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Files from Mr. McNamara's Office 

'~ ~--,~;' 

I am forwarding the attached file, "Role of the Bank," to .....--­
you for safekeeping. As it contains notes of conversations with 
Executive Directors in Mr. McNamara's own hand, any access to this 
file would have to be cleared with Mr. McNamara himself. 

Contents of the file 

Memo: Rotberg to McNamara/Cargill, 1/10/79: Capital Increase 
Cy of memo: Wood to Files, 1/8/79: Size of Cap Inc, with notes by RMcN 
Memo: Gabriel to RMcN, 11/21;78: IBRD Cap Inc Proposal, with RMcN notes 
Memo: Gabriel to GCI Steering Group: GCI Proposal, 11/2/78, with RMcN notes 
Memo: Damry to RMcN, 11/2/78, Views of Johnston, etc. 
RMcN notes: Fried 11/6/78 
Memo for the Record (CKW), 1/31/78: Meeting w/ Solomon, etc, w/RMcN notes 
Memo for the Record (CKW): Meeting on Concluding Remarks, etc. 11/17/77, 

with RMcN notes attached (13 pp. +outline). 
Memo: Karaosmanoglu to RMcN, Briefing Note on Inflation, 11/16:77 
Memo: Cargill to RMcN: Future Role of the Bank, 11/15/77 
Memo: Damry to RMcN: Cap Inc Discussions, 11/15/77 
Xerox cy of RMcN notes, 10/27/77, 3 pp. 
RMcN Notes, 10/25/77, 8 pp. 
RMcN Notes, 10/21/77, 1 page. 
Memo: Damry to RMcN: Cap Inc Discussion, 10/17/77 
RMcNNotes, 10/4/77, 4 pp. 
Xerox cy of Wood Memo to Files: US Treasury Analysis, etc. 
Xerox cy of me~o from Damry to R~cN: Bd discussion in Oct 
RMcN Notes, 8/4/77, 4 pp. 
Memo: Baum to RMcN, 7/25/77: Sector Lending in 1977 
Wood Memo to Files: Discussions with Kuhn Loeb, 7/18/77 
Memo: Ryrie to Pres and EDs: Pattern of world Bank Lending, 7/1/77, 

with RMcN notes 
Table "Interim Fin and Op Plan thru 83" with RMcN notes 
Cable, Koelle to Clark "CIEC Final Session'' 
RMcN draft for EJ);, , 5/13/77 - untitled 
~~eN dr~ft for EDs, 5/10/77 ~ . with . RMcN notes. 

}:1emo: Damry to ID1cN·: ' i rtfo:rrna.l Mtgs .of ·~EDs. ~ 4/13/ 77, w/a.tt .. 
Memo: Wood to files, Comments of Deare and Magnussen~ 3/'7/77 

' . . .. , \. ' . 

Xerox cy of Adler Memo to files: Discussions w/ Franco, Rota, · etc. ~ 3/4/77 
Xerox cy of l.Vood Memo to Files: Comments of Thahane, etc, · ' "' · 
Xerox cy of Doescher ltr to Cargill, wi£h att. 2/17/77 
Minutes of informal met w/EDs, 2/15/77 
RMcN · notes, 2/77(?), 8 pp. 

-~~"V': Talki~g Points for 3/21 discussion with Fr. Arrupe, dated 3/15/80, 14 pp. 
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WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: Fi 1es 

FROM: D. Joseph Woo~-. 
DATE: Apri 1 27, 1977 

SUBJECT: U. S. Treasury Requests for Financial Projections 

-. 

·. 
• ? 

.. ~ 
·• 

1. On April 6th a request was received from the U.S. Treasury (via 
Hal "Reynolds) for a massive amount of financial data related to the IBRD 
General Capital Increase. A copy of this request is attached (Attachment 1). 

2. After consulting with Messrs. Reynolds and Cargil 1, it was agreed 
that uur first response to this request should be a memorandum de~l ing with 
only one facet of the original request; namely, projections of disbursed 
loans and the statutory limit under various assumptions. This 1 imited re­
sponse would provide a basis for an informal meeting with Treasury staff 
at which a program of further work could be discussed. Such a "memorandum•• 
was sent to Hal Reynolds on April 12th (Attachnent I I) . 

3. On April 25th, Hal Reynolds called to set up a meeti-ng for 
April 28th. He also forwarded a second request from the Treasury which 
was much more focussed than the first request (Attach ment Ill). \~e expect 
to be able to meet this second request at the April 28th meeting. 

Attachments 

cc: Messrs . / McNamara 

DJW:bc 

Knapp 
Cargil 1/Goodman 
Stern 
Adler 
Gabriel 
Bock 
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At tach men t I 

DEPART~11ENT OF THE TRE.L\SURY 
WASHINGTON. D .C. 20220 

0HICE OF 

AS~ISTA~T s~cHrTARV 

fOR INTERNATIONAL AFFAIR5 
. .. - .' 

~C- filf.r:... ' ·: ,; 
. ...,.,. 

.. ~ .. . ,. 

APR-4 1977 ~/ ... '/ , ... } 

TO Hal Reynolds '"' 
THRU Richard Freder[;~ 

FROM 

SUBJECT: 

William Thomson ,{.JeT 

Financial Data needed for Analysis of the General 
Capital Increase 

~ 

We have discussed Treasury's need to analyze the financial 
implications of several policy options ui.th re garC. to -:~e 
proposed IBRD General Capital Increase. S?ecifically, ~\·e \-lO'..l~c 
like simulations of the Annex Table I to Lhe ?uture ~ole pane~, 
Financial Proi ections, c.nd the Fehr·;.a:_··,r 13. 1976 ta:,lss · · 
prepared for ~1r. Coope-r - both th!:"o~lF;l:.~ 1995 at fiye ye3.r . 
intervals. Holding ether variables cons~~nc~ t~e si~ulations 
should make the following ra~ge of a3sUopticns: 

1. Percent of paid-in car-ital i~ Ge~eral Capita~ 

2. 

3. 

Increase 0% ~ 5~~, 7. 5~~, 10/o. ·• 

Size of capital increase ($ billions) 10, 

Lending crogra~ (annual =eal gro~th rate) 
5%' 7~~. 

20. 30. 

At each ~eal gro~·;~:-.. rate for lendi-ug, -:..:e · ~;auld 
appreciate: 

~.) "ihen the Arr:icle III ceiling is .r~achec; 
b) the total r.t:~oer of p:!:"oje:c::s under su.pervi3ion; 
c) the total projects each ye~~= 
d) the annua'l acir:linist:·rati·J'e b~:~get. 

Without any si!nulations, we \vould apprec~:.~te fur~l-ler i:.LforT.:c?.tion 
on the Ba~k's ri~2~cial Projectio~s, presehted in c:-e Fu~~re 
Role paper., as follows: 

A) The breakdo\m of• annual lendin?. activity bet\·;r.:~n 
middle incorr.e n.nd t:1e poorest C.J 1..lnt!:'ies. ~;nc..: i.,·ould. 
be the impa~~ o~ 5ank cash flo~ of shor~e~L~~ ~~e 
maturities on th~ niddle inco:-:12 :o'..l:i.t=ics 'by 2.5~:. 

B) The maturity structure of the lo~n p0~~folio a~d ~J~~ 
bo!:'roHings by ~n:;,jor cu-:~reucy (U.S. do1l.:tr, S\·:is:-;, 
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C) 

D) 

E) 

. " 

-2-

Deutsch marks, Yen) at five year intervals from 
1980-1995. 

The average and.annual incremental returns 
loan po~tfolio, liquid. assets and equity. 
cumulative cost of borro'Ylings. · 

comMercial 

on the 
The 

Estimates of the vol~~e of new~ank capital t~at can 
be brought into projects and its impact on possible 
Bank lending. 

Share of ,IBRD Financing in: t·1ineral Develoo rnent 
Energy Production 

·. 

,... .. 
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WuHLp GAhiK / IN llHNA IIUNAL 1-INANCl C O HPCJHA T IC, rJ Attach men t I I 

OFFICE MEMORANDUf\~ 
TO: Hr. Hal F. Reynolds, Executive Director OM l f:: Apr i 1 12 , 19 7 7 

FROM : D. Joseph \/ood, Assistant Director, P&E3 

SUBJECT: 

·. 
. ~ . . ~ 

·• 

Information Requested by the U.S. Treasury 

1. As we discussed, I am sending you a first installment of the 
information requested in Hr. Thomson's memorandum of Apri 1 4th. 

2. The attached table provides an ans\·Jer to question 3(a) (tir.e 
when the statutory limit is reached) by setting out three series of 
financial projections for the Bank for the period FY78-95: 

(i) IBRD disbursed loans (including loans to IFC) 
assuming nominal lending progran grO\·Jth rates 
of 7%, 10%, 12 >6 and 14% (0%, 3%, 5%, and 7~ real 
growth respectively); 

(ii) IBRD subscribed capital over the same period 
ass um i n g gene r a 1 cap i t a 1 i n t rea s e s of $ 1 Q , $ 2 0 , 
and $30 billion; and 

(iii) IBRD retained earnings on various assumptions 
about ·growth of commitments and volume of paid­
in capital. 

The first two elements are straightfon~ard. The projection for retal ne d 
earnings is slightly more complicated in that it requires two adjust~ 2~t s 
to be made to the 11 base case•• projection. One adjustment takes care of 
variation in the assumed rate of commitment gro\·.'th. Thus, for exa-·~le: , 
if real grO\·Jth is assu me d to be 3% rather than s ;~ (as in the 11 base C~Se 11 )' 
then retained earnings in FY90 \-vould be· adjusted do\·Jm·tard by $.3 bi 11 ion 
(i.e., from $9.4 to $9.1 bi 11 ion). The second adjustment takes care of 
variation in the assumed clfilount of usable paid-in capital. For ex2-·.ple, 
a $30 billion capital incrc~se vJith 10 ~~ paid in \·.'Ould result in an ir:cr-ease 
i n u sa b 1 e p a i d- i n c a p i t a 1 o f abo u t $ 2 b i 1 1 i on . .!_/ T h i s \·J o u 1 d gene r a t e a :1 . 

increase in retained eurnings compared to the 11 base case 11 (\·Jhich assu::·e s 
no paid-in capita 1) of about $1 • 4 b i 11 ion in FY90 ( i . e. , $0.7 b i 11 ion x 
2 .0) • 

3. By combining the information in the table in this manner, the 
full runge of possible corr.rnitment grO\·Jth rates, caoital increases and paid-
in proportions can be analysed. Suppose, for instance, we want to kno~ when 

1/ Jncreases in usable paiJ-in capital are assumed to be 60%-70Z of total 
increases in paid-in capital. 
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Mr. Hal F. Reynolds - 2 - Apr i 1 1 2, 19 77 --

the statutory 1 imi t wi 11 be exceeded assuming a cor.roi tment grm·1 th rate 
of 3% per annum in real terms, a general capital increase of $30 bil­
lion with 10%. paid in. Then, the following combination of data from the 
tab 1 e wou 1 d be re 1 evant (in $ b i 11 ion) : 

• 

FY88 FY89 FY90 FY91 

Disbursed Loans 70.4 77.0 83.7 89. 1 
Statutory Limit 

Subscribed Capital 69.2 69.2 69.2 69.2 
Retained Earnings 

Base Case 7.3 8.3 9.4 10.7 
Adj. for 3% GrO\vth ( 0.2) ( 0. 2) ( 0.3) (AJ.4) 
Adj. for Pa i d-1 n 1 • 0 1 • 2 1.4 1.8 ---

Total 77.3 78.5 79.7 81.3 

This shO\vS that the statutory limit would be exceeded on a di sbursel'ent 
basis sometime early in FY90. 

4. As the table shows, the effects of changes in the growth rate of 
commitments on the amount of retained earni ng s is quite s na ll, exceeding 
$1 billion only in FY95 for a 2% greater/lesser real.grO\·Jth rate over the 
entire FY78-95 period. 

5. As I' mentioned to you, these figures should be vie·.·.' ed as 11 fi rst 
cut 11 approxi ma tions ~·.'hich can be refined for those cases \·:hich t he Treasury 
wishes to pursue in detail. W~ would be ha ppy to ~eet with the Treasury 
Staff at their convenience to discuss this table as v1ell as the re r.·,ainder 
of the information re ques ted in Mr. Tho~son 1 s ~emorandun . 

6. The answers to question 3(b) and 3(c) are also attached. 

Attachment 

cc: Hr. Cargill 
Mr. Gab ri e 1 
Hr. Goodman 
Mr. Bock 

DJW:bc 
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Response to 
Question 3(b) 

Jotal Number of IBRD Projects Under Supervisio~~/ 

Rea 1 Growth of: 0% 3% 5% 7% 

FY78 790 790 790 790 

FY79 870 870 870 870 
; 

FY80 950 950 960 960 

FY81 990 1 , 010 1 ,020 1 ,030 

FY82 1,020 1 ,050 1, 070 1 ,090 

FY83 1,030 1 ,080 1 ' 110 1 , 15.0 

FY84 1 ,030 1 ' 11 0 1 '150 1 , 210 

FY85 .1 , 0 30 1,140 1 , 210 1 ,280 

FY90 1 ,030 1 '300 1 ,500 1 '750 

FY95 1,030 _1 '480 1 '890 2,400 

a/ Assumes a constant average size of project in real terms. Projects 
remain under supervision for six years. Project numbers hove been 
rounded to the nearest 10 . 

.· 
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Real 

FY78 

FY79 

FY80 

FY81 

FY82 

FY83 

FY84 

FY85 

FY90 

FY95 

Response to 
Que s t i on 3 ( c) 

a/ 
Total Number of IBRD Projects Approved Annuol ly-

Gro\tlth of: 0% 3% 5% 7% 

151 151 151 151 

151 156 159 162 
~ 

151 161 167 173 

151 166 175 185 

151 171 184 198 

151 176 193 212 

151 181 203 227 

151 186 213 243 

151 216 272 340 

151 250 348 476 

... 
a/ Assumes a constant average size of project in real terms . 

. -
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TO 

OII'TI'ONAL f'ORM NO. t 0 
MAY 11412 EDITION 
GSA f',.MR (41 C,.RI IOI·tl.l 

UNITED STATES GOVERNMENT 

Memomrzd1tm 
Mr. Hal Reynold§)/ 
Richard Frederi~ 

\ 

Attachment Ill 

Department of the T r~ .. ·~u ry 
Washington, D.C. 20220 

FROM William Thomson / (ce::r 

SUBJECT: Information Required from \\Torld Bank for Capital Increase 
Study 

In order to follow-up the previous request to the 
· .; ~ World Bank it is now appropriate to consider some individual 

·-, cases in more depth. However, before pursuing these requests 
we would like results similar to those contained in Mr. Wood's 
memorandum of April 12, 1977 for a $40 billion capital 
increase. 

1 

This information will allow us to define the o'.lter­
boundaries of ho\·7 long the capital increase Hill last, 
until the Article III constraint is met. 

Financial indicator projections 

The Bank's financial indicators over time are now 
sought incluuing: 

1. IBRD: Net Income, Reserves, Reserves/Disbursed Loans, ·· 
Usable Equity, Usable Equity/Disbursed Loans, Interest­
Coverage Ratio. 

2. IBRD: Lending rate, Average interest rate on disbursed 
loans, average total cost of funded debt, average 
cost of ne\v borro""Cvings, average retun1 on investment. 

The information is required for the follo~ving repre­
sentative capital increases, using the basic 5% real 
growth in lending. 

1. $10 billion with 10% paid-in capital 
2. $30 billion with 10% paid-in cap~tal 
3. $30 billion with 0% paid-in capital 
4. $40 billion with 0% paid-in capital 

Buy U.S. Savings Bonds Regularly on the Payroll Savings P/.zn 
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INTERNATIONAL DEVEL OPMEN T I INTERNA T IONAL BAN K FOR I I NTE RNA T IONAL FI NANCE 

ASSOCIATION RE CONSTRUC T ION AN D DE VEL OPMEN T CORPOR ATI ON 

OFFICE MEMORANDUM CONFIDENTIAL 

Mr. McNamara DATE: April 13, 1977 

P. N. Damry~.,l~ • 

Informal Meetings of Executive Directors 

DECLASSIFIED 

NOV 3 0 2012 
WBG ARCHIVES 

Herewith is a memorandum sent by Mr. Rota to the Executive Directors. 
The group of five Executive Directors - de Groote, Drake, El-Naggar, Franco 
and Gutierrez ha~ been selected in alphabetical order. The agenda for 
tomorrow's meeting settled by the group is understood to include: 

(l) questions relating to the Development Committee 
(as far as I know, this has · not been spelt out'); and 

(2) a timetable for discussion of the issues arising out 
of the "Future Role of the Bank" paper. 

In connection with the latter, an idea they are to discuss is a possible 
commencement late in . May with discussions on topics which are considered 
non-controversial but which have to be decided before a decision on a 
further capital increase is made. This could include voting power and 
Board representation, though it is realized that changes, if any, could 
be evolved only after a decision is made on a recommendation as to the next 
capital increase. "Graduatiod' and sectoral pattern of lending might also 
be included as well as Mr. Drake's points regarding the future relationship 
between the Bank and the Fund and whether the Bank's role would be affected 
by the major expansion of Fund activities; as well as his second point 
regarding the debt problems of developing countries which Mr. Drake considers 
has been too briefly touched upon in our "Future Role" paper. 

" One of the questions the group is asking the meeting is whether it 
is in fact necessary/desirable to complete one round of discussion before 
the recess (August· 15 through 26). So far, the general opinion seems to 
be that an early start should be made on what they consider non-controversial, 
meaning presumably those items which are not likely to be affected by the 
North-South dialogue and the Summit talks. The Directors are aware that the 

June schedule do not allow attention to be given to matters other than 
the projects and the budget and are expecting to suggest that the first half 
of July be devoted largely to a discussion of the paper. 

Attachment 



W• J BANK I INTERNATIONAL FINANCE CORPOR. 

OFFICE MEMORANDU 
N 1 Alt . Executive Director 

2 - Permanent Office Copy 

TO: All Executive Di~Jt,ors . ." J 
FROM: Giorgio Rota · '-Z,~/l.;l /"(~ 

SUBJECT: Informal Meetings of Executive Directors 

DATE : March 16, 1977 

. . .t .. 

Attached for your consideration is a proposal developed by the 
Informal Committee established at our last meeting. I would propose that 
we discuss it at our next meeting on Wednesday, March 23.* In the meantime, 
I intend to discuss the proposal informally with Mr. McNamara to ascertain 
his views • 

* At Mr. El-Naggar's home. 

/ 

Attachment 
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A PROPOSAL FOR INFORMAL MEETINGS OF EXECUTIVE DIRECTORS 

The Executive Directors have decided that it would be desirable 

periodically to hold informal meetings for the purpose of discussing matters 

affecting their responsibilities. The meetings will be held on the~ 

['Jast] 7/CN(;h.~ of every month. If necessary, additional meetings can be 
I 

scheduled on an ad hoc basis. Alternate Directors may attend in the absence 

of their principals. 

The principal purpose of the meetings would be to discuss on a free 

. and informal basis major issues of World Bank policy. Procedural matters 

bearing on the workload of the Board·could also be taken up (e.g., bunching, 

documentation, and special procedure criteria). Each meeting could also 

include a brief review of the monthly, tentative Board schedule with a view 

to anticipating possible scheduling problems. 

The President of the Bank will be invited to attend the meetings 

when that seems appropriate. Depending upon the subject under discussion, 

other members of the Management and staff may also be invited from time to 

· time, with the concurrence of the President. 

A small Group, consisting of ~ Executive Directors, will be 

selected to propose the agenda for these meetings and to undertake (or have 

undertaken) such work as may be needed to prepare for the discussion. The 

Group wi 11 be se 1 ected by the Executive Directors w-i til a view te apf)r6~l"i ate 
-

constituted every ' months. It will select its _own Chairman and meet as 

necessary on an ad hoc basis. In addition to preparing for . the informal 

meetings of the full Board, the Group will have responsibility for taking 

appropriate. fo 11 ow-up action in accordance with conclusions reached at the 
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informal meetings. The Group can also consider, and as necessary discuss 

with Management, particular problems which may arise from time to time con­

cerning the scheduling of items for Board discussion. 

All Executive Directors are invited to suggest to the Chairman of 

~~e Group subjects for discussion at the monthly meetings • 



WORLD BANK I INTERNATIONAL FINANCE CORPORATI ON 

OFFICE MEMORANDUM 
TO: F i 1 es DATE: March 7, 1977 

FROM : D. J. 

SUBJECT: 11 Role of the Bank 11 Paper: Comments of Messrs. Deare and Magnussen 

., 
·, 

. ~ 

.. ~ 
·• 
, -, 

1. John Adler and I met with Mr. Deare on March 4th. He said 
that his instructions were to accept the recommendations in the Board 
memorandum, but to stress that IBRD lending in FY79 would have to be 
lower than $6.8 billion if a capital increase were not approved by 
June 1978. In fact, they would go further and suggest that IBRD lending 
be kept at $6.1 bill ion in FY79 if no agreement is reached before next 
June. 

2. I met with Mr. Magnussen on March 7th. His instructions are 
to accept the management's recommendations. In fact, he has been 
authorized to go beyond those recommendations and to approve an IBRD 
lending program of $6.8 bill ion for FY79. He commented that a number 
of Directors had been upset at the timetable for the 11 role of the Bank11 

discussions given to them on Friday. The long list of issues put down 
for April 12th, for example, seemed to suggest that serious debate was 
not intended and that management wished to dispose of the issues with 
a minimum of discussion. I assured Mr. Magnussen that this was not the 
case and described the proposed approach in more detail. He seemed 
satisfied with the explanation. I subsequently called Mr. Damry to alert 
him to this potential misunderstanding. 

cc: Messrs. McNamara 
Knapp 
Cargill 
Damry 
Adler 
Gab r i e 1 

JW:bc 



March 7, 1977 

Mr. McNamara: 

The attached Table was prepared 
at Mr. Green•s request. He thought the 
difference between IMF quotas and IBRD 
subscriptions might be a good "talking 
point" for getting his authorities to 
agree to a large capital increase. I 
am sending you a copy because other EDs 

'. ('and Governors) may react the same way 
to the proposition that "the Bank has 
fallen behind." 

JHA/mwm 

cc: Mr. Cargill o/r 
Mr. Wood 
Mr. Bock 

John H. Adler 
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March 7, 197 .. 7 

Mr. Cheek: 

As requested by Mr. Green. 

John H. Adl~r 

.. 
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· COMPARISON OF FUND QUOTAS AND BANK 
CAPITAL SUBSCRIPTIONS 194&77y./L. 

~ · . . 

I 

Quota 
IMF Bank as % of 

As of June 30: Quotas SubscriEtions SubscriEtions 

1946 7.6oo.o./J:. .7,670.0 99.09 

1950 8,021.5 8,323.5 96.37 

·1955 8,728.0 9,028.0 96.68 

. 1960 14,379.2 19,307.9 74.47 

1965 16,046.1 .. . 21,669.4 74.05 

1970 21,358.5 . 23·~·158 .8 92.23 

1971 28,490.8 23,871.0 119.35 

1975 29,198.4 25,566.0 114.21 

1976 29,211.4 25 ,5.81.3· 11/ ... 19 

197711. ' . 39,033.0 32,651.4 119.54 
\ 

/1 For IMF in 1944$ until 197q, in SDRs for 1975 to 1977; for IBRD 
in 1944$ throughout . 

~ Refers ·to original quota subscriptions. 

i. 

11: Including 1976 quota increases and selective capital subscriptions. 

Source: IMF International Financial Statistics, August issues of 
respective years. 

- ·"' 
World Bank Annual Reports of respective years • 

. . 
p & B 
3/7/77 

-
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March 7, 1977 

Back-Up Note #2 

Was $5.8 Billion Agreed as a 11 Cei 1ing 11 for IBRD Lending? 

1. Several of the Executive Directors (e.g., Thahane, Razafindrabe, 
Thavil) have expressed unease at the recommended increases in planned IBRD 
lending for FY78 and FY79. They all recognize that the recommended in-
creases are in the interest of the countries they represent, and there is 
n'o doubt that they wi 11 support the recommendations. But they are neverthe­

... ." { less uncomfortable. The source of their concern is the belief that the 11 dea1 11 

~ -, made last year in connection with the Selective Increase involved a $5.8 
billion ••ceiling•• on , IBRD lending-- that ••ceiling•• to remain in effect until 
a further capital increase is approved. 

2. In our discussions with individual Executive Directors over the 
last few days, we have tried to get across the following message: 

(a) The 11 deal 11 on the Selective Increase did involve 
acceptance by the Board of certain 11 princi ples 11

• 

These 11 principles 11 were explicitly stated in a 
number of Board documents and were formally ap­
proved by the Board in the May lOth Summary of 
Understandings (SecM76-335); 

(b) the 11 principles 11 refer to no numbers whatever. 
The Executive Directors agreed to discuss the 
application of the 11 principles 11 (i.e., the numbers) 
in the June budget discussion; 

(c) the June budget discussion considered two different 
applications ' for FY77; namely, $5.0 billion with the 
old terms and $5.8 billion with harder terms. 

(d) there was no discussion of alternatives for the years 
after FY77. No decision on these subsequent years 
was requested, , nor was one taken. 

3. While these points are generally accepted, the Executive Directors 
in question have noted that the budget document did use a figure of $5.8 
billion as the planning assumption for IBRD lending in FY78-FY81. The i~sue 
is whether use of this figufe as a planning assumption in the budget was tanta­
mount to accepting it as a 11 cei ling 11 on IBRD lending in future years. We have 
emphasized to the Directors that -it was not intended in this way, but we have 
been unable to find any statement in the budget document or in the transcript 
of the June 29th budget discussion which is unambiguous on this subject. 
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4. The clearest evidence that a temporary increase in IBRD lending 
beyond $5.8 bil 1 ion was considered by management to be consistent with 
the 11 p r i n c i p 1 e s 11 i s the s t a t e men t of tho s e 11 p r i n c i p 1 e s 1 1 g i v en to Secret a r y 
Simon on January 30, 1976. That statement had attached to it a table 
showing Alternative Lending Programs Derived from Application of the 
"Principles'' (copy attached). Alternative C in that table showed a 
temporary increase in IBRD lending from $5.8 bil 1 ion in FY77 to $6.1 

'• ~ bill ion in FY78 followed by a drop to $4.8 bill ion in FY79 and subsequent 
~ ; 

.• years. Unfortunately, that table was never circulated to the Board. Hope-
.. fully, the willingness of the United States to accept an increase to $6.1 
:.· ~ . .t billion in FY78 .will dispose of this issue. If, however, some of the 

·• Directors challenge the view ·that the agreed "principles" were ever in­
, ,, t'ended to have more than one interpretation beyond FY77, the table could 

be adduced as evidence to the contrary. 

Attachment 
JW : bc 
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St<Jtcment of Prin ciples Given to Sec. Simon.on J.Jn. 30, 1976. 
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I • Principles to Apply in Relating the Level of Future Lend ing Programs 
. to Subscribed Capital 

· A. The Novem~er ~, 1975 report to the Board, which recommends 
a ~elective Increa se. in the subscribed capital of the Bank, 
also indicates that a furthe.r increase in subscribed 
cup i 1.. a 1 · a p pea r s d c s i r a b 1 e c f f e c t i v e 0 bout Dec c r::b t:.: r 1 9 8 1 
{_if such a n · increase \·.rere to b e approved in principle, 
negoli~tions as to its terms should start approx i r.1a tely 
December 197 8) . · , 

B. How~ver, no commit~ents from governments for such a further 
c:api tal _increas e have been sought or r~ceived. 

C. Therefore, nefther the Lending Progra~ of the Bank, nor 
any o the r· of i t s ope r a t i n g or f i nan c i a l p 1 an s , s h o u 1 d be 
based on the assum~t1on that a second capital increase 
will be approved. _tlor should the Bank's operations be 
planned in such a \-Jay th .at, in the absence of such a 
fur t h c r i ncr e t:l s e t f u t u r e ad j us l men t s of . r 1 an s so l a r g e as 
to. suo stan tially d istort or disrupt operc-l tions \·Jould be 
r c q u i r e d to 1 i v e vli t h i n t h e s t a t u to r y · c e i 1 i n g a p p 1 y i n g to 
disbur sed loans. 

.~· 
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II. 1~ ! .. t • .• ···~ :. ! ._ i . ~·'_ L ! .. ~.'.'~_n!l.)'.' ··~ 11:.•. ·: .. n ~· ~:. l_v..: .·. f_ J..! ·r _ '- I•J ·l ' 1 i r .d l.::n .. _n_!:_~-t~.<:_~!.r:._i_n;J. P.l$_·~ 
(~ IJ j) }j,)l,', IJy fl :,r.:ol '!' ' oJ I') 

!'Y..JL LYl~ f..:Q.q_ f_\:f.~ !:ill f'Y $1, L®. FYE'~~ !J...R2. FYHI) f:Yil'[ D:.Q.§ D' ... f22 

~-~ .!.i;.! .!.:2!L.!:!' ~!.!E. il =:.:.. 

A'. prr>po :; cd tl .:- y 1975/2, 
. ,\, 

A. 
.. FY/6 $ s.c. s.z~ 5 .... 7 6.2 6.2 6,?. 6.2 6. 2 6.2 6.2 6.2 6.2 6.2 . curren t $ s. e f_l~ 6. I b,$ 7.7 3.1 8.5 3.9 9,1, 9.3 10.3 10.8 11.4 11.9 

0. n: .... May 1975 rrotJr;,m 
r ctlucr·d 7 I IllS to a 
l r:'lc l which keeps 
tlisi:Jvrscd lv.ms below 
t he S t;:J t u :ory L i mit 
through H~O s.o s.o s.o 5.0 s.o s.o s.o s.o s.o s.o s.o s.o s.o 

c. The May 1975 program /c 
r.•;:~ i nta ned te> 7/1/7'0 arld 
th n <Jdju~ l cd to keep 
d i !>burs~d :os ns below thl' 
Statutory J: i mi t through 
FY9 0.by Pr coijuc i ng .fu ture 
CO:T.l ltments bu t not 

4:8 • changing' lending t erms s.s /b 6.1 4.8 4.8 4.8 4.8 4.8 4.8 4.8 4.8 4.8 zl.8 

D. The May 1975 program 
ma intair>ed to 711/78 and • 
then he l d at the FY78 level 
in !> ub scq ue nt ye ars . Re-
pay rent sc~cdules on new 
corrm i t l'l'efl t s af tcr 711178 
arc adjusteo to keep 
disbursed lo<Jns be low the 
Statutory limit through 
FY70 /d 5.8 /b 6., 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6,1 

Di!.Lurs ed loans Under AI ternative 
l end ing Pro o rc. r:1 S 

A, Hay 1 75 pro?osed progratU 16.2 19.4 23_.1 27.2 31.6 36.4 4_1.4 48.6 52 •. 2 57.5 62.7 68.0 73.3 

(~);{ed uce prO?oscd . program to 
~ .$:0. 0 b i 1 I ion on i 11176 16.2 ~9. 3 2~~6 26.1 29.3 32.1• 35.3 38.2 40.8 42.9 44.1 46.3 47.6 

/ 

c. Reduce pro;:>o~ ed program to 
$4.8 bi II ion on 7/1/78 16.2 19.4 23.0 27.0 30.4 33.7 36.5 39.3 41.6 43.6 45.2 46.S 47.6 

D. Reduce pro;>o scd programs to 
47.3!:-/ SG. l b i 11 ion' on 7/1/78 and 16.2 19.4 23.1 27.2 31.2 31•. 7. ) 37.9 40.9 43.3 45.1 46,4 47.7 

accc llcrate r e p a yment of 
loans 

Statu tory limit on Di~burscd loons If 33.2 36.6 40.2 43.7 4-4.0 44.3 lt4.6 45.0 45.4 45.9 46.4 47.0 47.7 

Ia r:o ir.crease in r ea l terms after FY80, 
7b lnclud ing $300 n'i lli o n of Th i t·d ~Iindow " add iti o n.llity'.' 
7C f, decision in pr ir. c iple Oi\ a "::. ccond step" c .:.;;ita l increase may be rn.,de by 7/1/78 , 
!..!}_ As of 711/ 78 r cp.:Jymt-n t sch~ules on ne\·1 ] o;:Jns >io~,; ld provide for r ep<~yment of prlncip;:Jl in cqu.;:~ l ln !; tall ments r.:Jth c r than vla an annuity type 

schedu l e as arp l ied at present. Also the av r: r;;gc m.; turity v10uld b.:: r educed from 20 y c<~ rs to 18 yea rs and the gr<Jce r er iod from 4 to 3 ye.Jrs. 
/ c 1he projcctt. d "t e·•1pora r't" c:x c.: ess of less th <tn ~0 .3 b illion In this year v10uld be avoided lhrough furthc.r " fin e .tuning" of rep<Jyrnen t schedules. 
7T l'.:.sec upon<> Sclt(. t ive Inca·a~c. of $10 billi on (Case A). 

r & e 
1/30/76 

~ 

6.2 
12. 5 

s.o 

4.8 

6. I 

78.6 

48.7 

118.4 

47.8 

48.1. 
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Back-Up ote #1 

Assumptions Underlying the $6.1 Billion Figure for FY78 

1. A number of Executive Directors have asked where the figure of 
~ $6.1 billion proposed for IBRD lending in FY78 comes from. Our response 
~: has been to draw their attention to para. 143 of the Board memorandum in 

#• which it is stated that 11 the maximum number of IBRD projects which could 
realistically be expected to be ready for submission to the Board in 
Y78 is likely to be about 155- the same number us in FY77 ..... } 1

• v/hile 
, this assumption is explicitly stated, two other assumptions were not 

spelled out; namely, that the average size of IBRD loan would remain 
constant in real terms (at $37.4 million in FY77 dollars) and that the 
commitment deflator would increase by 5% bctv.Jeen FY.77 and FY78. 
(155 projects x $37.4 mill ion x 1.05 = $6087 mill ion or $6.1 bill ion when 
rounded.) 

2. The assumed 5% increase in the commitment deflator is not easily 
reconcilable with the inflation assumptions used elsewhere in the Board 
memorandum. A rate of inflation of 7% is referred to as the 11 base case11 

(para. 116) and the change in IBRD lending from FY77 to FY78 is said to 
represent 11 zero real grov1th 11 (pa ra. 1114). It is also the rate nov: in use 
throughout the Bank for economic work and for calculating project contin­
gency allowances. 

3. If a question is raised on this matter, there would appear to be 
two possibilities for dealing with it. One would be to acknowledge a dis­
crepancy und to ackncr ledge that use of a commitment deflator of 7% could 
well be preferable, since it would be consistent with the assumptions used 
in all other Bank projection work. Its application would lead to an FY78 
commitment level of $6.2 billion. The difference between $6.1 and $6.2 
billion could then be dismissed as de minimis, and the emphasis placed on 
the recommendation that the budget should be prepared on the basis of 
approximately the same number of ISRD projec s in FY78 as in FY77 (i.e., 
about 155, although our most recent estimate is that the FY77 total wil 1 
probably be closer to 150), and a 5% growth in FY78 (i.e., to between 160 
and 165).1/ The curr~nt dollar volume corresponding to those numbers of 
projects would in any event be reviewed in June 1977 and June 1978.2/ 

1/ 

2/ 

The December 30 planning assumptions showed 164 IBRD operations in FY79; 
the Regional budget requests would provide for 171 and P & B's ,·ecom­
mendations for 167. 
Very minor reductions in the number of projects (e.g., from 155 to 153) 
a. din the aver;::g~ r ~1 size f projec~ (e.g., from $37.4 million to 
$36.7 million) would suffice to restore projected IBRD lending in FY78 
to $6.1 billion even if the commitment deflator were to increase by 7%. 

\ 
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The alter-native approach would be to explain that a lthough we use higher 
inflation rate assumptions in our intern<1l projection work, we propose to 
retain the commitment deflator series corresponding to 5% . inflation per 
annum. This has in fact been the assumption in all IBRD financial pro­
jections for the past 2-1/2 years and its retention c.ou1d be defended as 
being intentionally on the high side for the reasons which are stated in 
the paper (para. 119) . 

4. The first approach would seem on balance to be preferable. I t is 
straightforward and avoids the a ppearance of false precision. In any event, 
~he substance of the recommendation for FY78 and FY79 is clear: the budget 

~ for FY78 would be prepared on the assumption that 155 projects are to be 
'',presented to the Board in FY78 and 164 projects in FY79. The precise dollar 

volume corresponding to these numbers of operations cannot be projected with 
sufficient accuracy to make the distinction betwee~ $6.1 and $6 . 2 billion a 
meaningful or important one. 
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WORLD BANK I INTERNATIONAL FINANCE CORPORATION 4 . ~;~__.-· 

OFFICE MEMORANDUM 1--11/Jt /r 
' · 

TO: FLles OP,TE: March 4, 1977 

FROM: John H. Adler, Assistant to VP; Finance 1:JRr 
SUBJECT: "Future Role of Bank"-Discussions with Mess1·s. Franco, Rota, Bil~ 

Looijens, Green, Matsunaga and R~ud 

.. ~ . 

·• 

On March 2 and 3 I talked to the Board members listed above. My over­
all impression is that the Part II EDs l>Iill strongly support your recom­
mendation and that the Part I EDs whom I say will accept the lending progrmr. 
figures for FY78 and FY79 as planning assumptions if the U.S. does so. The 
only exception may be ~tr. Matsunaga who would not budge from his position 
that there was no need to have a figure for FY79 at this time. On the 
schedule of further discussions you may get some flak from Mr. Green; other­
wise there was no reaction. I suspect, however, that the EDs expect a more 
detailed and articulated schedule than the one P & B prepared; but I am not 
sure. 

Mr. Franco, who was joined by Mr. Martinez-Aponte, his A}.tern~te, a~d 
Mr. Palmiery, his Assistant, fi!"st asked about the schedule of discussions 
which had been promised to the EDs. · He said that the schedule was very 
lmportant, otherwise all Board members '\vould feel free to talk about ever.y-· 
thing--he specifically mentioned Mr. Conesa 1 s eagerness to talk abcn...1t voting 
rights"at the drop of a ha.t. 11 Regarding the lending programs for FY73 ;j.nd 
FY79, he inquire.d 1iJhy the program for FY78 was so lmv. I explaJned thE! prob­
lems we had with the number of projects in the pipeline . After som~ d:i.s·· 
cuss ion he said he w·ou1d want to push for a higher figure, but did Pot \ a1n: 
to cause any difficulties; he would urge that the $6.1 billion be considered. 
a minimum and a real increase of 2% as a target. (Incidentally, h.e inqui:reci. 
about the $100 millj_un which would result from the: increase in Third Winck•w 
contributions. I avoided a direct answer. It is possible that he \l!ill r.ai :3e. 
that question.) He, then spoke at length about the $6.8 billion program .fo!" 
Ff79 because he was afraid that we would have difficulties getting tha t figu:r r:! 
through. At the end he said he would lll2.~~e the point that not to make a de­
cision on FY79 also was a decision because it would prevent the Bank from 
staffing up for that le.vel and we tvuuld find ouselves in the. same situation 
as we are now with regard to FY78. 

Mr. Franco then told me that :Hr. Kiribuchi had been sp~aking to 
vaLi.ous Alternates to convince them t 1at in their dec.I.s1.on regarding a 
cap:l.tal increase of the IBRD member governments would have to take account 
of the balance of payments burden and. the budget burden of other conlrr:itments 
in connection wj_th trade a n cl other li'.atters now pertding before CIEC. (See 
the paragraph on diseussjons with t he Japant;:se. ED be] ov1.) 

'fhe discussio :1 '\-lith M:r. Pcta was rathe r un.sat isfo.ctor~~ . Rota sa.:i.d 
that he harl no diff~cu1tie.s-g;ir1g-8~1ong v;dth $6.1 bi.l lj_on fo~· FY78, bnt. ex·-­
pected trouble with regard to $6.8 billion for FY79. He said that if the 
.Americans did not objec.t to i.t , he ·wou ld acc.ept it bat he felt. uneasy about. 
it even as ru.1. assumption for planning purposes . Rega-rding the. pa.per i .1 
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general, he said that he had mentioned already to Mr. McNamara that the 
various issues raised in the paper could be reselved only after an agreement 
was reached on the size of the capital increase. He stressed several times 
that he felt uneasy about the paper and did not quite know what to do with i.t. 

Mr. Bilget, who will be in Mr. de Groote's chair because de Groote 
will not be back until March_ 14, said he would give full support to the lend­
ing programs for the next two years. He then discussed at great length what 
he considered a crucial issue, i.e. the non-financial role of the Banko He 
emphasized that the. comments were his own since his Government had not reacted. 
According to him the paper showed a significant change in the non-financial 
role of the Bank--in his terms a change from a micro-economic to a macro­
economic approach. He ·realized that his Government was probably more sensi­
tive about foreign interference in internal affairs than others and he did 
not share his Government's concern in that respect; but he wanted to be 
absolutely sure that the Bank was aware that there were limits to the extent 
of its intervention in the formulation of economic policies in borrowing 
countries. I commented that his concern seemed to be based on what I thought 
was an erroneous interpretation of the thrust of the argument about the non­
financial role of the Bank and that the Bank's advisory function would be 
reflected largely in its concern about the quality of projects including their 
equity aspects. Although he seemed to accept some of my argume~ts, he said 
that the whole subject of the non-financial role of the Bank deserves much 
more discussion. He realized howev2r that this subject would not be taken up 
at next weekts meeting. 

Mr. Green, vrho had Hr.. Cheek, his Alternate, ::tnd Mr. R.D.M. Smith) his 
Assistant, with -him, said that he was disappointed that the paper which he 
had expected had not been forthcoming. He read to me part of a statement in 
which l1e l1ad asked for a list of issues in order of prj_orit:y~; a list of t.opic s -; 
in time. sequence; and a proposed timetable. I am afraid that I d.icl not follo\·7 
him in his exposition, although I asked several questio~. Only toward the end 
of the discussion did it become clear what he had in mind: he said tha1.:. be-· 
cause of the precarious position of his Board seat, his governments would be 
concerned about voting rights and would want to have some assurances before 
committing themselves to a capital increase. He also wanted to be sure that 
the lending rate policy would be taken up in the course of the discussion be-· 
cause such a discussion had been -promised to take place before the end of 
calendar 1976 and so far nothing had happened. I only commented that staff 
concerned with these issues had beeri involved in producing the paper now before 
the Board. 

Regarding the lending programs for FY78 .- and FY79, he said t:hat hG ex~­

pected no difficulties regarding :FY78 and that he was will i.ng to go along 
with $6.8 billion for FY79, although the arguments presented to prove the 
need for an assumption regarding FY79 had not convinced him. He saw no reason 
why a small increase in ·the average size of the projects, or an increase in 
the amounts allocated for program loans cou!"d not bring about an ir1crec:{se in 
the dollar amount of lending \vithout specific authorization of a ~lanning 
assumption of a $6.8 billion lending ~rograme 
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Finally he ·inquired about the connection between increases in IMF 
quotas and the general capital increase. I referred to the reference in the 
Board paper on the subject and sa.id that I would not be surprised to find 
that the IBRD capital increase and the .IMF quota increases would come about 
more or less at the same time. In this connection I mentioned that the 
Bank's subscribed capital now was smaller than total IMF quotas. He thought 
this would be an important argument in favor of a substantial capital in­
crease and therefore asked me to give him some more information on it. I 
said I would. 

Mr. Looijens said his Government would fully support the request for 
increased lending pr ograms for the next two years and a schedule of further 
discussions. He added however that he expected trouble with regard to the 
$6.8 billion figure for FY79 even as a basis for budget P.lanning. He said 
it all depended on the position which the U.S. ·ED would take. I told him 
that I had heard that the U.S. would accept the figures proposed for FY78 
and FY79 as a planning assumption. His comment was that in that case every­
thing would be all right. 

Mr. Matsunaga and Mr. Kiribuchi were the only ones who said that they 
were not convinced that a planning assumption for . FY79 \vas needed. They were 
ready to accept $6.1 billion for FY78, but felt that the increase, if any, in 
lending in real terms between :fY78 and FY79 was so small that it could be 
accomplished through greater staff productivity. · Mr. ~tsunaga also mentioned 
his concern about the disruptive effects of an increase to $6.8 billion if. a 
cutback became necessary. He felt · that an increase over and above the in-· 
crease to $6.1 billior~ in FY78 which he w~s willing to condone should be de-­
ferred .until agreement was reached on the future ·role of the Bank .and a 
capital increase. He added that this was his own position; he had not had 
instructions from Tokyo. 

Mr. Matsunaga's line of argument follows closely that of Mr. Kiribuchi 
who at lunch the previous day had confirmed .that he had spoken to the other 
Alternates about the need .to consider the role of · the· Bank in the broader 
framework of the North/South dialogue--and that his colleagues had agreed 
with him. He elaborated his view by saying that for example tariff prefer­
ences given to LDCs by Japan may make it necessary to provide budget support 
to the Japanese textile industry thus preempting budget resources. LDCs may 
prefer support through aid concessions to more Bank lending. 

Joe Wood and I saw Mr.. _Rigaud, who came right to the point: (a) They 
had not heard from Paris and it was uncertain that they would; (b) they would 
accept $6.1 billion for FY78; and (c) they were apprehensive about the $6.8 
billion figure for FY79 and would oppose it. $G.8 billion implied real 
growth in IBRD lending and a real increase in IBRD lending should not be 
planned until agreement had been reached on the role of the Bank. They would 
not press their point of view, however, if the Americans were willing to 
accept $6.8 billion for FY79; that would be a waste of effort • 

JHA/mwm 

. l 
t 

cc: Hessrs. HcNamarp., Cargill, Damry, Gabriel, Wood .. 



WORLD 8/,Nf< I lt·aUmAT IONAL f- INANCE CORPOIMTION 

OFFICE MEMORANDUM 
TO: F i 1 es 

~w;\'. 
Joe vJood ""'.:y 

DATE: March 2, 1C)77 

FROM: 

SUBJECT: "Future Role of the Bank": Comments of Messrs. Thahane, Conesa 
and Khe 1 if 

. ' 
1. I met separately with each of the above Directors on March 2. 
They all expressed ful 1 support for the two recommendations made in the 
Board memorandum, though Mr. Conesa said he might advocate a higher level 
of IBRD lending i·n FY78 than $6.1 billion. He.accepted the fact that the 
number of IBRD operations could not be increased next year, but he 
thought the average volume of IBRD finarrcing per project could be increased 
somewhat without major difficulty . . I pointed out th&t the share of IBRD 
financing in any given project was normally based on a considered judgment 
about what would consitute an appropriate financing plan. To increase the 
Bank 1 s share merely in order to achieve a higher commitment level was 

· therefore not necessarily desirable and would almost certainly generate 
opposition from some other members uf the Board. He accepted these points 
but did not indicate whether he would still press for a figure · higher than 
$6.1 bi 11 ion for FY78. 

2. Mr. Thahane 1 s main concern was to find a convincing argument to 
explain why the Bank can now plan to exceed $5.8 billion in FY78 and FY79 
whereas it .did not plan .to do so last June in the budget memorandum. He 
asked if there had been some change which could be cited as justification 

' for the management's current recommendation. I explained that there had 
been no change and that none was required to justify the current recom­
mendation. Neither the management nor the Board had ever committed it 
self to a particular IBRD lending program for FY78 and subsequent years. 
All that had been agreed was a set of principles. The budget for FY77 had 
considered alternative interpretations of these principles for FY77 (i.e., 
$5.0 billion vs $5.8 billion). Discussion of lending alternatives for 
future years had been expressly avoided. Mr. Thahane seemed clearly un­
convinced by this explanation, though he stressed that he would support 
management's current recommendation. He anticipated that objections 
would be raised agai nst the need to "staff up 11 in FY78 to achieve a 5% 
real increase in IRRD lending in FY79. Some EDs, he thought, would argue 
that this increase could be achieved through increased efficiency in the 
use of Bun k s t a f f . I note d that the 1·1 a r ch 8th d i s c us s i on was i n ten de d to 
reach agreement on output objectives and that the appropriate relation 
between inputs and outputs should presumably be taken up in the context of 
the budget discussion in June. 

3- Mr. Khelif said he had no difficulty with the recommendations in the 
paper and would support them fully. 

c c: Me s s r s . MeN a rna r a , I" n a p p , C a r g i 1 1 • fJ, d l c r , Dam r y , Gab r i e 1 
DJ\tJ: be 
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f~;; First Boston E ro e 16 Finsbury Circus London EC2M 7RY 

Telephone- 01 - 588 0101 Telex 884211 

• . .t 
·• 

FIRST BOSTON (EUROPE) LIMiTED 

Mr. I. -Peter M. Cargill, 
Vice President Finance, 
International Bank for 

Reconstruction and Development, 
1818 H Street NW, 
Washington DC 20433, 
U.S .. A. • 

Dear Peter, 

17th February, 1977~ 

/11/t,/5 

Attached are First Boston's comments on 11 Future Role" 

which we found very interesting. We also appreciate the 

opportunity to comment. In general we have no problems 

v1i ·th ·the program and only encourage you to go for'(ATar d. 

I will be glad to review this with _you in person or by 

telephone if that vlould be helpful. 

I am sorry I was not there when you were in New York, 

but one \\7 ~7ty or another I \vi 11 see you soon. 

Regards, 
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THE FIRST BOSTON CORPORATION 

Corrnnents on 

"The Future Role of The World Bank" 

January 31, 1977 

IBRD AND P.frrvATE FINANCE 

Page 22; No. 52 Partial Guarantees 

An involunta~ cross default in combination with continuation 
of the Bank's non-financial presence in the financing of threshold 
countries might be a better alternative to partial guarantees. Our ex­
perience suggests it is possible to market the concept that a cross­
default is as good as a guarantee because no issuer will defaultr on the 
BBnkG Our experience also suggests that the Bank contributes to the 
market. education problem because it ceases even its no:p.-financial pres­
ence ·rrrhen a country graduates, and thereby creates an information 
vacuum" We do not believe partial guarantees would be as effective as 
cross-defaults and continuing Bank non-·financial assistance to the pri­
vate market.. Pe.rtial gu.arantees will have costs and risks to the Bank, 
and 1viL1 be cli.fficult for the market to evaluate. The suggested alter­
native \•rill enable the private market to price the issuers' pure credit, 
~lthough the issuex·s '\vill like it less. 

Page 22; No. 53 Graduated Countries 

In line 11ri th the foregoing, some graduated countries have a 
difficult tim~ in the private marketo The Bank should monitor their 
progress and continue all possible non-financial assista....'Ylce such as 
country and project anazysis, up-to-date information and, perhaps, even 
loan superv.i.sion. Graduated countries should be eligible for re-entry 
as regards longer ruaturi ties so the Bank couJ.d act as a catalyst for 
the priVF.te sectore 

POTENTIAI, CONTBATIWfS ON IBRD GRCM~H 

Page 35; No a 85 Institutional Constraints -
Pension Flmds -------

Under relatively easy or even moderately tight market condi­
tions, we do not believe ro ram of up to $3 biJ.l.ion in the 
public market w:Lll r•rt:sent a ·problem du -· er~odo The 
mar et ~eer!lS to ta.ke q:u~l .. terlv :Lssues cf $750 :million in stride. 'Ibe 
only difference r..cdght bt n.s m.a:i."'ke.t conditions become ... tighter, the pen­
alty for size ·Hill :tnc:r·ease. Under ver:y tight mal .. ket cond.i tions as 
have been expe1·ienc~ ~.d on o :ee.sion during the past decade, one or more 



... 

. ' 
•• • 4 

. - 2 -

quarterzy issues might · have to be reduced to $500 million. We cannot 
envision conditions under which the public ma.rk~t could not accommo­
date at least $2 billion annually. 

Page 36; Nos. 86, 87, 88 Institutional Constraints -
Insurance Companies and Individuals 

The foregoing comment is based on the public offering market 
made primarily by pension fQnds . This iS the lowest cost market a~vail­

able to the Bank because pension funds must put quality . and liqu.idi ty 
ahea d of i ncome and IBRD b onds a re idea l for them. , Insurance companies 
and individuals, on the other hand, are mor e concerned with income than 
quality and liquidity . Should the lower cost pension f\md market prove 
inadequate tq, the Bank ' s needs , these markets will be available but a.t 
a higher cost.. Logically , the pension fund market shoul<l be t a.pped · 
fil~st , except on the rare occasion when the insurance and i ndi vidual 

.markets can be tapped at no premium. 

Page 36; No. 87 Secondary Mar kets 

Considering the amount of bonds t he Bank is curr ently e..sking 
investors to take, the secondE.ry mar ket is deficient in liquidity. 
The Bank d:id not sell bonds in quantity i n the U .. S. market f or a long 

· time, however , o.nd as its current program progresses , liqui dity natu­
ral.ly improves by dint of bonds outstanding . Every maj or b ond dea,le r 
in Ne\f York competes vigorously in t he secondary mar ket }I and i t actue,l.zy 
suf1:'ers only in eomparison to the Government market and Bell Systemc. As 
we lmow, there are certain structural d.ifferences with the Governme.nt 
market suC'.h as tl el:i.gibili ty" and Federal Reserve par ticipation, With 
the Bell System it ~ s simp]~{ a fUnction of the volume of bonds out stand·· 
ing., Al~o, the design of the bond itself, l ong average Li.fe - ~:!lJ.all 

sinki 'J.g :fund, creates a relatively poor trader in bee,r ma:ckets wh ich is 
~Then traders notice it most. '111e foregoing are cited as matte~cs wit h 
which we must deal.. Actually, the market has i m:Proved subst antially 
since the Ba:..t1k commenced its current program!' and for the ~ame nat u.rt.tl 
and co:m:petitive reasons, it will continue to improve . 

Page 36; No . 87 Short-Term Borrowing 

Unless the B9.nk has a good explanation, i t i s going to get 
i nt o trouble with longer term irr\?estors w.aen it begins to borrow short . 
t erm in a maj or way.. They are concerned. about proper liability manage-
ment. 

Page 37 ; No. 89 canada 

The canadian analogy is overdone. The Provi nces havB a cted 
i ndependently and often at cross :purposes. The general point , however, 
i s vrell taken , the u.s. market should be able to accoilllllodate the Bank ' s 
requirements. 

fES~G1! OF j1_ CA~IT.!\L INCPli!l\SE 
--~---- - - -·--wv> .. __ 
Page 51; No.. 127 

We o· .ly mc .. ke a po: nt 1re have ·mc;,cle before, the abc J:ute covc1.•age 
-.. .... 
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is not as important to_ investors as its stability; 1.1 t~es would be 
as adequate as 1.2 or a higher coverage, provided it is stable. 

Page 51; No. 130 Paid-in Ca. pita].._ !ncrease 

We can see no market reasons to vary from the recommended 100/o 
increase. 

Pages 51-53 Voting Power 

We rmderstand from this discussion that this subject involves 
subtleties, perceptions and developing country psychology. By the same 

, token, it woul cl be unfor tunate to the borrowing program if investors 
were to perc~ive that the capital exporting countries were not in full 
control of the lending :program • 

cc: Mi~ . E. H. Rotber g 

... 

The First Boston Cor:~.)o:cation 
Februar~t 15, 1977 



"FUTURE ROLE OF THE WORLD BA..~K1 ' 

Informal Meeting - February 15, 1977 
~r. McNamara and 20 EDs 

(In attendance: Messrs. Knapp, Cargill and Damry) 

Mr. McNamara, opening, said that he believed the meeting should 
disclose ideas on the procedure for the examination,maybe over a period 
of time, of the points of substance in the paper. He did not think the 
Directors would be in a position to discuss ~ubstance at the present 
juncture: on March 8 a decision would have to be taken only on the two 
specific, urgent issues of i) the lending programs of 1978 and 1979 and 
ii) the timetable for agreement on a further capital increase. He empha­
sized that a decision on the two years' lending programs could be taken 
without a prior decision on a further capital increase. 

Mr. Green - the Executive Directors had not yet had enough time 
to discuss the policy implications of the paper and so could not make any 
input on policy options as yet: the paper could be dealt with in three 
stages, i) an initial discussion, informal and unstructured, probably in 
Committee of the '.Jhole, but possibly also in ad hoc meetings of smaller 
groups of Directors, ii) consultation with governments, followed by iii) 
formal discussion in the Board: it was important to fix topic-1o1ise 
priorities and a timetable. 

Mr. Sen - cons~ltation with governments on the longer-term issues, 
before March 8, though desirable was just not feasible, since most issues 
would require iterative discussion over a much longer period. Meanwhile, 
the impact and consequences of the Governors' decision on the Special 
Increase had yet to be known. Deciding the two urgent issues - loan 
program and timetable for decision on the further capital increase - in 
isolation -on- Mar-ch 8 1va~ -·t-h-e ·{)n-ly - feasible course. 

Mr. Thahane -- agreed with- Green and Sen, as long as we kept -
further discussion within a timetable. Informal discussions were very 
useful and he thought that if during the discussion of the selective 
increase this same method had been resorted to and Part I and Part II 
Directors had taken time off for internal discussion as a g~oup of 20 with 
the President, many earlier misunderstandings would have been speedily 
resolved. He agreed that March 8 discussion should be confined to the 
two urgent issues and that after the selective capital increase had been 
approved by the Governors and within a timetable the remaining issues 
could be taken up over a period of time. 

Mr. Janssen - agreed that the two urgent questions alone could 
be decided on March 8: four .factors inhibiting satisfactory discussion 
of the rest of the issues were: 1) indeterminate situation of IDA V, 
2) selective increase decision not yet finally approved by Governors, 
3) the Carter Administration had yet to disclose its mind on many germane 
matters and 4) the consequences of the next round of Fund-quota increases. 
He also felt that the more important of the issues raised needed to be 
considered individually, piecemeal: these included the graduation policy, 
safeguarding that in future also the quality of projects remained high 
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and also a deeper look into borrmving prospects and an examination of im­
plications of the capital market situation on our policy: also the 
voting-rights question was of great concern to Part II countries. He 
incidentally mentiqned th·at a journalist had questioned him about some 
specific points in the paper and wondered how it could have leaked. 

Mr. McNamara - said this problem of leakage was not limited to 
the Bank. It appeared in government circles also and was unfortunately 
characteristic of the present times: anticipating leakage, he had care­
fully eliminated from the paper anything which through leakage could have 
embarrassed either the governments or the Bank . 

Mr. Drake - agreed that the two urgent issues be decided on 
March 8: the paper was very good, it dealt with most if not all the 
germane issues very objectively and '\vould be a useful basis for discussion 
of all the issues, in future, without any further papers in amplification 
of individual issues. He suggested scheduling regular meetings so as not 
to con-flict with the Board schedules and thought that priorities should 
be assigned in terms of time allocated to those of the individual issues 
which could and should be decided or for which more information was needed 
before a decision could be taken: such issues were the voting rights, 
graduation and lending policy: by the same token, there "l:vere other issues 
in the paper '\vhich should be given low priority, such as the relations 
with regional banks. He favoured a two-stage procedure for dealing with 
the issues other than the two urgent ones - a first very informal set of 
discussions with no decisions but only a preliminary exchange of views 
which could also serve to bring out the underlying concerns of governments 
which could be stated frankly only in informal meetings: thereafter, a 
period of gestation for formal consultation with governments and then the 
regular Board discussions. He agreed - with Mr. Janssen that the outcome 
of IDA V negotiations could have a bearing on the other issues and would 
have to be awaited but did not at all see why a signal from the Carter 
Administration was seen as equally important. 

Mr. Razafindrabe - - agreed to March 8 for a decision on the two --­
principal issues. 

Mr. de Groote - took a somewhat different line from the other 
Directors. He thought that we could have had a shorter paper dealing with 
specific issues separately from the general issues (paragraph 144 was a 
typical specific issue). He differed from the others in their view that 
we needed to- or even could- discuss the two urgent issues of '78 and 
'79 loan programs and capital increase timetable first and did not think 
that the paper made a good case for those two issues to be segregated and 
first decided. He somewhat deplored the paper's toning down anything so 
controversial that it could compromise or jeopardize the safe passage of 
the two urgent proposals and would have preferred a more frank and more 
objective paper (which he thought could have been even more optimistic 
than the present one)and would yet have resulted in our being able to 
decide in time on an enhanced lending program and a timetable for the next 
capital increase. At this stage Mr. McNamara pointed out that while there 
was a great deal of force in Mr. de Groote's argument, all decisions re­
garding the 1978 budget would have to take into account that the 5.8 
(nominal) program would have to be maintained unless the Board reviewed 
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that (5.8) decision quickly and took a decision for a different figure 
based on the data now available. Also> on the particular reference to 
1979 the lead-time, 12 months; for '78 and '79 would have to be borne in 
mind. If we do no~ take these decisions now we could find ourselves in 
a position shortly of having the resources but a very lean or even empty 
pipeline; manpower at the present level would be unable to produ~e enough 
projects to keep the pipeline full commensurately with our resources. 
Hence the necessity for a quick decision on increasing our processing 
capability. This, Mr. McNamara thought, was the only real justification 
for deviating from what Mr. de Groote rightly considered a rational approach. 
He emphasized that but for a decision on or about March 8 the budget 
would not be ready in May for discussion in June. 

Mr. Conesa - agreeing that the two urgent points had to be 
decided on March 8, felt on the other hand that the consideration of the 
other issues would have to abide the answers to many questions including 
the Carter Administration's views, the outcome of the Brand Commission 
proposal and other ongoing dialogues (incidentally Mr. Conesa took 'the 
opportunity to communicate his Governors' full support to Mr. McNamara's 
proposal on the International Commission). 

Mr. Ryrie - thought that the procedure outlined by Mr. McNamara 
was very appropriate and that a quick decision on the lending program was 
needed, provided always that the 1979 program was regarded not quite as 
a program but as a plan which might conceivably have to be reduced later 
and when programming actually for 1979. He did fear that two different a 
figure for 1979 might get us into some sort of commitment regarding the 
right of extension of lending in 1980 onwards. He thought that the rest 
of the issues could be classified in groups and discussed accordingly over 
a period (see his later remarks). · 

Mr. Matsunaga - agreed with two points being decided March 8 
but also felt _that - on the other issues the US Administration's views, the 
outcome -~f C~~C and the Brand Commission ~ould have a bearing and that we- -
can only discuss · these issues after March 8 as developments outside the 
Bank became visible. He did not quite see the need for a regular stage 
by stage program of discussion as visualized by Green and could easily 
contemplate more informal _meetings even after the second stage, i.e. 
consultation with governments. 

Mr. Khelif - generally agreed on the urgency of the two decisions 
on March 8 but thought that priority of discussion of the other issues 
could await the outcome of qevelopments outside. 

Mr. Magnussen - agreed that a decision on lending program and 
timetable for capital increase on March 8 was necessary, but thought that 
the situation in respect of 1978 had already been compromised and that 
eventually we would find that we would be taking a lending-program decision 
only in respect of 1979. He thought that instead of all 20 Directors 
considering suitable procedures or fixing priorities, a small group within 
the Board could deal with them. 

Mr. Looijen - agreed with the proposed program for March 8. He 
also felt like Mr. Green that the other issues should be discussed topic 
by topic and in the informal consultation through Board discussion stages 
suggested by Mr. Green. 
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Mr. Rota - had no problem with the two urgent points being decided 
on March 8, but the general issues he felt were interrelated; political situ­
ations in various countries had a bearing.- He thought that we were relying 
too much on guesses on inflation and other projections and we needed time for 
the situation to crystallize in various respects so that we could choose the 
various options amongst the many th~t seemed to be offered on each issue. 

Mr. Franco - agreed on the March 8 program and the separate and pro­
gressive discussion of the other issues but felt that we had to take the chance 
that our projections and assumptions were, at this stage, correct and that we 
should not wait too long on developments in the outside world to crystalize . 

Mr. Janssen (inter~ening again)- we had so far adopted the assumption 
that no capital increase would take place _for two years but by deciding on the 
proposed 1978 program we were in fact introducing an element of coercion of 

· gQVernments .in· respect of the future capital increase and hence his emphasis on 
·,W",aiting to see how Carter felt. Mr. McNamara at this stage assured the meeting 
that no coercion had ever been intended and that all the issues had advisedly 
first been exposed so that the Board should be aware of them ~ though not neces­
sarily de~ide them- before deciding on the bigger program for 1978 and 1979; 
but the Board must all the same give directions quickly on the program for those 
two years. 

Mr. Drake - all governments were wrestling with questions of transfer 
of resources and that while we could await the resolution of those questions it 
would obviously be · better that ·we should use the present excellent paper to focus 
the attention of governments on the various issues and thereby . stimulate them 
to greater activity in examining them. 

. . 
Mr. de Groote - intervening a second time said he would go along with 

the majority on the proposed March 8 program but also asked whether the 6.1 and 
the 6.8 prog!ams did not tend to go further than what we had already, elaborately 
justified not so long ago: he thought, therefore, that while an increase was 
welcome -"some extra- -justj_fication" was called for. - He also wondered whether an 
early decision on ' 78 and }_ J9 _would not be counterproductive in that it would 
take ·away from governments the i-qcentive to apply their minds promptly to the -­
longer-term issues: we might in fact cause governments to· lose interest in thes~. 
He was prepared however to consider the · opposite view that an early decision on 
'78 and ~79 could be a stimulus . to the governments to consider the larger and 
longer term issues. Introducing _a new thought he felt that if no extra justi­
fication was deemed needed for an agreement on the proposed . programs for '78 
and '79 then we ought to find ourselves able to make further projections for 
the next few years sufficiently credibly to influence the governments' early 
decision on future years' policy. He also felt that we should be in a position 
even at this stage to highlight the Bank's proposed role in non-financial activi­
ties. 

Mr. McNamara- intervening, did not think that decisions on '78 and '79 
preceding discussion of the longer-term issues would vitiate or compromise such 
discussions, but a greater evil in terms of damage to the institution and to 
developing countries would be a deferment of the '78 and '79 program decisions. 
He made it very clear that while he had stated that we could technically wait 
17 months for a decision on the next capital increase, his own preference would 
be for a much e ·arlier decision and he would. in fact recommend -the Board setting 
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an earlier target date for it: he did indeed realize that the next 12 months 
were going to be different, . not perhaps so much with reference .to the Group 
of 77 and OECD, but the uncertainties surrounding the CIEC dialogues, the 
Carter Administration policies and th~ other factors mentioned by Directors, 
none of . which he thought would be clearly resolved within the next 12 months.' 
He thought we could deal with de Groote's point on focussing governments' 
minds on programs for the later years by setting out some optional hypotheses 
regarding future lending programs on the basis of an increase to 30 billion 
(see Annex 1). 

Mr. Sen - again intervened to say that the kind of focus de Groote 
wanted was needed in respect of 1980, and not 1978 and 1979, and thought that 
in any case we should have to be focussing on· 1980 in a few man ths - even as early 
as June or July 1977. 

Mr. Ryrie- thought that one effect, pf mentioning a figure like 6.8 
~ for 1979 would be to create a sense of urgency for a further capital increase 

'', decision. 

Mr. McNamara - again, though we could technically wait for 17 months 
for a capital increase decision we ought in fact to try and get this decision 
by January 1, 1978. This date was of course conceivably extensible by six or 
seven months more in discussion. He ·agreed that the needs ' of developing coun-
tries would themselves create a sense of urgency in the minds of governm~nts, 
comparing Bank to Fund, our problem was much more serious than the current ac­
count deficits of countries. In this context also he mentioned the role of 
commercial banks and the example of one of them which is already publicly 
questioning the assumption that commercial banks would continue to find about 
10 percent of the external finance needs of the developing countries. He said 
h~ would hope that the Executive Directors would be able to persuade the govern-

,ments that the decision on the further capital increase should be made sometime 
between January and July, 1978. 

Mr. Green- .countered that while Executive Directors would no . doubt -
try to communicate this sense- -of-- urgenc -,-=the governments-- would ·re,tor-t-=t--hat we 
had unaccountably lost a year having mentioned the urgency last April. He also 
thought that the IMF quota increase would itself create a sense of urgency for 
a Bank capital increase. 

Mr. McNamara- while agreeing _that the LMF quota decision wquld fit 
within the 17 month time-frame, even if the Fund· acted more urgently we could 
advance . our decision on the capital increase correspondingly to that. But he 
thought that even if the actual decisions on the Fund quotas were postponed 
beyond the 17 month period we should be able to deduce sufficiently from the 
trends of the Fund discussions . the capital increases for the Bank corresponding 
to the expected _Fund quota increases. He pointed out that we had never said 
last April that we could at that stage discuss a further increase. The real 
issue, Mr. McNamara said, was whether we could come to · a decision within the 

· 11 to 17 months, having regard to the difficulties that would arise from ex­
ternal developments referred t'o earlier. He thought despite those - difficulties 
such a decision would be possible, with the · single exception of the voting 
rights question, which he thought would take a great deal of time to solve; 
he believed that decisions on the capital increase · issue while it might not be 
perfect could b~ taken within 11 to 17 months acceptably both to developing 
and industrialized countries. On the voting rights he thought we would even 
be able to evolve some timely solutions to meet the difficulties regarding 
representation on the Board, but not on the principal, general questions re-

lating to voting rights. Speaking generally, he thought that an effective 
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procedure of discussion would be for informal discussions to precede each 
formal meeting on these issues. In conclusion he said we would try to 
draw up a list of subjects for discussion in Committee of the 1~ole from 
time to time, commencing the week after next. The subjects might be in 
two lists, one in order of their relative priorities and the other with 
reference to the sort of political considerations mentioned· by the various 
Directors. 

Mr. Ryrie thought these meetings could effectively cover the 
whole ground of the paper though not necessarily to the stage of conclusion 
in all cases, before this Summer: he did not think 10 months would be 
needed. 

Mr. McNamara - made it ~lear that he did not mean that all 
issues would need 10 months for a decision and thought that we could 
conclude the cycle of informal discussions by summer, while in his mind 
January 1, 1978 remained the . time-limit of choice for a decision on the 
next ~apital increase. 

-------------------------------------------------------------------------. . 

Staff Compensation 

Mr. McNamara briefly explained the problems that had arisen and 
the wide range of views - that had -been expressed as the result of the 
recent discussion, with reference to the Fund and the Bank Boards and the 
staff and that we had just circulated a paper containing all the options 
we thought relevant and suggested we might in informal meeting at 4.00 ·p.m. 
on Thursday, February_: l7 discuss~ not the pros and cons of the options ~­

listed in our p~per - but - to-see whether they were complete. On completing 
our lists we would try to correlate them to the IMF's and the two insti; 
tutions would procede in parallel to consider the whole range of options. 

Mr. Cargill gave a brief account of the current situation 
regarding IDA V-Bridging. 
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