf

the contributions we might reasonably hope to obtain irom parracular

countries. Cne seL of counL.-y uctit reresants car inmu

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 Eank 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 million

and $250 million. While the difference in size of subsidy fund is not

very large, consideration of the alternative termis possible at the two

levels brings oat some important issues. Most important, perhaps, is
the degree of emphasis (if any) to be given to progranm lending. As

eiplained in the note, this issue is very much related to the basic

rationale we adopt for "selling" a Third Window proposal to contributors.

4. The subject of organization and control is discussed in

Doug Fontein's note. In the "fact sheet" we have tentatively de-
scribed the administrative arrangements as providing for policy guid-

ance to be given through a process of informal consultation with con-

tilbuting countries. An easy way to describe this to OPEC countries
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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 Bnk'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 find out what elements of control the potential con-

tributors would rdgard as essential to their participation (e.g.,
criteria for eligibility; a specific list of eligible countries;
ioan 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 several sects onF -f thie o . '-,.em.iandum.

With that draft as a- backgrouid, there are seura qastions,
both general andspecific, on which we shall be seeking guidance.

Attachments

cc: Xessrs. Pontein

Applegarth
Taylor-
Hattori
Rotberg
Gabriel

JWood/erc



Third Window Proposal: Principal Features

Scale: Additional lnding of up to $1 billion at a
rate of interest of 4.5 percent is envisaged.

Duration: One year, initially.

Recipient Countries: 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
benefit through some re-allocation of IDA
credits.

Financing Arrangements: A nubsidy fund or 9700 - 2 nillion would be
sought. Actual lo_. extended by
IBRD, which would borrow the necessary additional
funds, thereby increasing its FY74-78 borrowing
program from $16.2 billion to approximately
$17 billion.

Cost-Sharing: Contributions for first year would be on a
voluntary basis, not as part of a burden-
sharing agreement. Target for contributions
from OPEC countries is $100 - $150 million.
IBRD will contribute 25% of total up to maxiam
of .,50 million. COntributions cniilr take th-
form of grants, low interest loans or waiver of
interest on existing loans tO tne IERDJ.

legal Form: By resolution of its Bard of Governors, the IBRD
would agree to manage the interest subsidy fund
for contributing countries.

Administrative Arrangements: Policy guidance for operations of the
subsidy fund would be obtained through regular
informal consultation with contributing
countries.

Effective Date: . The Third Window would become effective once
contributions to the subsidy fund reach $100
million.
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INTERNATIONAL DEVELOPMEN
T  INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFIE MEMORANDUM
TO: Mr. Joe Wood, P & B - DATE: January 30, 1975

FROM: Paul V. Appleg ,rth, P & B

-ji.CT: Size of a Third Window Subsidy Fund

1. There are widely different expectations regarding the sort of

lending which -hould 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 $250c c-i-ion (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.

. 4-,200 million Fund (20% of amount corrmitted)

2. If Third Window loans are to have an interest subsidy of L%,
then it would not be possible to subsidize a large volume of program

leading on reasonable terms. As the graph below shows, a subsidy rate

Gf 20% would require that a program loan have a final maturity of at

most 15 years (with no grace period). with a 3 year grace period the

fin<1 Tnqturitv is reduced to about 13 years. A small proportion of

program lending, say 10% of the funds crzi.tted, could still be accom-

inodated. but only at the expense of harder terms on the project lending

which would constitute the bulk of the ioars.

MAXIMUM PERIIABLE LOAN TEMS
AT VARI OUS CC C

-L E5 -. D C -

. . . . . . . .

.. 
. .

* ti /Y
/0 ..
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3. In project lending, a variety of terms 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 maturity of between 22 and 23 years.

4. There ar, two points to 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 to the recent changes in the economic
environment. Another way of mkinr: the same point is to note that
because borrowers' current nae-eds fhor f7.uwds are great, the discount
rate they would fise to determine the prsent value of future subsidy
payments is almhst certainly higher than the return which z&d be
earned through investment of the. subsidy fund's assets. Tnus' con-
centrating the interest subsidy payments in the early years of a loan
would increase the pres&nt vahle of benefits to borrowers without
increasing the proportion of -the interest subsidy lund 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 cf the loan. For example, a subsidy
agreement could provide for full payment of interest during the four
year grace period of a 20 year loan as long as the interest subsidy
Were onl 3I d--n th amrin eid .ei the itrs
of keeping our initial proposal as simple as possible, it would probably
ho hotter t opt for a lonr T rt peciod and a on nt degr r of
interest subsidy.

5. Lengthening maturities also has appeal. It could serve to
further differentiate Third Window loans from present Bank and IDA
operations, making them an easily reognizable product. Further,
with a 20 year final aturiit a Thir Window loan could result in
annual debt service payments not mch lower than a conventional Bank
loan with a 30 year maturity. Thus, a country receiving a Third
Window loan of that maturity Could well question whether it was
receiving only important benefib froir its access to the Third Window,
which it could not as well obtan from. normal B-an lending with
somewhat extended aturities . With a rate of subsidy equal to 207 of
the loan amount committed, maturities can only- be extended to about
22 years for loans with a four year grace period. The fact that we
only get two additional years of final m,aturity (from 20 to 22 years)
at the expense of a three year contraction in the grace period (from
7 to 4 years) argues against trying to lengthen the final 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 amount committed)

6. With a 25% ceiling, both maturities and grace periods can be
lengthened, and substantial program lending is possible, if desired.
The main argment for program lending in the ccntext 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, progran 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.

7. A $250 m'illion fund would permit project loans with a 30
year final maturity (and a 3-4 year grace period). Alternatively
loans with a 7 year grace period and a 27 or 28 year final maturity could
also be financed. - In either case, the Third Window loans would have
terms that are -clearly softer in all respects - interest rate, grace
period and final maturity - than conventional Bank loans.

Summary

8. To make a reasoned choice among the v-:i-zas'Possible sets of
terms for Third Window loans, it is necessary to be clear about the way
in which we mean to "sell" this proposal to potential contributors.
If we are to present the Third Iindow as a response to an imediate 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 Wndow as a mcans of facilitating a longer-term
adjustment process, then the total volume of resources transferred for

in produetlve projects over the next' five yearq hrnomPs the

natural focal point. If we adopt this latter perspective, then the
c.oi cs betwpen a .200 million and .920 million fund target deuends
essentially on one's judgment concerning the relative attractiveness of
high leverage (i.e. 5 to-l rather ' to 1) and longer-final maturities
(20 years rather than 27 or 28 years).

3



The World Bank Group

ArchivesRecord Removal Notice
File Title Barcode No.

Bank Administration and Policy - Third Window Loans 1975 / 1977 Correspondence - Volume 1

1056272

Document Date Document Type

January 30, 1975 Memorandum

Correspondents / Participants
To: Mr. D. Joseph Wood, Programming and Budgeting Department

From: Douglas J. Fontein, Legal Department

Subject / Title
Third Window Facility

Exception(s)
Attorney-Client Privilege

Additional Comments

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date

Diego Hernendez June 5, 2025

Archives 01 (March 2017)



The World Bank Group

Record Removal Notice Aerhiven
File Title Barcode No.

Bank Administration and Policy - Third Window Loans 1975 / 1977 Correspondence - Volume 1

1056272

Document Date Document Type

January 28, 1975 Memorandum

Correspondents / Participants
To: Mr. D. Joseph Wood, Programming and Budgeting Department

From: Douglas J. Fontein, Legal Department

Subject / Title
"Third Window" Facility

Exception(s)
Attorney-Client Privilege

Additional Comments

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date

Diego Hernendez June 5, 2025

Archives 01 (March 2017)



D R A F T-

Third Window
(Briefing Paper for Mr. Kochman)

I. Principal Objective of this Mission

To obtain from the countries, in so far as practicable,

firm or conditional commitments for voluntary Lontributions to the

Third Window to permit an early start of opere t-ions.



II. Background

1. ' 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.

2. The basic concept 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

to lond. The in-o7- Pqrned 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.

3. The concept received warm support at the meeting of the Development

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 that they would be willing to make voluntary contributions

to Third Window to onable it to start operations without waiting for its

formalization. :n view of the urgency of the reeds of the poorer countries,

the Bank Management desires to take advantage of this initiative and to solicit

voluntary contributions from as many countries as possible. Thus the ottaining

of firm or conditional comnitmeats from the corwices visite. to make

voluntary contributicons tc the Third Windcw in avao > N7 formyuatio-

is th&e princL7a0 Oective -i misi.



4. Technl2 pe - of' the Third Window are explained in

Mr. Wood's memo of January 30, 1975.



EXCEPRTS FROM PRESS COM UNIQUE OF THE

DEVELOPMENT COMMITTEE OF JANUARY 17, 1975

The Committee invited the Executive Board 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.

*1r



INTERNATIONAL CE\ PMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATIt RECONSTRUCTION AND DEVELOM. | CORP0RAT I ON

OFFICE MEMORANDUM
TO: Mr. Robert S. McNamara DATE: January 15, 1975

FROM: John H. Adler, Director, P & B

SUBJECT: Third Window

The papers recently subitted to the Development

Committee regarding the Third Wirida 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 wouid 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.

PVApplegarth: ds



BACK-UP NOTE NO. 15

Section 5, Para. 101

Thi rd 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 contributionsto 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 interest 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 Proposal), because of the risks to the Bank

and Bank borrowers inherent in having to rely on contributors to honor their

commitments throughout the lifetime 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 equal the initial ccst figures shown in the Board

paper.
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Participation in a Third Window scheme through waiver of interest

on Bank bonds would be attractive to the Bank, because the transfer of

funds to the interest subsidization account could be accomplished simply

by the Bank charging itself the full interest due on its bonds, and crediting

the Third Window 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 considered 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 to 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 through a premium rate are

modest, at least if the premium rate is charged only to clearly higher-income

countries. A 1% premium on, for example, 10% of IBRD lending would finance

a 4% subsidy on 2.5% of the IBRD portfolio, if the terms and disbursement

patterns of both sets of loans were.identical. Of course, in practice,

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 faster, yielding more income. Therefore,

these opposing factors may cancel each other 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
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to countries with over $850 per capita income would support approximately

$260 million of Third Window lending over the same three years.

Amount of Subsidized
Countries Charged Amount of Lending, Lending Supp rted,
Premium Rate"i FY76-78 FY76-78 Z

($millions) ($millions)

Per Capita Income
greater Than $850 1042 260

Per Capita Income
Greater Than $550 3951 988

/1 Excludes Capsital-Surplus Countries.
/2 Assumes a 4% subsidy.

Bank contributions in lieu of an IDA contribution do not seem

feasible. Because of the "drawing last" by IDA on transfers from the IBRD,

.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 7i years.

Further, the income gained from stopping transfers to IDA may not

be available for grants to a subsidy fund. Assuming lending through a

Third Window is additional to the Bank's existing Lending Program, the Bank

will need additional equity to back this lending. The Board paper suggests

that if may be in the interest of the developing countries that transfers to

IDA be stopped and the income retained to help supply this additional equity.

Clearly, if the income is given 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 suggestions have been made regarding the number of

years a Third Window should operate. We have considered the amount of

"1equity" 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 hypothetical allocation criteria previously agreed upon for

purposes of presentation, the need for reserves is as shown in the table

below. - Thus, a Third Window operating for four years with commitments

of $1 billion in additional lending a year, would require $940 million in

additional equity.

Three-Year Four-Year Perpetual
Wi ndow Wi ndow Wi ndow

Commitments per Year $500MM 1 Billion 500MMS Billion $00 $1000

Equity Backing Needed to
Back Loans to Least
Creditworthy Countries 350 580 470 740 1500 2500

Equity Backing Needed to
Support Program as a
Whole 75 150 100 200 340 675

Total Equity Backing Needed 425 71O .50 9_40 1850 3200

Equity Backing Accumulated
by Halting IDA Transfers
During Years of Plan 300 300 400 400 -

Additional Equity Backing
Needed 125 430 170 540 -

Ratio of Total Funds Committed
to Total Reserves Needed 3.5:1 4.1:1 3.5:1 4.25:1 - -

/1 Dollar amounts are in millions.



BACK-UP NOTE NO. 15

Appendix 1

THE EUROPEAN INVESTMENT 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.

For 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 Community

(EEC) countries. This operation resembles the Horowitz plan In that no

subsidy fund is established in advance. Rather, the six contributors are

billed for their pledges immediately prior to each payment date. We have

no information at this time to indicate whether there has been 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 Yaounde Convention, the EIB is permitted to make

loans to some countries outside the territorial boundaries of Europe. A

number of these loans are submitted to the Fonds European de Developpement

(FED) for review. If the FED approves a project, it provides an interest

subsidy of 2 - 4 per cent. The subsidy rate chosen depends on the type of

project and the bcrrowing country involved, and to date, has resulted in

effective costs to the borrower ranging from 3-5/8 to 6-1/2 per cent. 1
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-.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 have little information as to how the EIB operates

this fund, or as to how they control fluctuations in disbursement

schedules or in the amount of income earned by the fund. However, it

appears that the loans are made in the course of the EIB's ordinary opera-

/2
tions, rather than by its Special Section. - Thus, the capital for the

loans presumably comes from the Bank's own resources, rather than from the

FED. Subsidized loans 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 after 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

potential borrowers (ACP and MAGHREB countries), the EIB hopes to commit

some $500 million of subsidized loans over the next few years. However,

at present, amounts, criteria and administrative structures are still

under discussion.

/1 Interest 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-'/8% and 7-3/4%, resulting in

effective costs to the borrowers (Cameroon and Gabon) of 4-3/8%

and 4-3/4%, respectively.

/2 The Special Section is a separate department within EIB focusing

on loans to the "Associated African States, Madagascar and Overseas

Countries and Ter ritories", whiich are affiliated with member countries

of the EEC, Funds forthe Special Section come directly from the

FED, rather than from the EIB's own resources.

P & B
12/31/74


