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IBRD LENDING TO HIGHER INCOME COUNTRIES

1. The Problem

1. This paper reviews past and prospective IBRD lending to countries with

relatively high per capita GNP levels, analyzing such lending as a claimant upon

IBRD resources. There are several reasons why such a review is appropriate:

- Lending to the higher income countries which are still considered

eligible for Bank assistance has grown substantially: if the six

largest borrowers in the period FY69-73 (Brazil, Colombia, Iran,

Mexico, Turkey and Yugoslavia) are excluded, lending to the higher

income group has grown as fast in relation to the previous five-

year period as lending to the rest of lower income countries which

receive Bank assistance.

- The available evidence suggests - contrary to expectations - that

the staff input in higher income countries has been proportionately

as high as in poorer and administratively less sophisticated

countries, and has been especially heavy in agriculture and

education, sectors where the needs of the poorer countries are

very large.

- Several member governments have expressed concern about the level

of Bank lending to countries In the higher income range and urged

caution in such lending for the future.

2. Over the years, leaving aside the post-war reconstruction loans to a

few European countries, Bank lending has been gradually phased out to a number

of countries with high per capita incomes: Australia, Austria, Denmark, Italy,

Japan, Norway and South Africa. In all these cases, the growth of incomes was
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accompanied by increasing ease in obtaining capital requirements from commercial

sources, on terms and conditions which the Bank considered reasonable. Thus,

under Article III, Section 4(ii) of the Articles of Agreement, Bank assistance

was no longer justified, since, in order to consider lending to a country, the

Bank has to be satisfied, among other conditions, that "in the prevailing

market condition the borrower would be unable otherwise to obtain the loan

under conditions which in the opinion of the Bank are reasonable for the

borrower."

3. The question is whether these same criteria apply to the present

group of high-income countries, and whether the gradual phase-out of new

lending to the higher income countries now planned in the lending program

for FY74-78 is consistent with the objectives of the Bank as a development

institution.

II. The Higher Income Countries

4. For the purposes of this paper, higher income countries are those

which had already reached a per capita GNP level in 1970 - as shown in the

latest Bank Atlas of 1972 - of $1,000, or which can be reasonably expected

to reach such a level in constant prices within the forthcoming five-year

lending program period FY74-78. There are thirteen countries which fall within
1/

the definition and for which lending programs are contemplated. Of course,

1/ The thirteen countries are: New Zealand, Iceland, Finland, Israel, Ireland,
Argentina, Spain, Greece, Venezuela, Cyprus, Singapore, Trinidad & Tobago,
and Uruguay. No lending is at present contemplated for Malta, but it is
shown in Annex Table 1. Romania has been excluded since evidence collected
by the recent Bank economic mission is expected to establish that GNP per
capita is below the level shown in the 1972 Bank Atlas.
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reaching the $1,000 per capita level does not mean that the country has become
1/

"developed", that it has ceased to rely on external borrowing to finance its

further economic progress, or that its development efforts can be relaxed.

Nevertheless, the countries which fall within the definition do in most cases

share a number of features associated with their higher per capita GNP and

level of development.

A. Level of Development

5. Annex Table 2 shows some of the key indicators of the structure of

these economies. Their median GNP per capita in 1970 was $1,125. The stage

of development which has been reached by these economies is correlated with

the substantial contribution of manufacturing to the GNP - the median was

28.7 percent of GNP in 1966-70 -,the relatively low share of agriculture

(even in those countries which still rely on agricultural products for a

major share of their foreign exchange earnings), and rates of unemployment

which are substantially below those in most developing countries. On the

external side, most of the countries have in their balance of payments current

account deficits which are relatively much smaller than the average for develop-

ing countries, a lower debt service ratio (the median was 4.2 percent in 1966-70),

and international reserves which are in most cases significantly higher than in

most developing countries. There is, of course, a wide diversity between the

countries included in this analysis. For example, Argentina and Uruguay face

serious balance of payments difficulties. Some of the economies could be

1/ According to OECD/DAC definition, New Zealand, Iceland, Finland and Ireland
are not counted as developing countries. The UN definition of developing
countries also excludes Israel, Spain, Greece and Malta.



-4-

vulnerable because of some special feature: for example, Israel because of

political reasons, or Venezuela because of its dependence on a rapidly

depleting resource.

6. While the higher income countries exhibit a range of diversity in

their economies, the quality of life for the bulk of their populations has

already reached a level well beyond that in most developing countries. The

comparisons in Annex Table 2 with the median of developing countries in the

range of per capita GNP of $350 to $500 show this clearly for indicators such

as infant mortality, the availability of physicians, nutrition standards, and

educational statistics. More important, with their relatively low population

growth rates, the higher income countries have good prospects to be able to

continue to improve rapidly the living standards of their inhabitants.

B. Access to Financial Markets

7. There is a close correlation between the relative prosperity of a

country and its ability to raise external loans from private sources. Whether

these funds can be obtained at reasonable terms is of course the decisive

element in whether or not Bank funds are justified for a particular country.

For the higher income countries shown in Annex Table 2, a preponderance of

financing from private sources in their external public debt is combined with a

low debt service ratio. As of 1971, 74 percent of the external public debt of

the higher income countries was owed to private sources (the median was 55 per-

cent); the comparable proportions in the case of countries in the $350-500 per

capita GNP range were 13 and 11 percent respectively. The fact that the high

proportion of borrowing from private sources by the higher income countries in

general has not been accompanied by a high debt service ratio is a reflection
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not only of the small external borrowing requirements and of the conditions

at which these funds are obtained, but also of the prudent borrowing policies

of most of these countries. Whether these countries would be able to substitute

additional private borrowing at a reasonable cost if the Bank were to phase out

lending is of course a subjective judgment. For this very reason the Bank does

not have rigid rules about the phasing out of lending. But for many of the

countries in this group the growth of foreign issues in national bond markets

and in the Euromarket as well as the recent growth of medium-term Euro lending

and the easy availability of official and private export credits makes it difficult

to believe that they would face unreasonable costs in borrowing from market sources.

I1. The Scale of IBRD Operations in the Higher Income Countries

8. Although the share of lending to higher income countries has dropped

by half in recent years, the volume of lending is substantial and growing.

As shown in the table below in the five-year period FY69-73 just ending, the

higher income countries received 1-5 percent of total IBRD lending, an annual

average of about $-25 million. While this share represents a sharp decline

from earlier periods, when lending to higher income countries accounted for

about one-third of IBRD lending, the drop is accounted for by the ending of

IBRD operations in a number of European countries, Australia, South Africa,

and Japan. In those countries where the Bank remains active, lending rose

from $4 39 million in FY59-63 to $795 million in FY64-68 with a further increase

to $ti--27 million in FY69-73. Of this last total, close to half is accounted

for by lending to Spain and Argentina, with another quarter to Greece, Israel

and Venezuela.
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a,
Table I: IBRD COMMITMENTS TO 'HIGHER INCOME' COUNTRIES

(US$ million)

FY59-63 FY64-68 FY69-73 FY74-78

Active borrowers
New Zealand (2,700) - 103 24 -
Iceland (2,660) 2 18 4 6
Finland (2,390) 87 70 75 20~
Israel (1,960) 75 35 105 150
Ireland (1,360) - - 98 42
Argentina (1,160) 144 70 319 350
Greece (1,090) - 13 +*24j07 135
Spain (1,020) - 188 240 24l .. o
Venezuela ( 980) 45 202 114 244 ia0
Cyprus ( 950) 21 3 36 30
Singapore ( 920) 15 58 52S3 90
Trinidad & Tobago ( 860) 24 14 -4,37 43
Uruguay ( 820) 26 13 65
Malta b/ ( 810) - 8 -

Total 439 795 v-, 78  I ,4TS
Past Borrowers c/ 659 545 -

Total 1,098 1,340 1 T27t H,
Annual Average 219 268 2250 24 -84

Percent of IBRD lending
active borrowers 14 19 T; 14 +6 9
past borrowers 20 12 - -

Total ~3i 31 ~~-1 ~

a/ Countries ranked by per capita income level (shown in parentheses after each)
according to 1972 World Bank Atlas.

b/ Shown in the table in case IBRD operations are resumed
c/ Australia, Austria, Denmark, Italy, Japan, Norway, and South Africa.

Note: For further detail see Annex Table I attached.
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9. A number of features characterize the volume of lending to higher

income countries:

a. It has not constituted a major burden on IBRD financial resources.

This is so not only because of the Bank's general ability to borrow in the

financial markets, but also because it is easier - if the need arises - to

obtain funds through the sale of participations in the loans to some of these

countries. Sales of participations on the loans made in the period FY69-73

to the thirteen countries mentioned above have accounted for 24 percent

of total IBRD loan sales and participations during that period.

b. Operations in the higher income countries have absorbed a substantial

proportion of staff time. Not only has the number of operations in these countries

been as large as the volume of lending, but the preparatory work which has gone

into the operations has been substantial. The average size of loans to the

group was $21 million, or somewhat smaller than the average of 4 24 million

for other countries, an average which is of course heavily influenced by a

few large operations in Brazil and Mexico. Consequently, as shown in the

table below, the share of operations in the higher income countries in FY69-73
15' 14

was slightly higher - 16 percent - than theirt5-percent share in the volume of

lending. Contrary to expectations, the input of staff time into these operations

a/
Table II: IBRD OPERATIONS IN HIGHER INCOME COUNTRIES

FY64-68 FY69-73
Share of Share of

Average Total Average Total
No. of Size Operations No. of Size Operations

Operations $ mil. % Operations $ mil. %

Higher income
countries 10 3 -24A 3 16 6r3- O 21 t61Is

Other IBRD _15- JAR- 21 r3 323 13 84 2s

Total IBRD 203 21 100 46r 391 24 .23 100

a/ Countries at present active, as shown in Table 1.
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does not appear to have been significantly lower than for operations in other

poorer countries. In both FY71 and FY72, operations in the higher income

countries absorbed between 8 percent and 9 percent of total available projects staff
spent on IDA and IBRD projects

time/or about 15 percent of the total staff time spent on IBRD projects. The input

of country economic analysis has also been heavy: in the period FY71-73,

30 economic missions visited these countries, or 15 percent of Bank Group

economic missions. Allowing for overhead and indirect inputs and the

splitting of administrative expenses between IBRD and IDA, they account
I/

for 15 to 20 percent of the IBRD administrative budget.

Table IiI: PROJECT STAFF TIME SPENT 9 N LENDING TO
HIGHER INCOME COUNTRIES -

First half
FY71 FY72 FY73 Total

Preappraisal 9.7 8.7 2.4 7.6
Appraisal and Board 10.0 7.7 4.5 8.1
Supervision 6.7 8.3 8.4 7.8

Total 8.7 8.1 5.3 7.8

a! Expressed as percent of project staff time spent on all countries.

c. The growth in lending to higher income countries has taken place

largely for agriculture and education projects. Since these are sectors where

the needs of the poorer countries are large and where the availability of staff

is a constraint upon Bank Group operations, there is at least a reasonable

presumption that lending for these sectors in the higher income countries has

1/ This calculation assumes that various overhead and administrative costs
are shared over all operations. Obviously many such costs would not be
significantly reduced as a result of ceasing operations in these parti-
cular countries, and the calculation therefore overstates potential
savings.
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restrained operations in other countries where the need was probably greater.

As the table below shows, one-third of operations in the higher income

countries were for agriculture and education In the period FY69-73. Of the

operations in countries which had already reached a per capita GNP over

$1,000 in 1970, Ireland received one loan for education and one for agri-

culture; Greece, two for education and one for agriculture; and Spain, two

for agriculture and two for education.

Table IV: SECTOR DISTRIBUTION OF LENDING IN
HIGHER INCOME COUNTRIES a/

(Number of operations)

FY64-68 FY69-73 FY74-78

Power and water supply 17 15 4
Transportation 17 1-4 13 8
Telecommunication 2 2 2
Industry and DFC 6 10 1__ 15

Total 42 41 q0 29

Agriculture 3 15 11 21
Education - 8 9
Population 1 -

Total 3 2- 1 30

Unidentified - - -5-7

Grand Total 45 V, 60 64 6,

a/ Including past borrowers in FY64-68.

10. As far as future lending to the high income countries is concerned,
4 11'.2E

the existing lending programs show a small increase from $4j278 million of

lending in FY69-73 to $+ t& million In FY74-78, so that the share of the

higher income countries in total IBRD lending will decline from 4 to percent

in the respective periods. Perhaps a more relevant measure of Bank involvement in
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the higher income countries is the trend in the amount outstanding, including

undisbursed: this is projected to increase in absolute terms from $2.2 billion

at the end of FY73 to $3 billion at the end of FY78. On the other hand, the

outstanding would decline as a proportion of the Bank total from 15.2 percent

to 12 percent respectively. The number of operations in the higher countries

is expected to remain at about its current level, thus accounting for about

11 percent of total IBRD operations. The continued decline in the share of

higher income countries in total IBRD lending reflects the phasing out of

operations in New Zealand, Finland, Iceland and Ireland. The last operations

in these countries will total less than $70 million and two of these countries

will be making net repayments to the Bank. There is however a further group

of countries comprising Israel, Greece, Spain, Cyprus and Singapore, where

commitments are expected to amount to about $650 million over FY74-78 but

where the justification for Bank lending is expected to diminish. It is

countries in this group which might be regarded as the next where lending

could be phased out.
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Table V: LENDING TO HIGHER INCOME COUNTRIES, FY74-78

a/ a!
A. Countries with Phase Outstanding Commitments Repayments Outstanding

Out Programs end FY73 FY74-78 FY74-78 end FY78

New Zealand 98 - 45 53
Finland 155 20 87 88
Iceland 25 6 ' 5 26
Ireland 98 _2 12 128

Total 376 68 149 295

B. Countries with Diminish-
ing Need for Bank
Financing

Israel 170 150 58 262
Greece 129 135 33 231
Spain 408 443 .2.2 93 .5 8-
Cyprus 49 30 10 69
Singapore 118 90 31 177

Total 874 t"225 197

C. Others

Argentina 479 350 92 737
Venezuela 317 244 !;D 98 -463
Trinidad & Tobago 68 43 11 100
Uruguay 88 65 37 116

Total 952 7et 53 238 1,416

Total A, B & C 2,202 1,418 612 3Ge8-

a! Including undisbursed.
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IV. Pros and Cons of Lending to Higher Income Countries

11. The reasons for lending to countries within the higher income range

are of course based on an assessment of the economic situation and capital

requirements of each individual country. Each country has special features

which distinguish it from others within the higher income range. Nevertheless,

there are a number of features in the rationale for lending which are common to

several or most of these countries.

12. Among these considerations are the following:

a. The Bank can be a lender of last resort for countries with special

political or geographic problems which inhibit their access to market sources of

finance (Cyprus, Finland and Iceland) or with special adjustment problems which have

increasedtheir need for long-term development finance (Ireland).

b. The Bank can play a role in helping to reconstruct economies

depleted by years of political problems and economic mismanagement (Argentina and

Uruguay are possible examples). Part of this role includes improving the profile

of external debts with excessively short average maturities. Clearly, such a

role can only be played if the government concerned is undertaking a major effort

in the same direction.

c. For a number of higher income countries the objective of IBRD

lending is to achieve reform or the strengthening of institutions in strategic

sectors where neglect would be detrimental to the country's long-term develop-

ment. Lending to agriculture and education in Spain or to export sectors in

Argentina are examples of this kind.
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13., A more general consideration is the effect upon Bank and IDA finances

of a continuing relationship with the higher income countries. First, it is

possible that the attractiveness of Bank bonds to investors is enhanced by the

relatively high share in the Bank portfolio of loans to countries with a high

degree of creditworthiness. As of the end of FY72, 26 percent of the IBRD

portfolio - loans disbursed and outstanding net of sales and participations -

was in higher income countries, including past borrowers. Second, and more

important, borrowers are likely to become contributors to IDA in the future.

While the Bank has carefully avoided giving higher income borrowers the

impression that a direct link exists between present Bank lending and the

expectation of future borrowing by the Bank or contributions to IDA, nevertheless

it is probably true that the continuation of some lending to higher income

countries will increase their disposition to become lenders and contributors.

Of the higher income countries which are active borrowers from IBRD, Finland

is a full Part I member of IDA and Iceland became a Part I member for the Third

Replenishment. New Zealand has made a special contribution to IDA and may

become a Part I member for the Fourth Replenishment. Ireland and Spain made

special contributions to the Third Replenishment and may do so again for the

Fourth Replenishment. Israel may possibly make a special contribution to the

Fourth Replenishment and there is a more remote possibility that Greece can

also be persuaded to do so. On the other hand, Venezuela, Singapore, Uruguay,

and Malta are not members of IDA. Argentina has not made a special
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contribution to IDA or released the 90 percent portion of its subscription to

IDA in convertible currencies. Cyprus and Trinidad and Tobago have also made

no releases from their subscriptions.

14. Nevertheless, there are some important considerations suggesting

reduced lending to higher income countries. They are:

a. The lending program will still require a substantial proportion

of IBRD staff resources, particularly in sectors of special importance to the

poorer countries. Moreover, as shown above, the lending programs for the higher

income countries for the period FY74-78 emphasize - agriculture and education -

sectors where the needs of developing countries are greatest and in which man-

power constraints are especially relevant. Agriculture will account for one-

third of the operations so far identified. Education will also continue to be

important.

b. It would seem desirable to have a somewhat greater emphasis on

poorer IBRD clients over FY74-78 than was achieved in FY69-73. Almost 60 per-

cent of the increase in Bank lending in FY69-73 was concentrated on six countries:

Turkey, Colombia, Iran, Brazil, Yugoslavia and Mexico. Excluding IBRD lending to

India and Pakistan, which reflected special factors, the increase in IBRD lending

to the remaining developing countries was little different from the increase in

lending to the higher income countries.

Table VI: PATTERN OF IBRD EXPANDED LENDING FY69-73

FY64-68 FY69-73 %
%_ Increase

$ mil. Share $ mil. Share FY69-73
a/

The largest six borrowers 1,148 27 3,915 43 S4 241
Higher income countries 795 19 I-3rM'3 1-5 1q 6-& 57
India/Pakistan 325 8 3t*3X(F 4 - 1-2) 1D
Other 2,028 47 3 38 _ 7 1 (,C

Total IBRD borrowers 4,296, 100 7"077 100 ++t 1O

a/ In FY69-73
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V. Possible Policies

15. There are evident difficulties in striking a balance between these

various considerations. Despite the fact that a criterion of $1,000 GNP per

capita has been used for the foregoing analysis, it is clear that no operational

policy could be formulated which depends exclusively on such a yardstick. The

Articles of Agreement predicate the eligibility of countries, among other things,

on their access to external finance at reasonable terms, and not on their level

of income, although, as was noted in para. 5, there is a high degree of correlation

between the two measures. Therefore, the need of particular higher income

countries for Bank assistance will necessarily continue to be based on the

economic evaluation of each individual country. Another course of action,

based on a uniform yardstick such as per capita income, would inevitably

arouse a strong reaction not only from today's higher income countries

(including a number of European countries, Argentina and Venezuela), but from

others (such as Brazil, Mexico and Yugoslavia) who would feel potentially

affected by such a policy. Therefore, the circumstances of each country have

to be analyzed carefully, although it is no doubt desirable - as a general

principle - for the Bank to limit staff involvement in most or at least

several of the higher income countries. Various possible policies are

analyzed below. These possibilities include a higher rate of interest and/or

shorter maturities for these borrowers, a limit on the amount of lending, changes

in lending techniques and streamlining of staff deployment for work on these

countries. These policies are not mutually exclusive, and can be taken

individually or as a package.

16. Interest rate and maturity policy. One possible way for the Bank to

reduce Its operations in higher income countries would be to discourage demand
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for assistance by charging a higher interest rate on loans to them. Since the

standard IBRD lending rate is usually below the cost of alternative sources of

external finance, a higher rate would reduce or remove an incentive to borrow

from IBRD. To the extent that the higher rate failed to reduce the demand for

Bank lending, the extra income to the Bank would at least cover much of the
I/

charge which lending to higher income countries represents on the IBRD budget.

However, since the purpose of the higher rate would be to discourage borrowing,

the financial advantages for the Bank should not be a consideration in favor

of such a policy.

17. Such a policy was in effect between 1965-67 when a group of "market

2/
eligible" countries were charged rates up to one percent higher than the

standard IBRD lending rate (then between 5.5 percent to 6.0 percent). A "market

eligible" country was defined as one, "which normally covers a substantial part

of its external needs by borrowing on the capital markets of the world." The

policy was terminated in 1967, after Italy, Japan and South Africa had ceased

to be claimants for new loans from the Bank.

18. Another possibility, which could be combined with a higher interest,

is that of shorter maturities for loans to higher income countries. As is shown

in the table below, the average maturity of Bank lending to the higher income

countries was not much different from the average for other Bank borrowers.

1/ The effect on IBRD income comprises both the increase in income from loans
and the decrease in interest on borrowings. Assuming that IBRD started asof
FY74 to lend 10 percent of its total loans at a rate one percent above the
standard rate, then by FY83 IBRD income would be $21 million higher than if
all lending continued at the standard rate. This would be equivalent to
7 percent of total estimated income in FY83 and would cover [13] percent
of projected IBRD budget expenses in that year. The increases in income
would of course be lower depending on how it affected demand for loans from
the Bank.

2/ The seven loans on which the higher rates applied were to Japan, New Zealand,
Italy and South Africa.
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a/
Table VII: AVERAGE TERMS OF IBRD LENDING

Higher Income Countries
Amortization Period Grace Included Rate of Interest

Years Years Percent

FY69 22 5 6.5
FY70 18b/ 3 7.0
FY71 21- 4 7.25
FY72 17 4 7.25

Average 20 4 7.0

a/ Weighted by the volume of lending.
b/ Average maturities in this year were influenced by two large loans to Argentina.

19. There are a number of difficulties with altering financial terms to

higher income borrowers. First, it is an indirect approach, the effects of which

cannot be predicted: since it attacks tne demand for funds - the availability of

which is not the major constraint - it may well be that the size of operations

will be reduced, but that the staff input - the key variable - will not diminish

much. Second, some general yardstick or starting point would have to be established

for countries subject to the policy: unless the number of countries affected is

very small (for example, those for which new lending will in any case be phased

out in FY74-78), there is likely to be a strong adverse reaction to the policy.

This reaction could well endanger proposals from an SDR Link or a Third Window

by strengthening the opposition of a few large Latin American countries. Finally,

the establishment of one differential interest rate could conceivably create

pressures for other differential rates below the standard lending rate: however,

this is unlikely to be a major consideration. An offsetting factor, again not of

great significance, would be the addditional income to the Bank - estimated above -

arising from a special lending rate to the higher income countries.
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20. Quantitative limits on lending. One possible course of action for

IBRD would be to set a quantitative ceiling on the amount of lending to higher

income countries as a group. For example, maintaining lending of about $250

million a year to the higher income countries - a continuation in absolute

unadjusted monetary amounts of the present scale of lending - would mean that

they would account for 8 percent of total IBRD lending in FY74-78 against the

10 percent currently planned. This objective would require extending "phase

out" programs to other higher income countries besides Finland, Iceland, Ireland

and New Zealand. The countries which would appear to be candidates for such a

phase out were indicated in Table V above to be Israel, Greece, Spain, Cyprus

and Singapore. A termination of lending in some or all of these countries by

FY78 might be contemplated or at least a scaling down of commitments so that

net lending (after taking account of repayments) would not increase. While

reducing net lending to some of the higher income countries would be one way

of saving on staff resources, this approach is open to the criticism that

since the constraint on IBRD lending is not so much the volume of assistance

that can be made available, It would be more appropriate to limit staff input

rather than limit the volume of assistance. Thus while a few countries may be

candidates for scaled-down lending, the main emphasis should be on seeking

ways to economize on staff time.

21. Economizing staff. The major claim on Bank resources imposed by

lending to the high-income countries consists of scarce manpower which has

alternative uses. Conflicting demands for this staff are likely to emerge as

Bank operations increase in the poorer countries and overall budgetary constraints

develop. In devising policy options, therefore, it is necessary to find ways

and means of economizing staff time devoted to these countries.
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22. The following proposals should be considered in order to reduce the

input of scarce manpower in the high-income countries.

a. The economic work on the high-income countries should be kept to

the minimum necessary to sustain Bank operations. It is illogical to have

similar institutional arrangements for economic and sector missions to these

countries as to the poorer members of the Bank. Knowledge about many of these

countries can be acquired by using the reporting system of the IMF or OECD.

Since most of these countries happen to be in the EMENA region, it may also

be more economical to handle operations to them through a small cell within the

region rather than through the present arrangements. Therefore it would seem

appropriate to reduce the economic work program by eliminating any basic reports

for these countries, mounting economic missions infrequently - say only once

every four years and deriving updating report mainly from other sources.

b. In terms of the sectoral composition of lending to the higher

income countries,there is a dilemma. On the one hand, lending to priority

sectors and for "socially significant" projects in agriculture, education,

etc., entails that the claim on IBRD staff is exactly in those areas where

manpower is already scarce. On the other hand, it would not be reasonable

for IBRD to lend only to traditional sectors such as power and transportation

if these are not the areas where IBRD can best contribute to the country's

development prospects. There is the added consideration that it is for

projects in traditional sectors (for example, power projects) where market

sources of finance, including official export credits, are most readily avail-

able. Lending for sector programs might be one way of economizing on staff

time while retaining an impact on institutional reforms in a country. If however

staff time cannot be reduced in this way, this would provide a powerful argument

for a faster phase out of operations in the higher income countries.
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c. It would also be appropriate to treat our lending to the higher

income countries on an ad hoc basis rather than to establish regular five-year

lending programs for them. Lending to these countries is meant to be for

specialized needs and for temporary periods, with the Bank acting as a lender

of last resort. It is unnecessary to go through the same procedures in

establishing five-year programs and country and sector mission schedules for

these countries as is done in the case of other countries. Annual country

program papers should not be prepared for individual countries but an allowance

made in staff allocations to support a program for the higher income countries

as a group, in line with Management's decision on the pace of future operations.

23. Conclusions. The major conclusions which arise from the foregoing

analysis can be summarized in the following points:

a. Bank lending to higher income countries decreased between

FY64-68 and FY69-73 and, in relation to total Bank lending, is

planned to decline substantially during FY74-78;

b. The critical policy choices lie in the area of the allocation

of the scarce manpower resources of the Bank and in lending

techniques. An effort is being made currently to devise

lending techniques and staff arrangements which would make

minimum use of our staff time in lending to the high-income

countries; and

c. The ultimate objective of the Bank is to phase out its lending

in most of the countries above $1,000 per capita income by

1980. Steps already being taken in this direction could be

accelerated if phase out programs were extended to additional

countries in the FY74-78 period.



Table 1: IBRD LENDING TO HIGHER INCOME COUNTRIES, FY59-78

(Amounts million and no. of operations)

Per Capita Income 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1959-63 1964-68
1960 1965 1970 $M No $M No. $M No. $M No. $M No. $M No. $M No. $4 No. $ No. $1 No. $M No. $M No.

Denmark 2,190 2,710 3,190 20 1 - - - - - - - - 25 1 - - - - - - - -20 1 25 1
Norway 1,920 2,400 2,860 - - 20 1 25 1 - - 25 1 - - - - - - - -45 2 25 1
Australia 2,690 2,440 2,820 - - - - - - 100 1- -- - - - - - - - -- -100 1 - -
New Zealand 2,210 2,520 2,700 - - - - - - - - -- 40 2 - - 63 2 -- - - 103 4
Iceland 1,650 2,130 2,660 - - - - - - 2 1-- - - - - - - - 18 1 - 2 1 18 1
Finland 1,540 1,900 2,390 37 1 - - - - 25 1 25 1 7 1 43 2 20 1 - - - - 87 3 74 4
Austria 1,350 1,600 2,101 25 1 9 1 - - 5 1 - - - - - - - - - - -- 39 3 - -
Israel 1,200 1,600 1,960 - - - - 28 1 25 1 22 1 - - - - 20 1 - - 15 1 75 3 35 2
Japan 750 1,150 1,920 104 5 84 3 105 4 40 1 - - 125 2 125 3 25 1 100 1 - - 333 13 375 7
Italy 1,100 1,370 1,760 20 1 40 1 - - - - - - - - 100 1 - - - - - - 60 2 100 1
Ireland 960 1,140 1,360 - - - - - - - - - - - - - - -
Argentina 910 1,040 1,160 - - - - 49 1 95 1 - --- - - - - -- 70 2 144 2 70 2
Greece 570 810 1,090 - - - - - - - - - -- - - ---- -- 13 1 - - 13 1
Spain 550 790 1,020 - - - - - - - - - - 33 1 65 1 40 1 - - 50 1 - - 188 4
Venezuela 780 930 980 - - - - - - 45 1 - - 85 1 44 2 58 2 15 1 - - 45 1 202 6
Cyprus 530 640 950 - - - - - - - - 21 1 - - - - - - 3 1 - - 21 1 3 1
Romnia 450 570 930 - - - - - - - - - - - - - - - - - - -- - -- -
Singapore 530 630 920 - - - - - - - - 15 1 - 7 1 - - 25 2 26 2 15 1 58 5
Trinidad & Tobago 710 770 860 - - - - - - 24 1 - - - - - - - 14 2 - - 24 1 14 2
Uruguay 820 790 820 - - 7 1 - - - - 19 1 - 13 1 - - - - - - 26 2 13 1
Malta 410 450 810 - - - - - - - - - - 8 1 - - -- - - -8 1
South Africa 580 680 760 37 2 - - - - 25 2 -.. =- --- =- --= --- -- --- - 20 1 - - 62 4 20 1
Total 24 11 160 7 207 7 3861 T 102 5 ~48 10 397 11 226 8 195 9 174 7 ,-98 1 1,340 45
Percent IBRD 35 37 24 23 34 26 47 38 23 18 43 27 39 28 27 22 25 20 21 16 34 28 31 22
Past borrowers - 206 10 153 6 130 5 170 5 0 0 175 4 225 4 25 1 120 2 0 0 659 26 545 11
Total excl. past 37 1 7 1 77 2 216 6 102 5 173 6 172 7 201 7 75 7 174 7 439 15 795 34

borrowers
Percent IBRD 5 3 1 3 13 7 26 21 23 18 21 16 17 18 24 9 015 21 16 14 10 19 17

Memo: Total IBRD 703 30 659 31 610 27 822 29 449 28 810 37 1,023 39 839 37 777 46 847 44 3,243 145 4,296 203

Per Capita Income 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1969-73 1974-78
1960 1965 1970 $M No. $M No. $M No. $M No. $M No. $m No. $M No. $M No. $M No. $M No. $M No. $M No.

Denmark 2,190 2,710 3,190 -- --- --- -- -
Norway 1,920 2,400 2,860 -- -- ------- ----- --- -- -
Australia 2,690 2,440 2,820 -- ---- - ------- - ---- -- -
New Zealand 2,210 2,520 2,700 - - - - 16 1 8 1 - - - - -- - - - -- - -24 2 -
Iceland 1,650 2,130 2,660 - - - - 4 1 - - - - 6 1 - - - --- -- 4 1 6 1
Finland 1,540 1,900 2,390 22 1 - - 33 2 - - 20 1 20 1 - - - 1 - - - - 75 4 20 1
Austria 1,350 1,600 2,101 - - - - - - - - - - - - - - - - - -

Israel 1,200 1,600 1,960 - - 25 1 20 1 30 1 30 1 30 1 30 1 30 1 30 1 30 1 105 4 150 5
Japan 750 1,150 1,920 - - - - - - - - - - - - - - - - - - - - - - - -

Italy 1,100 1,370 1,760 - - - - - - - - - - - - - - - - -- -- - -- -
Ireland 960 1,140 1,360 15 1 - - 30 2 28 2 25 1 27 2 15 1 - - - - - - 98 6 42 3
Argentina 910 1,040 1,160 107 2 60 1 152 2 - - - - 110 2 60 1 60 1 60 1 60 1 319 5 350 6
Greece 570 810 1,090 - - 20 1 39 2 25 1 I8,3 1 30 2 30 2 30 2 25 2 20 2 t"2/07#5' 135 10
Spain 550 790 1,020 - - 37 2 103 2 50 1 50 1 60 2 D8et0 2 950 1 - - - - 240 6 '2*JD 5
Venezuela 780 930 980 51 2 - - 35 1 28 2 - - 96S 1 1 39S 3 k1 *k1 ̂ 1 114 5 244 1 yo
Cyprus 530 640 950 12 1 5 1 5 2 12 2 2 1 10 2 9 1 4 1 3 1 4 1 36 7 30 6
Singapore 530 630 920 27 2 16 2 - - 10 1 - - 20 2 25 1 - - 20 2 25 1 53 5 90 6
Trinidad & Tobago 710 770 860 11 2 - - 3 1 2 1 a&9 $, 4 1 15 2 5 1 10 1 9 2 4037 -Z 43 7
Uruguay 820 790 820 - - 6 1 22 2 11 1 . - 10 1 15 2 10 1 20 2 13 1 403q 5, 65 7
Malta 410 450 810- - - - - - - -
South Africa 580 680 760- -- ---- - - - -- --- 4 - _- - - - - - -

Total 245 11 169 9 462 19 204 13 31 X8 4 Mi -W -. d4" 11 2o>-" V4" 'D6 4ftr
Percent IBRD 18 13 11 13 24 24 10 18 MC 1+MI - _ t! 13 _1 10 8 0_ 2814 __ *i 9 _1

Memo: Total IBRD 3 1,399 82 1,580 69 1,921 78 1,966 72 7,"9 I 2,150 100 2,450 105 2,750 120 3,100 130 3,500 135 8,766 391 13,950 590

l/ The countries included in this table as 'higher income' countries are those which either had already attained a per capita income level of $1000 in 1970 (according to the World Bank
Atlas) or can be expected to reach that level by FY78.

2/ Countries to which lending had ceased by FY69 - Denmark, Norway, Australia, Austria, Japan, Italy and South Africa.

3/ Figures for FY74-78 for total IBRD are consistent with IBRD financial projection assumptions.

Policy Planning & Program Review Department
March 14, 1973
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FINAL DRAFT--,
BVaron/JPKuczynski/rso
June 1973

RETROACTIVE FINANCING

1. This paper is divided into two parts: the main text summarizes the

findings of a review of past experience with retroactive financing and suggests

some policy conclusions; the Annex provides more detailed background material

on past experience.

Background and Major Findings

2. Retroactive financing refers to the financing through a loan or credit

of project expenditures made before the actual signature of the loan or credit

agreement. Retroactive financing is generally viewed together with advance

contracting, since contracts entered into before the signature of the loan or

credit often - but not necessarily - lead to requests for retroactive financing.

The subject of advance contracting and retroactive financing was reviewed by

the Executive Directors in two sessions in March and April 1968, on the basis
1/

of a paper on "Timing of Invitation to Bids and Awards of Contracts". The

analysis in that paper, which was based on an examination of the 127 loans and

credits, excluding those to financial intermediaries, made in calendar years

1965, 1966 and 1967, showed that a relatively high proportion - 41 percent - of

these projects included contracts on which bidding had taken place before the

approval of the loan or-credit by the Board. The consensus in the Board was

that the Bank should be reluctant to encourage countries to take action which

commits them to the expenditure of funds before approval of a loan or credit.

Moreover, the Board should be given advance indication of invitations to bids

1/ Sec.M. 68-57, March 6, 1968.
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,n in this category, and ofan exediuetny .xpendltres bein' undertaken on tie understanding
(),'t they Would subsqeti Ile understafornding

>quently be Cligibl
fl~i the wold sbse de or rtroctive finncing. This has been done

through the Monthly Operational Summary.

3. Since 1968, the issue or re ......

occasion by the Executive Directors; most recently in the discussion of the

"Review of Disbursements" on September 12, 1972, during which a number of

Executive Directors said that they hoped that the Bank and IDA would liberalize

their policy on retroactive financing as a contribution towards accelerating

disbursements. In concluding the review, the Chairman said that the staff

would prepare a study of retroactive financing for review by the Executive

Directors.

4. Retroactive financing has been a frequent though far from universal

feature of Bank and IDA lending. While not all contracts entered into by a

prospective borrower prior to the signature of a loan lead to expenditures in

the interval before Board approval, all retroactive financing does result from

the awarding of contracts prior to the signature of loans or credits, so that

both subjects - advance contracting and retroactive financing - are dealt with

here.

5. The policy for retroactive financing is stated in Operational Policy
1/

Memorandum No. 2.41 on "Advance Contracting" of March 31, 1971,~ a copy of

which is attached. The policy outlined in the Memorandum is that it is in

general undesirable for the Bank to become involved in a project if it is likely

that, prior to Board consideration, a substantial amount of construction work is

likely to have been carried out, or a large amount of the equipment needed is

likely to have been ordered, on the grounds that such projects (a) raise the

question of the need for Bank financing at all, and (b) might create the

1/ This replaced the operational memorandum on the same subject (No. 5.06)
issued on May 31, 1970. The differences between the two versions are minor.
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impression that approval by the Board is a mere formality. The policy recognizes,

however, that there can be a justification for advance contracting and for Bank

and IDA financial assistance for it, depending on the nature of the project and

the proportion of it financed by the Bank or IDA. The Memorandum stresses that

each case will have to be considered on its own merits; important elements in

arriving at a decision will be the proportion of advance contracts to be financed

out of total project costs - the Bank and IDA will not normally finance

retroactively more than a small proportion of project costs - and the extent to

which these items were already known at the time the Bank or IDA became involved

with the project - so that contracts signed during or after appraisal are more

likely to be included than those signed before then.

6. The present paper is based on a review of the 559 Bank and IDA projects

approved in the period FY68-72. While detailed data have not been worked out

for projects prior to this period, the sample prepared for the "Review of

Disbursements", ' which covers the period FY48 to FY70, provides some information

on the earlier period. The Annex provides details on the FY68-72 period.

7. The principal findings are the following:

(a) A Retroactive financing

in the period FY68-72 has been a small proportion of Bank and IDA

lending. In that period, roughly one-fourth of Bank/IDA projects

included provision for retroactive financing; this compares with a

ratio of 46.5 percent in the previous five years - a period of

relatively high retroactive financing - and 20 to 25 percent in

Mc~ * .g--4ens-er d-~rcJd prowd-trf Y2-but-no-t-&igned-by-tn3--4972-
2- R 72-205, dated August 21, 1972, discussed by the Executive Directors on

September 12, 1972.
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the fifteen years before that. The expen'ditures financed

1/
retroactively in FY68-72 came to approximately $95 million; less

than $20 million per annum, or 3.7 percent of Bank loans and IDA

credits with retroactive financing, and 0.9 percent of total Bank

and IDA lending. Furthermore, the share of project expenditures

covered by retroactive financing deci-ned from 8.6 percent in

FY68 to 2.5 percent in FY72.

(b) With few exceptions, the amount of retroactive financing per project

has been small and the time before Board approval covered by such

financing has been rather short. In over two-thirds of the cases

the expenditures involved-were under $500,000 and in nearly four-

fifths of them the time span involved was under nine months, i.e.,

less than the average time which elapses between the departure of

appraisal missions and Board presentation.

(c) The distribution of the retroactively financed expenditures by

purpose was consistent with the illustrations of the most common

cases given in the Operational Policy Memorandum on "Advance

Contracting", i.e. the hiring of consultants and the purchase of

equipment being the dominant categories.

(d) In terms of sectoral distribution, the sectors where retroactive

financing was most frequent were water supply, transportation, and

electric power, in that order. Sector rather than country

characteristics seem to have been the major determinants of

retroactive financing.

1/ ThIs figure is heavily influenced by the inclusion of $30 million for retro-
active financing of equipment expenditures in two power loans to Mexico in
1968 and 1970,
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8. The justification for retroactive financing can vary according to the

nature of the expenditures to be financed. The two principal -types of expenditures

covered by retroactive financing are:

(a) Preinvestment work. Expenditures for consultants have accounted for

41 percent of the amount of retroactive financing in the period FY68-72, and

for 61 percent of the number of cases of retroactive financing. The Bank and

IDA have exhibited considerable flexibility in the use of retroactive financing

to cover preinvestment work. In general, large feasibility studies have been

considered by the United Nations Development Programme (UNDP), so that there

has been infrequent need for the Bank and IDA to cover retroactively expenditures

on such studies. Smaller feasibility studies and detailed engineering work have

often been financed retroactively, especially when the prompt completion of

preinvestment work was important for the expeditious handling of a project

or program.

(b) Equipment. Expenditures for equipment accounted for 49 percent of the amount

of retroactive financing in the period FY68-72 (but see footnote on previous page).

The remaining 10 percent was accounted for by expenditures for civil works and

miscellaneous purposes.

9. In general, the Bank and IDA have been willing to consider retroactive financing

as long as the project was not so far advanced that the justification for Bank or IDA

financing was called into question or that serious limitations arose upon the capacity

of the Bank or IDA to influence the direction of the project as a result of appraisal

and no otiation .the

O v cn - - m-..d.4 .No specific

Peretentage of project expenditures has been set as the limit for retroactive financing,

shice the application of the criteria above does not vary necessarily in proportion

to project expenditures already
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incurred. Cases where retroactive financing is likely to be appropriate include

preliminary physical work - such as access roads and houses for workers -

seasonal work which, unless undertaken at a particular time of the year, could

delay the start of a project by a year or more; ongoing activities where

significant economies are possible, such as cases where a contractor is

already on site or where equipment must be ordered within a certain time in

order to take advantage of options granted under previous orders; and, in cases

where alternative sources of finances may not be available or suitable, invest-

ment programs (such as in railways or electric power) in which there is continuous

contracting.

Clearly, there must be safeguards in the consideration of cases for

retroactive financing. The safeguards applied in the past have been:

(a) To specifically advise the prospective borrower - and the Government

if the borrower is a separate entity - of the risk of advance
and expenditure

contracting/undertaken on the basis of possible future retroactive

financing by the Bank or IDA, in order to ensure that. the prospective

borrower understands that his actions do not commit the Bank or IDA

to make financing available.

(b) To advise the Executive Directors through the Operational Summary

of the cases where retroactive financing is being contemplated and

to include in President's Reports a statement regarding any retro-

active financing proposed in a particular project.

(c) To ensure that contracts to be considered for retroactive financing

meet the procurement standards of the Bank and IDA. This means that

for the procurement of goods and services (other than consultant

services) the procedures in the Procurement Guidelines should

be followed, and that the Bank or IDA should have the opportunity



to review the specifications, invitations to bid and evaluation of

bids.

JAK. The nature of retroactive financing, which depends on the special

circumstances and problems of particular projects, makes it difficult to arrive

at general conclusions on the subject. Nevertheless, the analysis permits the

following generalizations:

(a) The policy on advance contracting and the financing of retroactive

expenditures laid down in Operational Policy Memorandum 2.41 is

consistent with the role of the Bank as a development institution.

This role includes playing a major part in formulating a project

or program before a significant proportion of it is financed. The

analysis of retroactive financing shows that the particular cases

of retroactive financing have been consistent with the general

policy. No changes in the policy or in its application are called

for; but it should be recognized that the successful application of the policy

requires reasonable flexibility.

(b) In order to keep the Executive Directors fully informed about

developments in this field, it is proposed to continue reporting

through the Operational Summary and including in the President's

Reports a statement regarding any expenditures undertaken in the

expectation of retroactive financing.

do: 73*
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A Quantitative Analysis of Retroactive Financing

A. Principal Magnitudes

1. In the period FY68-72, 124 of the 559 projects financed by the Bank

and IDA, or 22.2 percent of the total included some provision for retroactive

financing. In terms of the volume of lending, 24.5 percent of lending was made

up of loans and credits with some element of retroactive financing. On average,

these projects tended to be slightly larger than the norm. The cumulative amount

of project expenditures financed retroactively in the five-year period was

$94.3 million, equivalent to 3.7 percent of the amount of the 124 operations

in question but to only 0.9 percent of total Bank and IDA lending over the period.

PROJECTS WITH RETROACTIVE FINANCING
Ratio of

Share of Proportion of Retroactive
Loan & Retroactive Retroactive Operations w/ Financing to
Credit Financing Financing Retroactive Total IBRD/IDA

No. Amount Approved in Lending Financing Lending

FY68 10 238.0 20.4 8.6 16.7 2.1
FY69 24 493.6 13.9 2.8 21.6 0.8
FY70 20 606.0 27.7 4.6 16.8 1.3
FY71 28 408.0 11.6 2.8 21.7 0.5
FY72 42 814.0 20.7 2.5 30.0 0.7
FY68-72 124 2,559.6 94.3 3.7 22.2 0.9

Source: Annex Table 1.

0
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It should be noted, however, that $35.5 million or 37.6 percent of the total

1/
were for three large sector loans,- and $58.8 million for the remaining 121

projects. Consequently, whereas the average amount of retroactive financing

per project was $760 thousand, the median - which is not influenced by extremes

at either end - worked out to less than half that figure, namely $350 thousand.

2. The trend of retroactive financing over the 1968-72 period is shown
Annex

in /able I. While the amount of retroactive financing approved varied from

year to year, fluctuating around $20 million, it has tended to fall in pro-

portion to total IBRD/IDA lending after 1968. While there was a sharp rise

in the number of cases in FY72, the proportion of retroactive financing in total

lending remained at under one percent. Beside the drop since FY68 in the ratio

of retroactive financing to total lending, there has also been a decline in the

incidence of such projects from the period FY63-67 to FY68-72 as shown in

Chart I and summarized below. While this comparison is based only on a sample

of projects for the period before FY68, the broad lines of the comparison are

2/
correct.2

Percent of Projects with
Fiscal year Retroactive Financing

1948-52 25.0
1953-57 18.2
1958-62 25.4
1963-67 46.5
1968-72 22.2

Source: FY48-67: sample prepared by P&B; FY68-72: PPPRD

1/ Thirty million dollars for two power loans (in FY68 and FY70) to Mexico,
and $5.5 million for a railway loan (in FY72) to India.

2/ In the three-year period for which the sample data and data based on complete
enumeration overlap, namely FY68 through FY70, the sample data yielded a
ratio of projects with retroactive financing to total projects of 20.1
percent compared to a figure of 18.6 percent from the complete enumeration.
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B. Trends in Bank and IDA Operations with Retroactive Financing

3. In FY68 through FY72, 85 of the 124 operations with provision for

retroactive financing consisted of IBRD loans and 39 of IDA credits. Bank

projects had a greater frequency of such financing than IDA projects (in
1/

24.6 percent of the cases, compared to 18.2 percent for IDA),- but the pro-

portion of the loan or credit financed retroactively was somewhat greater

in the case of IDA operations than for the Bank as shown below.

FY68-FY72

IBRD + IDA IBRD IDA

All Projects
Number 559 345 214
Loan/Credit amount ($M) 10,396.4 7,713.8 2,682.6=

Projects with Retro. Financing
Number 124 85 39
Loan/Credit Amount ($M) 2,559.7 2,189.9 369.8
Retroactive Financing ($M) 94.1 76.8 17.3
% Retroactive Financing 3.7 3.5 4.7

Ratio of Retroactive Financing
to Total Loan/Credit (%) 0.9 1.0 0.6

a/ Joint IBRD/IDA operations counted only once, as IBRD operations.

Source: Project appraisal reports.

4. Over the five-year period there was no clear trend in the incidence

of retroactive financing in Bank projects, but the number of IDA projects with

such financing increased rapidly. By 1972 about half of both the number of

projects and the amount financed retroactively was attributable to IDA. The

) / The 1968 paper on the timing of invitations to bids mentioned above showed
a parallel but wider divergence between IBRD loans and IDA credits in
calendar )965-67: 45 percent of the loans had advance bidding compared
to 21 percent in the case of credits.
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major reason for this increase appears to have been the expansion in the number

of agricultural credit operations with this feature, especially in the countries

of Eastern Africa.

IBRD AND IDA RETROACTIVE FINANCING

IBRD + IDA IBRD IDA
No. Ant. No. Amt. No. Amt.

($F I ($M) (s T
FY68 10 20.3 7 18.8 3 1.5
FY69 24 13.9 23 13.7 1 0.2
FY70 20 27.7 14 25.0 6 2.7
FY71 28 11.6 18 9.2 10 2.4
FY72 42 20.6 23 10.1 19 10.5
FY68-72 T2T 94.1 ~'F 76.8 39 17.3

Source: Project appraisal reports

C. Size zind Time Span

5. Since the discussions on retroactive financing often center on the

potential reward of accelerating disbursements versus the possible risk of

undertaking expenditures prematurely, it is appropriate to provide an indication

cf the typical amount of retroactive financing per project -and cf the time span

covered by such financing. The figures below show that in most cases the amounts

involved were small: in 35.6 percent of the cases the expenditures financed

retroactively were under $200,000 and in 68.7 percent under $500,000. Of the

six projects with retroactive financing of more than $2 million, the largest

ones were those already mcntioned for electrie power in Mexico and railroads

in India, plus operations for electric powcr in Colombia, roads in Zambia and

agricultural development in Malaysia.
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FY68 through FY72
Number of Percent

Retroactive Financing Projects Distribution

0 - 200 42 35.6
201 - 500 39 33.1
501 - 1,000 21 17.8

1,001 - 2,000 10 8.4
More than 2,000 6 5.1

Sub-Total Hs' 100.0

Unspecified-! 6
Total l2V

a/ Projectswhere the possibility of retroactive financing was noted but no
amount was given.

Source: Project appraisal reports.

6. The length of time prior to the approval of the loan during which

the expenditures financed retroactively have taken place has been consistent

with operational guidelines. Most of the retroactively financed expenditures

covered have been incurred after appraisal. During the period FY70-72, 78 percent

of the projects with retroactive financing included expenditures -incurred up to

nine months before presentation, which is the median time between the departure
1/

of appraisal missions and Board presentation.

1/ Based on estimates by P&B dated November 14, 1972. Data for earlier years
are not available.
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No. of Months
Before Board Number of RErcent

Presentation Projects Distribution

0 - 3.0 23 31.9
3.1 - 6.0 20 27.8
6.1 - 9.0 13 18.1
9.1 - 18.0 13 18.1
18.1 and over 3 4.2
Total, above 72 100.0

Unspecified
Total 90

Source: Project appraisal reports

D. Purpose

7. Although there are some difficulties in classifying the

purposes of retroactive financing - largely because it often covers more

than one kind of expenditure - in general the bulk of retroactive financing

has been for consultant services and for equipment. Civil works have been of

minor importance. In terms of the number of operations, clearly the hiring

of consultants (for feasibility studies, engineering and design, and assistance

in the preparation of bid documents) was the dominant purpose. In terms of value,

Percent Ratio of Retroactive
a/ Distribution Financing to Loan

Purpose No. Amt. No. Amt. Amount of Projects
($7 MT %6) (M (%

Consultants 75 38.7 60.5 41.1 2.4
Equipment 23 46.1 18.5 49.0 8.6
Civil Works 13 5.8 10.5 6.2 3.5.
Miscellaneous 13 3.5 10.5 3.7 1.4

Total 124 94.1 100.0 100.0 3.7

a/ If there is more than one purpose, the main one appears.

Source: Annex Table 11.
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O the purchase of equipment was the largest category and had the largest ratio

of project expenditures financed retroactively. But this was influenced by

the three large sector loans mentioned above in para. 1, in which retroactively

financed expenditures included a large equipment component. Furthermore,

only seven of the 23 projects in this category included retroactive financing

exclusively for equipment; the rest included other items such as consulting

fees. The purpose of those classified under "miscellaneous" included ranch

development, livestock purchases, miscellaneous commitments, and four projects

where the purpose was not specified.

E. Sectoral Distribution

8. The sectoral distribution of operations is a reflection of the special

* circumstances of individual projects. While close to half of water supply

projects included some retroactive financing - mostly for engineering services -

the bulk of retroactive financing expenditures were for electric power and

transportation. The data for electric power are heavily influenced by the $30

million already mentioned of retroactive financing for equ.ipment in the case of

the Mexican power sector loans. Operations in transportation often include a

component for feasibility and preliminary design work undertaken before approval

by the Executive Directors. In the case of agriculture, where one-fifth of the

projects included retroactive financing, "seasonality" (the need to begin

construction at a given time due to the weather) provided the main justification

for retroactive financing.

0
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Vercenit
Distribution Share of Totil No. of

No. Amt. No. Amt. Projects in Sector

($MT T -7.TR

Agriculture 30 16.8 24.3 17.8 20.7

Education 7 1.9 5.6 2.0 13.0

Industry 4 2.3 3.2 2.4 22.2

Power 21 41.1 16.9 43.7 28.8

Transportation 47 26.7 37.9 28.3 32.6

Water Supply 9 3.4 7.2 3.6 45.0

Other 6 2.1 4.9 2.2 5.7
121T 9i~3 100.0 100.0 22.2

Source: Annex Table lil.

F. Regional Distribution

9. The incidence of retroactive financing by operating Regions of the

Bank is a function of the individual projects and the sectoral distribution of

lending in particular countries. The regional data below therefore do not

show any particular regional design, and the amounts are heavily influenced

by a few operations. Thus, the two electric power sector loans for Mexico

give an exaggerated impression of the amount of retroactive financing in

Latin America and the Caribbean. The instances of retroactive financing per

country were generally too small to permit generalization. A few of the more

significant cases are noted below. Brazil had the largest number of projects (9)

with retroactive financing in the five-year period, followed by Kenya (7) and

Ethiopia (6). Two countries received more than $5 million each (Mexico and

India) and 13 countries more than $1 million each, 8 of them in Africa.
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Percent
Distribution Share of Share of Total

No. Amt. No. Amt. Operations Lending to Regions

($MT ) n/t%) to ( io

Eastern Africa 35 14.5 28.3 15.4 40.2 1.7
Western Africa 21 10.5 16.9 11.2 25.3 1.4
Asia 20 16.5 16.1 17.5 13.2 0.5
Europe, Middle East
& North Africa 14 5.4 11.3 5.7 13.0 0.2

Latin America &
Caribbean 34 47.2 27.4 50.1 26.4 1.5
Total TiT 941 100.0 100.0 22.2 0i9

Source: Annex Table IV and project appraisal reports



Tb1e 1: RETROACTIVE FINANCIN( OF LOANS AND CREDITS, FY68-72: SUMMARY

C: Mililion)

Cumulativc
FY68 FY69 FY70 FY71 FY72 FY68-72

A. Imans and Credits with
i i ive Finon ij

1. Number 10 24 20 28 42 124

2. Project cost 435.3 1,359.3 1,595.6 983.5 3,044.4 7,418.1

3. Loan or Credit Amount 238.0 493.6 606.0 408.0 814.0 2,559.6

4. Ratlo of ioan/Credit
to ProjecL Cut;L (3 2) 54.7 36.3 38.0 41.5 26.7 34.5

Retroactive Financing:
5. Amount 20.4 13.9 27.7 11.6 20.7 94.3

6. Share of Loan/Credit (543) 8.6 2.8 4.6 2.8 2.5 3.7

B. All Loans and Credits

7. Number 60 111 119 129 140 559

8. Project Cost 2,857.8 5,150.3 5,989.6 6,665.8 9,713.6 30,377.1

9. Loan or Credit Amount 954.0 1,784.2 2,186.1 2,505.2 2,965.9 10,395.4
10. Ratio of Loan/Credit LO

project Cost (9L8) 33.4 34.6 36.5 37.6 30.5 34.2

C. Sharv of Loans and Credits with
RMtro'active Financing

11. In Number (1-7) 16.7 21.6 16.8 21.7 30.0 22.2

12. In Amount (3e9) 24.9 27.7 27.7 16.3 27.4 24.6

1 ,hare of Total Lending Financed
Retroactively (549) 2.1 0.8 1.3 0.5 0.7 0.9

Policy Planning & Program Review Department
March 21, 1973
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Table It: IBRD/IDA RETROACTIVE FINANCING, FY68-72, BY PURPOSE

Loan/Credit Ant. Retro. Fin. as
- Cumulative Percent of Projects .ith of LoanCredi-

Purpose a FY68 FY69 FY70 FY71 FY7 FY68-7? Distribution Retro. irincing _ _ _o-nt

No. a. -Ait. No. Amt. No. At. No. A. t. No. t. No. Am t.- FY68-72
(0H) ($M) ($M) 0SM) (0M) (114) M1 ('4) ($M) (%

Consultants 6 5.1 13 8.0 8 2.7 21 8.3 27 14.6 75 38.7 60.5 41.1 1.599.4 2.4

Equipment / 1 15.0 4 2.8 6 22.2 4 1.6 8 4.5 23 46.1 18.5 49.0 536.9 8.6

Civil Works 1 n.A., 3 1.1 5 2.8 2 1.6 2 0.3 13 5.8 10.5 6.2 167.1 3.5

Miscellaneous _*. 0.2 4 2.0 1 pam. 1 0.1 _5 1. 13 3.5 105 M. 256.2 1.4

Total 10 20.3 24 13.9 20 27.7 28 11.6 42 20.6 124 94.1 100.0 100.0 2,559.6 3.7

If more than one purpose, the dominant purpose appears.

/ Includes two projects approved but not signed In FY72.

C/ Eleven of the total 23 projects are equipment only; 7 include consulting fees.

Yf Four of the total 14 are unspecified.

Policy Planning & Program Review Department
March 21. 1973
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* -Toblo 101, 1811D/IDA IETIOACTIFE FINANCINC, F068-72, BY SECTOR

LoAn/CredItc
Atouto of Share Total 7. of

RkCo-tt- Fin.nci.2 Culativo Percent Retro. Fin, of Loan/Credit Projects with
Sector FY68 FY69 -- FY70 FY71 FY72* _FY60.8-72 DICIbtjo FY48-72.1 Retro. Fin, to Sotoro L R.ro. Ft'.

. .. At No. A.t. No. Aot. No. Aot. No. A.t. No. Ant. No. Ant. No. Aot. No. Aol.
(II) (IN) . (99) . (SM) ((0m) ($K) (2) (2) ($K) (%.) (SK) (7.) (7.)

Agricultu.. (1) 0.2 (5) 4.2 (a) 6.6 (6) 2.8 (10) 3.0 (30) 16.8 24.3 17.8 330.4 5'.1 (145) 1.323.0 20.7 0.9
CoanniocLation. - (1) 1.7 - - (1) 0.1 .. - ( 2) 1.8 1.6 1.9 90.0 2.0 ( 27) 475.0 7.4 0.4
DFC'S - - (1) a... - - - - - - ( 1) U.S. 0.5 a... 22.0 a.&. C 55) 1.073.0 1.8 -..
Educattoo (1) -... - - (1) 0.5 (1) 0.1 ( 4) 1.3 ( 7) 1.9 5.6 2.0 75.0 2.5 ( 54) 474.0 13.0 0.4
Industry (1) 0.5 . - - (1) 0.3 ( 2) 1.S ( 4) 2.3 3.2 2.4 145.3 1.6 ( 1 ) 164.0 22.2 0.4
%on-Project - - - - - - - . ( 7) 490.0 - -

too- - - - - - - - - - ( 5) 44.0
(4) 17.7 (3) 1.3 -(3) 15.8 (5) 2.8 ( 6) 3.5 (21) 41.1 16.9 43.7 823.9 5.0 ( 72) 2.201.0 28.8 1.9
- - - - - - ( 1) 0.1 ( 1) 0.1 0.8 0.1 4.2 2.4 ( 5) 80.0 20.0 0.1

ran.potatIon (2) 1.4 (12) 6.1 (7) 4.8 (11) 3.7 (15) 10.7 (47) 26.7 37.9 26.3 971.4 2.7 (144) 2,823.0 32.6 0.9
Urbaniton - - - - - - - ( 1) 0.2 ( 1) 0.2 0. - 0.2 2.3 8.7 ( 3) 15.0 33.3 1.3
Water Supply (1) 0.6 (2) 0.6 (3) 1.8 ( 3) 0.4 ( 9) 3.4 7.3 3.6 92.4 3.7 ( 20) 326.0 45.0 1.0
Technicl Assistance _ - A ) - - Z - " ) n.s. 0.8 ... .25 6.3. 3) _, .0 33-3 A.

Total (10) 20.4 (24) 13.9 (20) 22.7 (28) 11.6 (42) 20.7 (124). 94.3 100.0' 100.0 2.559.6 3.7 ($59) 10.396.0 22.2 0.9

SIncludes two projecta approved but not signed JA FY72.

Policy Planning 4 Progtoo Revi.w Department
March 21. 1973
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ADVANCE CONTRACTING

1. In this memorandum "advance 4. In the course of project appraisal the

contracting" means a contract or contracts signed by extent of advance contracting can be ascertained and

a prospective borrower or beneficiary for a project a judgment made as to the extent to which the Bank

prior to signature of the loan to finance it. can regard it as justified and include it in the

References to the Bank and to loans apply equally expenditure to be fEnanced out of the loan. Each

to IDA and to credits. case must be weighed on its own merits. In general,
it is easier to accept contracts signed prior to loan

2. It is in general undesirable for the Bank signature if they represent only a small proportion

to become involved in a project, if a substantial of the cost of the total project. The time expected

amount of construction work has been carried out to elapse between the signing of contracts and

and a substantial amount of the equipment needed presentation to the Executive Directors should also

has already been ordered. To do so, particularly if be taken into account; contracts signed during or
the work is well advanced, raises the question of the after appraisal are more acceptable than those signed

need for Bank financing at all. Moreover, for a before the Bank became involved.
would-be borrower to place orders for a project
before the loan for the project is approved might give 5. Most cases are likely to fall under one or

rise to the impression that approval by Executive other of the following heads:
Directors is a mere formality.

(a) Engineering and design work. (See O.P.M.

3. To some extent the justification for No. 2.11, "Financing of Detailed Engineering.")
advance contracting depends on the nature of the
project and the proportion of it which is financed (b) Preliminary work which has to be done

by the Bank. Where, for example, the Bank finances before the main part of the project is started,
expenditure during a two-year period of a railway such as access roads.
program, the contract-making process will be a
continuous one, and the Bank will pick out some (c) Equipment required by an operating entity

of the contracts to provide a basis for disbursement. according to a continuing long-term investment
In such a loan the Bank does not attempt to require program, a portion of which is the project.
adherence to Bank standards for all the purchases
falling within the two-year period, although it does (d) Equipment which if not ordered well in
satisfy itself about the contractual arrangements for advance would delay work on the project.
the equipment included in its loan. Or, to take
another example, work of a preliminary character (e) Equipment which has to be standardized

may have been carried out, and contracts involving and which must be ordered within a limited time

long mobilization periods and seasonal consideration to take advantage of options granted under

may well have been signed and this fact should not previous orders.
of itself disqualify the project from being financed
or the expenditure from being reimbursed. (f) Cases when the Bank has to defer

This nemorandun was prepared f1r the guiidance of staJ ofi he World BuimiA and WAM and is not
necCssuall' a complete treatment of the subjects covered. It ila' be used onh- by personne! of the
hanA Group or others vpeciically) auth ri.,i to use it. It may not he pidhilhwd, quoted or cited.
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presentation of a loan to the Executive Directors 7. Pending a cha ie in Section 5.01 of
because of circumstances beyond the control of "General Conditions Applicable to Loan and
the borrower or guarantor. Guarantee Agreements," there will be a provision in

the loan agreement to the effect that except as the
6. Once the Bank has approved the inclusion Bank shall otherwise agree, the Bank will not permit
of a contract, disbursemniit for paymon-ts under it withdrawals in respect of expLiditures under
cannot be refused solely on grounds of their contracts made before the signature of the loan.
retroactive character.

This nemiorandun was prepared fior the guidance oj stajf of the World Bank and MA)1 and is not
nercmsrily a complete treatnent of he sulbjects ctered. It ia he used only by prrsoinnel of the
lanA Group or others specificallY authorized it. )e it. It may not be published, quoted or cited.
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IBRD LENDING TO HIGHER INCOME COUNTRIES

9 1. The Problem

1. This paper reviews past and prospective IBRD lending to countries with

relatively high per capita GNP levels, analyzing such lending as a claimant upon

IBRD resources. There are several reasons why such a review is appropriate:

- Lending to the higher income countries which are still considered

eligible for Bank assistance has grown substantially: if the six

largest borrowers in the period FY69-73 (Brazil, Colombia, Iran,

Mexico, Turkey and Yugoslavia) are excluded, lending to the higher

income group has grown as fast in relation to the previous five-

year period as lending to the rest of lower income countries which

receive Bank assistance.

- The available evidence suggests - contrary to expectations - that

the staff input in higher income countries has been proportionately

as high as in poorer and administratively less sophisticated

countries, and has been especially heavy in agriculture and

education, sectors where the needs of the poorer countries are

very large.

- Several member governments have expressed concern about the level

of Bank lending to countries in the higher income range and urged

caution in such lending for the future.

2. Over the years, leaving aside the post-war reconstruction loans to a

fcw European countries, Bank lending has been gradually phased out to a number

er tr'es with hi gh p r capita incon>: Australia, Austria, Denmark, Italy,

J ,lNorway ar Zouth Africa. In all these cases, the growth of incomes ws
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accompanied by increasing ease in obtaining capital requirements from commercial

sources, on terms and conditions which the Bank considered reasonable. Thus,

under Article III, Section 4(ii) of the Articles of Agreement, Bank assistance

was no longer justified, since, in order to consider lending to a country, the

Bank has to be satisfied, among other corditions, that "in the prevailing

market conditi.on the borrower would be unable otherwise to obtain the loan

under conditions which in the opinion of the Bank are reasonable for the

borrower."

3. The question is whether these same criteria apply to the present

group of high-income co'untries, and whether the gradual phase-out of new

lending to the higher income countries now planned in the lending program

for FY74-78 is consistent with the objectives of the Bank as a development

institution.

II. The Higher Income Countries

4. For the purposes of this paper, higher income countries are those

which had already reached a per capita GNP level in 1970 - as shown in the

latest Bank Atlas of 1972 - of $1,000, or which can be reasonably expected

to reach such a level in constant prices within the forthcoming five-year

lending program period FY74-78. There are thirteen countries which fall within
1/

the definition and for which lending programs are contemplated. Of course,

1/ The thirteen countries are: New Zealand, Iceland, Finland, Israel, Ireland,
Argentina, Spain, Greece, Venezuela, Cyprus, Singapore, Trinidad & Tobago,
and Uruguay. No lending is at present contemplated for Malta, but it is
shown in Annex Table 1. Romania has been excluded since evidence collected
by the recent Bank economic mission is expected to establish that GNP per
capita is below the beel show'n in the 1972 Bank Atzics.
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reaching the $1,000 per capita level does not mean that the country has become
1/

"developed", that it has ceased to rely on external borrowing to finance its

further economic progress, or that its development efforts can be relaxed.

The level of $1,000 income per capita cannot be considered a cut-off point

in a policy sense, since it is evident that many other factors affect the

ability of countries to obtain external finance for their development on

reasonable terms; the $1,000 level ought to be considered only as an illustrative

point of departure for analysis. Nevertheless, the countries which fall within

the definition - $1,000 in per capita income now or in the next five years in

constant prices - do in most cases share a number of features associated with

their higher per capita GNP and level of development.

A. Level of Development

5. Annex Table 2 shows some of the key indicators of the structure of

these economies. The relatively advanced state of these economies can be

broadly summarized as follows:

a. a substantial contribution of manufacturing to the GNP - the

median was 28.7 percent of GNP in 1966-70;

b. a relatively low share of agriculture (even in those countries

which still rely on agricultural products for a major share of their foreign

exchange earnings);

c. rates of unemployment which are substantially below those in

most developing countries;

_/ According to OECD/DAC definition, New Zealand, Iceland, Finland and Ireland
are not counted as developing countries. The UN definition of developing
countries also excludes Israel, Spain, Greece and Malta.
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d. the qvality of life for the bulk of their populations has already

reached a level well beyond that in most developing countries. The comparisons

in Annex Table 2 with the median of developing countries in the range of per

capita GNP of $350 to $500 show this clearly for indicators such as infant

mortality, the availability of physicians, nutrition standards, and educational

statistics. More important, with their relatively low population growth rates,

the higher income countries have good prospects to be able to continue to

improve rapidly the living standards of their inhabitants; and

e. on the external side, most of the countries have in their balance

of payments current account deficits which are relatively much smaller than

the average for developing countries, a lower debt service ratio (the median

was 4.2 percent in 1966-70), and international reserves which are in most cases

significantly higher than in most developing countries. The rate of growth

of their export earnings has on average been higher than the median for other

developing countries.

6. There is, of course, a wide diversity between the countries included

in this analysis. The fact that all the countries in the group exhibit a level

of development well above that of the remainder of developing countries does not

necessarily mean that they do not face special constraints or that they do not

need Bank financing. For example, Argentina and Uruguay face serious balance

of payments difficulties. Some of the economies could be vulnerable because

of some special feature: for example, Israel because of political reasons, or

Venezuela because of its dependence on a rapidly depleting resource. Nevertheless,

despite these individual features, there is little doubt that the higher income

countries, taken as a group, have basic economic characteristics which set them

aside from most of the other developing countries. Given good domestic economic

manaqement and stable conditions in the external capital markets, these higher



income countries are likely to have relatively good access to the financial

markets.

B. Access to Financial Markets

7. There is a closely correlation between the relative prosperity of a

country and its ability to raise external loans from private sources. Whether

these funds can be obtained at reasonable terms is of course the decisive

element in whether or not Bank funds are justified for a particular country.

For the higher income countries shown in Annex Table 2, a preponderance of

financing from private sources in their external public debt is combined with a

low debt service ratio. As of 1971, 74 percent of the external public debt of

the higher income countries was owed to private sources (the median was 55 per-

cent); the comparable proportions in the case of countries in the $350-500 per

capita GNP range were 13 and 11 percent respectively. The fact that the high

proportion of borrowing from private sources by the higher income countries in

general has not been accompanied by a high debt service ratio is a reflection

not only of the small external borrowing requirements and of the conditions

at which these funds are obtained, but also, and most importantly, because

of the relatively rapid growth rate of export earnings and of the prudent

borrowing policies of most of these countries. Whether these countries would

be able to substitute additional private borrowing at a reasonable cost if the

Bank were to phase out lending is of course a subjective judgment. For this

very reason the Bank does not have rigid rules about the phasing out of lending.

But for many of the countries in this group the growth of foreign issues in

national bond markets and in the Euromarket as well as the recent growth of

rredium-term Euro lending and the easy availability of official and private



export credits makes it difficult to believe that ,ey would face unreasonable

costs in borrowing from market sources.

8. Information on the cost of borrowing by these countries in 1971, based

on the IBRD's debtor reporting system (DRS), suggests in fact that these countries

have been able to borrow from private sources at cost not much different from the

IBRD's standard interest rate. The table below shows actual costs of borrowing

from private sources in 1971 for the higher income countries based on information

in the DRS. Some marginal borrowings can be seen to have carried a high rate

of interest(of about 10 percent) but the average has usually been around the

rate charged by IBRD. The costs do not take into account possible adjustments

in costs wh;ch might be appropriate in the case of suppliers' credits.

a/
Table I: INTEREST RATE ON PRIVATE BORROWINGS 1971

(selected higher income countries: percent)

Highest Lowest Median

New Zealand 7.5 7.3 7.5
Finland 8.8 4.8 7.5
Ireland 10.5 6.0 8.4
Israel 9.3 4.0 6.9
Greece 8.0 5.8 6.8
Spain 8.5 5.6 7.5
Argentina 10.1 6.5 8.0
Venezuela 7.8 5.8 6.8
Uruguay 7.0 6.0 6.5

a! Included in this sample are loans over $5 million contracted in 1971 from
private banks and suppliers, or through public and private bond issues.

9. The DRS records all borrowings from private sources which are public

or publicly guaranteed on the debtor side. The table thereby excludes credits

which are guaranteed only on the creditor side. Another gap in coverage is
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borrowing which is neither guaranteed on the creditor side nor the debtor side.

While these gaps make it difficult to draw firm conclusions from DRS information

on whether the higher income countries could substitute private borrowing on

reasonable terms for IBRD lending, it is at least fairly clear that most of

these countties have.access to market sources of finance. This statement is

reinforced by recent developments in the medium-term Euro market. Partial

information obtained from press sources, reproduced in the table below, shows

that developing countries in general - and the higher income countries among them

in particular although not exclusively - have had increasing access to this source

of financing. Although there is a wide range of terms and detailed information

on them is not always available because nany of the loans shown are either not

subject to the DRS or have not yet becn reported, in general such borrowing by

developing countries is at maturities ranging from 3 to 10 years and usually

at an interest cost based on a margin over the interest rate paid on inter-

bank Eurodollar deposits in London. Since the latter rate is a fluctuating

one, every six months (or sometimes a shorter period) the base for the interest cost

of the loan is changed. Thus, in the case of a loan at a cost of one percent over

th? six-month Eurodollar deposit rate ( a typical cost for medium-term loans to the

more creditworthy developing countries), the present interest cost would be about

9 1/2 percent (8 1/2 percent for the six-month deposit rate plus the one percent

margin). While such a cost is not low, whether the terms are "reasonable" or

not has to be determined in relation to the expected rate of return of the

investments to be financed, to the debt servicing capacity of the country, and

to the cost of competing sources of finance. No general judgment on this score

for the higher income countries as a group is possible, since each one has its
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own particular features. What can be said, however, is that for most of these

countries the range of possibilities for medium-term and in some cases long-

term external finance from private sources is much wider today than five or ten

years ago, and that with the relatively high rates of growth of export earnings

which these countries have, they can avail themselves of this type of financing

with considerably less risk for their debt-servicing prospects than countries

with slow export growth.



Table II: EURO-CURRENCY LOQNS TO DEVELOPING CO 'IER ,
BY NATIONALITY OF BORROWERS CY 1971 and CY 1972

(in millions of US$)

Developing Countries CY 1971 CY 1972

Algeria 120.0 200.0
Argentina 50.0 263.7
Brazil 212.0 492.3
Burnei - 27.5
Col umbia - 50.0
Dominican Republic - 4.0
Dubai - 18.3
Gabon 10.0 25.0
Greece 60.0 290.0
Greenland 41.0
Guinea - 40.0
Hong Kong - 20.0
Indonesia - 52.6
Iran 224.0 405.4
Israel - 10.0
Ivory Coast 22.0 -
Kenya - 15.0
Malaysia 76.1
Mauritania 8.0 -
Mexico 140.0 443.8
Nicaragua 10.0 15.0
Panama 16.0 20.0
Peru 195.4
Philippines 50.0
South Korea 40.0 40.0
Spain 420.0 207.1
Swaziland - 3.2
Venezuela 78.3 161.5
Zaire 55.0 70.0
Zambia - 55.0
Yugoslavia 10.0 225.0

Sub-total 1,475.3 3,516.9

Source: "Tombstones"and articles from several newspapers and magazines;

compiled by Economic Analysis and Projections Department.
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1i. The Scale of IBRD 0 perations in th- Hiehr Countries

10 Although the share of lending to higher income countries has dropped

by half in recent years, the volume of lending is substantial and growing.

As shown in the table below in the five-year period FY69-73 just ending, the

higher income countries received 14 percent of total IBRD lending, an annual

average of about $250 million. While this share represents a sharp decline

from earlier periods, when lending to higher income countries accounted for

about one-third of IBRD lending, the drop is accounted for by the ending of

IBRD operations in a number of European countries, Australia, South Africa,

and Japan. In those countries where the Bank remains active, lending rose

from $439 million in FY59-63 to $795 million in FY64-68 with a further increase

to $1,251 million in FY69-73. Of this last total, close to half is accounted

for by lending to Spain and Argentina, with another quarter to Greece, Israel

and Venezuela.

11. A number of features characterize the volume of lending to higher

income countries:

a. It has not constituted a major burden on IBRD financial resources.

This is so not only because of the Bank's general ability to borrow in the

financial markets, but also because it is easier - if the need arises - to

obtain funds through the sale of participations in the loans to some of these

countries. Sales of participations on the loans made in the period FY69-73

to the thirteen countries mentioned above have accounted for 24 percent of

total IBRD loan sales and participations during that period.



a/
Table I I: ICRD COMMITMENTS TO 'HIGHER INCOME' COUNTRIES

(US$ million)

FY59-63 FY64-68 FY69-73 FY74-78

Active borrowers
New Zealand (2,700) - 103 24 -
Iceland (2,660) 2 18 4 6
Finland (2,390) 87 70 75 20
Israel (1,960) 75 35 105 150
Ireland (1,360) - - 98 42
Argentina (1,160) 144 70 319 350
Greece (1,090) - 13 107 135
Spain (1,020) - 188 240 220
Venezuela ( 980) 45 202 114 140
Cyprus ( 950) 21 3 36 30
Singapore ( 920) 15 58 53 90
Trinidad & Tobago ( 860) 24 14 37 43
Uruguay ( 820) 26 13 39 65
Malta b/ ( 810) - 8 - -

Total 439 795 1,251 1,291
Past Borrowers c/ 659 545 - -

Total 1,098 1,340 1,251 1,291
Annual Average 219 268 250 258

Percent of IBRD lending
active borrowers 14 19 14 9
past borrowers 20 12 - -

Total 3T 3 ~~9

a/ Countries ranked by per capita income level (shown in parentheses after each)
according to 1972 World Bank Atlas.

b/ Shown in the table in case IBRD operations are resumed
c/ Australia, Austria, Denmark, Italy, Japan, Norway, and South Africa.

Note: For further detail see Annex Table I attached.

Figures for FY74-78 are taken from the most recent Standard Table IV

(P&B, 5/14/73) with the exception of Finland where only one further loan
for $20 million is shown in the table above as against 2 for $40 million
In Standard Table IV. The EMENA region has informed the authors that they
are intending to propose a substantially lower lending program for Spain
at the next rmanagement review of that country.
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b. Operations in the higher income countries have absorbed a substantial

proportion of staff time. Not only has the number of operations in these countries

been as large as the volume of lending, but the preparatory work which has gone

into the operations has been substantial. The average size of loans to the

group was $21 million, or somewhat smaller'than the average of $23 million

for other countries, an average which is of course heavily influenced by a

few large operations in Brazil and Mexico. Consequently, as shown in the

table below, the share of operations in the higher income countries in FY69-73

was slightly higher - 15 percent - than their 14 percent share In the volume of

lending. Contrary to expectations, the input of staff time into these operations

a/
Table IV: IBRD OPERATIONS IN HIGHER INCOME COUNTRIES

FY64-68 FY69-73
Share of Share of

Average Total Average Total
No. of Size Operations No. of Size Operations

Operations $ mil. % Operations $ mil. %

Higher income
countries '34 23 17 60 21 15

Other IBRD 169 21 1 331 23 a

Total IBRD 203 21 100 391 23 100

a/ Countries at present active, as shown in Table IlIl.

does not appear to have been significantly lower than for operations in other

poorer countries. In both FY71 and FY72, operations in the higher income

countries absorbed between 8 percent and 9 percent of total available projects

staff time spent on IDA and IBRD projects or about 15 percent of the total staff

time spent on IBRD projects. The input of country economic analysis has also been

heavy: in the period FY71-73, 30 economic missions visited these countries, or



15 percent of Bank Group economic missions. Allowing for overhead and indirect

inputs and the splitting of administrative expenses between IBRD-and IDA, they
1/

account for 15 to 20 percent of the IBRD administrative budget.

Table V: PROJECT STAFF TIME SPENT QN LENDING TO
HIGHER INCOME COUNTRIES -a

First half
FY71 FY72 FY73 Total

Preappraisal 9.7 8.7 2.4 7.6
Appraisal and Board 10.0 7.7 4.5 8.1
Supervision 6.7 8.3 8.4 7.8

Total 8.7 8.1 5.3 7.8

a! Expressed as percent of project staff time spent on all countries.

c. The growth in lendin to higher income countries has taken place

largely for agriculture and education projects. Since these are sectors where

the needs of the poorer countries are large and where the availability of staff

is a constraint upon Bank Group operations, there is at least a reasonable

presumption that lending for these sectors in the higher income countries has

restrained operations in other countries where the need was probably greater.

As the table below shows, one-third of operations in the higher income countries

were for agriculture and education in the period FY69-73. Of the operations

in countries which had already reached a per capita GNP over $1,000 in 1970,

Ireland received one loan for education and one for agriculture (out of a total

of six operations during the period); Greece, two for education and one for

1/ This calculation assumes that various overhead and administrative costs
are shared over all operations. Obviously many such costs would not be
significantly reduced as a rcsult of ceasing operations in these parti-
cular countries, and the calculation therefore overstates potential savings.



agriculture (out of six operations); and Spain, two for agriculture and two

for education (also out of six operations).

Table VI: SECTOR DISTRIBUTION OF LENDING IN
HIGHER INCOME COUNTRIES a/

(number of operations)

FY64-68 FY69-73 FY74-78

Power and water supply 17 15 4
Transportation 17 13 9
Telecommunication 2 2 2
Industry and DFC 6 10 16

Total 42 40 31

Agriculture 3 11 20
Education - 8 9
Population - _-

Total 3 20 29

Unidentified - - 5

Grand Total 45 60 65

a/ Including past borrowers in FY64-68

12. As far as future lending to the high-income countries is concerned,

the existing lending programs show only a small increase from $1,251 million

of lending in FY69-73 to $1,291 million in FY74-78, so that the share of the

higher income countries in total IBRD lending will decline further from 14

to 9 percent in the respective periods. Perhaps a more relevant measure of

Bank involvement in the higher income countries is the trend in the amount

outstanding, including undisbursed: this is projected to increase in absolute

terms from $2.2 billion at the end of FY73 to $2.9 billion at the end of FY78.

On the other hand, the outstanding would decline as a proportion of the Bank



total from 15.2 percent to 12 percent respectively. The number of operations

in the higher countries is expected to remain at about.its current level, thus

accounting for about 11 percent of total IBRD operations. The continued

decline in the share of higher income countries in total IBRD lending reflects

the phasing out of operations in New Zealand, Finland, Iceland and Ireland.

No further operations are planned in New Zealand and the last operations In

the three other countries will total less than $70 million and two of these

countries will be making net repayments to the Bank.

13. Of the possible major borrowers in the period FY74-78,Argentina

and Spain would be the largest ones, with Israel, Greece and Venezuela also

with potentially sizeable borrowing programs. Of these countries, Spain and

Israel are well on their way to becoming industrial exporters and have

excellent access to capital markets. The case for further substantial

lending to these countries should be carefully reviewed in order to determine

whether the diminishing macroeconomic case for lending is outweighed by a

sufficiently high degree of influence which Bank lending could have on the

strengthening of especially important sectors. The situation of Cyprus and

Singapore is probably similar. As for Argentina, the program is acknowledged

to be quite tentative, since its effectiveness and viability will depend on the

new Government's decision to institute a stabilization program and basic

economic reforms. The Bank lending program could be an important support

for such an effort but, if it was successful, Argentina's ample resource

base should allow it within a relatively short time to cover the bulk of its

external financing requirements from private sources. Although the case of

Uruguay offers some similarities, the smaller size of the economy and the



constraint which this imposes upon industrialization probably leave room for

a substantial Bank role, as long as the basic conditions for Bank lending,

outlined in the last review by Management, are met. The case for lending to

Venezuela rests Lrgely on institutional grounds, so that Bank financing can

help to buttress the diversification effort; because Venezuela faces no

significant foreign exchange constraint, howevecr, Bank lending, as now

proposed, is to be limited in amount. The case of Trinidad and Tobago has

a number of similarities with that of Venezuela, and the broad objectives of

the program are comparable, although with more emphasis on helping the authorities

cope with the long-range structural Unemployment problem.

Table Vil: LENDING TO HIIGHLR IINCOME COUNTRIES, FY74-78

a/ a/
A. Countries with Phase Outfstanding Comm itmcnts Repayments Outstanding

Out Programs co dFY73 FY74-78 FY74-78 end FY78

New Zealand 98 - 45 53
Finland 155 20 87 88
Iceland 25 6 5 26
Ireland 98 42 12 128

Total 376 68 149 295

B. Others

Israel 170 150 58 262
Greece 114 135 33 216
Spain 4o 220 93 535
Cyprus 49 30 10 69
Singapore 118 90 31 177
Argentina 479 350 92 737
Venezuela 317 140 98 359
Trinidad & Tobago 65 43 11 97
Uruguay 79 65 37 107

Total 1,799 1,223 463 2,559

Total A & B 2,175 1,291 612 2,854

af Including unrisbursed.
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IV. Pros and Cons of Lending to Higher Income Countries

14. The reasons for lending to countries within the higher income range

are of course based on an assessment of the economic situation and capital

requirements of each individual country. Each country has special features

which distinguish !t from others within the higher income range. Nevertheless,

there are a number of features in the rationale for lending which are common to

several or most of these countries.

15. Among these considerations are the following:

a. The Bank can be a lender of last resort for countries with special

political or geographic problems which inhibit their access to market sources of

finance (Cyprus, Finland and Iceland) or with special adjustment problems which have

increasedtheir need for long-term development finance (Ireland).

b. The Bank can play a role in helping to reconstruct economies

depleted by years of political problems and economic mismanagement (Argentina and

Uruguay are possible examples). Part of this role includes improving the profile

of external debts with excessively short average maturities. Clearly, such a

role can only be played if the government concerned is undertaking a major effort

in the same direction.

c. For a number of higher income countries the objective of IBRD

lending is to achieve reform or the strengthening of institutions in strategic

sectors where neglect would be detrimental to the country's long-term develop-

ment. Lending to agriculture and education in Spain or to export sectors in

Argentina are examples of this kind.



16. A more genera I consideration is the effect upon Bank and IDA finances

of a contiiuing relationship with the higher income countries. First, it Is

possible that the attract1iveness of Bank bonds to investors is enhanced by the

relatively high share* in the Bank portfolio of loans to countries with a high

degree of creditworthinass. As of the end of FY72, 26 percent of the IBRD

portfolio - loans disbursed and outstanding net of sales and participations -

was in higner income -con;tries, including past borrowers. Second, and more

important, borrowers are likely to become contributors to IDA in the future.

While the Bank has carefully avoided giving higher income borrowers the

impression that a direct link exists between present Bank lending and the

expectation of future borrowing by the Bank or contributions to IDA, never-

theless it is probably true that the continuation of some lending to higher

income couitries will increase their disposition to become lenders and

contributors. Of thv higJher income countries which are active borrowers

from IBRD, Finland is a full Part I member of IDA and Iceland became a

Part I memoer for the Third Replenishment. New Zealand made a special

contribution to the Third Replenishment and has decided to become a Part I

member for the Fourth Replenishment. Ireland and Spain made special

contributions to the Third Replenishment and are expected to do so again

for the Fourth Replenishment. Israel has indicated its intention to make

a special contribution to the Fourth Replenishment and there is a more remote

possibility that Grer ce can also be persuaded to do so. On the other hand,

Venezuela, Singaporc, Uruguay, and Malta are not members of IDA. Argentina

has not released the 50 percent portion of its subscription to IDA in convertible

currencies nor has it rade a special contribution to IDA. Cyprus and Trinidad

and Tobago have als. no rleases from their subscriptions.



17. Nevertheless, there are some important considerations suggesting

reduced lending to higher income countries. They are:

a. The lending program will still require a substantial proportion

of IBRD staff resources, particularly in sectors of special importance to the

poorer countries. Moreover, as shown above, the lending programs for the

higher income countries for the period FY74-78 emphasize sectors - agriculture

and education - where the needs of developing countries are greatest and in

which manpower constraints are especially relevant. Agriculture will account

for one-third of the operations so far identified. Education will also continue

to be important.

b. In view of the past concentration of IBRD lending in a few

countries, it would seem desirable to have a somewhat greater emphasis on

other IBRD clients over FY74-78 than was achieved in FY69-73. Almost 60

percent of the increase in Bank lending in FY69-73 was concentrated on six

countries: Turkey, Colombia, Iran, Brazil, Yugoslavia and Mexico. Excluding

IBRD lending to India and Pakistan, which reflected special factors, the

increase in IBRD lending to the remaining developing countries was little

different from the increase in lending to the higher income countries.

c. As shown in the analysis at the conclusions of sections 11 and

III above, the structure and prospects of the economies of most of the higher

income countries are such that most of them can reasonably be expected to

meet a growing proportion of their external capital requirements from market

sources.
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Table VI I: PATTERN OF IlRD EXPANDED LENDIUS FY69-73

FY64-68 FY69-73
X. % Increase

$ mi. SKare $ mi. Share FY69-73
a!

The largest six borrowers 1,148 27 3,915 44 241

Higher income countries 795 19 1,251 14 57

India/Pakistan 325 8 356 4 10

Other 2,028 47 3,344 38 65

Total IBRD borrowers 4,296 100 8,866 100 106

a/ In FY69-73

V. Possible Policies

18. There are evident difficultles in striking a balance between these

various considerations. Despite the fact that a criterion of $1,000 GNP per

capita has been used for the foregoing analysis, it Is clear that no operational

policy could be formulated which depends exclusively on such a yardstick. The

Articles of Agreement predicate the eligibility of countries, among other things,

on their access to external finance at reasonable terms, and not on their level

of income, although, as was noted in para. 7, there is a high degree of correlation

between the two measures. Therefore, the need of particular higher income

countries for Bank assistance will necessarily continue to be based on the

economic evaluation of each individual country. Another course of action,

based on a uniform-yardstick such as per capita income, would inevitably

arouse a strong reaction not only from today's higher income countries

(including a number of European countries, Argentina and Venezuela), but from

others (such as Brazil, Mexico and Yugoslavia) who would feel potentially

affected by such a policy. Therefore, the circumstances of each country have
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to be analyzed carefully, although it is no doubt desirable - as a general

principle - for the Bank to limit staff involvement in most or at least

several of the higher income countries. Various possible policies are

analyzed below. These possibilities include no change in present lending

programs, a higher rate of interest and/or shorter maturities for these

borrowers, a limit on the amount of lending, changes in lending techniques

and streamlining of staff deployment for work on these countries. Except

for the first, these policies are not mutually exclusive, and can be taken

individually or as a package.

19. No action. It is possible that economic uncertainties in Argentina

and Uruguay, the slowness of project implementation in Venezuela, and the

proposed review of Spain, will by themselves lead to a substantial cut in

lending to some higher income countries. However, there Is the risk that

substantial staff time may already have been spent on projects In these

countries; moreover, the "no action" course leaves substantial lending programs

in countries such as Israel and Greece, which probably will face a rapidly

diminishing need for Bank financing and already have substantial access to the

capital markets.

20. Interest rate and maturity policy. One possible way for the Bank to

reduce its operations in higher income countries would be to discourage demand

for assistance by charging a higher interest rate on loans to them. Since the

standard IBRD lending rate is usually below the cost of alternative sources of

external finance, a higher rate would reduce or remove an incentive to borrow

from IBRD. To the extent that the higher rate failed to reduce the demand for

Bank lending, the extra income to the Bank would at least cover much of the
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1/
charge which lending to higher income countries represents on the IBRD budget.

However, since the purpose of the higher rate would primarily be to discourage

borrowing, the financial advantages for the Bank ought not to be a major

consideration in favor of such a policy.

21. Such a policy was in effect between 1965-67 when a group of "market
2/

eligible" countries were charged rates up to one percent higher than the

standard IBRD lending rate (then between 5.5 percent to 6.0 percent). A

"market eligible" country was defined as one, "which normally covers a

substantial part of its external needs by borrowing on the capital markets

of the world." The policy was terminated in 1967, after Italy, Japan and

South Africa had ceased to be claimants for new loans from the Bank.

22. Another possibility, which could be combined with a higher interest,

is that of shorter maturities for loans to higher income countries. As is shown

in the table below, the average maturity of Bank lending to the higher income

countries was not much different from the average for other Bank borrowers.

1/ The effect on IBRD income comprises both the increase in income from loans
and the decrease in interest on borrowings. Assuming that IBRD started as
of FY74 to lend 10 percent of its total loans at a rate one percent above
the standard rate, then by FY83 IBRD income would be $21 million higher
than if all lending continued at the standard rate. This would be equivalent

to 7 percent of total estimated income in FY83 and would cover 13 percent
of projected IBRD budget expenses in that year. The increases in income
would of course be lower depending on how it affected demand for loans
from the Bank.

2/ The seven loans on which the higher rates applied were to Japan, New Zealand,
Italy and South Africa.



a/
Tab.le IX : AVERAGE TERMS OF IBRD LENDING

Higher Income Countries Other Countries

Life of Loan Grace Included Rate of Interest Life of Loan
Years Years Percent Years

FY69 22 5 6.5 23

FY70 18b/ 3 7.0 23

FY71 21- 4 7.25 22

FY72 17 -4 7.25 20

Average 20 4 7.0 22

a/ Weighted by the volume of lending.
T/ Average maturities in this year were influenced by two large loans to Argentina.

23. There are a number of difficulties with altering financial terms to

higher income borrowers. First, it is an indirect approach, the effects of which

cannot be predicted: since it attacks the demand for funds - the availability of

which is not the major constraint - it may well be that the size of operations

will be reduced, but that the staff input - the key variable - will not diminish

much. Second, some general yardstick or starting point would have to be established

for countries subject to the policy: Unless the number of countries affected is

very small (for example, those for which new lending will in any case be phased

out in FY74-78), there is likely to be a strong adverse reaction to the policy.

This reaction could well endanger proposals for an SDR Link or a Third Window

by strengthening the opposition of a few large Latin American countries. Finally,

the establishment of one differential interest rate could conceivably create

pressures for other differential rates below the standard lending rate: however,

this is unlikely to be a major consideration. An offsetting factor, again not of

great significance, would be the additional income to the Bank - estimated above -

arising from a special lending rate to the-higher income countries.
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24. Quantitative limits on lending. One possible course of action for

IBRD would be to set a quantitative ceiling on the amount of lending to higher

income countries as a group. For example, lending of about $200 million a year

to the higher income countries would involve a reduction of about one-fifth In

the scale of lending currently contemplated. This objective would require

extending "phase out" programs to other higher income countries besides Finland,

Iceland, Ireland and New Zealand. A number of countries could be candidates

for such a phase out, beginning with Israel, Greece and Spain, which all have

growing access to capital markets and are rapidly moving into industrial

exports. A termination of lending in some or all of these countries by

FY80 should be contemplated or at least a scaling down of commitments by up to

$400 million over FY74-78 so that net lending (after taking account of repayments)

would not increase, and would decline in the period FY78-80. While reducing net

lending to some of the higher income countries is one way of saving on staff
1/

resources, this approach is open to the criticism that It tackels only indirectly

the main constraint, namely the staff input.

25. Economizing staff. The major claim on Bank resources imposed by

lending to the high-income countries consists of scarce manpower which has

alternative uses. Conflicting demands for this staff are likely to emerge as

Bank operations increase in the poorer countries-and overall budgetary constraints

develop. In devising policy options, therefore, it is necessary to find ways

and means of economizing staff time devoted to these countries.

26. The following proposals should be considered in order to reduce the

input of scarce manpower in the high-income countries.

1/ The footnote on page 13 points to the difficulty of quantifying the savings
that might result- from marginal reductions in lending to higher income
countries.



a. The economic work on the high-income countries should be kept to

the minimum necessary to sustain Bank operations. It is illogical to have

similar institutional arrangements for economic and sector missions to these

countries as to the poorer members of the Bank. Knowledge about many of these

countries can be acquired by using the reporting system of the IMF or OECD.

Therefore, it would seem appropriate to reduce the economic work program by

eliminating any basic reports for these countries, mounting economic missions

infrequently - say only once every four years - and deriving updating reports

mainly from other sources. Among the possible exceptions to such guidelines

might be the cases of Argentina, Venezuela and Uruguay, where a detailed review

of economic policies is likely to be necessary in the foreseeable future

in order to arrive at a satisfactory judgment on the context and conditions

for Bank operations.

b. In terms of the sectoral composition of lending to the higher

income countries, there is a dilemma. On the one hand, lending to priority

sectors and for "socially significant" projects In agriculture, education,

etc., implies that the claim on IBRD staff is exactly in those areas where

manpower is already scarce. On the other hand, it would not be reasonable

for IBRD to lend only to traditional sectors such as power and transportation

if these are not the areas where IBRD can best contribute to the country's

development prospects. There is the added consideration that It is for

projects in traditional sectors (for example, power projects) that market

sources of finance, including official export credits, are most readily avail-

able. Lending for sector programs might be one way of economizing on staff



enfi it e ot:3 in ifl n fl an i! * ;,"S t 1 tut 'Ic ! :r cc"),Ir Y.

if staff time cannot be reduced in this way, this would provide a powerful

argument for a faster phase out of operations in the higher income countries.

c. It would also be appropriate to lighten the work for the

review of programs for the higher income countries. Lending to these

countries is meant to be for specialized needs and for temporary periods,

with the Bank acting as a lender cf last resort. Annual country program

papers should not as a matter of course be prepared for individual countries.

27. Conclusions and Recommnvrdations. The following is a summary-

of the main points which emerge from the preceding analysis and the lines

along which action is recommended:

a. Although per capita income by itself is not a criterion

for deciding whether or not the Bank should lend to a particular country,

most - if not all - the countries which at present have a per capita GNP

of more than $1,000, or can be expected to reach such a level (in constant

prices) in the next five years, are likely to need Bank financing on a diminish-

ing scale as they find increasing opportunities to obtain long-term financing

in the capital markets. Indeed, this is already recognized in the Bank

program for FY74-78. At the same time, there is no doubt a justification

for continued lending to some countries where the Bank can help strengthen

key sectors or institutions.

b. The main question is whether lending to some high income

countries should be reduced more steeply than at present contemplated.

The reasons for this question are (i) the relatively heavy staff

involvement in these countries, especially in sectors such as agriculture

and education where the priority for Bank staff involvement in other

developing countries is greater, and (ii) given good management, the

economic prospects for some of these countries are such that a more

rapid phase-out of bank operations may be justified than envisaged at

present.



c. On balance, there is a case for re'- --diri operations to the

higher income countries at a faster pace than at present contemplated. The

following steps are recommended:

1. Beginning at the end of the present decade, there would

be a strong presumption against further Bank lending to

any country which had by then reached a per capita GNP

level, in 1970 dollars, of $1,000. In the interval, net

lending to the countries likely to reach this target or to

have surpassed it would gradually be reduced;

Ii. The exceptions to the above rule would be based on a careful

examination of the structural and institutional framework

within the country, its external resource requirements, and

the likelihood that these requirements might be met from non-

Bank sources of finance at reasonable terms, consistent with

the ability of the country in question, given good management,

to service its external debt without unreasonable strain; and

iii. Within the requirements imposed by the above policies, efforts

will be made to economize staff in the higher income countries.

Among others, these actions will include a substantial

reduction in country economic work and CPP preparation,

and consideration, in appropriate cases, of program or

sector lending.
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Table 2: SOCIAL AND ECO"MC=C IXDICATGR; ?7SZL:iID >7> iKIS

Infant Per Capita cal. Passenger
GNP Per Value Added % GNP E ym Unemployment Pop. Growth lrtality Pop. per supply Per Capita Literacy School Enrollmnt Ratio cars per
Caita Agri Indus. % in AgrIcullure (percent) rate Rate Physiian Peowirements protein rate Prry Secondary 1,000

New Zealand 2,700 .. .. 13.1 1.6 1.7 16.9 633 . -.. .. l06 316
Iceland 2,660 6.6 25.1 12.7 0.8 1.6 11.7 738 .. 99 .. 101 80 200

Finland 2,390 5.0 35.2 24.0 1.7 0.6 14.o 978 109 90 .. 98 72 152
Israel 1,960 6.1 27.9 10.0 3.7 3.2 19.0 40O 119 92 .. 956 52
Ireland 1,36o 15.4 28.7 30.8 7.5 0.4 20.6 963 130 96 98 95 54 13
Argentina 1,160 11.8 36.6 15.2 4.9 1.5 58.3 5O1 117 105 91 101 41 5)
Greece 1,090 18.2 22.1 53.9 2.6 0.7 31.8 644 116 99 82 95 53 25
Spain 1,020 14.4 31.5 30.2 1.5 1.1 27.8 755 110 80 94 91 38 71
Venezuela 980 7.7 51.7 25.0 7.0 3. 146.0 1,100 97 60 81 80 35 52
Singapore 920 3.5 15 .4 4.0 4.7 2.4 24.6 1,19 .. 63 75 90 ho 71
Trinidad and Tobago 860 8.14 51.9 20.0 13.0 2.1 1Lrt ) 2,310 98 6 90 95 49 66

Uruguay 820 11.8 27.8 16.7 7.6 1.3 53.9 1,040 112 91 91 95 69 70
Median 1,125 8.1L 28.7 19.0 4.2 1.5 26.0 859 112 91 90 95 53 69
Reference comparison/a 345 26.7 23.5 41.0 11.0 3.0 614.0 14,1474 86 50 70 99 20 23

Note: Data on GNP relate to period 1966-70. Population growth rate is for the period 1960-70. Other data generally relate to latest year available in UN reports.
/ R Reference comparison relates to the median of all countries with per capita income of $300-it50 (1970 Atlas).

Private net long
Exports term flows % Private long term Structure of Debt $ M IBRD % No. of months of

Growth 'a/ Current account Debt service total net Borrowing % total Bilateral Multi- Total Total& Imports Purchasable
Rates % GNP Balance A GNP ratio canital flows inflows (DRS)% Private Official lateral Total Private % Inflows (DS) Inflows b- Reserves

New Zealand 6.4 2L.1 -0.5 5.7 58.6 74 787 63 96 946 83 40.3 11.8 2.8
Iceland 20.0 39.3 -2.9 7.0 39.3 58 55 2 29 107 51 3.5 14.3 3.5
Finland 9.1 U .11 -6.3 4.o 158.9 dI 81 730 146 152 1,028 71 62.2 4.0 2.3
Israel 12.8 24.4 -6.7 17.2 24.2 1,723 335 107 2,173 80 ... o.14 16.8
Ireland 8.0 33.8 -0.3 1. 79.3 87 447 167 58 671 467 7.5 0.8 5.6
Argentina 8.5 8.2 1.2 24.7 58.7 6L 1,751 464 699 2,9Th 60 23.3 13.5 3.4
Greece 13.2 10.1, -4.2 1.14 90.7 65 806 253 169 1,228 66 6.4 0.9 2.1
Spain 18.9 12.8 -1.2 2.6 91.2 48 961 741 334 2,036 47 23.5 12.7 7.2
Venezuela 6.3 35.7 -o.6 2.3 61.2 44 578 120 450 1,143 50 51.7 10.6 7.3
Singapore 16.0/ 132.4 -12.8 0.3 95.6 7 53 93 153 302 18 45.2 13.3 7.6
Trinidad & Tobago 5.6 72.8 -4.8 1.9 92.2 65 41 22 43 107 38 37.8 4.6 1.5
Uruguay 7.8 14.6 0.7 17.8 230.8 d/ 60 170 114 111 394 43 32.5 24.6 85
Median 29.1 -2.1 4.2 85.0 60 726 133 131 987 55 37.8 11.2 4.6
Reference 9.1 15. -8.0 10.3 52.9 12 146 536 464 1,147 11 25.2 135 2.3

compari son-

Note: Structure of hebt data relate to December 1971. Imports purchasable relate to period 1970-72. All other data relate to period 1966-70.
a/ Goods and nonfactor services growth in value. For New Zealand, Finland, Israel and Ireland the growth rate is in volume,
T/ IBRD disbursements as a proportion of total public and publicly guaranteed borrowings as reported in DRS.
c/ IBRD disbursements as a proportion of total inflows including in addition nonguaranteed borrowings, private direct investment and private transfers,
d In the case of Kinland and Grugusy ratios exceed 1001 because net outflows of private capitol exceed total net capital inflows.

Current prices.
Reference comparison relates to the median of all countries with per capita income of $300-450 (1970 Atlas), with the exception of the export growth rate qhich refers to all developing countries.
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1. The meeting of the Policy Review Committee was held on July 17, 1973
under the chairmanship of Mr. McNamara.

2. The discussion initially focused on a major iplicit assumption
of the paper, namely that there was a staff constraint within the Bank
which meant that operations in the higher income countries competed for
staff with operations in poorer, needier countries. While various views
were expressed on this question, Mr. MDNamara stated that over the longer
run, there need be no staff constraint for the urgent tasks that the Bank
must carry out.

3. The meeting agreed that there were enough good reasons for the
Bank to phase out lending to countries which could obtain their external
capital requirements at reasonable terms in the capital markets. The in-
fluence which the Bank could have on the modernization of such economies
was in any case negligible. There was general support for the notion
expressed in the paper that the $1,000 per capita GNP benchmark should be
regarded as no more than a point of departure for more rigorous analysis
of higher income countries. A country could well reach such a level and
still have serious distortions in its economy and limited access to external
capital markets.

4. The following decisions were reached at the conclusion of the
meeting:

a. It was not desirable to limit lending through indirect means,
such as a higher interest charge for some countries. Nor was
it appropriate to attempt to organize program loans for these
countries as a means of economizing staff involvement: on the
contrary, lending to these countries probably required substantial
staff time because our major contribution was institutional.

b. It was agreed that econcmic work on the higher income countries
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should be reduced to a level compatible with operational needs
for information on or technical assistance to those countries.

c. On the question of proposed lending to individual countries, it
was agreed that:

i. there should be no further lending to New Zealand and
that lending to Iceland and Ireland should be phased
out by FY74 and FY75 as presently proposed in the five-
year lending program.

ii. lending to Israel will be phased out by FV5. The EMENA
Region would prepare a short note on the Israel program.

iii. lending to Spain would also be phased out, with the last
loan in F76 or perhaps M5. The lending program for
Spain was due for review in the near future.

iv. it was agreed that lending to Greece should be continued
for the time being, but in sectors where the Bank could
make a contribution to the resolution of the main structural
imbalances in the economy. The proposed loan for the DFC
would be the last one for that institution.

v. lending to Finland would also be phased out, probably
after the pollution control project planned for FY74 or
early FM75.

vi. the programs for the remaining countries (Cyprus, Singapore,
Argentina, Venezuela, Trinidad and Tobago, and Uruguay)
would be subject to the normal CPP reviews. The proposed
review of the Bank Group program FY74-78 would include
recomendations on the size of the lending programs in
those countries. In addition, the Program Review Division
would submit recommendations to Management on the size of
the lending programs in these countries for FY75 and FY76
before the end of FY74h

d. The Program Review Division would prepare a review of the economic
and sector work program in Greece and in the six countries men-
tioned above in c(vi).

Frank Vibert
Acting Secretary

Policy Review Committee

cc: Those present


