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INTERNATIONAL BANK FOR CONFIDENTIAL
RECONSTRUCTION AND DEVELOPMENT

-0 W R-367

(For consideration by the
Executive Directors on

DECLASSIFIED August 15, i950o)

Date: ,_,_._._.
TO: Ixecutive Directors August 11, 1950

FROM: The President

COMMEITENT CHARGE POLICY

The Staff Loan Committee at its meeting on July 20, 1950, considered

the attached memorandum of a Torking Party composed of various 
members of

the Bank's staff which had been organized to study and recommend 
a formula

for the computation of the commitment charge.

It was the conclusion of the Staff Loan Committee that the present

scale of commitment charges could be substantially reduced without

endangering the net income target set out in the memorandum.

It was also concluded that a flat commitment charge from the

effective date to the date of disbursement of 3/4 of 1% could be

adopted, applicable to prospective loans and the 
undisbursed portions

of existing loans, It should be clearly understood that this rate is

predicated upon the source of funds and the scale of revenue and expendi-

tures estimated in the memorandum, and that any material modification 
of

these factors may necessitate a reappraisal of the Bank's commitment

charge policy.

I recommend that the Board agree to the conclusions stated above,

possibly after consideration by the Financial 
Policy Committee, if the

Board so desires. Upon approval by the Board, the change in the com-

mitment charge could become effective at an early date.
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Commitment Charge Policy

1. The Staff Loan Committee at its meeting of June 7, agreed that a
working party should be organized to study and recommend a formula for the
computation of the commitment charge, after which the Committee should give
further consideration to the Bank's liquidity and commitment charge pol Icy.

2. The following staff members were appointed to constitute such work-
ing party:

S. Aldewereld, Treasurer's Department
E. G. Burland, Loan Department
R. o . Cavanaugh, Treasurer's Department
A. F. Luxford, Legal Department
M. M. Rosen, Economic Department

3. In accordance with its terms of reference, the Vorking Party based
its considerations on the understanding that the desire of the Bank is to
obtain a net income approximating annually 2% on capital made freely avail-
able which now amounts to I0750,00,O00, and therefore the desired net income
on such total is to be in the ne:,ghborhood of $15,000,000, It was assumed
that there would be no material reduction in the amount of 18% capital avail-
able to the Bank for lending. It was also assumed that further issuance of
the Bankt s own bonds or sales of bonds out of its portfolio would not be of
such magnitude as materially to affect the computations set forth in this
paper.

4. The Working Party, in making its analysis, concluded that it should
utilize the latest actual financial data bearing on the subject as a basis
for a forecast of the revenues and expenditures for the fiscal year 1950/51.

5. Accordingly, investment income, loan interest and loan service
charges which actually accrued to the Bank during the month of June 1950
were used as a base and these figures were projected on an annual basis.
The following five hypotheses as to new loans and loan disbursements during
1950/51 were used to estimate gross profit for such year, exclusive of income
from commitment charges:

1) no new loans and no further disbursements
2) $150,000,000 new loans and no further disbursements
3) 6150,000,000 new loans and disbursement of $60,000,000
4) $150,ooo,000 new loans and disbursements of $90,000,000
5) $150,000000 new loans and disbirsements of 120,000,000

From each such estimate of gross income there was deducted the amount of
administrative expenses as presently budgeted for the next fiscal year and
one year's bond interest charges on the Bank's present borrowings,



-2-

6. It was arbitrarily assumed by the Working Party that new loans
during the next fiscal year would approximate 4150,O00,O00. It was further
assumed, based on actual disbursements during the last fiscal year approximat-

ing 90,000,000,, that disbursements during 1 50/51 would be the same. For

purposes of illustration, other disbursement figures were also examined.

7. There were therefore obtained the net income figures, exclusive of

commitment charges, which would result under the above five assumptions.

8. There were then computed the amounts which would accrue to the Bank
as commitment charge income, urder each of the above situations, on the basis
of commitment charge rates of 1/2 of ll 3/4 of 1% and 1%, respectively.

9. The estimated net income thus resulting at these various levels of
commitment charges would be as follows:

Estimated Income for Fiscal 1950/51*
On Various Assumptions

(in thousands)

III IV V

Assuming Assuming Assuming Assuming
Commit- No New Assuming $150,000,000 $150,000,000 $150,000,000
ment Loans or 4150,000,000 New Loans & New Loans & New Loans &
Charge Disburse- New Loans & No $60,000,000 90,000,000 120,000,000
Rate ments Disbursements Disbursements Disbursements Disbursements

1/2% 13,684 14,059 14,509 14,736 14,960
3/4% 114,145 14,708 15,083 15,272 15,160
1% 14,607 15,357 15,657 15,809 15,959

10. The Committee further projected for the fiscal year 1951/52
assumption IV, viz. 4150,000,000 new loans and $90,000,000 disbursements
annually, and this calculation resulted in an estimated net income of:

416,800,000 at a commitment charge of 1/2 of 1%
$17,500,000 at a commitment charge of 3/4 of 1%
$18,200,000 at a commitment charge of 1%

11. Over and above the projected income, the Bank will, of course,
receive the 1% statutory commission on amounts disbursed. The balance, as
of June 30, 1950, amounted to $13,737,205. On the assumption for 4150,000,000
loans and $90,000,000 disbursements annually the amounts accruing would be

$6,59o,0Qo during 1950/51 and 47,490,000 during 1951/52.

12. Since the latest draft of Loan Regulations 3 and 4 enviszage a
change in approach in respect to the Bank's procedure on firm commitments,
i.e., that the terms of such arrangements should be settled by agreement
between the parties, and since the total earnings from this source during
the last fiscal year were negligible, it was felt that no action was required
on this subject at this time,

* For details of calculation see Annex A



Estimated Income for Fiscal 192-1951 on

Various AIsumotions
(in thousands)

I II III I

Assuming Assuming Assuming Assuming-

Assuming No $150,000,000 New $150,000,000 New $150,000,000 New $150,000,000New

NewLons r oas ad.NoLoans & Disbursements Loans & Disbursements Loans & Disburse-

Disbursements Disbursementsft0 of $0 00 e/ ments of $020,000,000

Investment Income 2 5,4 5,400 5,100 4,950 4,80

LonInees ]18,948 18,948 19,848 20,500 20,748

Loan Service Charge 104 24,452 104 24,452 104 25,052 104 25,354 104 25,652

Administrative Exp. 4,926 4,926 4,926 2 4,969 11.69
Bond Interest 6.765 1691 6,765 11.69 6,765 1 6.769 13,671 i 63 13,961

Net 12,761 12,761 13,361 13,631,6

Commitment Charge

1/2% 923 13684 1.298 14059 1,148 14,509 L073 14.736 999 14,960

3/4% 1,384 14,145 1.947 14.708 1.722 ,08 1.609 15.272 1499 15.460

1% 1.846 14.607 .,24 15809 2996 2.19

)j Loan Disbursements in fiscal 49-50 = $90,000,000

Assuming 1% investment income loss on additional disbursements

3/ Assuming 3% loan interest on additional disbursements Treasurer ts Department
7-12-50
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R -71
(To be submitted to the Executive
Directors on January 21, 1947 for
approval)

INTEUATIONIL LMI FOR
RBCONSTRUCTII TD DEVELOPMENI

January 17, 1947
COMMITTEE ON FIANCIAL POLICY

Report on Financial Policy

The Committee on Financial Policy after further dis-

cussion of the issues enumerated in Committee on Financial Policy

Document No. 13, dated December 19, 1946, submits the following

recommendations to the Executive Directors.

. THE, BANKIS POI0Y OF HOLDING LIQUID ASSETS.

1, The Committee has come to the conclusion that the de-

cision whether the Bank should at all times keep liquid assets

covering the total of its commitments under loan-contracts cannot

usefully be taken at the-present moment. It is only from practical

experience that the Bank can learn how large its holdings of liquid

assets - in relation to all its commitments including other commit-

ments than those to borrowers - will have to be. In all likelihood

the Bank will be overcovered during the greater part of 1947 as it

may well go to the market in the first half of 1947 before the

total amount of its commitments exceeds its available capital.

2, It may be advisable in the first years to keep rel-

atively larger liquid holdings than later when the Bank' s standing

in the market has been established. The cost of such greater

Sec-290
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liquidity may even be counterbalanced in so f ar as it would help

to improve that standing and thereby reduce the cost of borrowing..

It is clear, therefore, that the Bank, in deciding about its

system of charging interest to its borrowers, should follow a

policy that does not prejudice the liquidity policy which the

Bank will adopt in the future.

II. THE I?.TE gEOM WHICH IMTEREST SEOUIO BE CHARGED.

3. Such freedom is assured if the Bank charges interest

to the borrower on the full amount of the loan (in so far as firmly

committed) from the moment the loan is granted - in other words

from the date of commitment. Charging interest from the date of

disbursement would involve the Bank in a loss should it decide at

any date to adopt the 100% liquidity policy.

4. The question should be asked, on the other hand,

whether it would be unfair to the borrower to charge interest from

the date of commitment whilst following a partial liquidity policy.

The Committee feels that it would not be unfair for the following

reasons t

(a) Calculated over the whole period of the loan, the total

charge to the borrower is not substantially heavier if

he is charged interest also over the relatively short

period between commitment and disbursement than if, over

that latter period, he is only charged a comnitment fee

of, say, one per cent on the undisbursed commitment.

Seo-290



(b) Charging interest ftom the date of disbursement would

make it difficult for the Bank to fix, at the date of the

granting of the loan, a rate of interest, not to be changed

during the currency of the loan, 'ierefore, the rate.- w

would have to be fixed as disbursements take place, It

is needless to say that such a system would be complicated

and it was generally felt that the berrower would prefer

to know where he stands frm the date the loan is granted,

5. f'ne member of the Committee, though in general agri

ment with this reasoning, made the reservation that the answer to the

question whether such a system would be fair to the borrower was

dependent on what rats of interest was charged and notably on whether

the Bank would charge an interest rrte higher than or equal to the

interest. rate it would have to pay on its own borrowings of the svme

maturity. The other members fool that as long as the margin between

interest charged and interest paid remains within limits justified

by the necessity for the Bank to build up reserves and eventually

pay a small dividend# the system of charging intorost from the date

of commitmeit could not be considered unfair to the borrower.

6. Cne member of the Committee felt that excoptions might

have to be considered in cases of development loans, since experience

would indicate th-t it is not unusual for two or more years to elapte

between the commitment and the disbursement of monics lonned for

development purposes; in such cases, the system of charging interest

from the date,of commitment might result in too heavy a chcrge on

the borrowers.

Sec-275



7. The Committee has generally considered it advisable

that the contractual rate of interest should be fixed at a definite

figure# If, in the long run, the Bank would appear to amass large

surpluses, not considered fully necessary for the covering of risks,

it should be up to the Bank to decide whether a dividend should be

paid or a rebate should be given to the borrowers.

III. DATE FROM WHIOH STATUTORY CQMMISSION SHOULD BE CHARGED,

8. The Committee is of opinion that the stat .tory com-

mission should be charged from the date of disbursement. In case an

irrevocable credit is opened (either by the Bank itself or for its

account by another bank) the date of the opening of such credit should

be considered to be the date of disbursement; the Bank from such date

has a definite obligation to a third person to disburse the amount for

which the credit has been opened and such amount thereby becomes part

of the outstanding portion of the loan (see Article IV, Section 4)

IV" EFUTTDIjTG TO THE BORROtGR OF THE INTgRST EART1ED BY THE BATK OZ
LIQUID ASSETS IiELD AUIYST UrDISBURSED COMi4ITNTS.

9. The Committee is of the general opinion that refunding

of such interest to the borrower should not take place. Such refund-

ing would deprive the Bank of a source of revenue and therefore in-

evitably result in the necessity of charging the borrowers a higher

rate of Interest* The calculation of the refund would be complicated

and such complication does not seem justified in view of the fact that

ultimately the benefit to the borrower would be negligible.

Sec-290
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V. WHAT MROWI, IF ANY, SHOULD THERE BE ZTW1E INTEREST CHARGED
AID INTEMEST PAID AND WHAT SHOULD BE THE 2TATUTORY COMISSIOT?

10. The Bank's income consists of the differenco between

interest charged on the one hand and interost paid, plus expnsos

on the other. If the system of charging interest from the dato of

commitment is followed, the Bank will carn intorost on its loans,

whether disbursod or not, togethor with interest on its short term

investments, and will havo to pay interest on its borrowings. The

difference is available for

a. expenses.

b. building up a surplus or paying a dividond.

11., The Committee has gnrally recognized the nocessity

to build up a surplus, The paymont of a dividond, though desirable

in the more distant future, is not in the inturost of the Bank for

several years to come, Tho building up of a surplus is nocessary to

enable the Bank to moot all mannor of risks. The main risk is

certainly that of default. This risk is supposed to bo coverod by

the special rosorvo, io be formed out of tho statutory commission of

not loss than one and not more than one and one half por cent por annum.

12. The Committoo, in its largo majority, is against charg-

ing more than one per cent per annun. The Loan Diroctor was of the

opinion, however, that the maximum statutory commission of one and

one h.lf por cont should be chargod, or at least one and one fourth

per cent in the event, as rocommendod by the Committoo, that the

interest earned by the 3Bnk on liquid assets hold against undisbursod

commitments be not rofundcd to the borrowor,(Vido his comments con-

tainod in Committee on Financial Policy, Document No. 20).

Sec-275



13. But as the risk mf default canrt be measured, it is

felt that the decision to limit the statutory commission -to one per

cent per annum enhances the necessity to build up a surplus, This

surplus will be built up from the follrwing sources;

a, interest on capital and surplus invested in loans and

liquid assets#

bs margin of interest between the rate charged on loans and

the rate paid o borrowings,

c, interest earned rPn liquid assets financed out of borrowed

funds.

14,, Under the system of charging interest from the date

of commitment there need not be a net less of interest on br, even

If the liquid holdings against commitments would be financed Out of

boerrowed fundso

15. The income earned under o will depend on the amount of

undisbursed commitments covered by, liquid assets, In case the liquid

hnldings are smaller than the amount of undisbursed coinmitments the

income under c will be less, but this will be largely compensated

for by the fact that there is a reduction prA tanto in the borrowings

of the Bank. In case the Bank reaches the limit of the expansion of

its business, the income under c will gradually disappear since there

will be no undisbursed commitments, It should be noted however that

in that case the one per cent statutory commissipn will be paid on

the full amount of the loans.

16. A1though the unpaid capital provides ample security

for the creditors mf the Bank, the policy mf the Bank should be 
to

Sec-,290



accumulate such surplus and keep such liquidity as to enable it to

carry on its business and meet its obligations without recourse to

the unpaid capital even if it has to suffer postponements or defaults

on its loans. The unpaid capital should be considered as "a last

resort". On the other hand, the Bank need not base its charges on

the principle that it should never resort to calling.up capital even

in case of a prolonged crisis of a world wide nature.

.17. Attached is a Memorandum by the Treasurer (Committee

on Financial Policy, Document No. 19) sketching the situ Ltion of the

Bank at certain dates, The calculations are based on assumptions re-

garding the rite of expansion of the Bank's operations, the liquidity

policy to be followed and the expenses to be paid and on. two different

assumptions regarding charges of intorest and commission*

18. No provision is mrade in the crIculations for current

defaults in amortization payments.

On the other hand, the follo:ing items of income aro noglected:

a. return from investment of the surplus,

b. roturn from investmont of the spepic.l reserve,

c. any advrtqtage the Bank may obtain from borrowing at shorter

maturities than its lending maturities,

d. utilization of the 18% in nox-dollar curroncics for lending

operations,

0, the favourable influence deroylving from the vdmissio4 of now

mezbrp.

19. Any diminution in the Bank's oepansion or failure to

reach the londing limit would unfavourably affect the building up of

See-275



surplus and reserve but would on the other hand red-uce the rate of

accumulation and level of the outstanding obligations. Their coverage

by the unpaid capital would of course be relatively larger.

20. The synoptic table gives no picture of the assumed

liquidity policy as it does not give the figures of the special re-

serve and surplus. They can be found in the pro forma balance sheets

attached to the memorandum. In the first three balance sheets it is

assumed that the debtor be charged no more than the theoretical cost of

borrowing by the Bank, which should of course include not only interest

but also all other borrowing costs, There would be no margin between

the cost to the Bank and the cost to the borrower except the 1%

statutory commission. In the other three balance sheots it is assumed

that there is a margin of r between interest charged and interest paid*

21. On the assumptions taken as basis for the calculation

the difference in total cash would be as follows;

December 31, 1948 total cash without interest margin - $ 882.4 million

with interest margin - 889.2 million

difforence - 6.8 million

December 31, 1951 total cash without interest margin - Q 801.1 million

with intcrest margin - 840.9 million

difforonce - 39.8 million

Docember 31, 1956 total cash without interest margin -~l.044.9 million

with interest margin - 1.181.9 million

difference - 137.0 million

$ec-275
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22. With the exception of one member, the Committee felt

that it would be wise to charge interest at a rate % higher than

the theoretical interest paid. Not only should the earnings of the

Bank provide suitable coverage against defaults but should be such as

to permit the payment of a dividend after a number of years under

favorable circumstances. Without a margin of at least i such would,

hardly be feasible even after 10 years.

23. As the first loan contracts are l'ikely to be signed

before the first debenture issue of the Bank, the interest and amorti-

zation of such loans will have to be based on an estimatoof what the

market will require with respect to the Bankts debontures*

24. The Committeo is of the opinion that loan contracts

should fix the rate of intorost at a definite figuro. The relation

between such rate of interest and the prevailing markot rate is a

matter of policy but should not form part of the contracto

25. While the Committoo agreed that the Bankts debtors could

not be denied the right to accelerate amortization of loans, it has no

recommendations to make at present as to whether.such repormont should

be at a premium or as to the rate of any premium.

7II4 SUMAY OF' BRCOXMWNIlT IONS

The Committee recommends thati

1 The Bank adopt a system of charging interest to its

Soc .-275
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borrowers which does not prejudice the future deter-

mination of the liquidity to be followed.

2. Interest should be charged to the borrower on the full

amount of the loan committed from the date of commitment.

3. The statutory commissior should be charged on disburse-

ments from the date of disbursement,

4, The contractual rate of interest should remain the

same over the whole period of the loan.

5, The rate of the statutory commission should be limited

to one per cent per annum, (N.B, Contrary opinion of

the Loan Director outlined in Part V, para. 12, above.)

6 , The rate of interest charged on Bank loans should be

equal to the theoretical interst. paid on Bank borrow-,

ings of the same maturity,

(a) plus a margin of f (majority recommendation)

(b) with no margin added or only a fractional one

(minority recommendation).

7. Refund should not be made to the borrower of interest

earned by the Bank on liquid assets held against

undisbursed commitments.

J. W, Beyen, Chairman
Distribution; Committee rfn Pinancial Policy

Executive Directors and Alternates L, Baranski
President R. B, Bryce
Vice President E. G. Collado
Treasurer Sir James Grigg
General Counsel 1, Machado
Loan Director
Research Director
Public Information Direactor
Chief of Communications
Secretary

Se-.290



COPFIMI TTIAL Committeo on Finnnei1 Policy
Document ITo* 19

IITPTEZATIOTAL 7.1TK FOR
,XC0 TSTRUCTjOjT 4 1D DEVTLOPMENT

anuary 6, 1947

0011M4ITTE. OT FIITTIO jLICY

Memoranduw on Financial Policy;

Supplennting my nomorandwi of Deconber 27, 19 46, 1 have

the hoior to subnit to you an ndditionzal nenoranum on Pinancial

Policy,

D. Crnw. do Iongh
Treasurer

Distribution:

Meroers of tho Connittee on Financial Policy
President
Vice President
Trnesurer
Gencral Counsel
Loan Director
Zesearch Director
Chief of Cominic-.tions
Socretvry



Committee on Financial policy
Document No, 19

SECOND SUPI1MTT4. ,Y MMOWZNDUM ON COMMITTEE ON
FIT.2CIJ., POTICY DOC=%1T IT0, 14 OF DE rZBER 27, 1946

1. 4t the further suggestion of Mr. Collado, an additionaI schedule

of hypothetical o-perations of the Bank has been proprred covering

the period 1947 through 1956, No further elaboration on various

financial -policies appears necossary in this memorandy.m as the

questions have been fully discussed in previous memos. The figures

in the attached schedule are similar to those in Document ITo. 14,

except that rate of development of lending operations has been

assumed to be slightly smaller in the present scheglulc and the period

under consideration has been extended to ten years,

2. The method of preparing the attached schedule differs.very slightly

from that employed for the preparation of Document Vo. 14 as follows:

(a) In the first place, the origin of paid-in dollar
capital has been troated. in more detail as shown in
columns 1-4.

(b) Secondly, interest prid on debentures and interest
received fren 19ans has been given in gross figures
rather thrn not bnlance figures as was the caso in
Document No. 14. This was, of course, necessary as
columns have been added to show, first, interest
received assuming interest was charged from the date
of connitnent, and, also, intorest at 3 ,k charged
from the date of disbursomont and charged from the
date of connitnont.

(c) Thirly, the figures in column 9, representing funds
raised in the market, .re based through 1948 on
estinates of the actual amounts of funds which will
be. takqn up in the market and the date at which theso
funds will be raised, as was the crso in Document
Io. 14. After 1948, however, tho -mount of funds
raised in the narket, in the present schedule, has
been assumee to be sufficient, togother with the



Committee on Jinancial ?cltey
Docun. ont. ITO* 19

Bank ts ewn fAnds, to cover ee nitnents by 75% to 50%
through 1949 and by 50% in subscqcient yoars,

(a) Fourthly, in this schedule, the incone going to the
smecial reserve as - resmlt of the 1% cormisston chrrge
Is shown on the basis of 1% on conn.itnents r-s wejl rs
1% on -4sbursecnts,

3. Two sets of Pro Form. Etrnings Stratecmnts an Pr@ 7eOrI -cineo

dIeets for the years 1948, 1951 anna 1956 are attached. horete, mhr,.ed

A mna B, Set A nsmnes th-t interest will be reccived on 'loans a

the rmto of 35 per ann, that the Brnmkts ebntixres will be izsuee

with an interett rate of 3% Prr annun, tht interost will, be charged.

en lonns fron the Atate of the loar co-.itrint, and -tht a 1% cornise

sion for theosyecirl reserve will be charged fron the datp of loan

eisb,rseenut, Set B asiuncs that Interest will be received on to-no.

at the rato of 3- pcr annn, tht the Bankls dcebentures will be

issued with an interest rate of 3% per annum, th! t interest will be

chrnped on loans Iron the d0ate -of the loan connitnont rni that a

1% conmission for thp speoinl reserve will be charged from the d.ate

of.loan ceisbursQnent.

4. , itionnl factors which have not been trken into considratim and

which wouldV hve a favorable effect upon the financial pgsition at the

end, ef the 10Oyear period are:

(a) Increase in capital by possible .dnission of new

(b) Retirn through the reinvestment of surplum.

(c) Rettrn through the reinvestrent of the special
reserve,



Connittee on Financial Policy
Docunont ITo. 19
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(d) Utilization of the 18% in non-dollar currencies for lendcing

operations.

(e) From the sche.ule it is not apparent that repaynont by

borrowers on xorincipal an0, conseouently, mrortization on
dLbentures by the Bank will be fully offset by new MCIk
loans and issuance of new dobentures, It, is Ovid:ent,
therefore, that the picture given in the scherlule eoes

not reflect the true st.tus of the Bank regarrcling the

liquVAity of operations. The anount of lorns out-

standing Pt the end of the 10-ypar period. may not includc

the full anount of the loans aad.e by the Bank in the

beginning of the 10-year period.,

Assuning repayment of principal by borrowers at the rate of 5% per

annum, after five years of grace, this woulV anount tot

(In Mllioasj

1952 35
1953 100

1954 160
1955 220

1956 280

51 I'fully realze thrt there are, apart fron the factors nentiond in

paragraph Tio, 4, sever1 variables which, will rffect the figuros in

the scheaule., In-smuch as the purpose of the schedlule is to give

the general oxpecte4 trend of the operations, it was 
not considered

expedient to calculate the effect of all variables, because it would.

not change the general trend naterially.

6, In conclusion, I would like tQ remark that severnl add.itional Pro Form

Earnings Statements and Balance Sheets oould. be.preoared fron this

schedule illustrrting various financial methods, Eowever, this has not

been undertaken as the schedule has beep. preo red for the purpose of

using it as a bnis for oral discussionm.
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Committee bn Financial Policy
Document No. 19.

SCHZfDJ NOTES

(1) Outstanding at end of period
(2) Interest or commission on average amount outstanding during period
(3)
(4) It is assumed that repayment of loans will be offset by new loans
(5) $200,000,000 borrowed 4/1/47
(6) $300,000,000 borrowed 9/30/47
(7) $234,000,000 subscription of Lebanon, Turkey, Italy and Syra on 4/15/47
(8) Does not include deferment for % on China, Czechoslovakia, Denmark,

Greece, Poland and Yugoslavia due 6/25/51, nor pending deferment of
1 n Czechoslovakia and Yugoslavia

(9) Increase due to assumed payment by Czechoslovakia and Yugoslavia of 12%
on 5/1/47 and 2% from Ttaly, Syria, Turkey, Lebanon on 4/15/47

(10) Deferment *% (see note 8) paid 6/25/51
(11) Mecause it does not include deferments of $2,458,500 and $4,915,000,

columns #2, 3 and 4 do not equal # 1.
(12) Not including deferment of $4,915,000 so columns #2, 3 and 4 do not

equal # 1
(13) Does not include 6 additional shares which may be sold to Paraguay,

Subscriptions may be higher when other countries join the Bank
These are not included here. While column #5 shows $8,100,000,000
committed, a figure in excess of capital subscribed, additional
members, and reserves, must be considered in this connection,

(14) Including estimated deficit 12/31/46 of $625,000 (approximately)
(15) $125,000,000 actually invested 12/31/46 (approximately)
(16) Actual interest paid on or earned on borrowed funds
(17) $300,000*000 borrowed about 1/1/48
(1$) $300,000,-000 borrowed 4/1/48
(19) $250,000,000 borrowed 7/1/48
(20) $250,000,000 borrowed 10/1/48
(21) $9501000,000 borrowed about 6/30/49
(22) $1,d0,0000*000 borrowed about 6/30/50
(23) $1,200,000,000 borrowed about 6/30/51
(24) $1,200,000,000 borrowed about 6/30/5
(25) $625t000,000 borrowed about 6/30/53
(26) $300,000,000 borrowed about 6/30/54



?RO F0MA 3Lidalax SHEET
DOEEICER 31, 1948

IN MILLIONS OF DOLIARS

Assuming;
1, 3% Interost received; 3% interest paid
2. interest charged from date of commitment
3w comission of 1% for special reserve

charged fron date of disbursenent

ASSETS LIA2ILITIES

CASH .FD IES'IE1TTS OIT HT CAXITZA s SoIUBED8 4
CASH $ 43.5
IUVES'EITTS 827,1 SUZPLUS 43#5
CASH SET 41SIDE FOR

SMECIAL Ti.SERE 11.8 SPECIAL 1ESEM1Y,
882?4 $ 8,079.8

HCIjDIITGS IIT TEIE CUE31CIES DEETTUIMES OUTSTAUDIG 1 ,600,,.
THUT U.S. DOLZIS 872,9

DISUMSED L0"IT
LOOAS DISrTSE 1,500- 001IA2 UTMTS 1 100

LOMTS URDISURSED 1,100,

U1?CALED SUS011XPTIOIS 6,419,6

DUE FROM ME7s 04,9-
3 0 779 10 798

PI0 FORY STATEITT OF IYCOM A ED XEXBDITUBJS
1948

As suming1
1. 3% intcrost rocoived; 3% interest paid
-2. interest charged from date of comnitnont

I TEEST 0IT L0TQS AT 3% $ 82,124,000
LESS IITE2ST 0T D22NTURS AT 3%, 42,125,000

$ 38,999,000
ITTEST OIT liWESTIT'TTS--2RR0WED FU1DS 9,112,000
IUTTEZST O1 IVVESMEIWITS-WIT FUID$ 1,000.000

$ 49,111,000
LESS 0? Z4TIG EXPETSES 5,625,000

IITCOTE TO SURPLUS $ 43,486,000

?C.0 STATE1T T 0, S ECIL ElSgVE 1948

- CO0IISSION OF 1r OF LOIUT DISEURSD MTTS $ 11, 7 47 ,000



PRO VOBMA BALiNCE SHIT
DECEMBER 31, 1951

IN MILLIONS OF DOLLARS

As suming-
I 3% interest received' 3% interest paid
2. interest charged from date of commitment
3. commission 1% for special reserve

charged from date of disbursement

ASSETS LIABILITIES

CASH AND ITESTMBNTS ON HAND C.PITAL SUSCRIBED $ 8,024,.5
CASH $ 156.4
INWESTMENTS 532#- SURPLUS 156,4
CASH SET 1SIDE FOR

SPECIAL RESERVE 112.7 SPECIAL RESERV2
$ 801,1 $ 8,293.6

HOLDINGS IN OTHER CURREITCIES DEBETTURES OUTSTANDING 5,OOO&-
THAO U.S. DOLIAPS 872,9

UNDIISBtTRSED LOAN
LOANS DISBTURSED 5,200,- COMMITTS 1,000.-.

LOANS UITDISBURSED 1,OOO-

UNCALLED SUBSCRITIONS 6,419,6

$14,293.6 $14j29316

PRO FORMA STATEMENT OF INCOME AND EXPENDITURES
1951

Assuming;
1. 3% interest received: 3% interest paid
2. interest charged from date of commitment

INTEREST ON LOANS iiT 3% $ 478,124,000
LESS INTEREST ON DEBENTURES AT 3% 32,625,000

$H45,499,000
INTEREST ON IVESTI4ENTS-BORROWED FUNDS 23,000,000
INTEREST ON IIWESTITTS-OWAT FUNDS 1 000,000

$ 169,49'9,000
LESS OPEBATING E=EMTSES 1 ,125,000

INCOME TO SURPLUS $ 156, 3 74,000

PRO FORMA STATEMENT OF SPECIAL RESERVE 1951

COMMISSION OF 1% OF LOAN DISBURSEMENTS $ 112,747,000



PRO FORMA BALUUCE SHEET
DEMMER 31, 1956

I7 MILLIOITS OF DOLLARS

Assuming*

1? 3% interest received; 3% interest paid
2. interest charged from date of commitment
3. commission of 1% for special reserve

chargod from date of disbursoment

ASSETS LIABIMTIES

&SH ATfD IWESTVMTS LI $AUD 32T2SCI 024#5
CASH $ 325.2
IiIMSTMEjTS 257,- SURPLUS 325,2
CASH SET SIDE FOR
SPECIAL SERVE 462,7 SPECIAL ",SEDI 46207

$ 1,044,9 $ 8,812.4
HOLDIITGS IN OTHER CU"RE:ITOES DEBETTUES OUTSTTDIING 7,125.-

THIT US. DOLIRS 872,9
UNDISBUZSED 10WT

LOAFS DISU.SED 7,600,- COMMIEITTS 500.-

LOANS UTDISBURSED 500,-

UITCALLE SUBSCRIPTIOITS 6.4196

$160437.4 $16.437.4

PRO FOMA STATEITT OF IITCOI AITD EXPE ITURES
1956

Assuming;
1. 3% interest received; 3% interest paid
2. interest charged from the date of commitment

INTTEST OI LOAFS AT 3% $ 1,643,624,000
LESS IUTELEST OIT DMEITTURUS AT 3% 1,332,250,000

$ 310,874,000
IITTEIST OIT I 1 ESTMEITTS-ZOJOWED FUIDS 38,980,000
I-TE2ST 0T IVESTNIENTS-WIT MjUDS 1,000,000

$ 350,854,000
LESS OPETTITG EXPMTSES 2 ,625,000

IUICOME TO SURPLUS 325,229,000

P-o FOLMA STTE!1T QF S IE" L2SERVE 1926

C0141MISSIOT OF 1% OF L0,,'IT DISURSEM2ETTS $462,747,000



PRO FORM. B.JAITCE SBMET
DECE1BER 31, 1948

IT MILLIOI;S OF DOLLARS

Assumingr

1, 3Vo interest received; 3% interest paid
2. interest charged from date of commitment
3- commission of 1% for special reserve

charged from date of disbursement

A.SSETS LIABILITIES

CAO AD 1I2ST4NTS OLT HAD PXITAL SUBSCRIBED $ 80024,5CASH $ 50.3
IlVESTIMNTS 827,1 SUPLUS 50,3CASH SET ASIDE FOR

SPEIL RESERVE - 11,8 SPEDOAL RESERVE 118
$ 889,2 $ 8 086,6

HOLDITGS IY OTPER CURrEIEs DBTETS OUTST1imDING 1,600.-
T'HJUT U.S. DOLLARS 872,9

UMSBUTRSMD LOAN
01TS DISBURSID 1,500,#- COMMITMENTS 1,100.-

LOlYS UlTDISBURSED 1,100,-

UTIALLMD SUBSCRIPTIOITS 6,419t6

DUE. FROM IMMERS 4

$10 .86 6 $10*786io6

PRO FIRMA STTM1TT OF IUCCTM AITD EXPMTDIUICS
1948

As suming;
1. 3j% interest received; 35 interest paid
2. interest charged from the date of commitment

IUTER:ST 0T L0TS AT 3i% $ 88,969,000
LESS I1TT2RMST ON DlE1TURE S AT 3% 43.125,000

$ 45,844,000
ITERIST ON IMTSTIMTS-MOM01WE trDS 9,112,000
I1TETZEST Ol IIWESTMMTS-0WI? FU1TDS 1.000 -

000

$ 55,956,000
LESS OPEPATIITG ?X,1TSSES 5.625.000

ICOME TO SLREPLUS $ 50,331,000



PRO FORMA B.LLATCE SHET
DMC02R 31, 1951

IT MILLIONS OF DOLLARS

As suming;
1, 3j% interest received; 3% interest paid
2. interest charged from date of commitment
3. commission of 1% for special reserve

charged from date of disebursement

SSrTS LIiABILITIES

CASH "2D IT1VESTM1ETS 11 MATD CAPITU L SUBSCRIBED $ 8,024,5
aSi *$ 196.2

I7VDSTMEITS 532,- SURMLUS 196,2
041SH SET iiSIDE FOR
SPECIL RESERVE 112.7 SPECIAL RESERVE 112.7

$ 840,9 $ 8,333.4
F{OLDIIrGS IT OTHER CURRENCIES DMEMETTURES OUTSTAiTDITG 5,000.--

TMA1 U.S. DOLLMRS 872,9
UITDISBURSED LOLIT

LOATS DISTBURSE. 5,200,, C01IT TMTS 1,000.-

LQAJTS UTDISBURSED 1,000,0

UTCALED SUBSCRIPTIONS 6.419,6

14 $a 3.t3.4 $14L I 3.

PRO FORMA STATMETT OF INCOME A!T EXPENDITURES
1951

Assuming;

1. 311% interest received# 3% interest paid
2. Interest charged from dato of commitment

INT REST OCT LOANS AT 31% $ 517,969,000
LESS INTEREST ON DEIMTTTrS AT 3% 332.625,000

$ 185,344,000
ITTEREST OF ILIVESTPEFTS-

BORROWED FUNDS 23;000,000
ITTEREST OIT IVESTPEITTS-0WIT FUNDS 1 000 000

209 344,oDo
LESS OPERATIiTG MEXMSE$ 13,125 000

IUCOME TO SURPLUS $ 196,219,000



PRO FORMA BALANCE SHEBT
DECEMBER 31, 1956

IN MILLI0NS OF DOLLARS

Assuming:
1, 31% interest received; 3% interest paid
2. interest charged from date of commitment
3. commission of 1% for special reserve

charged from date of disbursement

ASSETS LIA-1ILITIES

CASH LTD IMPSE ON CAPITAL SUBSCRIBED $ 8,024,5
CASH $ 4622
IPWSTMENTS 257,- SURPLUS 462,2
CASH SET ASIDE FOR

SPECIAL RESERVE 462.7 SPECIAL RrESERYE 462*7
$ 1,181,9 $ 8,949.4

HO'DINGS IN OTHER CUWRECIES DEBENTURES OUTSMTDIING 7,125.-
THXAI U.S. DOLLARS 872.9

UtTISPU.SED L0.AN
LOAJTS DISPLTRSED 7,600,- COMMITMTTS 500.-

LOANS UNDISBURSM-D 500,-

U1CAJXLD SUBSCRIPTIONS 6,419,6

$16.574,4 $16.s74,4

PRO FORMA STATEMNT OF IiTCOM AXD ITIJ S
1956

Assuming
1. 3 % interest received'. 3% interest paid
2. interest charged from the date of commitment

INTEREST ON LOJTS AT 3ie $ 1,780,594,000
LESS IFTEREST OT DEBEMTTURS AT 3% 16332.750;000

$ 447,844,000
INTEREST ON Il ESTMENTS-BORROWMD FUNDS 38,980,000
ITER7ST ON IlVESTIENTS-0WIN FUNDS 1,000,000

$ 487,824,000
TISS OPERA.TING MXIP4TSES 25,625,000

INCOME TO SUR LUS $ 462,199,000
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

PLEASE RETURN COFID1NTIAL

DECLASSIFIED ~SECRE GRIAT L
D L S I M. P vLOCK
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FRC1: The President January 24, 1957

WCRLD BANK RESERVES

During the discussion among the Executive Directors at the

meeting of the Financial Policy Cammittee on Tuesday, January 15,

the sugrestion was made that a paper should be prepared by the staff

setting forth the principal considerations that the Bank should take

into account in reaching conclusions about appropriate levels for the

Bank's reserves.

Dr. Machado has prepared a memorandum on the subject, which is

circulated herewith at his request.

A paper is also being prepared by the staff and will be

circulated in due course,

Attachment

Distribution

Executive Directors and Alternates
President
Vice Presidents
Department Heads

Sec. 57-37



The World Banks Reserves

A Memorandum prepared by Dr. Luis kiachado, Executive
Director for Mexico, Cuba, Peru, Venezuela, Costa Rica,
Guatemala, El Salvador, Honduras, Nicaragua and Panama.

The question of what should be considered as proper and adequate reserves

for the World Bank has been puzzling the Executive Directors for some time.

The subject has come to the front recently with the expiration of the ten-year

period mentioned in Section 5, Article IV of the Articles of Agreement of the

Bank. The need for its study has been emphasised by the Governors of several

member countries at the last two meetings of the Board of Governors, when they

expressed the view that the statutory comrission might now be reduced, in

view of the fact that during the past ten-year period, there have been no

defaults, and that, as a result of the conservative policies followed by

the Bank, substantial reserves of US.253,729,lL6 had accumulated by

December 31, 1956. Of these reserves, the 1% statutory commission accounts

for US$85,080,362 and the remaining UIS$168,648,784 are the undistributed

operational profits of the Bank.

Since most of the funds now constituting the almost $254 million of

total reserves have been accumulated by the Bank as a result of the free

release of the 18% of their subscriptions by certain member countries, the

Directors are also faced at this time with the proposal that, as a matter

of equity, any reduction in the lo statutory conmission should be

accompanied by the payment of a dividend, as provided for. under Section

14(a) of Article V of the Articles.

Sec. No. 57-37



Since the payment of a dividend simultaneously with a reduction in the

1% statutory commission would naturally affect the future accumulation of

reserves (especially if the reduction in the statutory commission should be

applied retroactively to all existing loans made so far by the Bank) the

question of what should be a proper and adequate amount of reserves for the

World Bank becomes a basic and fundamental question that has to be answered

before the Executive Directors can take any action in these matters.

This is not an easy question to answer. There are no precedents to be

guided by, because there has not been in existence before us any institution

comparable to the World Bank. The present paper does not pretend to have

found the answer. It merely sets out a few thoughts in the hope that they

may in turn arouse better ideas from others and enable us to find the best

possible answers to these serious questions with which the Bank is now faced.

The first question is : Why should~the World Bank have any reserves

at all?

The Bank is a stock corporation, all of whose stockholders are Governments

A Government guarantee is generally considered the best, safest and soundest

form of obligation that can be obtained from any given country. The member-

ship of the Bank has guaranteed full payment of the Bank s bonds up to the face

value of members' respective stock subscriptions. Theoretically, therefore

the World Bank merely on the strength of the supporting guarantees of member

governments, could oi;lrate without reserves.

See. 57-37
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Since the volume of loans made by the Bank and the amount of its total

outstanding bond issues represent only a small fraction of its total subscribed

capital, it is evident - even if some governments might not, upon call, pay the

full amount of stock subscribed by them - that the capital obligations of all

other member governments would be sufficient theoretically to permit the Bank to

operate without reserves.

Sections 4 and 5 of Article IV of the Articles of Agreement of the Bank,

however, provide that a commission ranging from 1% to 1-1/2% per annum shall be

paid on all outstanding loans. The Executive Directors, at the time of organizing

the Bank, fixed the statutory commission at 1.

The statutory commission was a wise provision by the founders of the Bank

at the Bretton Woods Monetary Conference; because 80% of the member governments'

obligation to pay for their stock was deferred "by Section 5(ii) of Article II of

the Bretton Woods Agreement until needed to meet the Bankfs own obligations. It

was hoped at Bretton Woods (and the events of the past ten years proved that the

assumption was correct) that the yearly payment by borrowers of a statutory

commission on all outstanding loans would eventually create a reserve that might

take care of any defaults and preclude, or postpone for a long time, the

necessity of calling upon member countries for the unpaid 80% balance of their

stock subscriptions.

On the other hand, it cannot be questioned that the existence of sizeable

reserves, ready to be used in an emergency, without having to call on member

governments for additional payments on their stock subscriptions, is an inducement

for the purchase of World Bank bonds by the public, and that it has had a

beneficial effect in opening access of the Bank to the capital markets of the

world, enabling the Bank to raise funds at interest rates lower than the rates

generally paid by other institutions.

Sec. 57-37
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The Executive Directors and the lManagement of the Bank are charged with a

triple responsibility:

a) To make funds available to member countries for reconstruction or

development at the lowest possible rates;

b) Regardless of the interest rates to be paid by borrowers, to have funds in

sufficient amounts always available to member countries for the finain

of their projects; and

c) To conduct its affairs so that there shall be no need to call on member

governments to contribute the 80% deferred portion of their stock

subscriptions.

The Executive Directors, in discharging their responsibility as Trustees of

an international organization, must subordinate the questions of reduction in the

statutory commission and payment of dividends to the maintenance of the above

three cardinal principles.

In a paper circulated to the Executive Directors on January 11, 1957 (FPC-57-4O

prior to a meeting of the Financial Policy Committee to consider these questions,

estimates were made of what would be the effects on the Bank's reserves over the

next five years by a redlction of 1/4% in the statutory commission and by payment

of a 2% dividend. In preparing these estimates the staff naturally had to

assume that:

a) There would be no defaults on loans in the next five-year period;

b) Additionalamounts of the-18% portion of capital subscriptionswould continue

to be made freely available to the Bank at a rate of )50 million a year;and

c) Outside participations in Bank's loans and portfolio sales would continue

at an average rate of 50 million a year.

While there is no basis for disagreement with any of the above assumptions,

it does seem that, in considering the adequacy of the Bank's reserves, it would

be unrealistic to assume that, just because there have been no defaults in the past

Sec. 57-37



ten years and the Bank continues to exercise every possible caution in the

rranting and investment of loans, a decision affecting the Bank's future reserves

should be based on the hope that something beyond the Bank's control will never

happen. In this respect the Bank is like an insurance company that has been

collecting premiums in a community that has never had a fire but where any house

might burn to the ground overnight.

The ecutive Directors would be more comfortable if, having foreseen the

possibility of defaults, they could still feel that the Bank's reserves were

adequate, not only to meet the Bank's outstanding obligations to bondholders

without impairing its capital and without calling on member governments for

additional payments, but strong enough to retain, even with defaults, its good

credit and open access to world capital markets.

It is far more important to know that, regardless of possible defaults, the

Bank will continue to be able to raise money in the future for the financing

of its member countries' projects at current prevailing rates or better, than

to make at this time a small reduction in the rates that borrowers are paying

on past loans. And it might be penny-wise and pound-foolish to embark now on

a yearly dividend policy, if in so doing the Bank lowered its reserves to the

point where, in the event of a default, it might have to call on member countries

for a payment on their 80% deferred subscriptions, and thus seriously impair

for the future its good standing and credit in the few available money markets

of the world.

Therefore, in order to determine the proper and adequate amount of reserves

of the World Bank, consistent with the three basic principles above outlined,

possible defaults should be considered in their effect not only on reserves

but also on the Bank's general credit position.

Sec. 57-37
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In the above mentioned paper, it was estimated that at the end of

the next five years (without defaults) the Bank's reserves would amount to

about 29% of its outstanding bonds and to about 19% of its disbursed loans

if no change is made in the statutory commission and no dividends are paid;

and to 22% and 15%, respectively, if such change in policy is now adopted.

In trying to determine the adequate amount of reserves, it must be kept

in mind that while reserves are accumulated for the purpose of promptly

discharging the Bank's obligations to outsiders, regardless of defaults by

members, their amount has to be determined primarily by the amount of out-

standing loans, because it is only in outstanding loans that defaults can

occur..

It is important to consider the types of default that the Bank may face

in the years to come. First, it is reasonfble to rule out a general,

universal, simultaneous default by all borrowers. While theoretically

possible, a catastrophe of this type cannot be anticipated by any conceivable

action by the Bank now. The Bank's situation would be similar to the

situation of a life insurance company, all of whose policyholders died at the

same time. No reserves can possibly be accumulated to meet such an extreme

situation. In that event, the Bank would simply have to be liquidated and

bondholders would have to be content to receive in payment of their bonds

the 29% or 19%, (whatever proportion our reserves might bear at that time to

outstanding bonds) plus whatever might be salvaged from the paid-in capital

of the Bank.

On the other hand, a default by a single country is, however, a

possibility that the Bank must foresee and should provide for. which borrow-

ing countries are likely to default, however, is again something that no one

Sec. 57-37
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can forecast. The financial history of the world is full of surprises in

this field. Small, weak, poor countries are often better credit risks than

large, rich and potentially stronger countries. The Bank can no more imagine

which member country is likely to default in the future than a life insurance

company can predict which policyholder is likely to die first.

The Bank would, however, be acting on the safe side, if in considering

the possibility of default by countries, it made provision to take care of a

default by the country having borrowed the largest amount of money from the

Bank; not because there is any direct relation between the aggregate size

of loans and the likelihood of default, but because in making provision for a

default by the largest borrower the Bank would automatically be making

provision for a default by any smaller borrower.

Now - what would be an adequate reserve to meet a default by a single

borrower? Should it be 100% of the outstanding loans? Would it be prudent

to accept a lesser percentage? If so, how much?

There are two types of default. One is the complete and total repudia-

tion by a borrowing member of its obligations to the Bank. While history

records cases of repudiation in the past and its repetition may occur in

the future, it is not probable that the Bank would encounter such repudiations

by member countries. A member country deliberately repudiating its obliga-

tions to the Bank would be practically committing economic suicide, for it

would foreclose all possibility of future financial assistance from the

outside world. Also, since the projects for which Bank loans are made are

mostly sound, self-liquidating projects, in which member governments in most

cases merely act as guarantors, the political reasons on which repudiations

are generally based or excused either do not exist or are, at least, con-

siderably minimized in Bank loans.

Sec. 57-37
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A default by a member country is more likely to reflect a temporary

situation, caused by a serious economic depression or an emergency, such as

war or internal strife, beyond the debtor's control, creating a grave dis-

equilibrium in its balance of payments. While from a banker' s point of view,

a default is a default, and when one occurs the loans in default must be con-

sidered in suspense, the fact remains that the Bank would be justified,

instead of assuming a 100% loss of a loan from the very mament the default

takes place, in accepting a smaller percentage of loss, since sooner or later

a solution would be found to the problem and the loan would be renegotiated or

adjusted. Seldom would the Bank's loss amount to the full 100% of a defaulted

loan.

If this reasoning is correct, then what would be an adequate percentage

of reserves to provide for possible default of a loan--75%, 50%, 25%, 10%?

The percentage might be determined by the following formula: viz.,

adding the average yearly interest paid by the Bank on its outstanding bonds

to the average yearly percentage of amortization of its bonds and multiplying

such total by the number of years that it may prudently be assumed it might

take to restore a defaulting member to financial health.

This formula may be explained in detail as follows. The Bank now pays

an average interest of nearly 3-1/3% on its outstanding bonds. It amortizes

its bonds over an average of 15 years, i.e., at the rate of 6-2/3% yearly.

This amounts to practically a fixed financial charge of 10% per year on its

outstanding bonds held by the public. Although the average interest rates

paid by the Bank on its bonds will increase in the future, the Bank will

probably be able to borrow for longer maturities, and thus diminish the yearly

percentage of amortization. If its average interest rate should go as high

as 4-1/2%, it could, by trying to average 20-year maturities, still have a

Sec.57-37
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total financial charge not exceeding 10% to service its bonds at all times.

The figure of 10% per annum may, therefore, safely be taken as a conservative

basis for building reserves.

Now the next question is, how many years might it take a country that
has been forced to default on its obligations to the Bank to restore its
financial health to the point where it can resume service on its defaulted

obligations? Here, again, any estimate is purely a speculative guess.
Experience has shown that once a country has defaulted it takes some time to
find out what its troubles are, to devise the proper solutions, and to apply
the corrective measures. It might safely be assumed that not less than three

years nor more than five years could be the rule of thumb to apply for the
time being to this matter. Therefore, by applying the suggested formula
(interest, plus amortization multiplied by years) in this case (3-1/3% plus

6-2/3% x 3 or 5) the Bank would end up with an empirical formula of 30%
minimum and 50% maximum as the amount of reserves that the Bank for the time
being might consider adequate and should attempt to accumulate to provide for
the possible default on a loan by a single member country.

At present (January 1957) the largest borrower owes the Bank

US$3l7,730,oOO - 30% of that sum would amount to practically US$100 million

and 50% to practically USS150 million. Since the Bank's reserves on

December 31, 1956 amounted to US$253,729,146, it might properly be said that
present reserves are adequate to take care of a possible default by any

single borrowing member of the Bank.

However, the serious responsibility of keeping the World Bank sound and
functioning cannot be satisfied merely by the ability to meet a default by the
largest single borrower. In fact, it is doubtful if the Bank will ever be
faced with the unpleasant but rather simple question of a default by just
Sec. 57-37



- 10 -

one country. If the Bank is ever faced with default, it will more likely be

a default by a number of countries, perhaps by a whole economic area, rather

than a default by one country alone. A member country will default on its
Bank obligations only as a matter of last resort; but a country may find

itself, along with other countries, in an economic depression affecting the

income of a whole area, and making it impossible for a number of countries

to meet their obligations to the Bank.

Let us use, for example, a hypothetical case in Latin America. Fourteen

out of 20 Latin American menber countries of the Bank are coffee exporters.

Coffee is the lifeblood, the economic backbone, of more than half the people

inhabiting Latin America. If tomorrow some genius were to discover an in-

expensive substitute for coffee and thus remove the main source of livelihood

of the Latin American Republics, an economic depression of such magnitude

would develop in the area that not one but practically all the Latin American

Republics would overnight be unable to meet their most urgent financial

obligations. Even countries where no coffee is grown or where coffee is a
minor export would be drawn into the crisis, because the economies of coun-

tries are today so closely interwoven that depression in Argentina or Chile

affects Uruguay, Paraguay and Bolivia, just as an economic crisis in the

United Kingdom affects every country in the sterling area.

Let us hope that no one will invent a cheap substitute for coffee. But
let us keep in mind that in the economic field such events have happened, as

any Chilean exporter of nitrate can testify, when the production of nitrate

out of the free air put Chile out of business at the end of the first World
War.

A vivid example of the type of possible econamic crisis to be kept in

mind in discussing the Bank's reserves is the crisis the world is going

Sec. 57-37



through at this moment due to the closing of the Suez Canal. Cr the one hand,

a number of countries producing oil in the ?iddle East area are seeing their

exports substantially reduced and their costs considerably increased; and, on

the other hand, whole continents of consumers are not only faced with expand-

ing costs, but with the need to draw on scarce foreign exchange reserves to

meet the unavoidable needs of rationed essential services.

For these reasons, in determining what should be adequate reserves for

the Bank, the Bank should4 not stop at setting merely the amount required to

take care of the default of a single member country. Without any guiding

past experience or precedent, the Bank should broaden its horizon and attempt

to apply some formula; perhaps the empirical formula suggested above, or

sane better formula, not just to a country, but to an economic area, perhaps

to a continent; and in so doing the Bank would automatically also be pro-

viding adequate reserves against default by any single borrowing country.

What economic area or continent in this case should the Directors select

to set the Bank's reserves? The less developed? The less politically stable?

The one most often affected by recurring economic crisis? Here again, it is

impossible to discriminate, and it might be suggested that the economic area

or continent where the largest part of the Bank's loans has been invested

would probably be the best and most logical decision, for the larger would

automatically take care of-the smaller, regardless of the economic or

political stability of the areas concerned.

If such criteria were adopted as a basis for building the Bank's

reserves, then the conclusion is that, since the Bank' s largest investments

in any one geographical area on December 31, 1956 stood at US$1, o84,921,464,

sec. 57-37
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the Bank should have not less than $300 million and not more than $500 million

in its reserves in order to continue to operate in the future, insured against

possible defaults and faithful to the basic cardinal principles described

before:

(a) Funds always available to member countries for

financing projects at the lowest possible rates;

(b) No calls on member countries for payments on their

80% deferred stock subscriptions.

LUIS MACHADO

January 24, 3957

Sec. 57-37



tiw

0

0



(not for public use)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

CWfFIDENTIAL

FOR DECLASSIFIED R 57-39

EXECUTIVE Date:0** f (For consideration at a-.

date to be aicunced)DI RECT ORS'
MEETING

FROM: The Secretary June h, 1957

PRINCIPAL CONSIDERATIONS AFFECTING CONCLUSIONS AS TO
APPROPRIATE LEVELS OF BANK RESERVES

I. Scope of memorandum

This memorandum has been prepared by the staff in response to suggestions

made by several Executive Directors at the January 15 meeting of the Financial

Policy Committee. It makes no attempt to suggest a formula for determining the

level of reserves. Indeed, the view of the staff is that such a determination

cannot be made on the basis of a formula; it calls for a continuing re-

examination of all relevant factors by the Executive Directors and the Board

of Governors. The Articles of Agreement ZArticle V, Section 1h(a27 provide

an opportunity for such a re-examination annually. The principal factors which

the staff considers relevant are set out in this memorandum.

Unless otherwise stated, the word "reserves", as used in this memorandum,

refers to statutory loan commissions and to accumulated earnings, whether

allocated to the special reserve or the supplemental reserve or held as surplus.
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President
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II. Preliminary points

Three preliminary points must be made:

(a) Ordinary business and banking rules and standards

cannot be applied automatically to the reserve policy of the

Bank. The Bank differs from other banking institutions in

many important ways, including the following:

(i) It follows from the general objectives of the

Bank and the nature of its operations that

the Bank's loans are assumed to be more risky

than those which the private market is willing

to undertake. Indeed, the Articles of Agree-

ment authorize loans to be made only if private

lenders are unwilling to risk their capital on

reasonable terms.

(ii) The Bank's Articles of Agreement impose certain

limitations on the use of some of its funds not

customarily found in the capital structure of

other financial institutions. The 18% portion

of members' capital subscriptions is available

for lending only with the consent of the member

concerned. Unloaned 18% capital and principal

repayments on loans out of capital are not im-

mediately available to meet the Bank's obliga-

tions arising out of its own borrowings or
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guarantees (Article II, Section 5 and Article

IV, Section 7). Funds held in the special

reserve, on the other hand, may be used for

no other purpose than to meet the Bank's

liabilities; and probably, though this question

of interpretation has never been decided, it

may be used only "in cases of default on

loans" (Article IV, Sections 6 and 7).

(b) For the purposes of this memorandum, the 80%

liability of members should not be regarded as a source of

protection to the Bank as a going institution, even though

that liability is perhaps the most important single element

of the Bank's credit. The 80% should rather be looked upon

as a 3st resource to be availed of for the ultimate protection

of the BankIs bondholders. The only prudent assumption for

the Bank to make is that a call on the 80% might make it very

difficult for the Bank's operations to continue. Accordingly,

the 80% liability should be disregarded in arriving at a

policy with respect to reserves.

(c) A determination of the desired level of Bank reserves

does not decide the appropriate level of loan charges. It is

certainly a consideration in fixing loan charges but it is not the

only consideration or even the decisive one. Even if reserves

should reach what is considered to be a satisfactory level, the

Executive Directors might decide not to reduce loan charges either



(i) in order to avoid a level of rates lower than must be paid by

those Bank members who can borrow in the private market; (ii) in

order to facilitate participations and portfolio sales; or (iii) in

order to assure a margin of earnings for distribution as dividends.

III. The problem of liquidity

The problem of fixing the level of Bank reserves should

not be confused with the problem of maintaining a satisfactory

degree of liquidity in the Bankts assets. The Bank needs

liquid assets to meet its immediate operating requirements, to

service its own obligations and to disburse under approved loan

cornmitments. The distinction between level of reserves and

degree of liquidity is admittedly somewhat blurred in the Bankts

capital structure by the requirement of Article IV, Section 6, that

the special reserve is to be held in liquid form. Since there is

no such statutory requirement with respect to the supplemental

reserve, the latter contributes directly to the Bank's liquidity

position only to the extent that amounts appropriated to this

reserve are in fact at any given time held in liquid form. It

is the proportion of total assets, whatever their origin, held

by the Bank in liquid form, which determines liquidity.

IV. Nature of risks inherent in the Bank's lending operations

A default by one of the Bank's borrowers will not neces-



sarily, and probably rarely would, result in complete loss of a

loan. In all likelihood the cases in which a loan can be considered

entirely uncollectible will be exceptional. Instances night be out-

right repudiation by the debtor country or, in the case of disappear-

ance of the borrowing or guaranteeing state as a political entity, by

the successor state. Even when such extreme situations arose in the

past, the expectation that some payment would ultimately be made never

completely disappeared.

The widespread defaults which resulted from the world depres-

sion of the thirties and from the war have to a large extent been the

subject of settlements. But the period during which the defaults per-

sisted and the terms of the final settlements varied considerably from

country to country. Substantial losses were incurred by the creditors.

Whatever the judgment as to the likelihood of a world depression or a

world war, the possibility of widespread defaults and substantial loss

to the Bank arising as a result of either cannot be completely ruled out.

The more likely risks, however, are of an essentially different

order: defaults which are the consequence of balance of payments dif-

ficulties or political developments - internal or external - affecting

individual countries.* Such troubles have beset many countries from

time to time, although their duration has generally been temporary.

They have sometimes resulted in a suspension of payments, a renego-

* For the purposes of this paper, losses due to currency de-
preciation need not be taken into account. There is no risk of such
losses on loans made out of borrowed funds or out of 18% capital.
Loans out of borrowed funds are repayable in the currency borrowed;
and Article II, Section 9, has been interpreted by the Executive Direc-
tors to require the value of loaned 18% capital to be maintained by
the member whose currency is loaned. It is true that loans out of 2%
capital and out of earnings are subject to the exchange risk, but this
risk is not of present significance for the purposes of this paper be-
cause the great preponderance of such loans would be repayable in
dollars.
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tiation of the terms of the loan or an adjustment of the amount due.

The duration and extent of the default would depend upon

a number of factors, some of which it may not be within the power

of the borrower to influence. These factors would include a

marked decline in the price of, or in the demand for, an important

export commodity; activities of other governments; the availability

of facilities for obtaining new credits and the disposition to

make new investments; and the willingness of creditors to re-

finance or accept delays.

A fall in the export price of a particular commodity or

the development of an inexpensive substitute for it may well

give rise to balance of payments difficulties not only for an

individual country but also for a group of countries all dependent

on that commodity. Here the risk of default, while being less

than world-wide, would not be limited to a single debtor.

It must be concluded, therefore, that in the normal

course of Bank operations, even short of a world depression or

a world war, there may be periods during which the Bank would

be faced with service suspensions, without any assurance as to

the terms on which, or the time after which, debt service may be

resumed.

History affords little guidance to an appraisal of these

risks. A brief review of the historical record of sterling bonds
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prior to the depression of the thirties and of dollar bonds during the thirties

is set forth in Annex A*.

It is in any event clear that to cover the risk of defaults by reason

of a world depression or a world war would require an amount of reserves far

in excess of the amount which the Bank could hope to accumulate under its

present rate policies and with continued expansion of its operations.

What have been referred to as the more likely risks - defaults of a

temporary character by individual debtors or groups of debtors - should, how-

ever, be fully covered by reserves, in time. In several countries Bank

commitments already exceed $200 million and may be expected to become even

larger. The Bank cannot ignore the possibility that one or another of its

large borrowers, whose number is increasing, may run into payments difficulties,

or that even several borrowers may simultaneously find themselves in such

difficulties.

The decade of the Bank's existence has been a period of prosperity

and expansion, and debt service charges incumbent upon the borrowers have

been on the whole moderate in relation to the state of their economies. The

Bank must, however, take account of the possibility that exchange stringencies,

even though geographically restricted, may set in, or that some of its members

may assume too heavy a debt burden.

*Annex A - Part I relates to defaults on sterling bonds of governments
and political subdivisions. Part II relates to dollar bonds
of governments, political subdivisions and corporations.
Corporations were included in the sources upon which Part II
is based. However, it appears that omission of the data
relating to corporate bonds would not substantially change
the percentage of defaults shown.
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V. Functions of reserves

The reserves serve a number of purposes.

(1) They protect the Bank against an impairment of

capital in the event of losses on loans and guarantees 1y

providing a fund against which such losses can be written

off. This does not mean that the Bank would automatically

write off a loan whenever there is a delay in payment. On

the contrary, it may be assumed that normally loans would not

be written off. As indicated in the preceding section, in

many, if not most, default situations the Bank would be

justified in looking forward to resumption of debt service.

(2) The reserves add to the resources available to

the Bank for its lending operations. Their use is not

limited by any statutory provision, except insofar as the

special reserve is concerned. At the same time they reduce

the over-all cost to the Bank of money used in lending

operations. In this respect they help to keep loan charges

low.

(3) The reserves have another function: they strengthen

the Bank's credit and facilitate its financing operations

in the market. The Bank's ability to service its obligations,

to disburse fully under existing commitments, and last but not
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least to expand its commitments, depends ultimately upon its

ability to borrow in the market.

Reserves strengthen the Bank's credit in two ways.

First, by providing more extensive earnings coverage for

service of the Bank's bonds, they assist the Bank's market-

ing operations. Secondly, and this is more important, the

market regards the reserves as evidence of the Bank s

financial soundness and of its ability to ride out periods

of payments difficulties or even default on the part of its

borrowers. To the extent that the market is reassured by

a high level of reserves and borrowing by the Bank is

thus facilitated, the reserve level affects the Bankts

ability to meet its obligations and to expand its opera-

tions. In this connection the psychological importance

of maintaining an appropriate level of reserves can hardly

be overstated.
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VI. Reserve policies of other institutions

As already stated, the Bank cannot be compared with

ordinary banking institutions. There are, however, other

medium- and long-term financing institutions which are simi-

larly confronted with the problem of determining the proper

level of reserves to cover either international or domestic

long-term risks or both. Annex B attempts to draw some

comparisons between the capital structures, reserves and

dividends of a selected number of these institutions and of

the Bank. It is interesting to note that in most of the cases

reviewed it has been considered proper policy to accumulate

reserves for the protection of both creditors and capital.

Although in one of the cases mentioned, losses have been too

heavy to permit the setting aside of a reserve fund, it was

the explicit intention of the founders of all the institutions

reviewed that reserves should be set up.

VII. Conclusions

Neither the risks confronting the Bank nor the practices

of the most comparable institutions afford any basis for devis-

ing a formula to determine the "proper" level of reserves for

the Bank.

The most important consideration appears to be the pre-

servation and strengthening of the Bank' s borrowing ability.
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It appears clear that the accumulation of reserves serves an

important function in giving assurance to the private market, but

since this is a psychological matter, it cannot readily be given

precise quantitative expression. The level of reserves is of less

importance than the fact of their continued accumulation, and

accumulation at what may be considered a satisfactory rate.

There are two reasons why it may be unwise, just at this time,

to freeze reserves on a fixed level, however determined. The Bank

cannot now predict what the reaction of the market will be when the

Bank's bond issues begin to approach the limit of the United States

80% liability. Neither can it foresee what proportion of its new

loans will be made out of its 18% capital (from the returns on which

reserves can be built up quickly) and what proportion will be made

out of borrowed funds (which permit only a slow accumulation of

reserves).

Annex C, which consists of two charts, is an attempt to show

the development of reserves to 1962 on the assumption that the

Bank will lend 1400 million per annum, that in two years disbursements

will rise to the same level, that all contractual payments will be

made, that 150 million of loans will be sold annually, and that the

pattern of repayment of future loans will correspond generally to

that prevailing for loans outstanding today.
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Historical Summary of Defaulted Foreign Bonds

1825 - 19h5

To illustrate the extent, incidence and geographic distribution of de-

faults since the early part of the nineteenth century an historical summary

has been prepared. The summary is divided into two parts: Part I deals with

the hundred year period from 1325 to 1930, while Part II covers the more recent

period from 1920 to 19h5.

PART I

Defaults on Sterling Bonds of Governments and Political Subdivisions from

1825 to 1930.

The attached Table I lists defaulted sterling bonds issued by foreign

governments and political subdivisions during the hundred years ending in 1930.

Although this table provides a good illustration of the defaults which occurred

it does not cover all the defaults in this period. Defaults also occurred on

government bonds issued in other currencies, e.g. francs, marks and dollars.

The London market has been chosen both because the number of foreign issues

floated in London was greater than in any other market and because more infor-

mation is available about the sterling issues than about other bonds. The table

is in two parts. The figures for the period from 1825 to 1870 are not entirely

comparable with the figures shown for the period from 1871 to 1930. For the

earlier period the amounts shown are the total principal amounts of the bonds

on which defaults occurred, while the later figures represent the outstanding

principal amounts actually in default.

The defaults shown were not all total losses. There were many readjust-

ments which reduced the apparent losses to the investing countries. In this
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connection, it would be interesting to know the total amounts outstanding

on all foreign government sterling bonds in order to determine the propor-

tion of defaulted bonds as related to the total outstanding. The information

necessary for such a study is not available but some guidance can be found in

a report made in 1875 by a Select Committee of the House of Commons on Loans

to Foreign States. It recorded that about 5h% of all foreign government issues

were in default in the early 1870's. The percentage of defaults must have been

even higher in the late 1870's with the addition of the Turkish defaults. The

best estimates available are that the ratio of defaulted bonds to the total was

about 15% in the 1820's, that it rose to the high point already mentioned in the

1870's, and that it went down to about 1% in 1910.

The largest single default was that of Turkey in the late 1870's, while

the second largest default was the repudiation of Czarist Russia's debt by the

Revolutionary Government after the first world war. Leaving aside these two

conspicuous cases which arose under rather special circumstances, the movement

of defaults over the hundred years under review may be divided into four

periods.

The first period coincides with the second quarter of the last century.

Defaults rose from i 15 million in 1825 to a peak of 1 45 million in the late

thirties and declined to b 8 million by 1845. This temporary rise in defaults

was due entirely to the insolvency of Spain.

The second period covers a little under fifty years from 1846 to 1893 and

includes the depression of the seventies. The total of defaults rose from = 8

million to 3 88 million which was the highest peak attained during the hundred

years' period. About 1 30 million of the increase occurred before the depression

and was attributable mainly to the Mexican defaults which started in the late
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forties. During the depression of the seventies the number of defaulting

countries rose from four to thirteen and new defaults amounted to f 50 million

of which about two-thirds was due to the default of Peru. Both Mexico and Peru

resumed the service on their debts in the early nineties with the result that

the total of defaults dropped to about f 9 million by the end of the period.

During the third period of twenty years from 1896 to 1915, and during the

last period of fifteen years from 1916 to 1930, total defaults rose to f 46

million and f 63 million respectively. The increase in the amount of suspended

payments was due to the Argentine default in the third period and to a new

Mexican default in the fourth period.

Thus, excluding Turkey and Russia, four major defaults occurred during

the hundred years under review.

Defaulted amount Approximate
maximum duration of

f million maximum default

Spain 33.3 1837-41
Peru 32.9 1876-88
Argentine 36.3 1393-96
Mexico 55.0 1917-21

The immediate causes for the defaults are manifold. The hundred year

period was characterized by far-reaching political changes in South America

and the Balkans. Political instability, recurrent revolutions and wars, poor

administration, over-borrowing and sudden interruptions in the inflow of foreign

capital were primarily responsible for most of the payments difficulties. Al-

though the largest wave of defaults coincided with the depression of the 1870's,

it is difficult to establish any clear causal relationship between depressed

conditions in the world markets and the defaults by individual countries. It

seems that the fall in the price of a leading export commodity, which almost

suggests itself as a likely cause for default, was generally only a contributirg
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and aggravating factor after internal conditions had already deteriorated. The

only significant exception where the default can be directly related to a major

economic change is perhaps Peru whose default in the 1870's followed the ex-

haustion of its best guano deposits.

PART II

Defaults on U.S. Dollar Bonds of Governments, Political Subdivisions and Corpora-
tions from 1920 to 1945.

After World War I the United States became the leading source of new foreign

capital. Since its foreign lending record is more readily available than the

records of other countries this part of the review is limited to foreign bonds

issued in the United States.

The nineteen twenties were particularly propitious for a great outflow of

American capital. Prosperity brought a high national income and a large volume

of savings seeking profitable investment. The largest foreign borrowers in the

United States during the period were European, with Forth American, Latin Amer-

ican and Far Eastern borrowers following in that order.

Table II shows the estimated total amounts of foreign dollar bonds, both

government and corporate, outstanding at the end of each year from 1920 to 1945

with estimates of the amounts and percentages of the issues in default. The de-

faults during the 1920's were relatively small. In the year 1920, bond issues

of Mexico, Russia and Ecuador were in default, the total amount of the defaulted

bonds being about $388 million. Of this amount *302 million represented Mexican

bonds, some of which remained in default until 1942 and others until 1946, and

$11 million were Ecuadorian bonds which were not settled until 1955. There were

also some $75 million of Russian bonds on which the Foreign Claims Settlement

Commission of the United States is now considering making small payments out of
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frozen Czarist Russian assets. China started to default in 1921 when 05.5

million of bonds were in arrears. Starting in 1924 and 1925, two small issues

of Brazilian states went into default as to sinking fund requirements only.

These Brazilian defaults were settled, together with other arrears, in 1944.

The year 1931 marked. the beginning of a new period of defaults, which

reached serious proportions. Defaults rose to a maximum of $3 billion in 1933

when issues in default represented 37% of the total outstanding. During the

following years, up to 1945, the amount in default was reduced by about

one-quarter, and repayments, repatriation and settlements reduced the 
total

outstanding even more rapidly (from $8.2 billion in 1933 to $4.9 billion in

1945). As a result, the ratio of defaults to the total outstanding continued

to rise to about 50% in the last five years of the period.

By 1935 when defaults were still close to the peak reached two years

before, the major areas of defaults were, first, Latin America with 85% of the

par value of outstanding bonds in default, and then Europe with 
51% in default.

Latin American countries where defaults existed, in some cases for short periods

only, included Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Cuba,

Dominican Republic, El Salvador, Guatemala, Mexico, Panama, Peru and Uruguwr.

Germany is mainly responsible for the high percentage of defaults in Europe

prior to World War II.

Of the outstanding dollar bonds of Canada and Newfoundland only 3% were in

default in 1935. None of these was a Dominion government or a Dominion guaran-

teed issue. The record of the Far East was even better, with no new default

during the depression. It is striking that a few big borrowers, namely four

countries which had issued bonds in the United States totalling 1.7 billion,

accounted for the great bulk of the defaulted bonds. They were Brazil, Chile,

Colombia and Germany.
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During the 30's the relationship between defaults and economic stress was

quite clear. The raw material producing countries were hard hit by the great

depression and therefore among the first to default; their difficulties were

aggravated by the almost abrupt cessation of foreign lending in 1931. In otber

words, the quality of the loans made in the 1920's deteriorated.

In the latter part of the 1930's the new defaults were not directly related

to the economic crisis. In 1938 and 1939 Czechoslovakia and Austria suspended

payments as a result of the German occupation. World War II brought the defaults

of Italy and Japan, while certain occupied countries like Belgium and Denmark

could only make partial payments.

Table III compares the issues in default with total outstanding foreign

bonds at three test dates, namely the end of 1929, before the depression, the

end of 1935 when the defaults caused by the economic crisis were about at

their peak, and the end of 1945 when most of these defaults and all of those

caused by the war were still unsettled.

Economic Staff
May 15, 1957.



TA3LN I
STIRLING BONDS O 70R2II0 GOVTNMUNTS AND POLITICAL SUBDIVISIONS IN IFAULT

1825 to 1930

(A mi11ion)

rone Ottoman Afria Latin America ----- United
Grec Portuga " A ri a Argen- Boll- Bra- Co- Costa Dominican ena- Guate- Hondu- Nexi- Nicara- Par.- Urn- Tone- Stats Total
Yar Greece Portugal Spain Umpire Liberia tlombia Rica , Renblic dor mala rae co MRa 9ar w suela

Fimree shown from 1825 to 1870 represent total pricaloal amounts at time of iUne

1825-1830 2.8 - - - - - 1.0 - - 1.0 3.4 - - - 0.1 - 6.4 - - - - - - 14.7

1831-1835 2.8 - - - - - 1.0 - - 1.0 3.4 - - - 0.1 - 6.4 - - - - - - 14.1

1836-1840 2.8 - 33.3 - - - 1.0 - - 1.0 - - - - 0.1 - 6.4 - - - - - - 44.6

1841-1845 2.8 - 33.3 - - - 1.0 - - 1.0 - - - - 0.1 - - - . - - - 38.2

1846-1850 2.8 - - - - - 1.0 - - - - - - - 0.1 - 0.4 - - 3.8 8.1

1851-1855 2.8 4.5 - - - - 1.0 - - - - - - - 0.1 - 10.6 - - - - 3.8 * 22.8

1856-1860 2.8 4.5 - - - - 1.0 - - - - . . - - - 10.6 - - - - 3.8 *22.

1861-1865 2.8 4.5 - - - - - - - - - - - - - - 23.0 - - - - 5.4 * 35.7
1866-1870 2.8 - - - - - - - - - - - - 1.8 - - 27.9 - - - - 6.9 * 39.4

Fitaree shown from 1871 to 1930 renresent total urincinal amounts actually in default

1871-1875 2.8 - - - - 0.1 - 1.7 - - - 3-3 0.7 - 0.5 3.5 27.9 - 1.5 - - 6.9 * 48.9

1876-1880 2.4 - - 197.4 - 0.1 - 1.7 - - - 3.3 0.7 1.8 0.5 5.4 27.9 - 1.5 32.9 3.2 6.6 * 285.4

1881-1885 - - - 190.9 - 0.1 - - - - - 2.4 0.7 1.8 0.5 5.4 27.9 - 1.5 32.9 - - * 264.1

1886-1890 - - - - - 0.1 - - - - 1.9 2.7 0.7 1.8 0.5 5.4 29.4 - 1.5 31.8 - - * 75.8

1891-1895 - - - - - 0.1 36.3 - - - 1.9 - - 1.8 - 5.4 - - - - - - e 45.5
1896-1900 - - - - - 0.1 36.3 - - - 1.9 2.0 - 0.7 - 5.4 - - - - - - ' 

46.4
1901-1905 - - - - - - 17.8 - - - 2.7 - 3.9 - 1.5 5.4 - - - - - - * 31.3

1906-1910 - - - - - - - - - - - 2.0 - - 1.5 5.4 - - - - - - 8.9

1911-1915 - - - - - - - - - - - - - - 1.5 5.4 - - - - - - e 6.9

1916-1920 - - - - - - - - - - - - - 2.3 - 5.4 35.5 - - - - - * 43.2

1921-1925 - - - - 15S., - 0.3 - - - - - - 2.3 - 5.4 55.0 - - - - - * 251.3
1926-1930 - - - - 118.3 - 0.3 - 5.9 - - - - 2.3 - 5.4 4.1 - - - - - 166.3

Source Annual Reports of theoerporation of Foreign Bondholders, London.

I The Corporation of Foreign Bondholders boo not been able to obtain reliable information on the defaulted bonds of certain Southern States. Some of these bonds were repudiated I' individal states and others

(confederate bonds) were cancelled by the Fourteenth Amendment to the Constitution of the United States.

IR - Economic Staff
MmY 7, 1957



TABIE II

ESTIATED TOTALS OUTSTANDING OF U.S. DOLLA. BONDS OF FOREIGN GOVERNMENTS,

POLITICAL SUBDIVISIONS AND CORPORATIONS

1920 -- 1945
( $ million )

Estimated total of Estimated issues in default
End of Year issues outstanding Amount of total issues

outstanding

1920 2,700 388 14.4
1921 3,400) 393 11.6
1922 4,000 393 9.8
1923 4,300 393 9.1
1924 5,300 395 7.5

1925 6,100 400 6.6
1926 6,800 400 5.9
1927 7,800 400 5.1
1928 8,500 400 4.7
1929 8,700 400 4.6

1930 9,200 400 4.3
1931 9,100 938 10.3
1932 9,000 1,758 19.5
1933 8,193 3,030 37.0
1934 7,800 2,950 37.8

1935 7, 490 2,886 38.5
1936 7,062 2,884 40.8
1937 6,565 2,746 41.8
1938 6, 309 2,526 40.0
1939 6,092 2,346 38.5

1940 5, 958 2,499 41.9
1941 5,658 2, 468 43.6
1942 5,572 2, 782 49.9
1943 5,341 2,746 51.4
1944 5,119 2,551 49.8

1945 4,863 2,394 49.2

For the earlier years the figures shown are not exact but are the best
estimates available. Beginning in 1933, the figures were taken from studies
made by the Institute of International Finance of New York University and
may be considered close estimates.

IBRD - Economic Staff
May 9, 1957



TABLE III

STATUS OF OUTSTANDING UNITED STATES DOLLAR BONDS OF FOREIGN GOVERNMENTS, 
POLITICAL SUBDIVISIONS

AND COIPORATIONS IN 1929, 1935 AND 1945

(In millions of dollars) Page 1

December 31, 1929 December 31, 1935 December 31, 1945

Item Total amount Total amount % in Total amount Total amount % in Total amount Total amount % in
outstanding in default default outstanding in default default outstandin in default cfault

TOTAL, ALL AREAS 8,700.0 389.2 4._ 7,490.0 2,885.6 38.5 4,863.6 2,394.5 49.2

WORTH ATERICA -,858.4- - 2,618.5 81.2 3.1 1,589.3 80.2 5.0

Canada 2,613.3 81.2 1,584.4 80.2

Newfoundland 5.2 - 4.9 -

SOUTH AMBRICA 1,728.0 308.7 17.9 1,866.3 1,576.4 4.5 1,337.1 750. 56.1

Argentina 358.7 - 351.2 95.9 183.8 0.8

Bolivia 58.1 - 59.4 59.4 59.4 59.4
Brazil 314.8 6.7 349.2 349.2 217.4 69.8

Chile 2363 30R.0 308.0 170.2 150.6

Colombia 164.9 156.1 156.1 148.7 105.8

Costa Rica 9.4 - 8.8 8.8 8.1 8.1

Cuba 94.8 - 123.8 103.2 97.1 9.4

Dominican Republic 19.1 - 16.3 16.3 12.1 4.3

El Salvador 5.6 - 12.6 12.6 8.8 8.5

Guatemala 0.4 - 2.2 2.2 - -

Haiti 14.5 - 9.8 - 6.7 6.7

Honduras 1.3 -

Mexico 302.0 302.0 295.6 295.6 273.6 238.6

Panama 17.3 18.6 14.4 15.8 1.1

Peru 76.6 91.3 91-3 85.7 85.7

Uruguay 44.2 - 63.4 63.4 49.7 1.7

Venezuela 10.0 -

EURCPE 3,025.5 75.0 2.5 2,376.1 1,222.5 51.4 1,419.9 1,275.0 89.8

Austria 72.3 -64.2 36.9 36.9

Belgium 210.6 - 153.5 - 29.6 9.5

Bulgaria 13.4 - 16.9 16.9 16.6 6.6

Czechoslovakia 31.4 - 26.8 1.1 9.6 9,6



TABLE III

STATUS OF OUTSTAiZTIG UNITED STATES DOLtAR BOiDS OF FOREIGN GOVTRNi&rA\TS, POLITICAL SUBDIVISIONS

AND CORPORATIONS IN 1929, 1935 AND 1945 (CO14T.)

(In millions of dollars)

Page 2

December 31, 1929 December 1 193 December 31. 1945

Item Total amount Total amount % in Total amount Total amount in Total amount Total alnount % in

outstanding in default default outstanding in default default outstanding in default default

EUR0PE (CONT.)
Danzig, Free City 3.0 - 3.9 -3.4 3.

Denmark 164.6 - 148.8 1.0 121.9 92.9

Estonia 3.8 - 3.6 - 3.3 3.3

Finland 63.2 - 40.9 - 9.0 -

France 334.6 - 135.7 - 15.5 -

Germany 964.4 - 886.9 883.6 668.0 668.o

Greece 25.8 - 26.9 26.9 26.9 26.9

Hungary 59.9 - 56.9 56.9 53.2 53.2
Irish Free State 5.1 - 1.3 - o.6 -

Italy 315.0 - 218.0 - 150.7 150.7

Lithuania 1.8 .
Luxembourg 7.1 - 8.0 - - -

Netherlands 6.0 - 70.2 -
Norway 180.7 - 158.2 - 83.2 12.5

Poland 131.7 - 99.2 - 39.7 39.7

Romania 9.7 - 10.9 10.9 10.9 10.9

Russia 75.0 75.0 75.0 75.0 75.0 75.0

Sweden 104.7 - 86.7 86.7 - -

Switzerland 48. 7
United Kingdom 143.0 - 20.1 --

Yugoslavia 50.0 63.5 63.5 65.9 65.9

A11STR.AjSIA AND FAR LAST 859.1 5.5 o.6 629.1 5.5 0. 517.3 288.8 55.8

Australia 240.6 - 255.1 - 227.5 -

China 16.7 5.5 5.5 5.5 6.5 5.5

Japan 327.2 - 368.5 - 283.3 283.3



TABLE III

STATUS OF OUTSTA4DING UNITED STATES DOLLAR UisJDS OF FOREIGN GOVERNMLNTS, POLITICAL SUBDIVISIONS

AND CORPORATIONS IN 1929, 1935 AND 1945 (CG1NT.)

(In millions of dollars

Page 3

December 31, 1929 December 31, 1935 December 31, 1945

Item Total amount Total amount %o in Total amount Total amount ) in Total amount Total amount % in
outstanding in default default outstanding in default default outstanding in default default

AUS'IRALASIA ADD FAR EAST (CONT.)

Dutch East Indies 174.4
Philippine Islands 100.2

Liberia 2.2
Held outside U.S.A. 1.226,8 A

Sources: Institute of International Finance of New York University.
Department of Commerce,

* Included in amounts in default listed above.

IBRD - Economic Staff

May 9, 1957



ANINTEX B

Capital structure, reserves and
dividends of various medium- and long-
term finance institutions.

Two world wars and the great depression of the thirties have led

to the establishment of a large number of medium- and long-term finance

institutions which had no parallel in the past.

However, the Bank together with its recently established affiliate

- the International Finance Corporation - are the only institutions of a

genuinely international character. The Bankts capital stock is held by a

large number of governments, its bond issues have access to all the major

capital markets and its loans are world wide in scope. These three

characteristics are not to be found in the statutes or operations of any

other institution, except - in a more limited sense - the European Invest-

ment Bank to be established under the Common Market Treaty. Most of the

existing medium- and long-term finance institutions draw their funds

primarily from domestic sources and restrict their operations either

to their national economies or, as in the case of France and the United

Kingdom, to the economies of their respective commonwealth areas. The

Export-Import Bank makes loans on a world-wide basis like the Bank;

however, it does not depend for the continuation of its operations on

recourse to the market.

Thus, at present there is no lending institution fully comparable

with the Bank. Nevertheless, all the other institutions do accumulate

reserves against losses to protect their creditors and to maintain their

capital intact.



The attached tables show the position of a selected number of

institutions classified into three categories. Table 1 covers the category

of international institutions operating on an international scale; it lists

four such institutions, namely the IBRD, the IFC, the proposed European

Investment Bank and the Coal and Steel Community. Table 2 comprises four

national institutions operating on an international scale; these are the

Export-Import Bank, the Commonwealth Development Finance Company, the

Colonial Development Corporation and the Caisse Centrale de la France d'Outre-

Mer. Table 3 shows the position of some of the national institutions

operating on a national scale.

As for the first category, the capital of the European Investment

Bank, like that of the IBRD and the IFC, would consist of government partici-

pations, whereas the Coal and Steel Community has no subscribed capital.

Both of these institutions have power to raise additional funds in the market

or to borrow from other sources.

At the end of March 1957, the IBRD maintained reserves representing

about 15% of loans outstanding and 28% of bonds outstanding. The Coal and

Steel Community has so far restricted its borrowing and lending operations

to the approximate level of the guarantee fund established by its member

governments. The European Investment Bank would be under the obligation to

accumulate reserves equal to 10% of its subscribed capital; this formula,

if applied to IBRD, would call for reserves of $926 million as compared to

$266 million as of March 31st.

In the second category, the Export-Import Bank is by far the largest

institution. Its reserves amount to 16% of loans outstanding and 36% of
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funds borrowed from the Treasury. In 1951 when reserves reached a level

equal to 10% of loans outstanding, the Export-Import Bank began to pay a

dividend of 2% which was raised to 2 % in 1953 and has been maintained at

this level since.

As for the Caisse Centrale de la France dtOutre-Mer, its lending

operations consist, for three-quarters, of advances to overseas territories

and for one-quarter, of advances controlled by a French government invest-

ment fund (FIDES). Although it has statutory power to borrow in the market,

it has so far obtained all its funds from the French Government. After

covering administrative expenses and providing for interest payments to the

government, there seems to be no net earnings left for accumulating reserves.

In fact the Caisse Centrale carries only a very small reserve which has

remained unchanged during the last five years.

The capital stock of the Commonwealth Development Finance Company

is held partly by the Bank of England and partly by private corporations;

additional funds are borrowed from private sources. The Company seems to

have reached the stage where it will be possible to begin the accumulation

of reserves.

The Colonial Development Corporation has no share capital; it obtains

all its funds from the government. The Corporation has suffered substantial

losses which are being gradually written off out of current earnings.

The third category consists of a large number of medium- and long-

term finance institutions, including the various development institutions

established after the second world war. The institutions listed in Table III

have been so selected as to illustrate the major characteristics of this



category.

Capital structure, reserves and dividends in this category vary a

great deal from institution to institution. The capital stock is

usually divided among the government, the central bank and other

shareholders, including private or public banking institutions. Addi-

tional funds are raised by issuing bonds or by borrowing, in various

forms, from the government or other domestic sources, and in some cases

also from external sources such as the IBRD.

Except for the Herstelbank, and the Reconstruction Finance Corpora-

tion which is a special case, reserves are rather low in relation either

to the amount of commitments or to the amount of borrowed funds. This is

due in part to the fact that, in some cases, there is included in the

amount of commitments a large volume of operations either guaranteed by

the government or carried out on behalf of the government. Moreover,

there is less need for reserves to the extent that borrowers are required

to provide adequate commercial security such as bank guarantees, mortgages

or collateral deposits. Another factor tending to reduce the level of

reserves is the distribution of dividends, in some cases comparatively

high.

The above analysis leads to the conclusion that the accumulation of

reserves is a common characteristic of all the institutions listed in the

three tables. However, the extent to which reserves have actually been

set aside depends on the particular nature of the operations of the

individual institution.



TABLE I

INTERNATIONAL INSTI TUTIONSCPERATING ON AN INTERNATIONAL SCALE

Million U.S. dollars e o

Institution Subscribed Capital Reserves Borrowed Loans and Dividend Loans and Borrowed

capital paid in funds guarantees guarantees funds
outstand- outstand-

ing ing

I.B.R.D.
(March 1957) 9,265 1,111 266 948 1,741 - 15.3 28.1

I.7.0.

(April 29, 1957) 92 92 -- - - -

Proposed European
Investment Bank 1,000 250 100 - - -

European Coal and
Steel Community

(April 30, 1956) none - 100 113 101 - 99.- 88.5

General notes
Reserves include unallocated profits and special reserves.

Loans - The term is used to mean loans disbursed and outstanding.

Specific notes
I.B.R.D.

paid-in capital excludes the amount shown on the balance sheet as

"receivable on account of subscribed capital".

Loans include $23 million of loans sold with the Bank's guarantee.

European Investment Bank
Reserves are to attain a minimum of 10% of the subscribed capital.

Euronean Coal and Steel Community
Reserves represent the guarantee fund which recently reached the

statutory minimum of $10Z million.
Borrowed funds include $100 million from Ex-im bank.



TABLE 2

NATIONAL INSTITUTIONS OPERATING ON AN INTERNATIONAL SC&9

In national currencies as indicated Percentages dend
Sub- Captalpai inRe- Borrowed funds 2/Reserves to Dividn

_ __- ___a adi e-Las2- 
i - -4-- - -to-

scrib- Govern Private Total Goverrn Private Total Divi- Loans-1-Borrow-Capital

Institution ed men ment-d i

capial ~funds in
capital

Export-Import
Bank - U.S.A.

(000. ec. 1,000 1,000 - 1,000 435 1,197 - 1,197 2,636 22.5 16.5 36.3 2.25

Commonwealth
Development
Finance Co.
Ltd. - U.K.

(000-Mach, 15,000 2,025 825 2,850 17 - 5,985 5,985 8,728 - 0.2 0.3 -

Colonial De-

velopment

Corporation-U.K. 479494 1,483 48,977 37,845
(Z0O0-Dec.1955) none - -

Caisse Centrale
de la France d'

Outre-Mer-France
(Ffr .000 .000-Dec.

1955) 2,500 2,500 - 2,500 500 186,306 - 186,306 178,689 - 0.3 0.3 -

l/ Including government institutions.

2/ Including participations and guarantees - amounts outstanding.
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Notes to T&a7Le 2

General notes

Reserves include unallocated profits and special reserves.

Loans - The term is used to mean loans disbursed and outstanding.

Specific notes

Export-Import Bank
"Loans, participations and guarantees" exceed the total of capital,

reserves and borrowed funds because the latter are exclusive

of "liabilities on loans disbursed by commercial banks".

Commonwealth Development Finance Co.Ltd.
Reserves - The low level of reserves is due to the fact that profits

earned since the beginning of operations in 1953 have been

used to write off initial expenses.

Colonial Development Corp.Ltd.

Capital - The corporation has no share capital; it obtains all its

funds from the government.

Losses - The corporation has sustained substantial losses; 
the amount

still to be written off amounted to 10 million at the end

of 1955.

Caisse Centrale de la France d'Outre-Mer

Capital - The "Caisse" has no share capital; 
the amount shown as

capital has been appropriated from the budget.

Loans include operations on behalf of the government or guaranteed

by the government.(Operations of the issue department are

small and have been disregarded).



TABLE 3

NATIONAL INSTITUTIONS OPERATING ON A NATIONAL SCALE

In national currencies as indicated Percentages
bub- Capital paid in Borrowed. funds Reserves to Divi-

Institution scrib- Govern- Private Total Re- Govern- Private Foreign Total Loans-/ Divi- dend to

ed menti serves ment-i/ dend Loans2VBorrow-Capital
capital ed paid

funds in

Reconstruction
Finance Corp.
:J.s.A.
'$000 .000-June

1953) 100 100 - 100 317 287 - - 287 662 - 47.9 110.5 -

Finance Corp.
for Industry
Ltd. - U.K.
(000-March

1956) 25,000 166 334 500 921 - 41,152 - 41,152 41,239 17 2.2 2.2 3.4 .

Industrial and
Commercial Fi-
nance Corp.Ltd.
U.K.(Z0o0 -
March 1956) 15,000 - 7,500 7,500 2,650 - 22,000 - 22,000 32,193 216 8.2 12.0 2.9

Credit Nation-
al - France
(Ffr.000.000-
Dec.1955) 2,100 - - 2,100 6,655 279,502 59,842 - 339,344 356,581 173 1.9 2.0 8.2

Herstelbank -
Netherlands
(fl.000.000 -
Dec. 1955) 300 151 149 300 49 67 Pi 16 164 433 8 11.3 29.9 2.7

_/ Including government institutions.

2/ Including participations and guarantees - amounts outstanding.



TABIE 3 CONTINUED.
In national currencies as indicated Percentages

5sio- Caoital vaid in Re- Borrowed funds Lons? Reserves to Divi-
Institution ei Govern- Private Total serves Govern- Private Foreign Total dend dend to

menti- ment- LoansV/Borrow-Capital
capital ed paid

funds in

Socidtd Na-
tionale de
Credit A 1'
Industrie -
Belgique
(Bfr.000.000-
Dec. 1956) 410 41 175 216 220 2,546 20,019 - 22,565 19,697 25 1.1 1.0 11.6

Kreditanstallt
fdr Wiederauf-
bau - Germany

(I)M000.000 -
Dec. 1955) 1 1 - 1 210 3,956 889 - 4,845 5,291 - 4.0 4.3 -

Istituto
MobiliAre
I taliano-Italy
(lire 000.000-
March 1955) 5,511 - - 1,653 16,134 - 218,892 21,236 240,128 266,588 133 6.1 6.7 8.0

Mediobanca -
Italy(lire
000 .000-June

1955) 3,000 - 3,000 3,000 706 - 52,172 - 52,172 38,018 210 1.9 1.4 7.0

Nacional Fi-
nanciera, S.A.-
Mexico
(Pesos 000.000- 200 - - 200 78 - - - 2,186 2,449 12 3.2 3.6 6.-

Dec. 1955)

/ Including government institutions.

2/ Including participations and guarantees - amounts outstanding.



TABLE 3 CONTINUED

In national currencies as indicated Percentages

Sub- Capital paid in R-Borrowed funds - onVDv-Reserves to Divi-
Institution Sub- Govern- Private Total Re- Govern- Private Foreign Total den2 d dend to

ed mentl/ ment-d Loans.2/Borrow-Capital

capital ed paid
funds in

Banco de
Desenvolvi-
mento Econ-
omico-Brazil
(Cruzeiros
000,000-Dec.
1954) 20 20 - 20 72 2,333 - 540 2,873 2,032 - 3.5 2.5 -

Corporacion de
Fomento de la
Produccion -
Chile
(Pesos 000.000-
Dec. 1954) none 14,854 - 14,854 1,255 1,735 - 6,216 7,951 18,565 - 6.8 15.8 -

2_ Including government institutions.

2/ Including participations and guarantees - amounts outstanding.
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Notes to Table 3

General notes

Reserves include unallocated profits and special reserves; the existence
of hidden reserves, in some cases, is possible and even probable.

Loans, participations and quarantees - Owing to the inclusion of guararantees,
the amount shown under this heading is, in some cases, larger than the
combined total of capital, reserves and borrowed funds. In the case of
three institutions, namely the Credit National, the Socibtb Nationale
de Credit a' l'Industrie and the Herstelbank, the balance sheets include

operations guaranteed by the government or carried out on behalf of the
government; they also include advances made in order to prefinance pay-
ments due by the government on account of war damages.

Specific notes

Reconstruction Finance Corporation
Status - The corporation entered into liquidation in 1954.
Reserves - The high level of reserves as compared to the other magnitudes

is due mainly to the fact that no dividends have been paid
until reserves reached $250 million.

Finance Corp. for Industry
Capital - The amount shown under "Government or government institutions"

has been subscribed by the Bank of England.
Dividend - Net of income tax.

Industrial and Commercial Finance Corp.
Capital - A smaliproportion has been subscribed by the Bank of England.

Crdit National
Capital is held mainly by nationalized banks.
Loans, participations and guarantees - Short-term acceptance credits to

finance government expenditures have been excluded. (This branch
of operations will not continue).

SociAt6 Nationale de Crdit b. l'Industrie
Borrowed funds - amount shown under "Government or government institu-

tions" consists of E.R.P. counterpart funds and ad-
vances from the Treasury. Bond issues are guaranteed
by the government.

Kreditanstallt fir Wiederaufbau
Reserves - include DM 129 million from E.R.P. counterpart funds.
Borrowed funds - amount shown under "Government or government institu-

tions" consist mainly of E.R.P. counterpart funds.

Ts.tituto Mobili re Italiano
Capital - many semi-public institutions are among the shareholders.

Mediobanca
Capital - held by the three big commercial banks.
Reserves - a large amount of hidden reserves appears probable.
Borrowed funds consist exclusively of time deposits. Therefore, a high

degree of liquidity is maintained and this explains the
large excess of "Borrowed funds" over "Loans, partici-
pations and guarantees".
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Notes to Table 3 Continued

Nacional Financiera

Capital - The government holds a small majority; the
rest being held by financial and investment
institutions.

Borrowed funds include an unspecified amount of
foreign loans.

Banco de Desenvolvimento Economico

Capital - is provided by the government.
Borrowed funds - include funds still to be received

by the corporation from the Treasury.

Corporacion de Fomento

Capital - is currently accumulating from government
appropriations.
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

CONFIDENTIAL

p- Fpc 63-19

December 4, 1963

*Memorandum of Meeting of Bank Financial Policy Committee on "BANK FINANCIAL

POLICY" (Reports FPC63-8, FPC63-16 and FPC63-17), Tuesday, November 26,
1963, at 10:30 a.m.

1. There were present:

Chairman

George D. Woods, President

Executive Directors and Alternates acting as Executive Directors

Alice Brun John C. Bullitt
Reignson C. Chen Otto Donner
John M. Garba John M. Garland
L. Denis Hudon (Alternate) Fernando Illanes
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2. The Chairman said that two particular aspects of the Bank's financial
policy were before the Committee for discussion: proposed Bank/IDA policy
in the field of education (FPC/63-16), and policy concerning the term of
Bank loans (FPC/63-17). Papers on proposed policy in the field of agri-
culture and on maintenance import loans would be given to the Directors in
the not too distant future. It would not be easy to reach conclusions or
to fix policies in these areas. If it should not be possible to agree on
the recommended policies concerning education in the course of the day's
discussion, another meeting would be scheduled.

3. Mr. Tazi said he would like to comment on the Financial Policy Paper
of July 1TWFPC/63-8). The countries he represented agreed with the pro-
posals set forth in the Chairman's Annual Meeting address. They hoped that
the new policies, particularly those respecting industry and agriculture
and expanded technical assistance activitieswould be implemented soon.

4. Mr. Tazi thought all developing countries would welcome the proposal
to allocate future net income to a new "Earned Surplus" account, rather than
continuing to allocate it in its entirety to the Special Reserve. Keeping
in mind the importance of retaining the capital market's confidence in the
Bank, he suggested that it might be sufficient to allocate, say, 20 percent
of net income to the Special Reserve, with the balance going to the "Earned
Surplus" account. Perhaps there might be a retroactive allocation to the
"Earned Surplus" account, from the time (June 30, 1963) the Special Reserve had
reached the level of $476 million, as the Financial Policy Paper had pro-
posed. If the Bank were to adopt such a policy, which he thought fairly
conservative, it could feel free to use the funds in the "Earned Surplus"
account with greater flexibility and without jeopardizing its standing in
the financial market. Consideration might be given to the possibility of
using a substantial part of the "Earned Surplus" account for industrializa-
tion and infrastructure loans at rates of interest lower than the Bank's
normal rate.

5. Mr. Tazi added that he had development finance companies (development
banks) inT=id as recipients of such "industrialization" loans. If the
Bank lent to them at a rate below its normal one, these companies could re-
lend the proceeds at rates of interest more conducive to accelerated indus-
trial growth than the rates which they now charged. When they borrowed at
51 percent, they had to relend at 8 percent or more; some finance companies
charged more than 10 percent. It missed the point to say that such rates
were justified because they were lower than those charged by other local
sources of finance. The less developed countries could not industrialize
and become competitive if their entrepreneurs had to pay a higher rate of
interest than was paid by entrepreneurs in the developed countries. One
object of foreign capital inflows was, by increasing the supply of funds,
to help reduce the discrepancy between interest rates among countries.
Mr. Tazi thought that the concept of "pioneer industries" developed in the
Financial Policy Paper would be easier to apply if the interest rate were
substantially less than 8 to 10 percent. The developmenz finance companies
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could afford to charge only 6 percent if they themselves had been able to

borrow at 3 to 4 percent.

6. As for the infrastructure loans he had mentioned, Mr. Tazi said that

infrastructure projects yielded economic returns over fairly long periods.

Moreover, their economic benefits were indirect and could not be captured
in the form of an adequate financial return for the government. Yet in

many countries such projects were a prerequisite for further industrializa-
tion and the modernization of agriculture. He therefore suggested that con-

sideration be given to using a part of the "Earned Surplus" account for

making long-term, low-interest (say 3 percent) loans for infrastructure proj-
ects in countries where these projects were of primary importance for further
economic growth.

7. Mr. Tazi also proposed that a study of the Bank's interest rate policy
be undertaken. Direct loans to established private industries, at 6} to 8

percent, without government guarantee, would be a welcome addition. But

the number of such loans would necessarily be limited. Moreover, the bene-

ficiaries were likely to be concentrated in countries in which there was

already a capital market. He therefore thought that direct non-guaranteed
loans should be made out of the Bank's "normal resources" rather than out

of the "Earned Surplus" account, reserving the latter for the requirements

of infant industries and infrastructure in countries most in need of them.

8. Mr. Tazi proposed that the practice of normally meeting only the for-

eign exchange component of the cost of projects be relaxed whenever justi-

fied. Exceptions should become more common.

9. Mr. Tazi noted that the Chairman's Annual Meeting address had referred

to delays in project preparation and execution. He agreed that that was a

serious problem, and welcomed the announced intention to investigate the

causes of delay. The countries he represented were aware that their own

procedures might be a contributing factor, but they also believed 
that de-

lays occurred in the course of the Bank's project appraisal. He suggested

that any study undertaken include consideration of the Bankts own appraisal

procedures.

10. Concerning education, Mr. Tazi said that he fully agreed with the general

lines of the paper before the Cdommittee. However, he had one comment on the

role envisaged for the Bank. The lack of expert knowledge in the planning
and financing of educational facilities often led to considerable waste.

Here the Bank's intervention could be very useful, quite apart from the pro-
vision of capital. In his view, the Bank was better equipped than any other

agency to improve the efficiency of educational investment programs. 
UNESCO

and other agencies could be of great help in identifying and formulating
projects. Project appraisal and supervision, however, should remain the

primary responsibility of the Bank. The Bank should also have primary
responsibility for helping countries to determine the over-all level of

expenditures on education and the kind of skills to be developed.



U1. With respect to the "Term of Loans" paper, Mr. Tazi inquired whether it

was to be understood that when there was a conflict between the repayment
terms appropriate to the economic life of the project and those appropriate
to the economic situation of the borrowing country, the latter would always

prevail. If not, he wondered under what conditions the project's cir-
cumstances would prevail when there was a conflict. He also had a question
concerning the kind of conditions in the borrowing country which would be

considered to justify a longer repayment and grace period. Paragraph 17 of

the paper seemed to indicate that countries which had poor export prospects
or an unfavorable debt position over the medium term would be beneficiaries
of such loans. He agreedbut he wondered whether these were the only cate-

gories. He appreciated that clear-cut categorization might not be advisable.

But if the answer to both questions was "yes," he wondered if that could not

be spelled out more clearly in the conclusions. Perhaps the paper might be

shortened and simplified so that governments could understand it more easily.

12. The Chairman said that he would like to reserve until the next meeting
of the Committee the answers to the two questions Mr. Tazi had raised, par-
ticularly those relating to the paper on the term of loans. His first

reaction was to agree with Mr. Tazi's view that it would not be desirable

to be too precise on which would be controlling, the over-all situation of
the country or factors related to the project.

13. Sir Eric Roll said he strongly supported the Chairmants initiative. He

also shared the Chairman's view that nothing done in the way of modifying or
in extending the activities of the Bank should affect the Bank's financial

standing. But he wanted to point out that while it was important for the

sake of the status of the Bank and its affiliates to push out the frontiers
of the Bank's activities, it seemed unlikely, given the proviso on the

financial standing of the Bank itself, that in the reasonably near future

any such extension of activity could be the complete answer to the basic

financial problem-the continuing accumulation of net income* Sooner or

later the problem of the accumulation of funds, even assuming that the

Bank's activities were extended as contemplated, would need to be tackled.
This might well call for consideration of a problem which Sir Eric did not

propose to touch on in any detail at present: the possibility of trans-
ferring excess funds to the Bank's affiliates, in particular to IDA.

14. In regard to the paper on education, Sir Eric said that education was

of fundamental importance for economic development. He did not regard it

as simply a social investment. Very often in the less developed countries

industrial and agricultural development had been held back by lack of

suitably trained and educated people to run development schemes. Aid for

education was not only of the utmost importance but was likely in itself

to make more fruitful the Bank's other activities in the development field.

At the same time, the provision of increased facilities for mass education,
which could be extremely expensive, was not an activity for which the Bank

or its affiliates were equipped or designed to carry out. Moreover, the
direct economic importance of education projects was less easily measured
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and quantified than that of other kinds of projects. These considerations
might well lead to the preliminary conclusion that as a rule educational
projects were more likely to fall within the sphere of IDA than of the Bank.
Sir Eric was not proposing a categorical distinction or an absolute rule,
but he thought this might well be found to be so in practice, because of
the economic position of the countries most likely to be concerned, as well
as the nature of the projects themselves.

15. As for the detailed considerations in the paper, Sir Eric said he was
not clear about the precise position of university education. Paragraph 
of the paper referred to vocational and technical education and training at
various levels and to general secondary education. He hoped that this was
not intended to exclude university education. University education might
be just as important for economic development: universities had a vital
function to carry out in training the administrative and professional man-
power required by the developing countries. Mr. Demuth replied that it was
intended to include university education in the technical field, for ex-
ample, agricultural universities. The paper did not intend to include
general university education. The reason was primarily that university
education received a good deal of financial support through foundations
and bilateral programs, so that it seemed less important for the Bank to
enter that field.

16. Sir Eric said that the only other point he wished to touch upon at
present was the question of the relationship to UNESCO. He agreed that it
was essential for the Bank to be aware of the existence of institutions
like UNESCO and FAO. It would be both wrong and unwise to go ahead in the
educational and agricultural fields as if those institutions did not exist
and did not have a very important role to play. The precise relationship
had to be worked out in detail. To the extent the language of paragraph 9
of the paper was to be taken as the basis for that relationship, he had no
quarrel with it: the Bank should normally regard UNESCO as in effect its
technical arm in the education sector. Both from the point of view of the
Bank's relationship with institutions of that kind, as well as from the
point of view of efficient and economic management of its own resources,
it would clearly be wrong, Sir Eric thought, to duplicate technical facil-
ities already available. It was not the intention, he was sure, in any
way to diminish or limit the responsibility of the Bank/IDA for deciding
upon the policy issues involved and upon the financing of particular proj-
ects. The Chairman confirmed Sir Eric's impression. Before any loan was
recommended to the Directors, he and his colleagues would have come to a
judgment about it. Mr. Maheu, the Director General of UNESCO, had been
given a copy of the paper and asked for his comments. He had just replied
by cable as follows: "Have studied very carefully paper you forwarded
with letter of 31 October on Bank/IDA policies in education field and wel-
come wholeheartedly your proposals as a basis for expanded cooperation.
You will receive my detailed reply Tuesday afternoon the 26 of November."
The Chairman added that when the possibility of expanding activity in the
field of education was first broached, the principal reaction on the part



of Executive Directors was concern lest a whole new set of experts be added
to the Bank's staff. Outside the Bank, he had sensed that the Bank was not
regarded as having an especially close relationship with the
United Nations and the other specialized agencies. In the light of
these considerations, he had felt it especially important to assure that
the Bank made maximum use of such talents as were available in UNESCO--and
in FAO as well. He had an open mind as to how effective the proposed
relationship could be. It would take at least a year to find out whether
UNESCO could organize itself to be of assistance. In any case, it would be
the Bank which would decide whether a particular loan would or would not be

made.

17. Sir Eric said that assuming broad agreement on the proposals in the

paper, subject to the working out of details, there remained the question
of the possible range or scope of the Bank's increased activity in the edu-
cation field. For example, he wondered whether the Chairman was thinking
in terms of, say, six or a dozen projects over a 12-month period, costing
from one to five million, or rather of 20 or 30 projects costing between
five and twenty million. He was not asking for an answer at present; that
was not practicable. But he thought that at some point it would be desir-
able to have an idea of the order of magnitude envisaged. The Chairman

replied that he would prefer to say that the Bank would feel its way. He
also noted that whenever he had referred to the proposed new areas of
activity he had expressly stated that he expected the bulk of the Bank's
business to continue to be the kinds of project financed in the past.

18. Concerning the Term of Loans paper, Sir Eric said that it was couched
in such restrained and modest terms that he had no fear of what was pro-
posed. Provided that each case was looked at on its merits in regard to
both the life of the project and the economic position of the country con-
cerned, there was no reason to shrink from the possibility of a lengthening
of maturities. Extension of the grace period was perhaps a slightly more
contentious subject, but this could be looked at as projects came along.
He added that since the paper was somewhat vague--quite naturally so--some-
thing a little more specific would probably be desirable at a later time.
The Chairman agreed that the paper was vague; it was intended to provide
a historical background. He had thought it well to acquaint the Directors
with his own feeling that there might be instances where the Bank's
current maximum term of 25 years was not necessarily desirable--where, in
the view of the Area and the Technical Operations Departments the life of
the project should not necessarily be controlling. If no Director was
greatly shocked by the proposal, he envisaged that every now and then in
the next five years a loan would be made with a period of grace longer than
the historical maximum and with a term of more than 25 years. The exceptions

so far as maturity was concerned were likely to be few and far between; the
exceptions with respect to period of grace might be more frequent. The
purpose of the paper was to elicit a reaction rather than to request ap-
proval of a general principle.
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19. The Chairman said he welcomed Sir Eric's comment that some consideration
should be given to the question whether the accumulating and accumulated sur-

pluses might not be used in the operations of the Bank's affiliates. He
was beginning to be persuaded by his colleagues and by some of the Governors
that it might be difficult to amend the Bank's Articles to authorize non-

guaranteed loans to private industry, and that to do so might conceivably
be misunderstood in financial circles. Another way to achieve the desired

objective would be for the Bank to extend a credit to IFC for the purposes
of making such loans. Before the next Annual Meeting, hopefully in the
first quarter or first half of next year, some proposal respecting both
IDA and IFC would be put to the Executive Directors, for consideration well
in advance of the Annual Meeting. He had the question of the use of some
of the Bank's earnings by its affiliates very much in mind.

20. Mr. Illanes associated himself with Sir Ericts comments concerning the
importance of education for economic progress. In 1960 Latin American gov-
ernments had invested the equivalent of $1.5 billion in education and must

now, because 40 percent of the population was under 15 years of age, invest
at the rate of almost $3 billion annually. It was therefore extremely im-
portant that resources, monetary and human, be well invested and that the

planning be adequate. Mr. Illanes said he agreed completely with the edu-
cation paper. He thought UNESCO could be very useful as a center of plan-
ning and survey, but at the same time it was important to assure that its
role did not interfere with the relationship between the Bank on the one
hand and member governments on the other. It would also be important for
the Bank to fix priorities in the education sector as it did in other fields.

21. Mr. Bullitt said that with respect to the paper on Term of Loans, he
saw no problem in following the course suggested. His own inclination would

be to give weight to the exchange situation of the borrowing country. As
for the education paper, he associated himself with much of what Sir Eric
said. He too would be interested in having some impression of the magni-
tude of what was contemplated, although he understood the problems in that

connection. He wondered whether the Chairman thought the proposal likely
to entail an increase in the Bank's over-all lending--whether the
limitations on the level of lending had been imposed by the foreign ex-

change situation of member countries or by availability of the types of

projects which the Bank had hitherto been willing to finance. It was

probably not possible to make a clear-cut distinction between these factors.
He strongly supported the Chairman's initiative in the education field. The
Bank could make not only an important but a totally new contribution to

development if it entered the field as proposed by the paper. At the same

time, he thought it important to proceed on a case-by-case basis, and that

the Bank should be particularly cautious with respect to the burden put on

UNESCO. The scheme outlined in paragraph 9 of the paper for the Bank/UNESCO

relationship seemed sensible. He welcomed the Chairman's intention to pro-
ceed slowly at first so that not too much would be expected of the UNESCO

staff too soon. The idea of having UNESCO as a technical arm of the Bank

in this field should enable the Bank to work out a satisfactory relationship.
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It was important that, as intended, the Bank should review independently
whatever projects UNESCO suggested. He understood that some education proj-
ects were in preparation in the Bank, and he hoped that the Committee dis-

cussion would not unduly delay the bringing forward of those projects, or
that they would be changed or canceled because of efforts to work out ar-

rangements with UNESCO. The Chairman replied that there was no intention
to backtrack on projects well underway--in Tanganyika, the Philippines and

Pakistan--and to ask UNESCO to review them. On the other hand, he did not

intend to try to hurry through projects which were at present in more or

less an embryonic stage. Instead, he would prefer to delay them to see if

arrangements could not first be worked out with UNESCO; the projects might
serve as an incentive. As for Mr. Bullitt's inquiry whether increased

lending could be expected, the Chairman thought it could be, not immediately
but in perhaps two or three years. Many of the Bank's newer members had

very real problems in the education sector. On the question whether the

Bank should attempt to build up a staff of its own or use UNESCO to the

maximum, his own preference was to encourage UNESCO to build a staff;
UNESCO had a closer relationship with education ministries than the Bank

could have. Given that either UNESCO or the Bank had to create or strengthen
facilities or capacities, he thought it was more appropriate for UNESCO to

do so.

22. Mr. Bullitt said he was also interested in the general scope of the

education financing contemplated. Would the emphasis be on general second-

ary education and on a broad scale, endeavoring to cover a large 
part of

the needs of a given country, or would it be on pilot projects or particu-

larly adapted to local resources and needs? The Chairman replied that the

Bank would have to feel its way. He doubted that it would often provide

substantially all the financing needed for a given program in a given coun-

try. The Bank did not have sufficient funds and he was not sure, if it

did, that it would be well for it to preempt the field. In the beginning
the Bank would be doing a pilot operation, breaking the ground and initi-

ating desirable procedures, with the hope that these, or essentially these,
would be followed by others.

23. Mr. Mejia said he had been enthusiastic about the proposed financial

policy from the beginning. He was sorry to hear that the Chairman did not

intend to press for a modification of the Articles of Agreement. His im-

pression of the comments made by other Directors was that there was a gen-
eral retreat from the original broad concept. He regretted this. The

paper on education was important, because it introduced the concept 
of Bank

financing of education. But then the paper proposed to restrict financing
to vocational and technical training at various levels and general second-

ary education, and even in those fields it would be limited to physical
facilities, being available for operating expenditures only in exceptional

circumstances. There were many important areas other than secondary educa-

tion and vocational education. Primary education was very important es-

pecially in some countries. There was an institute in Colombia which made

loans to students for technical training in Colombia and abroad; it had
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financed over 20,800 students. If the Bank could lend to that kind of
institute it would be of great assistance both to education and to the
country's balance of payments. Such loans would be analagous to loans to
development banks for the assistance of industry. There were other possible
vehicles, created under the Alliance for Progress program, to channel private
and public funds into the education sector. Then there were institutions
which trained skilled personnel for industries. The Chairman inquired
whether there were more qualified students than could be accommodated with
available funds. What Mr. _Mejia was proposing was outside the area dealt
withinthe paper. It was the hairmants impression thatthanks to the
activities of various foundations and government grants,it was very rare
for a qualified student to be unable to find financial assistance. He
would like to discuss the matter further with Mr. Mejia. His present view
was that that was not an appropriate area for either the Bank or IDA and
should be left to private philanthropy and individual governments. As for
the proposal for Bank activity in the education field, it had always been
related to possible Bank financing in other sectors. The Chairman did not
believe that he or his colleagues or the Directors who had already spoken
were very far away from the starting point on education. The earlier
reference to an amendment of the Articles in any case had nothing to do
with education; it related to the government guarantee requirement. As
he had said, there might be an easier way to accomplish the objective
there.

24. As for the "Term of Loans" paper, Mr. Mejia endorsed the conclusion
that an extension of the period of grace and amortization would be justified.
However, he felt it inadvisable to put first, in the summary of conclusions,
the paragraph which referred to past policy. It would be preferable to
begin with sub-paragraph (b) on page 8, which emphasized the economic situ-
ation of the borrowing country. The Chairman replied that sub-paragraph (b)
had no less significance than sub-paragraph (a). He did not propose to
recommend to the Directors that in any specific case the maturity of a loan
be longer than 25 years, the historic precedent, unless there was a reason
to do so. That reason, as the paper indicated, would be the economic situ-
ation of the borrowing country. Where that situation created a problem,
the Bank would have to consider whether to extend the period of grace, giv-
ing only short-term assistance to the government, or the amortization period,
which would give the government a longer time to repay. But the Bank would

always look at the specific situation. Mr. Cope commented that the para-
graph of conclusions began with reference to a fairly well-established pol-
icy, and moved on into less familiar ground. It concluded with the positive

statement in sub-paragraph (d) that "There is room for making Bank loans at

somewhat longer terms and with longer grace periods." The Chairman said
that he had wanted to determine whether it would in principle be acceptable
to the Directors, if it seemed desirable in a specific case, to extend the
term of a loan beyond 25 years or to extend the grace period. His impres-
sion of the discussion so far was that this would be acceptable. Unless in

the balance of the discussion he sensed a different atmosphere, indicating
that the great preponderance of Directors were opposed, it was likely that
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within the next few months there would be occasion to recommend a loan with
longer maturity.

25. Mr. Lieftinck said he considered it the task of the Bank and IDA to
try to mak1"ewel-alanced efforts to assist member countries in their devel-
opment problems, and to consider carefully the proper place of various ac-
tivities in various fields. The financing of physical structures for devel-
opment, which had heretofore been the Bank's main concern, should remain
the center of its activities. He regarded Bank and IDA financing of educa-
tion as a supplementary activity, intended to increase the effectiveness of
these institutions' main activity. That called for a balanced and selective
approach in the education field. He was not saying that general education
was not of primary importance. However, not everything of importance fell
within the scope of Bank and IDA activity. The Bank and IDA., in his view,
would not be justified in going very far even in the fields of technical
education and vocational training, highly important though these were to
developing countries. He agreed with the statement in paragraph 5 of the
education paper that the Bank and IDA should be prepared to consider financ-
ing as a necessary step in producing trained manpower of the kind and in the
numbers needed to forward economic development. But that, in his opinion,
was permissive only. He would prefer that the Bank/IDA concentrate for the
time being on financing vocational education and technical education to the
extent required to make the Bank's principal activities more productive and
more efficient. This did not preclude being prepared to assist countries
to plan and finance education projects more efficiently. That was a kind
of technical assistance which the Bank could very well provide. As a next
step the Bank could help to establish private schools in special fields of
technical education. It should gain more experience before going beyond
that to assist in the provision of specialized and priority educational
facilities--schools, equipment and teachers--directly needed for or closely
related to the efficient implementation of Bank projects. He was not yet
prepared to agree that the Bank should enter the field of general secondary
education. Sir Eric had said that he doubted that there would be much which
the Bank, as disTnt from IDA, could do in the education field.
11r. Lieftinck agreed; it was likely to be principally IDA which would become
more active. There might be exceptional cases where Bank financing would
be justified, closely related to Bank-financed projects. He had in mind
particularly the financing of extension services.

26. With respect to cooperation between the Bank/IDA and UNESCO,
Mr. Lieftinck thought there were two extreme positions; probably neither
would be favored. Paragraph 12 of the paper seemed to contemplate the pos-
sibility that the Bank/IDA might finance UNESCO activities directly. He
would not favor that. Perhaps it was intended to suggest the possibility of
financing not UNESCO, but UNESCO experts. The Chairman said the latter was
the intention. The other extreme, which Mr. Lieftinck would not favor
either, would be for the Bank to try to build up a completely self-sufficient
staff to handle education projects. He did think the Bank should not rely
entirely on outside staff. Cooperation with UNESCO would not be a substitute



for the building up of a small, well-trained staff to advise on the applica-
tion and implementation of educational policies and to assist
in project preparation. His concept of cooperation with UNESCO was there-
fore different from that described in paragraph 9 of the education paper,
which proposed that UNESCO be considered as the Bank's technical arm, in
connection not only with project identification but also with preparation,
appraisal and end-use supervision. That contemplated more delegation of
responsibility to UNESCO than he would favor.

27. With regard to the paper on Term of Bank Loans, Mr. Lieftinck referred
to paragraph 9 on page 2, which mentioned three considerations: the Bank's
financial position, the economic situation and prospects of the borrowing
country and the circumstances of the project. His preliminary view was that
under the Articles of Agreement it would be difficult to give weight to the
situation of the borrowing country. The Articles provided that the schedule
of principal repayments shouldbe "appropriate to the project." The paper
distinguished between conditions and terms appropriate to the project and
those appropriate to the borrowing country; Mr. Lieftinck thought this dis-
tinction should be observed. Moreover, if the Bank were to take the coun-
try's economic situation into account in fixing the term of a loan, Bank
policy would go too far in the direction of IDA policy, under which the terms
of financing were not to burden unduly the balance of payments
position of the country concerned.

28. Mr. Lieftinck referred to paragraph 27 of the Term of Loans paper,
which mentioned the physical life or earnings of the project and the earn-
ings of the enterprise as a whole. The criterion of physical life had to
be applied cautiously, in view of the rapid technological advances being
made. He had an open mind with respect to giving consideration to the
earnings of the enterprise as a whole; to adjust the term of a loan to the
prospective earnings of an enterprise as a whole was very risky and diffi-
cult to calculate. He was, in general, inclined to favor only a marginal
extension of the term of repayment. By that he meant perhaps an additional
five years, beyond the normal 25-year maximum, for long-term projects. The
term for other kinds of projects might be adjusted correspondingly. So
there was a certain flexibility in the field ; he was confident the Bank
would be cautious.

29. The Chairman said he did not differ with Mr. Lieftinck's general ap-
proach and his view that activities in the field of education were supple-
mental to primary Bank operations. Perhaps the paper might have made that
somewhat clearer. However, as a practical matter, in the course of opera-
tions it would be clear that the technical education proposed for financing
would be related to anticipated Bank business. As for secondary schools,
which were essential to supply candidates for technical education, the
Chairman expected that over the course of the next three years some proj-
ects for such financing would come to the Directors. They would be tied in

to the principal objectives of the Bank. Thus far in the discussions, the
Executive Directors did not seem troubled by the possibility of financing
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secondary schools in certain selected areas; the Chairman thought it es-

sential that the Bank be willing to consider such financing. He would not
venture a guess as to the probable number of secondary school projects.

30. The Chairman agreed with Sir Eric and Mr. Lieftinck that most likely
the countries with high priority ine education field, whether for second-

ary schools or technical and vocational education, would be IDA countries.

31. The Chairman said he was troubled by Mr. Lieftinck's approach to the
matter of Bank cooperation with UNESCO. As long as the Bank was part of
the United Nations family, he thought it would be unwise for it to enlarge
its staff of experts in the field of education, until and unless it was

persuaded on the basis of experience that UNESCO could not or would not do

the job well. His view was the same with respect to FAO in agriculture,
although because of the nature of agricultural projects, where economic
returns could more readily be evaluated, the Bank might play a greater role.

32. Mr. Lieftinck remarked that UNESCO dealt with ministries of education,
while the Bank dealt primarily with ministries of finance. He thought that

it was appropriate for the Bank to assist ministries of finance more than

ministries of education in the pursuit of sound educational policies. The
Chairman agreed. That was, in part, why he believed that UNESCO, which did
have an established relationship with ministries of educationwas the entity
upon which the Bank should rely with respect to the soundness of an educa-
tional program and educational concepts, and the need for given physical
facilities. When these had been established, Bank staff would consult with
the ministry of finance. The Chairman appreciated that Mr. Lieftinck did
not agree. He himself believed that it would be a tactical error to try to
build the kind of staff on educational matters that the Bank had in, say, the
power or transport field, and that the proper course was to give UNESCO a
reasonable period to work out a satisfactory cooperative relationship.
Perhaps a year was not long enough. In proposing that UNESCO be regarded
as in effect the Bank's technical arm in the education sector unless and
until it became evident that it could not perform that function, the Chair-
man did not mean to imply that the existing staff group working on education
would be disbanded. Perhaps the group would have to be enlarged, but the
one or two additions would not be operators or technicians. They would
have the competence to evaluate the findings and recommendations of the

UNESCO experts. If the arrangement proved unsatisfactory and the Bank never-

theless wished to operate in the educational field, then the proposal in

paragraph 9 of the paper would have to be reviewed. The Chairman would

welcome an expression of other Directorst views on the question whether the

Bank should build up an education staff of its own or--as he would recommend-

cooperate with UNESCO, until it had been demonstrated that UNESCO
could not or would not discharge the responsibility.

33. Responding to the Chairman's request that he comment on Mr. Lieftinck's
interpretation of the provision of the Articles concerning terms of lending

"appropriate to the project, " Mr. Broches said that the words occurred in
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Article III, Section 4, which prescribed general conditions for Bank lending.
Sub-paragraph (iv) of that section specified that in the opinion of the Bank
the rate of interest and other charges should be reasonable and that such
rate, charges and the schedule for repayment of principal should be "appro-
priate to the project." He had not heard those words interpreted as
Mr. Lieftinck had read them. His own recollection was that the provision
had been intended more as a warning against unrealistic repayment schedules,
financing on too short a term. The same was true for the rate of interest
and other charges. It was drafted to achieve what was spelled out in the
next sub-paragraph-that the Bank would pay due regard to the prospects that
the borrower would be able to repay and hence that the Bank should not charge
too much. A very low interest rate could be unreasonable, too; so could an
extremely long repayment schedule. In the cases, which might be relatively
few, where it was clearly difficult to reconcile the project considerations
and the balance of payments considerations, the paper suggested in
effect breaking the transaction into two parts--lending to the government
and relending to the borrower. He thought in that situation it might be
possible to consider that these were in fact two projects, one narrow and
one broad. The ultimate borrower would then be called upon to repay within
a "normal" period, and the country would have a somewhat longer repayment
period. In any case, he thought the language was not intended to be read as
Mr. Lieftinck had read it.

34. Mr. Machado said that there were those who considered the Bank's only
function to be the financing of economic development projects. There were
also those who felt that without reducing the kind of lending which had
earned the Bank its reputation, the Bank might explore other avenues of
service, particularly since in a number of countries the large investment
projects-roads, railroads, etc.-might soon all be financed. Education was
only one of the possible new fields. He believed that the Bank could also
do a great deal in the field of health. He was glad, however, to hear some
of his colleagues declare that education was not only a social but an eco-
nomic problem in the underdeveloped countries. One of the bottlenecks was
a shortage of personnel qualified not only to plan a project but to run it
successfully on a business basis. Anything that the Bank could do to assist
countries to overcome that handicap would not only help the country but facili-
tate the financing and execution of Bank projects. On the matter of the
proposed Bank/UNESCO relationship, Mr. Machado felt that cooperation between
the two institutions was essential in the beginning; UNESCO had the know-how
and experience that the Bank lacked in the education field.

35. At 1:16 p.m., the meeting was adjourned, to resume the following day.
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