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TO:
FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Members of the Management Committee

H. Golsong kzt .

Multilateral Investment Insurance Scheme - Interim Report

DATE: November 6, 1981

This 18 to inform you about the initial steps I have teken in regard
to the above-menticned subject.

Before envisaging any formal action following up on Mr. Clausen's
initiative in his address before the Board of Governors of the World Bank
on September 29, 1981, it is necessary to take some soundings with interested
governnments and the private sector, to hear their views and suggestions, if

any, and in general to have their comments on the feasibility of World Bank
involvement in the matter under review.

It will be time-consuming and counter-productive to contact all
member governments. However, in order not to allow the creation of any
artificial barriers to the furtherance of the proposal, I intend to meet
informally with the Executive Directors on November 30 in their lounge to
discuss with them the attached Issues List - which we intend to use as an
Aide-Memoire during our discussions with governments and the private
sector — and to invite through them all governments with interest in the
matter to contact us. I will at the same time state, however, that it
is our intention to contact directly certain countries, inter alia our
largest shareholders, certain Arab nations and a number of Latin-American

countries who have already expressed views on the matter (see the attached
1list).

This process of informing the Executive Directors is similar to the one

envisaged by Mr. Stern in regard to the meeting on co-financing scheduled
for November 23, 1981.

I would like to have your reactions to the Issues List, it being
understood, of course, that it should be considered an open-ended document
intended to stimulate discussions and expressions of viewpoints on general

or particular issues In regard to multilateral Investment insurance and
protection.
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MULTILATERAL INVESTMENT INSURANCE

ISSUES LIST

1. The purpose of the intended discussions is to ascertain, after the
initiative taken by Mr. A.W. Clausen in his speech to the 1981 Annual
Yeeting of Governors of the World Eank on September 29, 1981, whether
there is a reasonable identity of interests among a significant number
of governments for the purpose of further exploring the establishment
of a multilateral investment insurance scheme.

2. Vhile previous efforts by the World Bank Group, by other internaticnal
organizations or by private individuals or organizaticns remain an
important element for consideration in such discussions, the new
initiative should not be seen as linked to such previous actionms.
Circumstances have chenged over the last decade. There is presently
2 more general recognition that an increased flow of private capital
to developing countries 1% needed to supplement flows from officiel
sources, and that such private cespital flow is inhibited or restrained
by a concern on the part of private investors or their governments for
‘the safety of investments. Also, & new breed of investors, from the
public ;ector, from new capital exporting countries, have come onto the
market. Finally, new investment techniques, away from "traditional"
branch or subsidiary investments, are increasingly used.

3. The follcwing questions may stimulate exploratory discussions with
gove;nments and the private sector:

(a) To what degree are inﬁibitions or restraints in private investment
flows caused by political rather than commercial risk facto;s?

(b) What are the particular concerns of private investors in regard
to political risk factors: war, expropriationm, tfansferability of

capital and profits, "creeping" expropriation?



(¢) Are, in this regard, certain reglons or sectors of investment
of nore concern to private investors than others?

(d) To what extent could a multilateral investment Insurance scheme
complerment existing national investment protection schermes, e.g.
by providing for protection of tramsnztional corpcrations or
muitinationgl investrent schemes, by previding a écope or type
of insurance not offered by a national investment insurance scheme,
or by re-insuring national investment insurance schemes?

(e) How do developing countries perceive current private investment
protection schemes?

(f) Should agreement of a host ccuntry be a prerequisite for insurance

of & particular investment?

(g) Should a scheme concentraie =11 or part of its resources on ce-
insurance of investwents insured by the naticnal public or private
investrent insurance schemes?

(h) Vvhat type of investments should be ccvered:

- "traditional" subsidiery or branch type of investments by
privete investors;
such "tradtticnal" investments by public or mixed public-
private investors;

-~ licensing, marketing, or acquisition arrangeuvents or long-
term export credit fscilitfes if they substitute for
"traditional" investments; and

- plecerments of liquid funds?

(4) VWhat physical aresa sh0ulé be covered?

(1) what ,is% shcuald be covered:

- corzercial;

-~ political Zand therein: var, propriationm, traﬁsfpr);

end vwp to vhat percentage would & ch risr be covired?



.

(k) Would formulation of a scheme imply the formulation, or 2 link with,
e set of principles on the basis of which recourse to the scheme would
be measured? |

(1) Vould the scheme's organization imply a link with the World
Bank?

(m) How would the scheme's financial needs and income structure be

orgenized?

(n}) Few would the acheme's dispute-cettling mzehinery be structured?

o



Countries:

Orgenizations:

V.S.

U.K.

Germany
France

Japan

Canada
Switzerland
Saudil Arabia
Fuwait
United Arab Emirzates
Mexico
Colombia
Chile

Peru

Brazil
Pakistan
Indias

Egypt

Sweden

ICC
OECD
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WORLD BANK - INTERNATIONAL FINANCE COPPORATION

OFFICE MEMORANDUM

Mr. A. W. Clausen DATE' November 11, 1981
Roger C ournier

Graduation

Since I shall be away when the Managing Committee meets to
consider the "Graduation" paper, I wanted to record for consideration of
the Committee views on both the timing and substance of some of the
draft recommendations I have seen.

I start from the premise that whatever policy we adopt must
be equitable in its treatment of members and hopefully must be perceived
as equitable. In this sense an automatic and mechanistic approach at this
time, would not achieve these objectives because circumstances have
changed materially since our earlier graduation policy was adopted.
I recognize that we must have two objectives; the first follows from the
mandate from our charter that we are a lender of last recourse and that we

should not lend to countries which can raise resources from other sources
on reasonable terms.

The second objective is that because of increasing claims on

our resources we must pursue the first objective still more vigorously
than in the past.

My major reservation to a stricter application of an income
criterion with fixed dates for graduation is that income is a much less

appropriate proxy today, to measure access to other resources on reasonable
terms, than it was some years ago.

The following considerations should be kept in mind:

First, countries which hover around an income level of $2,600
are not all in the same position with respect to access to private sources
of finances on reasonable terms. At the time of earlier graduation exercises,
access to capital markets was relatively easy for countries which were
graduated, and even in 1975 private banks were doing a good job of recycling.
Today markets are more restricted for the larger borrowings envisaged by
middle income countries, and costs in real terms are high. Some countries,
like Yugoslavia and Romania suffer from the backlash of events in Poland.
Tito's death and the period of political consolidation which follows has
added some uncertainty. Cyprus is still in the process of solving its
internal divisions. Portugal is still working out the Salazar inheritance,
the loss of colonies and is preparing for entry in the European Common
Market. All these countries attach great importance to continued Bank
presence to reassure foreign lenders and facilitate joint operations.



Mr. Clausen -2 - November 11, 1981

Second, most of these middle income countries are undertaking
programs of structural adjustment. Whether supported by SAL or not,
it is a process which will take several years and will require substantial
financial support from outside as well as policy advice. Most of these
programs extend over five years at least and a cessation of Bank activities
before then would be considered disruptive of such programs.

Thirdly, these adjustments are taking place at a time when
markets in industrial countries for exports from middle income countries
are far less buoyant than in the past, thus placing more reliance on
official flows.

Fourthly, many of the middle income countries which would be
affected by more drastic graduation policy are more dependent on technical
assistance from the Bank than was the case say, when Norway was graduated.
An obvious case is Yugoslavia, where the ability of the less developed
Republics and Provinces in developing and implementing projects is limited
and where the influence of Federal Government is also limited. They are
persuaded, and I share this view, that general advice unrelated to project
implementation will not yield the same results. They argue that a borrower
is more readily prepared to accept advice as a condition of the viability
of a project in which a lender puts its money at risk, The last project
we presented for Kosovo was an example and several Fxecutive Directors
supported such a role for the Bank in Yugoslavia. The Federal Government
has a difficult task of balancing the allocation of resources (financial
and technical assistance) to the least developed regions and a significant
readjustment of Bank lending over a three year period (which if I understand
well would be the implication of one of the recommendations).

Finally, we must point out that an adjustment process is already
under way. Our program in Oman is being phased out this year, our lending
to Romania, Yugoslavia and Portugal is being reduced in real terms and we
are engaged in a discussion on how this program should further evolve.

I believe we can show the Board that we are in the process of
reducing our lending to higher income countries in a manner which takes
into account the specificity of their individual situations and which tries
to reduce unnecessary disruptions to their economies.

I would have no problem with a proposal which would indicate
to the Board that beyond a certain income level (the amount of $2,600
proposed looks reasonable) the Bank should initiate discussions with its
member countries with a view to phasing out its lending but I believe
flexibility should be maintained, with no arbitrary terminal date by which
lending should be entirely discontinued.



Mr. Clausen - 3 - November 11, 1981

The recent application for membership of Hungary and Poland
will show, I am sure, that we must preserve room for judgment and not
imprison ourselves in rigid formulas.

You will also remember that Minister of Finance Kostic is
coming to Washington on December 1 to discuss with you how our program
in Yugoslavia should evolve--it would be most embarrassing if he were
confronted with a memorandum from you to the Board, recommending a

position which, if approved, would seriously limit any useful discussion
with him.

In any case, I know that some of the arguments I have developed
will be raised by some Executive Directors and I believe it would be

unwise to present a document to the Board which would not make any
reference to them.

cce: Mr. Stern,
Mr. Karaosmanoglu



TO:

FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Managing Committee DATE: March 18, 1981
i, ) RN
Moeen A. Qureshi 7/ /v!

Issues Related to IBRD Capital: How to Pursue Releases of Paid-in Capital

1: At its meeting on March 17, the Finance Subcommittee considered
the following proposals/questions related to the release of paid-in
capital:

- strengthened monitoring system: A more systematic approach to
follow-up on a country by country basis was recommended.

- release tied to local procurement: It was proposed that the use
of "tied" release be accepted on a selective basis only and
in the context of special contacts with a few Part II countries.

- whether to seek a "code of conduct" governing releases: The
question was how to follow-up the suggestions made by the
German Finance Minister relating to a possible voluntary
agreement among members to release paid-in capital at a more
rapid rate than required on legal grounds.

- whether to propose a staff study on selected IBRD capital issues:
The question was how to respond to Mr. Ragazzi's request in the
Board for such a study.

Background information on the issues is contained in the attached papers
which were submitted to the Finance Subcommittee. The purpose of this
memorandum is to summarize the decisions taken by the Subcommittee for the
information of the Managing Committee.

Strengthened Monitoring System

2 Georg Gabriel has been assigned overall responsibility for
follow-up with individual member countries, enlisting the support of
Regional Vice Presidents for Part II countries. The secretariat function
for this effort will be provided by Financial Policy and Analysis Department.
Status reports will be submitted periodically to the Managing Committee,
initially at monthly intervals.

Release Tied to Local Procurement

5 It was agreed that it was not desirable to promulgate a "policy"
regarding tied releases, but that the possibility could be explored on a
case-by -case basis with certain selected countries where there was some
prospect of attaining releases which would otherwise not have been made.



Managing Committee -2 - March 18, 1982

Whether to Seek a "Code of Conduct" Governing Releases

4. It was considered that the risks of pursuing this path might
outweigh any advantages. Concerns were expressed over whether full airing
of the issues might (a) produce a counter-productive effect on countries
which might otherwise have released in full, (b) lead to divisiveness within
the Board, especially along North-South lines, and (c) result in a negative
effect in the form of a slower pace of capital subscriptions. It was

agreed that:

(a) an internal note would be prepared on past practice,
which would indicate that the weight of precedence was for
full release. This could be used if appropriate in individual
discussions with Directors.

(b) those Directors who had expressed an interest in a discussion
of the subject (Messrs. Looijen, Munzberg and Ragazzi) would
be informed that it was Management's judgement that such an
approach would be counterproductive, and that Management did
not, therefore, intend to take the initiative in bringing the
matter to the Board.

Mr. Ragazzi's Request

5. A purely factual paper will be prepared by FPA in consultation

with Controllers and circulated to Executive Directors on (a) past releases,
(b) use of the local currency portion for administrative expenses, and

(¢) use of the Philippine formula. This will meet Mr. Ragazzi's request

for information. It is expected that there will not be sufficient support
from other Directors to pursue these matters in the Board at the present time.

APH:ps



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

CONFIDENTIAL
TO: Finance Subcommittee DATE: March 15, 1982
‘i- i "::- .:'.: A
FROM: Joe Wood A 83 5y
SURJECT: Issues Related to IBRD Capital FEB 1
WBG ARC

il O
ls Two issues are proposed for consideration:

- how to handle pending requests for Selective Increases

It 1is proposed that informal discussions with the
Executive Directors be initiated on the basis of a
Discussion Note. A draft of such a note is attached. The
Finance Subcommittee is asked:

a) to accept {or modify) the approach proposed; and

b) to review the “illustrative”™ allocations of
Selective Increases included in the Discussion
Note from the point of wview of whether they
reflect the right sense of priorities. Particular
s attention is invited to the treatment of the Saudi
increase vis—~a-vis the increases proposed under
the Brazil-Yugoslavia precedent. Also the
implicit allowance for Hungary in these allocation
could be controversial.

- how to pursue releases of paid-in capital

It is proposed that a somewhat more systematic approach to
follow-up on a country by country basis be established.
In addition it is proposed that the use of "tied release"
as an incentive for release be employed on a selective
basis only and in the context of special contacts with a
few Part II countries.

Apart from approving these proposed steps, the
Subcommittee is asked to consider how best to respond to
two proposals related to release which have been put
forward by others: namely,

a) the suggestion by the German Finance Minister (Mr.
Matthoefer) that a higher proportion of paid-in
capital be provided on a convertible basis; and

b) the request by Mr. Ragazzi that a staff study on
selected capital issues (use of uilippine
formula; application of paid-in capital for
administrative expenses) be prepared.

Since some members of the Subcommittee may not be familiar with the
background to these issues, a few memoranda are attached for information



and other materials are referred to in what follows. Copies of the
materials mentioned and further information on what has transpired in
recent months may be obtained from Mr. Lonaeus (x75553) on issues related
to Selective Criteria and from Ms. Humm (x%75979) on issues related to
release of capital subscriptions.

How to Handle Pending Requests for Selective Increases

2. The key problem in the handling of Selective Increases has been
the resistance of the United States to further increases in authorized
capital. The US concern is that further increases threaten its
"potential" veto power of 20%. 1/ This concern is what 1led the US to
request deferral of Board discussion of the last formal memorandum on
Criteria for Selective Capital Increases (R80-326 dated November 18,
1980). The recently completed assessment study has served to confirm the
US view that the 20%Z "potential' voting power ought to be preserved. Mr.
Clausen has assured Secretary Regan that Bank management favors preserving
the 20% as a sign of continued US interest in, and support for, the Bank.

3. Over the past several months a number of alternatives for
accommodating pending Selective Increases have been explored internally.
These are summarized in Attachment 1. They are mostly self-explauatory.
The idea of reallocating shares frem the UK has been discussed informally
with the ED’s office on several occasions. While the topic has yet to be
considered at the Ministerial level in the UK, Mr. Anson believes there is
a good chance the UK would accept a reallocation "if properly presented".
By this he means that such reallocation is portrayed as a positive step by
the UK (i.e., not interpreted as a backing away on their part) and is used
to accommodate Selective Increases that can be justified on the basis of
strict parallelism with the IMF (i.e., Saudi Arabia and Brazil-Yugoslav
precedent).

4. The allocations shown in Attachment 1 assumed that decisions on
Hungary and Poland were likely to be deferred, perhaps for a considerable
period. It now appears that Hungary’s application to the Fund may be
processed fairly soon (see Attachment 2). As noted in Mr. Qureshi’s
memorandum of March 4 (Attachment 3), it may well be advisable to defer
Bank action on Hungary’s application until some understanding can be
reached with the Directors on how Hungary’s shares are to be handled in
relation to other prospective claims. In order to avoid embarrassment

1/ The veto power is "potential" because the six part phasing of the
US subscription to the GCI will mean that its actual voting power
will fall below 20%Z over the next few years. They are well aware
of this fact.



vis~a-vis Hungary, it is desirable that the informal consultations on the
broader issues begin soon, so that it doesn‘t appear we are stalling on
Hungary’s application. ;

5. The approach proposed for initiating informal consultations is
to distribute the attached Discussion Note (Attachment 4) and to follow it
up with bilateral contacts with individual Directors. The US has been
told that this is how we intend to proceed. Our objective should be to
find out how far we can go in accommodating Selective Increases. The
preferred position we would recommend is Option #3 on the grounds that:

a) it gives more flexibility than the other two
options;

b) it provides more capital to the Bank; and

e) obtaining additional shares for new allocations to
rapidly growing members are better accomplished
through  Selective Increases than through

reallocations. This mininmizes the tisk that
countries will be perceived as '"backing away" from
the Bank.

The obvious drawback to Option #3 is the need to include an allocation 1/
to the United States to permit it to maintain its "potential" 20% veto.
This can only be justified on grounds of "realpolitik"; i.e., as the price
that must be paid to get the US to go along. That will be hard for some
Part II countries to swallow.

6. 1f we find that no consensus can be mobilized around Option #3,
then a fall-back positior would be Option #2, probably modified to allow
for some reallocation of shares as shown in Option #l. A number of
possible modifications can be imagined. We would propose to come back to
the Subcommittee with an indication of options available and a
recommendation, if the preferred option cannot be '"sold".

1/ There is another possibility--cited in Attachment l--for preserving
the US 20%; namely, the exercise of pre—emptive rights. We have not
developed this alternative in the Discussion Note because it raises
complex legal problems and because it is impossible to project what
other countries might exercise such rights if the US did so. Never-
theless, we expect Directors to ask for some supplementation options
involving pre-emptive rights.



How to Pursue Releases of Paid-In Capital

7. Bank management is clearly committed to making a strong effort
to secure prompt subscription to the GCI and prompt release of the local
currency portion (i.e., 6-3/4%Z) of these subscriptions as well as of
previous subscriptions (i.e., 9%). Most large countries were contacted
during thc Annual Meeting. Subsequently letters were sent—-—under Mr.
Clausen’s signature-—to virtually all member countries. (Pro forma copies
of these letters are shown as Attachment 5). One issue to be faced is how
best to follow up these letters. It 1is proposed that each country with
more than $10 million in unreleased paid-in (including the 6-3/4% to be
subscribed under the GCI) be assigned to a member of the Subcommittee for
follow-up. (A complete list is shown as Attachment 6.) Members would be
asked to report quarterly to Ms. Humm on where matters stand. A status
report based upon this feed-back would be prepared and circulated to 21l
members for information. The same reporting system would underpin the
periodic revision in assumptions on capital subscriptions and releases
used in Bank financial projections.

8. The second issue is whether or not to encourage releases by
being more forthcoming in accepting or even promoting releases tied to
procurement in the releasing country. The policy of the Bank in the past
has been to seek freely convertible releases. A few members have made
their rcleases conditional, tied to purchases in the country. The Bank,
while not encouraging this practice, has accepted it. Burke FKnapp has
suggested that consideration be given to using this approach more widely
(Attachment 7). We have looked into this. In the hypothetical situation
of all countries releasing the local currency portion tied to local
purchases, the Bank would obtain approximately $185 million in additional
free funds. It is of course unlikely that all countries would adopt such
a policy. Countries where tied releases would lead to an increase in the
amounts used by the Bank would naturally resist it, whereas other
countries, where such a policy would restrict the amounts released, would
certainly be tempted tc introduce tying. Thus, the amount of additional
free funds obtained would be much less than the "mechanical” analysis
indicates, and it is possible that it actually would be 1less than at
present.

9. In light of this risk, we recommend =2gainst promulgating a new
"policy" on this matter. Instead, we suggest a selective approach be
followed concentrating on a few countries with large amounts of paid—-in
capital that in the past have not been released. These countries are
India ($19 million), Brazil ($59 million), Romania ($30 willion), New
Zealand ($18 million), Philippines ($25 million), Egypt ($19 million) and
Korea ($17 million).



10. A third issue is how best to respond to two proposals related to
" release which have recently been put forward. The first is contained in a
letter from Mr. Matthoefer, the German finance minister. He suggests
that:

"...thought should be given without delay to
ascertaining whether and to what extent the
Bank’s capital base could be strengthened by
requiring all shareholders to make their
payments in  convertible currency and
according to a fixed schedule, and by
raising the current restrictions on the use
of such payments..."

(Munzberg memo to Clausen: February 16, 1982)

Our response to their suggestion (Attachment 8) was positive but rather
vague. The question is what, if anything, should be done by way of
follow—up. It has been suggested by some Directors—--notably Mr.
Ragazzi=--that Bank management should try to achieve a consensus around
some form of ‘'code of conduct".

11. If a code could be obtained that expands the releases, the
benefits for Bank net income are obvious. We question, however, the
feasibility of getting a consensus on rules for release that are at all
attractive, given the position of the US against immediate release. We
should also bear in mind--while looking at the need for additional free
funds~-~that the Bank needs additional subscribed capital in order to
support present lending plans. If a strict policy for releases were
achieved, it could well have negative effects in the form of a slower pace
of capital subscriptions.

12. In the past, we have been reluctant to emncourage a broader
discussion of the release question, because the US position was not
generally known, and we were concerned that discussion would increase the -
risk of a negative bandwagon effect. This argument has lost much of its
validity as knowledge of the US position has spread. At present,
therefore, the possible deferral of planned subscriptions stands cout as
the major risk involved in seeking a code of conduct-

13. In light of these considerations, we would welcome guidance from
the Subcommittee on how, if at all, to respond to Mr. Matthoefer’s
proposals.

14. The other outside suggestion which 1is still pending is that put
forward in the Board recently by Mr. Ragazzi (Attachment 9). He had
offered similar suggestions earlier, but had been persuaded-—-in an



informal meeting with the G-6 Directors——not to pursue them. Apparently,
he bas not lost interest in the subject. We have several options: (a)
to ignore the request; (b) to meet again with Ragazzi to try to persuade
him to drop his request; (c) to respond to the request. Here again,
guidance from the Subcommittee would be helpful.

Attachments
HL:dr
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Attachment 5

Part I1 Countries (Part I countries without indicated changes)

bear

puring the Annual Meeting, we-touched-on the subject of subscriptions
to the General Capital Increase of the Bank was touched upon. I would Like
to take this opportunity to return to these issues. My purpose is to urge
all member countries to subscribe to the General Capital Increase as soon
as possible and to release the full amount of the paid-in portion of
subscriptions for use in the Bank's lending operations.

as you know, the Board of Governors adopted Resolutions Nos. 346 and
347 on January 4, 1980 increasing the Bank's authcrized capital anc autho-
rizing the Bank to accept increases in individual members' Bank subscrip-
tions, beginning September 30, 1981. Specific allocations for your country
are shown in the Attachment to this letter, as are the amounts thati iust ve
paid in as part of the subscription process.

With regard to the portion of the subscription that is to be paid in
the member's own currency, it has been the general practice in the past for
members to release their local currency for lending by the Bank if they are
in a financial position to do soO. Discussions by the Executive Directors
of the amount of capital to be paid in under the General Capital Increase
were based on the assumption that this practice would be continued and that
as a result the cost—free resources of the Bank would be increased substan—

tially.

turing the period since negotiations on the General Capital Increcase
were concluded, the Bank's medium-term income prospects have ceteriorated.
A number of steps have been taken to improve the income outlook. The
Executive Directors nhave approved the introduction of a "front-end fee" of

- 4-1/2% of the loan amount, and administrative expenses are being held to a



,€I-11 (R)P: 02

o

level below that previously planned. In this context, it is especially
desirable that firameiatiy-satronger member couniries review their plans for
subscription to the General Capital lncrease ana--to the maximum extent
possible--accelerate subscriptions and provide for full and prompt release
of the local currency portion of these subscriptions. Indeed, there wuas
almost unanimous consent among the Directors that everything possible
should be done to strengthen the Bank's finances further by making the
paid-in portion of the General Capital Increase available as rapidly as
possible,F;beneby-shapiﬂg—ehe—burcen~o+-&eeg+ng-the—Bank-ffnantfatry*sccﬁd
UEYR’CUH"t'TTE_DUFFD':JTﬁg"fﬁ?!‘.';ﬂEF‘CGG.’T'E’F’TES—JHU_HTE’"UEt’fo"'DT’T"SFTZT rehotcers.

The procedures for subscribing to tre General Capital Increase include
a step requesting member countries to inform the Bank of their intention to
subscribe prior to the actual subscription. It would be most helpful iif
you could let us have this notification at your earliest convenience, in-
cluding an estimate cf when subscription will commence, your present inten-
tions regarding the phasing of subscriptions (all at once or in install-
ments), and the approach you intend to pursue with regard to release of the
tocal currency portion of paid-in capital.

"a g ' Sincerely,

A. ¥. Clausen

Attachment
(o o Executive Director

bcc: Messrs. Qureshi -
Scott
Thahane
Wood
Chang /Martinez
Ikram

2/2/82

Attachment 5

L
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ATTACHMENT

1B8RD General Capital Increase
Share Alkdcations pg we=——==w

Resolution 346

Resolution 346 provides for a total increase of 331,500 shares. Shares have been

allocated amonyg members in proportion to their existing shareholdings. The specific
allocation to ——-——=-=-= and payments required upon subscribing, are as follows:

Ho-

USS Eauivalent 17
Portion Paic—-1in
Total In Gold In National Amount

Shares Value Total or USS Currency Callable

Resolution 247

su

Resolution 347 provides for a total increase of 33,500 shares. FEach member may
.ribe to 250 such shares. The subscription to shares under Resolution 347 does not

require payment of any portion of the share price at the time of subscription, though, as
with all other shares, the subscribing member must accept an cbligation to honor calls
zgainst the full value of the shares.

Shares have a par value each of $100,000 in terms of 1944 dollars. Pending a decision
on a successor to the 1944 dollar as the unit for valuation of capital, capital subdb=
scriptions are being accepted at 1.20635 current U.S. dollars to one 1944 dollar, the
value of the 1944 dollar at the Last par value of the U.S. dollar, subject to the
possibility that adjustment may be required when the standard of value 1issue is
resolved. The U.S. collar equivalent cost of shares given here has been calculated
using the rate of 1.20635 current U.S. dollars to one 1944 dollar.



Attachment 6

Countries with Paid-In Capital in the GCI in excess of $10 million

(by constituency)

United States

United Kingdom

Germany

France

Japan

Egypt, Kuwait, Pakistan, Saudi Arabia
Canada

India

Israel, Netherlands, Romania, Yugoslavia
Austria, Belgium, Turkey

China

Denmark, Finland, Norway, Sweden
Italy, Portugal

Indonesia, Malaysia, Thailand
Australia, Korea, New Zealand

Nigeria

Mexico, Spain, Venezuela

Argentina

Brazil, Pnilippines

Algeria, Libya, [Iran]

South Africa
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| OFFICE MEMORANDUM /%" ./

T10: Hr. Mocen A. Qureshi, SVPFI ’ | DATE: October 27, 1981

FROMLL: J. Burke Ynapp, CON .32{ '
(XN N

S .CT: IDA Centributions and’Eank Capital Releases -
Tying to Procurement

p & think it would be desiradble for a clearer policy to be
established in the Bank and IDA regarding the question of how far we
$ should accept (or, indeced, propose) IDA ccntr;but*o“f and Bank capital
releases t“a: ate tiec to external procurezent in the cecuntry concerned

This mezerandunm is intended a2s a step in that direction.

Ceneral . .
Before rc;errlng to tbe specific cases of IDA and the Bank,

I should like to offer the co at that I often find the icpertance of
this issue gre iy cm:gnergted in pecple's pinds. There is a2 widespread
nuqundc‘sh..ﬁizg of the relationship between tying and actual procure-
ment patierms. Of course, if there is no external preocuresent io
country X to be financed by th Sank, it mzkes a real difierence to the
Bark, and to the couniry concernec, whether it releases czpitzl to the
Bank on z tied basis or in converrible form. A ried relezse will ba
illusory, ané there is even a2 canger that the country cecncerned will

) " mistakenly cenclude that it discharged an eébligaticn to the Senk and
that it is the bank's fzvlt that this has not begn availed of.

£ coun:ry ' w%n*e the*e i=~ arple procure-
t it should be
ry whethey it leases its gapital

=ig to procerezent ia

ment for Bznk-¢
& natter of Indi
‘subscripticn to
the country concerne
* froz its reserves; i
waking some unrequited D
polnt is t“ut, s;“ce the di
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Yet there secers to be
‘In my talks with Romania,

"
v
F
]
u
TR T e
n

oig |

elt very
ign exchange froo their
icn to 1IDA, and an obliga-
ng IDA procurczent in Romarnia
foreign exchange and "zerely"
entail the loss of foreign exchen revenue that woulé otharwise have
been carmeé fro= such procurc=ent. In the light of this psycholegical
block I have no doubt that in soze countr1cd, vhere there are ample
external precurezents cpportunitics, we vwill bLe able to get more funds
for the Bank and IDA {f wve are prepared to accept funds tied to procure-
"ment in the country concerned.
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0f course, from our point of vicw, it is somecthing of a
nuisance to have to identify procurcz=cnt to be satched up with tied
. funds, rather than handling all of ovur operations in freely coavert-

{ble currcncics. livwever, 1 am assured by Mr. Hattori that it is
nothing wmore than a =ilc nuisance and that the administrative burden
imposcd by the utilization of ticd funds is mnot a serious one.

I should now like to outline how I have been handling this
gubject in discussions with mezber countries regarding their subscrip-

tions to Bank capital and their participation in IDA 6.

Subscriptions to Bank Capital -

During the Annual Meeting, 2s requested, I talked about the
general capital increase (aad, in several cases, about the special
capital increases which countries had not takea up or, after having
taken up, nac not released the 9 percen pertien) with delegations from
Argentina, Brzzil, Celozmt ‘exico, Venezuela, Soain, Portugzl, Greece
and Yugoslavia. 1 eheckeéd with Mr., Chemg in
the Controller s nhat the volume of Bank-
fduenced external o countries (except Portugal
was expected to be e basis of past experience) to use
up the country's 6- s (plus the ¢ percent funds where
past capital subser oclved) over a pericd not exceeding &
few years. In these ci

T = + in the case of Portugal,
felt it appropriate in the mexo ¢ I.wrote to.each of the delega~
tions, and in oy telks w e e

i |2 s the wish that any release
be made in convertidle form but time to mention the alterna-~
tive of tied relezses “if consi ey". 1/ In my talks 1 ecpaas
sized the point made zbove tha ce should be a matter of 1 £
ference to the country ccacerned, and thzt Teleases in convertible
were puch more coavenient to hancdle. ‘None
talked a};gﬁ;_pnivqrsal@g_exhibi:cd inEere
a tied.relezse, anc 1 received the cistinc

I

o

o v
T3 rhiory
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o

st . in the prospect of makin

impression that 14 ©

we could obtain a larger releasg on that asis.(oz_cbtain it foster) than
if we insisted on convertible funcs. 1 cay add that in the case of
Portugzal the altermative of a tied relecase was not centicned on either
_side.

IDA Contributicns - .

In talking with more or less the same countries about pattigls
pation in IDA 6 I have taken a different approack, and have had a rather
different cxpericnce.

Here, vy starting point has been the systen of pro rata calls
uvpon YDA donors desizned to assure equitable burden sharing. 1aring this
8s a point of departure, I have told prospcctive IDA donors that they

Aj The Bank has in the past negotiated ticd caopital vecleases .
. with India, Pakistan, Mexico, Paraguay, Turkey and Burma.
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would be expccted to participate in the pro rata dravings schewe along
with everybody else, and have taken a strong ﬁoakaOﬂ against tying oa
the ground that this would be potentially incompatible with the tro

yata drawings schence. 1 have argued that cither therc would be accquate
procurcment financed by IDA in a country to use up their Dro rara calls
(4n vhich case there would be no advantage to thez in insisting on tying
their contributicn); or, the azount of procurement to be fln nced would
be inadequate, in which case the rate of their effective payments into
the IDA pool would fall behind that of other donors.

All the countries with whom I conducted IDA 6 discussions
(except Pomania) accepted my argument, perhaps because I had more tinoe
to persuade them to this point of view than in the case of the Bank
capital discussions, and perhaps also beczuse I zppealed to their secnse
of pride in participating in IDA on the same basis as the major donors.
The Argentines and the Mexicans initially proposecd tying their IDA cen~
tributions, but retreated when I persisted 81013 the lines outlined

above. & .
s ! :

Only in the case of Romania did I run into real trouble, as
outlined in the Generzl section above. In an attempt to ta alk then out
0% tying their coatyidbution to IDA-={inanced procuresent in Romaniz, I
dnsisted that in this case IDA should have the right to use up their
funds as idly as procurement cpportunities developed and I pointed
out that in practice, given the relatively large fiow of IDA-financed
procurc=ent in Romania, this would mean that the Rozanizn contriput.ien
would be called upon more rapidly than if they made their contribution
in convertible form 2nd joined in the IDA donors drawing poel. As I had
feared, they came back with cozpremise preoposals designed to assure t
their tied funds would not be drawn upon any more rapidly than the oth
donors' convertidle funds, and that if IDA-financed procurezent ip
Romania exceeced the zmount of drawings that would have been made upen
Romania in the pool, the excess would-be financed by payment in con-
vertible currencies. I rejected such compromises and oifered then the
chodce between coming into the donors pool on a convertidble basis ox
tying their contribution and accepting that it would bde utiliced by IDA
relatively quickly. This issue brought on a deadlock that was never
broken.

Conclusion
In the case of IDA contributions, having in mind the burden
gsharing aspects of the pro rata drawing schez=e, and having in mind the
fact that countries capable of bececzing IDA donors should be able to
handle convertible relecases without serious difficulty, I would rece==
wend that every cf{for: be made_to keep IDA _contributions on a ceaverts
Sble bnrxq, and to accept . tied contriburiens_only (a5 in the casc of oy
auggcdtcg deal with So= anla) where this would bring to IDA the advantage

of an accelerated ceontributien, 4 s T

—— e -t

N i
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In the case of Bank capital relcases, on the other hand,
there has been a hiftcry of tied release
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Attachment 8

March 1, 1952

Dear lir. Yinister:

Thank¥ you for vour letter of ¥February 9, 1982. T note with preat
pleasure your govern—ent's intentifon, subject to rarliamentary s-rroval,
to talle up Cerrany's full allocaticn of shares 4n the Cenerel Canital
Increase during 1982, The additional callable carital thus rrovided will
help the Banlt maintain a strong financial position, vhich s of course
esscntial to our continucd success in raising funds around the world.,

I have noted with 4ntereat your sugneation that wavs ghould be noucht
to ease tha restrictions that have the effect of linitine the Zank's use
of the full patd-in vorzion of capital cubscerintions. I very nuch acree
vith this objective. Waile thera would be difficulitiesn under tha present
Articles of Arracrment 4n 4dncreasing the provortion of subserintions that
arae paid in convertible currenecies, wuch the sarme effect could ba achieved
if vays could be found to Aaccelerate the releate of the national currency
portion of subscriptions. Ve are at present considaring possible mzans to
achieve this end. Given the lecnl provisions which pernit subseribing
rovernrents to reculnte the relezse and use of those amounts, srogpress in
this area is likcly to require an asreemcnt avonrs rovernc-ents to take ac-
tion wiiteh poos bevond the rinfrum to which they a2re lecally ohlined, I
would very nuch hope to hiave the sunport of CGermany in seeliines such an
asreement in the interest of a stronper Yorld Ranl:,

Let me conclude vith an exnression of thanls for fRermany's consistent
support of the Nan% and, 4n particular, for the role it hap plaved in
suprortine managerent'z efforts to naintain financial policies that will
assure & ctrong position for the Rank in the yezars ahead,

E4ncerely,

A. V. Clausen

{8 Nxcellency

ilans Yatthoefer

Minfater of Finance

r. 0, LHox 1305

D537 Tonn 1

Fadceral Pepublic of Germ-ny

cc: Mr, YMunzberp, Fxecutive Director for Germany
Cleared in substance with Mr. Scott

cc: Messrs. Qureshi: Trahane: Golsong: Hattori: Wood
DIW:ba
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Financial Report For November 1981

to the Management Committee

Hoyember Activities

1. Tn November the net loanable resources of the Bank increased by $1,9%87
nillion (five months FY82, $3,938 million), bringing the total to $38,267 mil-
Jion (table 1). Of this increase, $832 million (five months, $1,952 million)
came from net new resources, and $1,105 million (five months $1,986 miilion)
from the appreciation of non-dollar currencics. The break-down of the increases
are as follows (five months in parentheses). '

Net Hew Exchange
Resources Eﬁjustmenii 29531
Borrowings 177 932 1709
{1775) {1750) (3529)
Loansble Capital 2 &6 68
(150) (66) (216)
Dus IDA =103 -
Incore -
Retained Earnings - 37 91 i 54
C183) (115) (238)
Others 140 16 156
(-100) (35) (=45
Total 662 105 . : 1987
(1952) {1986) . (39238)
2. The Hovember i%crease of $382 million in net new resources (five

months §1,952 million) was utilized iIn net disbursements in loans for $367 mil--

iion (five months, $1,709 million) and in increasing liquid assets for $515 mil-
lion (five months $243 million). Exchange adjustenents further increased loaus

by $1,020 million (five wmouths 31,866 millicon) and liquid assets by $85 million

(five months $120 million}.

tve lMonths of FY82

3, Table 2 shows the monthly finmancial report (table lc) comparing the
gctual fipures with the Budget Paper forecasted figures. It shows the following
differences as of the end of November.



Budget

Forecast Actual Difference
Liguid Assets 11,197 8,734 2,463
Loans Outstanding 29,594 29,533 61
Earning Assets 40,791 38,267 3524
Borrowings 33,384 - 31,827 2,057
Loanable Capital 2,846 2,792 54
Due IDA 896 792 104
Reserves 3,610 3,483 127
. Ket Incore 257 2533 4
etained Earnings 4,763 4,528 235
Others -202 =380 178
Resources 40,791 38,267 2,524
Loan Income 991 932 -59
Investpent Income 442 365 =77
Other Income 8 11 3
Administrative Expenses 102 120 -18
Interest on Borrowings 1,068 926 142
Financial Expenses 14 9 5
Net Incone 257 253 -4

4. The main reason for the shortfall is due to the §3,320 million

difference in the earning assets between the June 30, 1981 actuals and the
Budget Paper forecast for that date. The main elements of this difference are
the $2,101 nillion exchange adjustments, and the $1,056 million shortfall in the
FY81 net borrowings, after March 31, 1981, on the basis of which data the Budget
Yaper was prepared.



5. Table 3 shows the actual sources and applications of funds for the
five months of the ficcal year, compared to the Budget forecasts. On this
basis, the shortfall this fiscal year is principally due to the slippage of
$1,114 nillion in borrowings, which impacted mainly on the movement of cash
and investments.

Budget
Forecast Actual Differqug
Sources
Net Income 257 253 ; -4
Loanable Capital S0 150 60 -
Loan Repayments and Sales ; 738 ' 650 -88
Borrowings * 4,081 2,977 -1,114
“ Total ' 5,176 4,030 ~-1,146 .
. Applications g
Loan Dishursements 2,500 2,361 139
Debt Retiremont 1,244 1,198 44
Qthers 52 230 ~-178
Total 3,796 3,789 S
Sy s T e
Difference 3,380 241 - =1,139
G The shortfall in net income for the five months of the fiscal year is

due principally to the lower balances of earning assets corresvonding to the
Bank's interest-free resources in the earlier part of the period. Part of the
shortfall has leen covered by higher investment returns, and lower costs on
borrowings.

NUF1 :Mgmt «Conmit.




LBRD:

Earning Asscis and Resources

Novenber 1981

"(In miitllon i.5, dollats)

Table 1

Rt et
November Movements Fur._“c.wl: Fincal Year throuph November May Farecaat Budget
Bachunpe for Month of Erlance Exchunga Bulancve for end of Forecart
Trannnctlong  Adjusimant Rovembore 6/30/81  Trananctions  AdJusteent  11/30/41 Hovenber far VA2
1. Summary Balance Sheet and Hﬂ\fl.*mcn.ll
Liqutd Asnetn . s 85 -1, 8,171 243 120 8,714 11,197 10,285
Approved Loans 54,0590 57,422 59,581 63,731
Less: Undisbursed ~-28,132 =27,849 ~29,987 =31,ni7
Loans Ourstanding ET Y 1,020 358 25,958 1,709 1,866 29,513 29,593 31,154
(Disburscoenta) (495) (511 (2,350) 4 {2,500) (6,100)
(Repaymenta) 4 (-128) (=15%) (=650) (=725) (=1,793)
(Sales) (-0) {=0) (~13) {=25)
Barninpg Amsets Aa2 1,105 kRL] ) 34,329 1,952 1,986 38,267 40,771 42,539
Barrowlogn Slpned 27,664 31,557 33,384 O )
Lesu: TDelayed Deliveries =0 =230 - -
Borrowines Gutsrand{ng i 932 265 1,998 1,779 1,750 31,30 33,7684 34,721
(Setelement of new berFowinga) (833) £331) (2,976) (4,n91) (7,100G)
{Retireaent) i (=78) {=066). (=1,197) {=1,244) (=2,516)
[ !
Pafd-tn Capital 3,661 2,856 4,064 4,611
Less;  Receivables =1,083% =1,064 =1,194 =1 063
Jde Caplral 2 13 ) 2,576 150 ) N ET) 2,H=0 2,408
(New subucriptiona) (=) (= {10) (=) =)
(Heleases) (2) (su) (141) {0} (212)
Dua 1LA 821 792 LR T £55
HFenuerves 2,859 3,443 1,610 3, hi4
Net lncome 610 257 257 fils t
Retained Farnings i =37 91 44 4,290 123 115 4,528 4,761 §,083
Land and Rulldings (-) ’ : =104 =118 =108 =117
Accruals and Other Assets (=) =-1,047 =1,4148 =1,204 =-1,332
Hiseellaneaus Liasbilicies i1 h 1;156 1,110 1,216
Kat Other Asscts (=) and Liasbilities 140 16 =4 =335 =100 55 =380 =202 =213
Total loanable Resourcas a8z 1,105 339 34,329 1,952 1,985 13,267 40,791 42,538
L
ilv Jncooe Statesent
Loan Interest 1846 188 1,987 3 854 913 2,328
Comaltzent Fees 15 ‘16 177 p 77 7% 192
Interest on Inveatments 86 91 924 / 401 542 1,668
Capital Losses or Galns 14 - =111 =36 - -
Other Income 4 1 Y ew 1 8 18
Moinlutrative Expenses =33 =19 =255 =120 =102 =283
Interest on Borrowings =203 ~220 -2,104 =$26 * =-1,068 =-2,692
Financial Expenaaas - | -3 =30 -8 =14 -33
Grante - - (-16) 5 = =
Accounting Department
Decesber 23, 1931
© Mi@ltFin.Rept.
et R Rl Bt T O T - - ey o m—— = e B e L T B D e e e st




Table 2
IBRD: Table le

Compnriaon‘ of Actual and Projected Results

- -

($ Mtllions) ’

Actual Projecte! as per Budget Paper 5/5/81

FY1981  Jul.31 Aup.Jl Sep.20 Oct.31  Nov.i0 FY1981  Jul.31  Avn.31 Sep.30 Oct.31 Nov.3d
IZRD Cash and Iavestments garyL *” 7742 1637 7731 .‘35'311 T734 9817 10587 10942 11371 11216 11197
Receivahble from Borrowings 66 268 422 357 500 230 - - - - - -
Receivable from Loans 54090 54432 54742 55448 56156 57422 : 55881 57578 58150 58304 58968 59581
Raceivable from Subscribed Capital 1035 1068 1056 953 1035 1064 1190 1190 11350 1192 1195 1198
Land and Buildings, Net of Depreciacion . 104 104 108 112 115 118 102 103 104 106 107 108
Accruals. and Other Assets 1098 1160 1209 1325 1457 1418 1141 1149 1163 1188 11594 1204
TOTAL ASSETS 64814 B4TT4 65224 65926 67357 68986 66131 76607 71549 72161 72680 73288
Due to IDA 821 818 798 795 56 - 792 817 313 853 504 902 £96
Undisbursed Loans 2813 28560 28483 28215 26010 27879 28049 29417 - 294637 29433 29732 25587
Borrowings 27844 27148 28073 28034% 30117 31557 30537 31641 32269 33014 33119 33134
Miscellaneous Liabilitles 866 529 70 B56 1036 1156 1618 1074 1082 1091 1103 1110
Paid~in Caplital and Reserves Ti21 7019 7102 7226 _ 7338 1592 7f,60 7702 7753 7719 7824 7911
TOTAL LIABILITIES AND CAPITAL 6814 64774 65224 65926 67297 68936 4 66131 70407 71549 72161 - 72480 732548
Ll T T — — LR e - s s r— L aad ot ] —— -
Iacoze from - Investmenta - £13.3 64.9 130.5 134.1 255.1 364.8 a1 83 170 260 352 L42
= Loans 2163.6 175.8 352.8 537.8 73144 931.4 , ) 19 383 586 187 9y1
Other Income 22.1 2.3 2.9 5.7 7.0 11.1 19 1 3 5 7 a
Less: Adninlstrative Expenses 254.8 22.5 43.6 60.6 BL.6 120.3 239 22 43 61 g3 102
Interest on Barvowings - 2104.1 173.4 347.1 530.3 722.9 925.9 2137 206 415 631 848 1068
Financial Expenses 30.0 2.7 5.4 6.7 A.0 3.5 i3 3 6 8 11 14
OPERATING INCOME HBEFORE GRANTS 610.1 44 .4 9¢.1 135.0 186.0 252.6 623 46 96 151 204 257
Grants for External Programs = = G i = L e & = = = -
NET INCOME 6i0.1 44.4 90.1 135.0 185.0 252.6 623 L6 96 151 204 257

NET EXCHANGE GAIN (+) OR LSS (=) -503.4 =8lad  =62.2  =21.2  +424.6 +115.1

Daceambar 23, 1981

ACD-IBRD:TABLE.1¢/Rav(1-2)



Table 3

- IBRD: FY82 BGURCES AND APPLICATIONS OF FUNDS

) f}u {$ millions)
A /1./. i
S e
r” \— (Budget Forccust in Parentheses)
i/xg”/qif;”’//”f ¥
I. Sources July ‘August  September  Octolier Novenber iI+ Applications July August September  Octoher Novezber
(46) N (151)" (203) (257) (468) (945)  (1,471) (1,939) (2,560)
Ket Income 44 50 135 186 253 Loan Disbursecents 435 955 1,407 1,866 2,361
! (10) (60) T (474) (679) {1,082) (1,178) (1,244)
Lendable Capital 0 9 129 149 150 Debt Retirement 464 629 1,033 1,120 1,198
{139) (284) (432) (5R5) (718) (4) (9) (13) (15) {21)
Loan Repayments and Sales 53 222 353 522 650 Paywents to IDA 2 23 26 26 129
)
(1,538)  (2,411) (3,559) (3,760) (4,001 ey (3} (10) (28) (213) (31)
Borrowings 300 B850 1,479 . 2,122 2,9?( Changes in Ochors 100 213 268 240 100
(1,723) (2,792) (4,152) (4,608) (5,176) (947 (1,663) €2,5%4) (3,209) {3,759¢)
Sub-total %39 1,181 2,096 2,979 4,030 ) Sub-total 1,001 1,825 4,734 3,252 3,788
Bichange Adjustments en: " v : Exchange Adjustzents oni .
Lendable Capital -58 =37 ~16 s | 17 Loana | =827 . =4l 222 #45 1,865
Reserves -82 -62 ~21 23 15 Othora 0 -1 -24 -40 -56
Sorrowings ~154 =379 233 817 1,749
Sub-total =594 -473 186 B4l 1,930 Bub-toial -327 ~418 158 805 « 1,809
{1,723y {2,792y (&,152) (4,603) (5,176) (924%) (1,%63) (2,5%4) (3,208) (3,796)
Total Sources =455 703 - 2,292 3,620 5,960 Total Applicaticns 174 1,387 2,832 4,057 5,597
IIl. Chanpes in Cash and Investrents
Budjet Forecantas : (774) (1,129) {1,538) (1,403) (1,340)
Actuals ;
Net Transactlong= =552 =044 =535 =273 242
Exchange Adjustrmunts L=G7 =40 -2 35 121
Total =532 =634 =~§40 =237 363
! Vs Montheend Caeh and ;
' YR-\.(F P n_‘;-.;ql._ V)
' | -
[ '%1)-91
any {10,537)  (10,940) (11,371) (11,216) (U,lﬂ)é/
8374 ains Tabud 7,73} 2135 8,734

Deceabar 29, 1931
MESL: TBRD. Budget. (1=3) '



HEMO:

November 1981

(In US5 wmillions)

Toble 4

Loans Approved Dishursements Repayments
I. Loans Bunber Amount Amount Amount
IBRD to Countrics 5 (25, 15.4%) 397 (2,103, 21.3I) 494 (2,334, 38.3X) 128, (650, 26.32)
: toe IFC ( 26, 22.6%)
IDA Credits 5 (19, 17.57) 4R (879, 23.8Y) a0 (677, 20.87) 3 (17, 37.R7)
10 (44, 16.47) 445 (2,982, 22.4%) SR4 (3,037, 36.1X) 131 (667, 36.32)
Fote:

1/ Figures in parentheses denote the mmber and amounts of cumulative from July 1, 1981 to the curvent month
and its percentage achieved for the November projection of FYB82.

_%I Repayrents include sales of participations.

I1. BForrowing Propram FY82

1. Delayed deliveriess on FY81 program

Exchange

As of 6/349/81 Ad justrent Settled :
6 -0 €6
-
2. FYBZ progran 5
2. MApproved Approved threcugch Exchange To be
11/30/81 Ad justrment Settled Settled
36 - 3,008 n 2,910 230
of which Fovegler € 5= S62) 2 (232) (235)
L8 .
b. To be borrecved
48 - 5,128 - \ .
L]
Total FYE2 Progran B4 - E,195
- L ’
.
III. Capital and Retained Farnires -
" Bovewber FY82 through
Eovemoats Noveanber
i. lendsble Capital
Few Subscriptions - 10 1/
Releases 2 151 2/
Exchange Adjsstrent €6 _65
68 216
2. Fetained Earnings .
Ket Income 67 253
Distributicns fron Mere 1DA -104 =130
Ket Exchange Ad justwents 91 116
54 239
3. Total 122 455
WL TR Lol
Bote:
1/ India

zf U.S.A., Australia, Kowalt

MLz Memo. 10/81

- L i e o o s

Decenbor 29, 1521



& Table 5

Lendings Approved (to Countries): FY82 throupgh Neovember

(Number of Projects and Amounts in USS millions)

Bank Loans to Borrowers, bv Reecion

- Eastern Western East Asia South Europe, Middle Latin America
Sector Total Africa Africa & Pacifice Asia East & N. Africa & the Caribbean
IBRD
Power & Energy 3~ 370 1 - 170 2 - 200
Agriculture 5~ 359 1- '45 & = 122 2 -~ 192
Infrastructure 1/ 9 - 524 3= 135 2 - 120 3 - 230 1~ 40
Industry 2/ 5~ 5% 2 - 250 . 2= 140 1 - 200
Social 3/ 2= 310 1= 20 ‘ 1- 90
Ronproject 1 - 150 1. 189 5
Total 25 - 2,103 I = 20 4 - 284 4 = 335 2 - 250 7 = 492 2= 722
.
IDA Credits to Borrowers, by Repion '
- Eastern Western Eest Asia south Europe, liddle Latin Anerica
Sector Total Africa Africa & Pacifie Adsin East & N. Africa & the Caribbean
IDA
Yower & Enerp 4 - 408.3 3~ B.3 1 - 400
Agriculture 6 -~ 315.8 2 - 20.3 = 19.5 3 - 270
Infrastructure 1/ d =138 2+=35%3 2=F33 L =28 2 = 55 "
Industry 2/ 2~ 36.5 2 365 '
Social 3/ :
Total 19 - 898.4 4 - 53.6 6 - 51.3 1-26 8 - 767.5 H
Notes: -

.
1/ Infrastructure censists of Transportation, Telecemsunications, Environment, Urbanization, and Tourism.

T2/ DFC is included.

:3_7 Social sector consists of Education, Population, Hzalth and Nutrition.

December 29, 1981

MHfl:App.Loans



DECLASSI]

20 D1

i D
FEB 1 E L Tal Ic. WORLD BANK GROUP: !MONTHLY FINANCIAL REPORT AS OF NOVEMBER 30, 1981
(5 Millions)
WBG ARCHIV
CONFIDENTIAL : CH]\ ES
Actual Cunulative from July 1, 1981 to Projected Revised
- FY1981 Jul.31 Aug.31 Sep.30 Dct .31 Nov.30 Dec.31 Jan.]1 Feb.28 Mar.31 Apr. 30 May 31 Jun. 30 FY 1982 a/ FY1982 b/
IBRD Cash and Investments c/ 8371 7742 7687 7 T 8134 8734 10285 10310
Receivable from Borrewings d/ 66 268 422 357 500 230 - =
Receivable from Leans ¢/ 54090 54432 54742 55448 56156 57422 63901 62904
Receivable from Subscribed Capital 1085 1068 1056 953 1035 1064 1663 2139
Land and Bulldings, Net of Depreciation 104 104 108 112 115 118 117 117
Aceruals and Other Assets 1098 1160 1209 1325 1457 1418 1332 1310
TOTAL ASSETS 64814 64774 65224 65926 67397 68986 77298 76780
CALLABLE SUBSCRIBED CAFITAL 2/ 32953 32284 32441 32784 34180 35057 53596 52183
Due to IDA 821 818 798 795 896 792 855 753
Undisbursed Loans e/ 28132 28960 28483 28215 28010 27889 31647 31704
Borrowings d/ 27864 27148 28071 28834 30117 31557 34721 34069
Miscellaneous Liabilities BH6 829 770 856 1036 1156 1216 1012
Paid-in Capital and Reserves f/ 7131 7019 7102 7226 7338 7592 8859 _ 9242
TOTAL LIABILITIES AND CAPITAL 64814 64774 65224 65926 67397 68986 77298 76780
Income from - Investments 813.3 64.9 130.5 189.1 265.1 354.8 1088 979
- Loans 2163.6 175.8 352.8 537.8 731.4 931.4 2518 2380
Other Income 22.1 2.3 2.9 Sl 1.0 il.1 18 g
Less: Administrative Expenses 254.8 22.5 43.6 60.6 86.6 120.3 283 292
Interest on Borrowings 2104.1 173.4 347.1 530.3 722.9 925.9 2692 2473
Financial Expenses g/ 30.0 2.7 5.4 6.7 8.0 8.5 35 35
OPERATING INCOME BEFDRE GRANTS 610.1 44,4 30.1 135.0 186.0 252.6 614 582
Grants for External Programs = o = - = = = 23
NET INCOME 610.1 44,4 90.1 135.0 186.0 252.6 614 559 m/
hlal
KET EXCHANGE GAIN (+) OR LOSS (=) Ei’ -503.4 -81.4 -62.2 -21.2 +24.6 +115.1 & +115
MEMO Operations approved — IBRD to Countries 140 15 16 18 20 25 162 162
- IDA 106 3 4 6 14 16 106 106
- Total _jj 246 18 20 24 34 44 268 268
- IFC _Ii:" 56 4 8 9 i 8 12 61 61
Amt. approved — IBRD Lo Tountries BBO9 1278 1329 1514 1706 2103 5600 9600
- IDA Credits 3196 3je8 403 A50 B3l 903 4100 3691 'El’
- TFC Commitments __811 64 103 105 124 124 s - 775 775
= Total 12816 1740 1835 2269 2661 3130 14475 14066
Disbursements - IRRD to Countries 1/ 5063 410 930 1381 1840 2334 6100 6100
- IDA 1878 143 251 423 587 677 2200 2200
~ PG 587 0 120 173 206 239 605 605
- Total 7528 623 1301 1977 2633 3250 8905 8905
Gross Borrowing Approved - IBRD 5069 466 1176 1720 2506 3068 7100 8200
Less: UDaebt Retirement 2721 Lb4 629 1032 1119 1197 2916 2860
Net Borrowing 2348 2 547 688 1387 1871 4184 5340

ACD:TPA=Ti:1c(1-3)
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FEQ } Eﬁf; Ic. WORLD BANK GROUP: MONTHLY FINANCIAL REPORT AS OF NOVEMBER 30, 1931
L i
: (§ Milliens)
WBG ARCHIVES
CONFIDENTIAL y
Actual Cumulative from July 1, 1981 to Projected Revised
o FY1981 Jul.31 Aug.31 Sep.30 Oct.3l Nov.30 Dec.31 Jan.31 Feb.28 Mar.31 Apr.30 May 31 Jun.30 FY 1982 a/ FY1982 b/
IDA Investments 87 97 190 194 192 179 57 154
Unrestricted Cash, Notes and Receivables if 8182 7996 7840 8506 8370 9837 12748 15083
Reccivable from IBRD 821 818 798 795 896 792 855 754
Receivable from Credits e/ 23842 24173 24188 24463 24649 24794 28411 27897
Restr. Sub. and Other Assets 338 338 338 327 325 323 367 350
TOTAL ASSETS 33270 33422 33354, 34285 34432 35925 42438 44238
Undisbursed Credits e/ 10965 11158 11068 11174 11198 11256 13496 12865
Contribution by Switzerland and Other 209 246 242 260 226 141 239 154
Teansfers from IBRD £/ 1469 1466 1466 1466 1567 1564 1555 1564 n/
Accumulated Net Income (86) (95) (101) (107) (113) {118) (199) (178)
Paid Sub. and Suppl. 20713 20647 20679 21492 21554 23082 27347 29833
TOTAL LIABILITIES AND CAPITAL 33270 33422 33354 34285 34432 35925 424338 44238
Income from - Investments 16.3 1.1 2.9 5.2 7.6 9.8 4 12
- Credits 90.2 8.1 16.3 24.6 33.0 41.6 101 105
Less: Administrative Expenses 180.1 17.1 34.2 51.3 68.4 85.6 192 211
Net Exchange Gain (+) or Loss (-) +10.6 -1.8 -0.8 -0.1 1.7 - 2
NET INCOME (LOSS) (63.0) (9.7) (15.8) (21.6) (27.8) (32.5) (87) (92)
IFC Cash and Securities 8.1 21.1 22.3 32.6 26.4 30.9 6.0 6.0
Investments - Loans 1374.4 1371.5 1374.4 1367.4 1428.5 1430.0 1708.9 1654.9
~ Equity 272.6 272.2 274.5 274.9 281.4 282.0 353.2 329.6
Less: Reserve Against Losses 61.5 62.7 63.9 65.5 66.7 _ 67.9 79.1 75.4
1593.6 1602.1 1607.3 1609.4 1669.56 1675.0 1989.0 1915.1
Accruals and Other Assets 2.3 ) 6.1 (1.0} 5.9 042 6.0 6.0
TOTAL ASSETS 1595.9 1606.7 1613.4 1608.4 1675.5 1675.2 1995.0 1921.1
Undisbursed Commitments 535.4 510.3 492.3 475.4 546.6 543.4 S = _ 725.2 671.4
Loans from IBRD and Others 563.2 560.1 560.1 360.6 631.6 721.6 840.4 849.4
Lees: Undrawn Loans __54.0 29.0 29.0 29.0 109.0 199.0 pa 232.4 _255.4
Withdrawn Loans 509.2 531.1 531.1 531.6 522.6 522.6 608.0 594.0
Capital and General Reserve 551.3 565.3 590.0 601.4 606.3 609.2 661.8 655.7
TOTAL LIABILITIES AND CAPITAL 1595.9 1606.7 1613.4 1608.4 1675.5 1675.2 1995.0 1921.1
e - 3
Operating Income 98.5 9.0 18.6 28.5 37.8 47.5 116.6 117.3
Less: Adainistrative Expenses 34.3 2.8 5.8 8.9 11.9 14.6 38.2 40.3
Charges on Borrowlngs 34.6 3.5 7.1 10.7 14.3 17.9 44.0 45.0
Income from Operations . 29.6 2.7 5.7 8.9 11.6 15.0 . . . 34.4 32.0
Realized Gains on Sales 1.9 - - - 0.3 0.5 6.0 6.0
Provision for Losses (19.0) (1.2) (2.4) (3.6) (4.8) (6.0) (13.6) (13.6)
Recovery of Write-off 7.0 - 0.3 - = - - o
NET INCOME 19.5 135 b 5:3 7wl 9.5 26.8 24.4

ACD:IBRD-T1:Ic(5-7)
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Ic. WORLD BANK GROUP: MONTHLY FINANCIAL REPORT AS OF NOVEMBER 30, 1981

($ Millions)

Notes

a/ Original projection of May 5, 1981. Non-dollar items translated into US dollars at rates prevailing on March 31, 1981.

b/ Non-dollar items translated into US dollars at rates prevailing on November 30, 1981

¢/ 1Investments are shown on a settlement basis and include $293 million Special Reserve Fund Assets, which are not available for lending.
d/ Borrowings include delayed deliveries and undrawn portions.

e/ Amounts Receivable include undisbursed portions. Undisbursed amounts include both effective and non-effective portions.

f/ Transfers to IDA out of IBRD Net Income have been charged to IBRD reserves, and added to IDA's resources, in the year of authorization, 1.e.,"
the year following that in which the income was earned.

5/ Finaneial Expenses include amortization of issuance cost of borrowings and discount on sales of loans, if any.

h/ Net exchange gain or loss on revaluation is allocated directly to the reserves.

i/ 1IDA Unrestricted Cash, Notes and Receivables are from replenishment contributions of members, IBRD transfers and earnings.
J/ IBRD/IDA Number of Operations shows operaticns involving more than one loan agreement or both a loan and a credit as one IERD operatich.

k/ The number of IFC approvals excludes exercise of pre-emptive stock rights by IFC under $250,000.

1/ Distribution of loan disbursements to countries of $6,100 million by quarter:

lst quarter
2nd quarter
3rd quarter
4th quarter

51,381 million
1,605 million
1,571 million
1,543 million

m/ TIBRD RATE ASSUMPTIONS FOR FY 1982 TRANSACTIONS:

Forecast Actual
Orig. Rev. to date
b4 H %
1. Average return on investments 9.75 11.1 11.0
2. Average interest rate on loan disbursements 8.2 8.2 8.2
3. Average cost of gross borrowings
Weighted by amount and life 10.3 11.9 10.9
Weighted by amount only 10.6 12.0 11.5

n/ The amount shown is net of $80 million for grants for agricultural research and for control of onchocerciasis.
o/ Includes $23,491 million and $1,642 million callable from OECD and OPEC (excluding Nigeria and Indonesia) countries.

p/ Consists of:

Credits approved SDR 764 $ 898 (1)
Balance of FY82 program 2366 2793 (2)
SHR 3130 $ 3691

(1) USS$ value of each credit as approved by the Board
(2) Exchange rate as of November 30, 1981.

Controller's
12/17/81

ACD:TBRD-T1:1¢c(9-10)



INTERNATIONAL BANK FOR RECONSTRUCTIONS AND DEVELOPMENT

Investment Holdings as of November 30, 1981

(USS million equivalent)

United States Euro Pounds Deutsche Euro Canadian Italian Euro French Euro Japanese Belgian Netherland
Maturity Dollars Dollars Sterling Mark Mark Dollars Lire Lire Francs Francs Yen Francs Guilders Other Total
Up to 6 mos 516.7 1,026.9 72.6 119.3 90.8 24.7 144.6 +6 106.0 201.1 16.0 134.6 84.0 2,539.9
6 mos to 1 yr 520.0 533.6 19.0 2.7 6.8 8.6 27.2 1,117:9
1 to 2 yrs 878.0 381.6 61.7 19.8 5.7 29.1 6.3 38.7 1,420.9
2 to 3 yrs 585.5 108.0 174.2 763 5.3 7.9 55.7 3.1 18.7 1,G45.7
3 to 4 yrs 1,335.0 59.1 44.9 73.6 51.6 3.4 12.3 12.3 14.3 21.7 1,628.2
4 to 5 yrs 381.9 324.1 2,2 4.3 .1 18.0 730.6
Over 5 yrs
Total US$S 4,221.5 2,109.8 460.6 433.7 90.8 172.4 5.3 144.6 14.0 135.0 201.1 121.8 163.3 209.3 8,483.2
(Currencies)
Yields
(%)
Up to 6 mos 12.84 16.21 14.57 11.94 10.58 16.83 25.69 10.63 17.07 6.41 10.28 12.10 26.45 14.96
6 mas to 1 yr 10.90 15.46 14.35 11.54 11.05 8.78 10.08 13.10
I to 2 yre 11.01 10.45 6.10 : 10.25 11.05 2.96 8.81 12.48 10.64
2 to 3 yrs 10.27 10.13 7.80 11.65 14.32 12.00 11.79 9.14 14.07 10.12
3 to 4 yrs 10.98 11.82 15.08 7.80 12.79 11.47 12.76 10.57 10.01 15.62 11.10
4 to 5 yrs 13.33 13.54 7.55 1415 11.458 15.96 13.48
Over 5 yrs
11.32 14.54 13.89 8.72 10.58 12.57 14.32 25.69 12.08 16.08 6.41 10.82 11.64 18.55 12.53

NOTE: Amounts are amortized book values at date of the Table.
Yields are average annual weighted yields.
Other currencies are Austrian schillings, Brazilian cruzeiros, Danish kroner, Finnish Markkaa, Kuwaiti dinars,
Saudi Arabian riyals, Swedish kronor, Swiss francs, United Arab Emirates dirhams, Venezuelan bolivares each are belng less than one percent of holdings.

-

Controller's
12/17/81



FINANCIAL REPORT FOR OCTOBER 1981 /
TO THE MANAGEMENT COMMITTEE //// i
<::;4
1. In October the loanable resources of the Bank increased by $1,317

million (for the fiscal year to October $1,952 million) bringing the total

at the end of the month to $36,281 million (Table 1). Of this October

increase $556 million (fiscal year, $1,003 million) came from net borrowings,

$20 million (fiscal year $149 million) from increases in loanable capital,

$51 million (fiscal year $186 million) in net income. In October there were

no disbursements from Due IDA (fiscal year, $26 million). Further, in the month,
loanable resources were increased by a reduction in net other assets and
liabilities of $29 million (fiscal year, increase of $241 million). 1In
addition, the appreciation of non dollar currencies in the month increased

the dollar value of resources by $661 million (fiscal year, $881 million). -

2: The increase of $656 million in loanable resources (excluding
exchange adjustments) in October (fiscal year, $1,071 million) was utilized
in 6290 million (fiscal year $1,344 million) in net disbursements on loans,
and $366 million (fiscal year, -273 million) in increasing liquid assets.

3 As a result, the end of October figures are higher than the
September forecasts for the month.

(a) Borrowings outstanding were higher by $357 million;
(b) Loanable capital was higher by $25 million;
(¢) Retained earnings were higher by $51 million; and

(d) The adjustments for net other assets and liabilities were
lower by $34 million.

Total loanable resources were thus $467 million higher than fore-
casted at the end of September.

It should be noted,however, that a large part of this increase is
due to the $881 million increase due to the appreciation of non-dollar
currencies.

In borrowings, despite a significant progress in October, we are
still $236 million behind the program in new borrowings. We are $26 million
ahead in loanable capital due principally to India's new subscriptions, and
the further release of U.S. previous subscriptions. Net income is slightly
lagging by $6 million due principally to trading losses on the investment
portfolio.

Disbursements of loans are behind the September forecasts by $194
million. They are expected to pick up from November onward. The balance
outstanding however is ahead by $421 million due to exchange adjustments.
The balance of liquid assets is higher by $46 million.



-

4, For the fiscal year as a whole, the forecast based upon the end

of October figures would indicate that the Bank would be at a level slightly
higher than the September forecasts. Net income is expected to be $582 million
‘(before grants for agricultural research).

D IBRD and IDA disbursements and repayments, the details of the
FY82 borrowing program and the itemization of movements in loanable capital
and retained earnings are listed in Table 2. The regional and sectorial
composition of IBRD and IDA lending is listed in Table 3. '

November 25, 1981



LERD: Earning Assets and Resources Isble 1
October 19481
{in million U.S. dollars) y et
- - -—-—-—-—'—'"'_'-__._F_
- |
October ]‘WQ«:H:S Fiscal Year through Octcber} September | Forecasts for TY8?
Exchange Balance Exchange Balance Porecast for |
Transactlons| Adjustment 6/30/81  Traneactions  Adjustment | 10/31/81 end of October | May July Seprember  (Oeteter)
I. Surmary Eslance Sheet and Movements y‘““u__.————_,__u o
Licuid hszets 366 38 8,371 -273 35 8,134 8,088 10,285 10,752 10,300 10,310
Approved Loans 54,060 56,157 55,909 63,901 61,271 62,309 62,904
Less: Undisbursed -28,132 =28,010 -28,183 =31,647 =31,742 -31,732 =31, 70%
Loans Cutstanding 290 623 25,958 1,344 B&45 28,147 27,726 32,254 219,529 30,577 3L, 200
“(Disbursements) (458) (i,866) (2,060) (6,102) (6,215) (6,215) (6,219
¢ mEnts) (~168) (-522) (-513) (=1,793) (-1,793) (=1,793)  (=1,79%
(Eales) (=0) {-0) {-1) (=25) (=253 =253 (=253
Earningz Assets 656 661 34,329 1,071 a1 36,281 35,814 42,539 40,281 40,886 41,510
1
Eorrowings Signed 27,464 30,118 29,261 34,721 32,578 33,516 34,089
Leng: Delayed Dellvecies —Eh =500 = = = = -
Borrowings Outstanding 556 585 27,798 1,003 817 29,618 29,261 34,711 32,578 33,516 34,089
fSettlienent of new borrowings) (643) £2.321 (2,357) {7,100) (8,314) (8,314 (8,313
(Eerirement) (-87) (=1,1!8) (~1,127) -2,916)  (=2,780) (-2,829} (=2, 8o0)
Pald=in Capital 3,661 3,759 3,743 4,031 4,117 5,273 5,289
Receivables =1,085 =1,035 =1,044 =1,663 =589 =2, 148 -2,134
le Capital 6 14 2,5i6 149 v -1 7,725 7,699 2, 98 3,518 3,125 3,150
{¥ew subscriptions) (10) (im (=) =) (=) (=) =)
{Eeleases) (1) (139) (123) (212) {942) (565) {56%)
Tme IDA 421 fla aR4 855 753 753 P53
Peserves 2,859 3,393 3,348 3,614 3,288 3,348 3,392
Net Inceme 610 186 192 614 545 543 559
Retained Earnings 51 46 4,290 150 25 4,475 b, 424 5,083 4,586 4,644 4,700
Land and Buildings (=) =104 =11 =115 =111 =117 =117 =117 =117
Aceruals and Gther Assets (=) -1,097 =320 -1,456 =-1,213 -1,332 -1,148 =1,208 -1.310
Miscellanecus Liabilities 866 90 1,035 754 1,216 914 26 1,012
Xet Other Assets (=) and Liabilitles 29 14 ~335 =241 40 =536 =570 =233 =401 =399 =413
=
Total Ioanable Resources 656 (//;;1 ) 34,329 1,071 &8l 36,281 35,814 42,539 40,281 0,886 41,510
N
Incone Statement
Lean Interast 178 1,487 670 665 2,375 2,148 2,180
Commitzent Fees 16 177 62 63 192 199 199
Interest on Inveatments B4 924 313 1,088 1,027 979
264

Capital Losses or Cains -8 =111 =50 - =41 -
Other Income 1 23 7 514 18 23 23
Administrative Expenses =26 =255 =87 -83 -283 ~252 =252
Interest on Borrowings =143 -2,104 wi23 ~719 =-2,692 =2,461 =2,473
Financial Expenses w1 ~30 -8 =10 =35 =35 =35
Grants - (=16) - - - (=23) (=231

Acvounting Tepariment
Xovezber 23, 1531

L e B e i S e
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MEMO: October 1981

(In USS milllons)

Table 2

Loans Approved Disbursements Repayments
I. Lloans Number Amount Amount Amount
IBRD to Countries 2 (20, 12.4%) 192 (1,706, 17.8%) 458 (1,840, 30.1%) 168 (522, 2%.1%)
te IFC { 26, )
IDA Credits 8 (14, 13.2%) 181 (831, 22.9%) 164 {587, 26.7%) 3 ¢ 14, 31.1%)
10 (34, 12.7%) 373 (2,537, 19.2%) 622 (2,453, ) 171 (536, 28.5%)
Note:

1/ Figures in parentheses denote the number and amounts of cumulative from July 1, 1981 to the current month

and its percentage achieved for the October projection of FYSZ.

2/ Repayments fnclude sales of participations.

I1. PBorrowing Program FY82

1. Delayed deliveries on FY81 program

Exchange
As of 6/30/81 Ad justment Settled
6 0 86
2. FY82 program
a. Approved Approved through Exchange To be .
10/31/81 Adjustreant Settled Settled
31 - 2,506 49 2,055 500
of which October (10 - 786) (0 (286) (500)
b. To be borrowed *
54 — 5,704
Total FY82 Frogram 85 - 8,210
III. Capital and Retained Earnings
October FYB2 through
Movencuts Serobey
1. Lendable Capital
New Subscriptions 10 10 1/
Releases 10 3/ 139 2/
Exchange Adjustment 14 -1
34 148
2. Retained Earnings
Net Income 51 -~ 186
Distributions from Due IDA - =26
Net Exchange Adjustments 46 35
97 185
3. Total N 131 3313
T ===
Note:
1/ 1India

_-2_f U.5.A., Australia, Kuwait
3/ U.S.A.

MH{1 :Memn. 10/81

November 25, 1981



Table 3
Lendings Approved (to Countries): FYA2 through October

(Bumber of Projects and Amounts in US$ millions)

Bank Loans to Borrowers, by Repion

Eastern Western East Asia South ﬁhrope, Middle Latin America

Sector Total Africa Africa & Pacific Asia East & N. Africa & the Caribbean
IERD

Power & Energy 2 - 200 2 - 200

Agricul ture 5= 359 1 - 45 L 2 =192

Infrastructure 1/ 7 - 467 2 - 118 2 - 120 2 - 189 1 - 40

Industry 2/ 5= 590 2 = 256 2 - 140 1 - 200

Social 3/ 1 90 L = 0

Total 20 - 1,706 2 =118 3 - 165 2 - 250 6 = 451 7 - 722
IDA Credits to Borrowers, by Begion
Eastern Western East Asia South Europe, Middle Latin America

Sector Total Africa Africa & Pacific Asia Fast & N. Africa & the Caribbean
Ipa y

Power & Energy 2 - 403.0 1 - 3.0 1 - 400

Agriculture 6 - 315.8 2 - 20.3 1 - 15.5 3 - 276

Infrastructure 1/ 5-101.5 1= 27.0 2 - 23.5 1~ 26 1~ 25

Industry 2/ 1 - 30.0 1- 30

Social 2]

Total 14 - 850.3 3 = 47.3 & - 46.0 1= 26 6 -.731

Notes:

1/ Infrastructure consists of Trunsportation, Telecomsunications, Pnviromment, Urbanizatiom, and Tourism.
2/ DFC is included.
2} Social sector consists of Education, Population, Health and Nutritiom.

. November 25, 1981

MH#1:App.Loans
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- Ic. WORLD BANK GROUP: MONTHLY FINANCIAL REPORT AS OF OCTOBER 31, 1981
cee 16 201/ (§ Millions)
L
CONFID INTIALL o O
W _.;}{'_] i{\‘ 1.\ ED
g Actual Cumulative from July 1, 1981 to Pro jected Revised
L FY1981 Jul.31  Aug.31  5ep.30  Oct.3l Nov.30 Dec.31 Jan.3l _Feb.28  Mar.31 Apr.30 May 31  Jun.30 FY 1982 a/ FY1982 b/
IBRD Cash anc Investnents &f 8371 7742 7687 7731 8134 10285 10310
Receivable from Borrowings d/ 66 268 422 357 500 - -
Receivable from Loans E}’ 54090 54432 54742 55448 56156 63901 62904
Receivable from Subscribed Capital 1085 1068 1056 953 1035 1663 2139
Land and Buildings, Net of Depreciation 104 104 108 112 115 117 117
Accruals and Other Assets 1098 1160 1209 1325 1457 1332 1310
TOTAL ASSET’S 64814 64774 65224 65926 67397 77298 76780
CALLABLE SUBSCRIBED CAPITAL o/ 32953 32284 32441 32786 34180 43596 52183
Due to IDA 821 818 794 795 896 855 753
Undisbursed Loans E,f 28132 28960 28483 28215 28010 31647 31704
Borrowings gf 27864 27148 28071 28834 30117 34721 34069
Miscellaneous Liabilities 866 829 770 856 1036 1216 1012
Paid-in Capital and Reserves f/ 7131 7019 7102 7226 7338 8859 9242
TOTAL LIABILITIES AND CAPITAL 64814 64774 65224 65926 67397 77298 76780
Income from — Investments 813.3 64.9 130.5 189.1 265.1 1088 979
- Loans 2163.6 175.8 352.8 537.8 731.4 2518 2380
Other Income 22.1 2.3 2.9 5.7 7.0 18 23
Less: Administrative Expenses 254.8 22.5 43.6 60.6 86.6 283 292
Interest on Borrowings 2104.1 173.4 347.1 530.3 722.9 2692 2473
Financial Expenses g/ 30.0 2.7 5.4 6.7 8.0 35 35
OPERATING INCOME BEFORE GRANTS 610.1 44.4 90.1 135.0 186.0 614 582
Grants for External Programs = - = = = = 23
NET INCOME 610.1 44.4 90.1 135.0 186.0 614 559 m/
NET EXCHANGE GAIN (+) OR LOSS (-) h/ =-503.4 -8l.4 -62.2 =-21.2 +24.6 - +25
MEMO Operations approved - IBRD to Countries 140 15 16 18 20 162 162
- IDA 106 3 4 6 14 106 106
- Total _;j_/ 246 18 20 24 34 268 268
- rc K/ 56 4 8 9 11 61 61
Amt. approved - IBRD to Countries 8809 1278 1329 1514 1706 9600 9600
= IDA Credits 3196 398 403 650 831 4100 3623 p/
= IFC Commitments 811 64 103 105 124 775 775
- Total 12816 1740 1835 2269 2661 14475 13998
Disbursements — IBRD to Countries 1/ 5063 410 930 1381 1840 6100 6100
- IDA 1878 143 251 423 587 2200 2200
- IFC 587 70 120 173 206 605 605
- Total 7528 623 1301 1977 2633 8905 8905
Gross Borrowing Approved - IBRD 5069 466 1176 1720 2506 7100 8200
Less: Debt Retirement 2721 464 629 1032 1119 2916 2860
Net Borrowing 2348 2 547 688 1387 4184 5340

ACD:IDA-T1:Ic(1-3)
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CONFIDENTIAL
Actual Cumulative from July 1, 1981 to Projected Revised .
FY1981 Jul.31 Aug.31 Sep.30 Oct.31 Nov.30 Dec.3l Jan.31 Feb.28 Mar.31 Apr.30 May 31  Jun.30 FY 1982 a/ FY1982 b/
IDA Investments 87 97 190 194 192 57 154
Unrestricted Cash, Notes and Receivables Ef 8182 7996 7840 8506 8370 12748 15078
Receivable from IBRD 821 818 798 795 896 855 754
Receivable from Credits Ef 23842 24173 24188 24463 24649 28411 27897
Restr. Sub. and Other Assets 338 338 338 327 325 367 350
TOTAL ASSETS 33270 33422 33354 34285 34432 42438 44233
e
Undisbursed Credits Ef 10965 11158 11068 11174 11198 13496 12865
Contribution by Switzerland and Other 209 246 242 260 226 239 154
Transfers from IBRD f/ 1469 1466 1466 1466 1567 1555 1564 n/
Accumulated Net Income (86) (95) (101) (107) (113) (199) (183)
Paid Sub. and Suppl. 20713 20647 20679 21492 21554 27347 29833
TOTAL LIABILITIES AND CAPITAL 33270 33422 33354 34285 34432 42438 44233
Income from - Investments 16.3 ) 5 2.9 St 7.6 4 9
- Credits 90.2 8.1 16.3 24.6 320 101 105
Less: Administrative Expenses 180.1 17.1 34.2 51.3 68.4 192 211
Net Excharze Gain (+) or Loss (-) +10.6 -1.8 -0.8 -0.1 - = =
NET INCOME (LOSS) (63.0) (9.7)  (15.8) (21.6) (27.8) (87) (97)
_—
IFC Cash and Securities 8.1 21.1 22.3 32.6 26.4 6.0 6.0
Investments — Loans 1374.4 1371.5 1374.4 1367.4 1428.5 1708.9 1654.9
- Equity 272.6 272.2 274.5 274.9 281.4 353.2 329.6
Less: Reserve Against Losses 61.5 62.7 63.9 65.5 66.7 79.1 75.4
1593.6 1602.1 1607.3 1609.4 1669.6 1989.0 1915.1
Accruals and Other Assets 2.3 4.6 6.1 (1.0) 5.9 6.0 6.0
TOTAL ASSETS 1595.9 1606.7 1613.4 1608.4 1675.5 1995.0 1921.1
Undisbursed Commitments 535.4 510.3 492.3 475.4 546.6 725.2 671.4
Loans from IBRD and Others 563.2 560.1 560.1 560.6 631.6 840.4 849.4
Less: Undrawn Loans 54.0 29.0 29.0 29.0 109.0 232.4 255.4
Withdrawn Loans 509.2 531.1 531.1 531.6 522.6 608.0 594.0
Capital and General Reserve 551.3 565.3 590.0 601.4 606.3 661.8 655.7
TOTAL LIABILITIES AND CAPITAL 1595.9 1606.7 1613.4 1608.4 1675.5 1995.0 1921.1
e
Operating Income 98.5 9.0 18.6 28.5 37.8 116.6 117.3
Less: Administrative Expenses 34.3 2.8 5.8 8.9 11.9 38.2 40.3
Charges on Borrowings 34.6 3.5 7.1 10.7 14.3 44.0 45.0
Income from Operations 29.6 2.7 %) 8.9 11.6 34.4 32.0
Realized Gains on Sales 1.9 ~ - - 0.3 6.0 6.0
Provision for Losses (19.0) (1.2) (2.4) (3.6) (4.8) (13.6) (13.6)
Recovery of Write-off 7.0 = 0.3 = = = P
NET INCOME 19.5 1.5 3.6 5.3 7l 26.8 24.4

ACD: TBRD-T1:Ic(5-7)
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Notes

gf Original projection of May 5, 1981. Non-dollar items translated into US dollars at rates prevailing on March 31, 1981.

Ej Non-dollar items tramslated into US dollars at rates prevailing on October 31, 1981.

c/ Investments are shown on a settlement basis and include $293 million Special Reserve Fund Assets, which are not available for lending.

d/ Borrowings include delayed deliveries and undrawn portions.

E} Amounts Receivable include undisbursed portions. Undisbursed amounts include both effective and non-effective portions.

E} Transfers to IDA out of IBRD Net Income have been charged to IBRD reserves, and added to IDA's resources, in the year of authorization, i.e.

the year following that in which the income was earned.

8/ TFinancial Expenses include amortization of issuance cost of borrowings and discount on sales of loans, if any.

h/ DNet exchange gain or loss on revaluation is allocated directly to the reserves.

ij IDA Unrestricted Cash, Notes and Receivables are from replenishment contributions of members, IBRD transfers and earnings.

l} IBRD/IDA Number of Operations shows operations involving more than one loan agreement or both a loan and a credit as one IBRD operation.

k/ The number of IFC approvals excludes exercise of pre-emptive stock rights by IFC under $250,000.

1/ Distribution of loan disbursements to countries of $6,100 million by quarter:

lst quarter 51,381 million
2nd quarter 1,605 million
3rd quarter 1,571 million
4th quarter 1,543 million

m/ IBRD RATE ASSUMPTIONS FOR FY 1982 TRANSACTIONS:

Forecast
Orig. Rev.
H
1. Average return on investments 9.75 11.1
2. Average interest rate on loan disbursements 8.2 8.2

3. Average cost of gross borrowings:
Weighted by amount and life 10.3 11.9
Weighted by amount only 10.6 12.0

Actual

to date

10.1

8.2

11.0
11.9

Ef The amount shown is net of $81 million for grants for agricultural research and for control of onchocerciasis.

g/ Includes $22,903 million and $1,601 million callable from OECD and OPEC (excluding Nigeria and Indonesia) countries.

p/ Consists of:

Credits approved 3 SDR 722 $ 850 (1)
Balance of FY82 program 2408 2773 (2)
SDR 3130 $ 3623

(1) US$ value of each credit as approved by the Board.
(2) Exchange rate as of October 31, 1981.

ACD: IBRD-T1:Ic(9-10)

Controller's
11/16/81



INTERNATIONAL BANK FOR RECONSTRUCTIONS AND DEVELOPMENT

Investment Holdings as of October 31, 1981

(US$ million equivalent)

United States Euro Pounds Deutsche Euro Canadian Italian Euro French Euro Japanese Belgian Netherland Swiss

Maturity Dollars Dollars Sterling Mark Mark Dollars Lire Lire Francs Francs Yen Francs Guilders Francs Other Total

Up to 6 mos 183.2 870.3 31.7 127.8 69.0 39.8 127.6 4.0 83.4 108.7 10.7 124.7 198.6 59.5 2,039.0

6 mos to 1 yr 264.4 531.7 2.7 11.4 3 6.7 8.5 11.3 837.0
1 to 2 yrs 1,090.5 381.7 57.3 19.3 5.6 28.5 6.0 61.0 1,649.9

2 to 3 yrs 644.9 108.6 173.3 47.6 5.2 1.7 59.9 7.9 17.3 1,072.4

3 to 4 yrs 1,202.4 59.1 93.5 71.9 50.5 3.3 12.1 12.1 13.9 24.0 1,542.8

4 to 5 yrs 378.6 4.6 311.6 2.1 4.2 o1 .8 702.0
over 5 yrs 7.0 7.0

Total US$ 3,764.0 1,956.0 436.8 435.1 69.0 157.2 5.2 139.0 17.4 109.9 108.7 119.8 152.5 198.6 180.9 7,850.1

Yields
A

Up to 6 mos 15.67 16.86 15.20 12.15 11.14 18.34 27.78 10.26 22.41 6.85 15.29 12.38 23.29 12.98 16.86
6 mos to 1 yr 14.17 15.72 11.54 28.54 9.77 11.05 8.78 13.65 15.25
1to2yrs 10.53 10.45 6.10 10.25 11.05 9.96 8.81 11.21 10.37
2 to 3 yrs 10.14 10.13 7.76 10.37 14.32 12.00 11.86 9.14 14.43 9.95
3 to 4 yrs 11.12 11.82 15.64 7.80 12.78 11.47 12.76 10.57 10.01 15.26 11.38
4 to 5 yrs 12.79 14.86 13.59 755 - 14413 11.48 29.54 13.17
over 5 yrs 15.96 15.96
11.38 14.77 14.15 8.86 11.14 13.15 14.32 27.84 11.66 19.92 6.85 11.36 11.85 23.29 13.06 12.97

NOTE: Amounts are amortized book values at date of the Table.
Yields are average annual weighted yields.

Other currencies are Austrian schillings, Brazilian cruzeiros, Danish kroner, Finnish Markkaa, Kuwaiti dinars,

Saudi Arabian riyals, Swedish kronor, United Arab Emirates dirhams, Venezuelan bolivares each are being less than one percent of holdings.

Controller's
11/18/81
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WORLD BANK / INTERNATIONAL FINANCE CORFORATION

OFFICE MEMORANDUIM

TO: Managing Committee DATE: October 9, 1981
FROM: Moeen A. Qureshi “ﬁﬁééﬁ r \\
SUBJECT: Options to Alter IBRD/IDA Budget Perspectives -

In my memorandum on "Restructuring IBRD Finances" of October 6
I referred to the alternative of curtailing significantly the growth in

the projected level of k‘s acmlnlsiratlve expcnses as a posé*ble

Limiting the growth in Bank expenses is in any case a necessary
and desirable objective, especially in the present international environ-
ment, and measures which could increase the efficiency and effectiveness
of the Bank within our assigned budgets have been a continuing concern of
ours. What is proposed in the attached note, however, is to go a step
further, and to consider fairly comprehensive actions that could yield
progressive econcmies which, relative to our present budget projections,
could reach some $100 million by 1986. ’

At my request, PABR has made a "first attempt" at’ identifying how
and where such economies could be attained. This is not yet an actiom
program, but if 1§ & Tirst cut at the problem. If the Managing Committee
agrees that we should proceed in this direction, then a small group under
PAB's leadership and including representatives from operations and from
the support functions should proceed to develop a detailed action program
for consideration by the Managing Committee before we embark upon the
formulation of the FYB3 budget in December. :

Please note that the approach taken in this note is essentially
evolutionary and generally predicated on the continuation of the Bank's
current mode of operation and organizational structure. While it will
require considerable effort and sensitivity at all levels to the need to

economize, it does not conceive of any radical changes in the organizational
structure, or in the way we conduct our business.

otk g
Attachment

IN301S3¥d 341 40 301440
ng : W4 6- 130 KEEl
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: Mr. Moeen A.[Qureshi Date: October 8, 1981

FROM: Heinz Vergin|]Director, PAB

e

SUBJECT: Management Options to Alter IBRD/IDA Budget Perspectives

1. Following up on the consideration of various options designed to
safeguard satisfactory levels of IBRD net income (your memorandum to the
Managing Committee of October 6), this note identifies steps which could
be taken to contain the growth of IBRD/IDA administrative expenses below
currently projected levels. It is important to emphasize at the outset
that the options explored in this note are essentially evolutionary and
predicated on the continuation of the Bank's basic mode of operation

and organizational structure. In presenting these options, it is also
necessary to emphasize that we do not want to be misunderstood to
suggest that the budget per se can or should be used to effect the
requisite changes in the Bank's cost structure and in management and
staff behavior. The options that we have identified require detailed
study and any resultant actions will require careful management. The
actions can be reinforced by budgetary constraints, but will require
initiatives by Operational managers, and by the Personnel, Compensation,
Organizational Planning, Programming and Budgeting and Information
Management functions.

Current Budget Perspectives

2. The IBRD/IDA budget perspective for FY82-86 which is currently
being used in the Bank Group's longer—term financial planning assumed:

- 4.3% average real growth based on an extrapolation of our
present cost structure. This assumed no major shift in
country assistance strategies, sector mix of lending,
operating policies, procedures and standards;

- price developments (including salaries) which are geared
closely to the currently projected movements of the GDP
deflator for the US economy. On this basis, annual rates of
price escalation which taper from_11% in FY83 to 8% in FY86
have been factored into the current budget perspective.

3 The following table summarizes the program cost developments
that were projected to contribute to this overall budget perspective:



Current IRRD/IDA Perspective
($ millions)

FY82 Volume FY85 Price FY85
Increases Projec— Increases 1/ Projec— Resultant
Program Average tion Average tion IBRD Share
in FY82 Annual in FY82 Annual in FY85 in FY85 2/
Prices Amt Rate Prices Amt Rate Prices % Amount
1. Board 16 2 4.3 18 6 10 24 63 15
2. Operations & '
Operations Related 3/ 344 48 4.3 392 125 10 517 63 326
3. Support Functions _ 110 L5 4.3 125 40 10 165 63 104
4. Non—-Banking Functions
(a) EDI, In-House
Research, External
Research Programs _
and CGIAR Secretariat 29 3 3.0 32 10 10 42 63 26
(b) Research Grants and
Special Programs 23 3 5.0 26 11 10 37 100 37
5. Contingency Provision 4 = - 4 1 10 5 63 3
IBRD/IDA Total 526 71 4.3 597 193 10 790 65 511
l/ On average about 66% of the provision for price increases relate to
projected increases in salary and salary-related benefits.
2/ The IBRD/IDA cost-sharing provides that IDA is to be charged a share
—  of total IBRD/IDA administrative expenses based on IDA's percentage of
the total number of IBRD/IDA operations during the budget year, the
year preceding it, and the year following it.
3/ Legal, Operations Evaluation and DPS excluding DPS-research.
The Options
4, Based on the same set of planning assumptions regarding growth

in the volume of IBRD and IDA lending which underlie the current budget
perspective, we have attempted to identify management options to contain
growth in administrative expenses. In assessing the possible budgetary
impact of these options, we have fqggﬁed_QQLF¥8§M§S“;hg_fixggrxggg_ip
which the full benefit of management actions taken in FYB2 and FY83 can
be expected to accrue. I1f significant savings are to be realized by
then,action to contain budget growth needs to be taken in four major
areas:



- Operating Programs

- Support Programs

- Non-banking Programs

— Salary and Benefit Policies

5. Operating Programs. A first pass aimed at identifying areas for
potential savings suggests that the following objectives become
imperative:

(i) The average IBRD loan size achieved in recent years needs
to be maintained.

(ii) The cost of the technical assistance which is presently
routinely extended through loan processing and supervision
to our more capable borrowers, particularly in the middle
and higher-income countries, has to be reduced or more
equitably shared. Where such adjustments are not feasible,
technical assistance financed by UNDP or by project
compeonents, should be used to substitute, wherever
possible, for Bank staff assistance financed through the
budget.

(iii) Loan processing and supervision procedures, and the
associated documentation requirements and conventions, need
to be analyzed in detail with a view to reducing their
e&EE§ed time and staff input requirements. The objective
of this examination would be to identify possible savings
in time and staff effort that do not impair the essential
developmental quality of the loan. In the same context,
the effects of the Bank's quality assurance functions on
the cost of the project cycle should be examined.

(iv) The Bank's
need to be &Xam as to their impact on the cost o
operational management and administration.

(v) Investments need to be made in upgrading data management
and computing support for the Bank's managers and
operational staff.

6. While these objectives have been identified as essential to
contain budget growth'and create room for new operational initiatives,
the exact potential for savings needs to be assessed with great care to
safeguard the quality of the Bank's operations. However, overall it
would not seem unreasonable to explore a scenario which envisages that
the currently planned growth in lending and other operational work could
be accommodated within existing levels of operational and
operations-related staffing through decisive action in the areas
identified above. For instance, a IQIZiQA_neduCLiQD.inmth .average cost

of the Bank's project cycle, implemented over three years and coupleaw

with maintenance of average loan size, could create suf savings
p— e
to accommodate planned growth in lending and modest growth in other



o i e

operational work within the current operational staffing level, thus
resulting in a reduction in FY85 expenses to the IBRD of the order of
$50-55 million. We recognize, however, that the requisite redeployment
of staff resources within the current operational and operations-related
staffing levels may encounter substantial adjustment problems that
require earliest attention.

7 Support Programs. Growth in the budget of the support programs
has in the current budget perspectives been projected to match budget
growth in operations. In the short term, measures taken to contain
operational expenses would result in increased costs in such key support
functions as personnel, compensation, organization planning, computing,
etc. With relatively little savings likely for one or two years.

Beyond FY84, however, it should be possible to limit further growth in
the cost of the support programs. While potential savings in these
areas are somewhat conjectural, reductions in IBRD expenses in FY85 of
the order of $4-5 million would not be an unreasonable objective.

8. Non-Banking Functions. Under present assumptions the
non-RBanking functions of the institution (Research, Economic Development
Institute), and various grants (Agricultural Research, Tropical Disease
Research, Control of River Blindness) are projected to cost IBRD about
$63 million by FY85, against $58 million in FY82. These costs have not
been projected to increase substantially in real terms and short of a
fundamental reconsideration of the Bank's role in these areas the
potenfjal for savings is not great. Thgre is the prospect of seeking

potential qavings “to the budget are small. A concerted effort to
restrain real growth in these programs and to seek reimbursement where
possible, could reduce the projected FY85 expense to IBRD by about $2-3
million.

9. Salaries and Associated Benefits. This component accounts for
$344 million or two-thirds of total IBRD/IDA expenses in FY82. The IBRD
share of the total some ($204 million) will, under current assumptions,
rise to about $300 million by FY85. This assumes that the salary
adjustments will be set at about the projected rate of inflation and
that "grade creep” and continuation of separate merit increase will, as
in the past, contribute on average 1/ growth in average real salaries.
A different set of assumptions, which still needs to be reviewed with
the Compensation Department, would envisage that Bank salaries,
following recently established policies, will be set to parallel the
salary developments in the specified set of comparator organizations.
In this case it would be our best guess that market-oriented salary
developments and budpetary strinpencx in the comparator organizations

e S P

will be likely to ?ive us an escalation in Bank salaries which in the
next two to three years will lag by 200 basis points behind the US-GDP
Deflator, with this lag narrowing over time. Such a response in salary
policy to the Bank's projected environment would reduce the projected
FY8S5 level of the IBRD's salary and benefit budget by as much as $20
million. Further savings are likely to accrue to the TIBRD from
reductions in U S. tax reimbursements ($7-9 million). Finally,

s e ————
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improvements in Staff Retirement Plan portfolio performance and reduced
. contributions to the Retirement Plan are now projected to bring savings
of another $5-6 million.

Conclusions and Recommendations

10. We conclude that options with the potential to reduce FY85 IBRD
administrative expenses from their currently projected levels by $80-100
million exist and deserve to be explored in greater detail. Most of
these options ought to be examined in any case; however, the need to
safeguard satisfactory levels of IBRD neg income gives added urgency

to this undertaking. I recommend that the Managing Committee establish
a task force to further define these options and to formulate an action
program for Managing Committee consideration.

.!'
|
|
|

cc: Mr., Gabriel (o/r)

HV/NN/RT:ov




WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM  gevise

TO: Managing Committee (Through Mr. Moeen Qureshi) DATE: October 6, 1981

s

FROM: Task Force on Loan/Credit Terms

SUBJECT: IBRD Front-End Fees

1. The Bank currently faces two inter-related income problems.
The first is how to respond to the decline in net income now projected
for the next few years. It is generally agreed that some form of
front-end fu» is called for. The issue is what form it should take.

2. The second problem is how to deal with the interest rate
risk which the Bank carries. Here again, there is general agrecement
that the loan charges on new commitments need to be made more
flexible. Apain the issue is how to do it.

35 While these two problems are inter-related only the first 1is
considered in this report. The Task Force is working to refine the
options for handling the latter problem, and a preliminary report on
the subject is being distributed separately.

A. Front-End Fees

Background

4, The following table shows the current "best estimate"
projection for IBRD net income over the next few years as compared
with the projection prepared last April and shown in the budget docu-

ment.
IBRD Net Income Proiections*
($m)
FY81 FYB2 FYB3 FYB4 FYB5 FY86
April 1981 Projection 623 614 604 619 627 662
Latest Projection 610 568 433 386 360 390
Decline 13 46 171 233 267 272

Memo Item: Grants for External
Research Program 1/ 23 27 31 37 - 43

1/ Throughout this report net income figures are shown hefore allowance
for external grants. This is done to make the figures comparable
with ecarlier projections.
* Note: The projections assume continuation of the Bank's present lending
rate policy. ;



A detailed explanation of these changes is attached as Annex 1 to this
report. In broad outline what has hanpened is that the Bank has been
hit simultaneously by five adverse developments:

(a)

(b)

(c)

(d)

(e)

Options

Administrative Fxpenses. Higher staff compensation
approved by the Board last June. Allowing for indirect
effects (i.e., the fact that losses in the early vears
reduce cash balances in later years) the administrative
expense decision accounts for roughly 10% of the over-
all problem.

Fxchanege Rate Chanees. The sharp appreciation of the
US dollar vis—-a-vis the other currencies the RBank holds
has reduced the volume (mecasured in dollars) of income
earning assets more than the volume of interest-bearing
liabilities. Again allowing for indirect effects, this
accounts for about 257% of the decline.

Higher Interest Rates. The higher borrowing costs

assumed (up 0.8% in FY82, and up 1.0% in FY83 through
FY86) are more than offset by the assumed higher return
on liquid assets in FY82 (11.4% for the rest of the
year). But in subsequent years the negative impact
grows rapidly from less than $20 million in FY83 to
nearly $80 million in FYB86. This accounts ‘for about
30% of the decline.

Phasing of Borrowing. The shortfall in FY81 borrowing

of over Sl billion is assumed to be fully made up in
FYB2 at borrowing costs that are nearly 250 basis
points higher. This penalizes projected net income by
about $25 million a year and accounts for a little less
than 15%Z of the decline.

Revised Income from Loans. The April projection

assumed that the average interest rate on loans out-
standing at the end of FYBl would be 7.67%. The
average turned out to be 7.54%. This change accounts
for 207 of the decline.

5. The Task Force has considered several options for responding
to the projected decline in net income:

Option #1 - Impose a front—end fee of 17 on all new loans. While many

variants may be considered, the versions shown in the

i R A T T TR e Y (A T [ T A W T 3 [ - . S i T ST v rmm e - et
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table below assumes that the fee is due and payabhle at
loan signing, but that it is actually collected in two
payments at 3 months and 9 months after loan sianing.

Option #2 - Impose a front-end fee of 1.25Z on all new loans.

Option #3 - Impose a front-end fee of 17 and incrcase the commitment
fee to 1.25%.

Option #4 - Impose a front-end fce of 17 now'and nake the commitment
fee variable up to 1.5%. There would be no change in the
0.75% commitment fee at present, but new loans would
provide for changes in the future up to 1.5% should the
costs of carrying liquidity widen.

The implications of these options for projected net income are as
follows:

Alternative IBRD Net Income Projections*

($m)
FY82 FY83 FYB84 FY85 FY86

Front-End Fee of 1% & 606 545 520 517 572
Front-End Fee of 1.25% 616 573 553 557 617
Front-End Fee of 1% and

Commitment Fee of 1.25% 622 601 630 681 789
6. The case for some form of front-end fee is straightforward.

It 1s a practical way of offsetting the projected decline in income
over the next two or three years. Changes in the lending rate itself
won’t do the job, since loans disburse too slowly. A flat front-end
fee is preferable to an increase in the commitment fee because it
generates additional income more quickly. The Bank’s commitment fee
is already high in relation to commercial practice and has in recent
years greatly exceeded the Bank’s actual costs of carrying liquidity.
Morecover, an increase in the commitment fee has its major impact after
FY86 when projected net income already shows a rapid rise. Finally, a
service charge (or management fee) on the order of 1% is common in
commercial loan transactions and is already in force at the IDNB
(though the IDB does not collect it all in the first year after sign-

ing).

* Note: These projections assume continuation of the Bank's present
lending rate policy.




Incremental Impact of Front-End Fee and Commitment Fee Increase

(Sm)
FY82  FY83  FY84  FYBS  FY86

1%Z Front—end Fee 38 112 134 157 182
1/2% Increase in Commitment Fee 14 56 110 164 217
7. The choice between a fee of 1.07 and 1.257 hinges on the

view one takes about the adequacy of the income levels shown in the
latest projections. If the objective is to minimize the decline in
net income over the next few years, the higher fee will tend to be
preferred. If, on the other hand, the income levels earned in the
past two years are reparded as departures from a long-term trend (and
attributable to especially favorable circumstances), then the lower
fee will tend to be preferred.

Trends in the Level and Adequacy of Net Income™

FY72 FY74 FY76 FY78 FYB0 FYB82 FYB4 FY86

"Role of the Bank
Projections (1977)

Net Income (Sm) 183 216 220 255 368 466 574 743
Interest Coverage 1.48 1.35 1.23 1:18 1.18 1.16 1.15 1:15

April 1981 Projections

Net Income ($m) 183 216 220 238 588 6142 6192 6622/

Interest Coverage 1.48 1.35 1.23 1.15 1.30. 1l.23 1.17 1.14

Latest Projections:
Fee 1.01

Net Income ($m) 183 216 220 238 sss 583 uge? sa9?/

Interest Coverage 1.48 1.35 1:23 1.15 1.30 1.24 1.13 1.10

Latest Projections:
Fee 1.252

Net Income ($m) 83 216 220 238 ses  593¥ s22¥ 574

Interest Coverage 1.48 1.35 1.23 1.15 1.30 1.24 1.14 1.11
a/ After allowance for grants to external research programs.

8. A second factor affecting the choice 1s the confidence one
assigns to the assumptions underlying the latest projections. The

* Note: These projections assume continuation of the Bank's present lending
policy.
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cost of borrowing for FY82 is assumed to average 11.67 (11.5% coupon),
and to decline to 10.757 in FY83, 10,257 in FY84 and 9.75Z in FY85.
In light of the rapid escalation in borrowing cost estimates over the
past three months, it is certainly possible to repard these assump-
tions as being too optimistiec. Annex 2 shows the impact of alterna-
tive higher interest rate assumptions. What they suggest is that
higher rates this vear (FY82) hurt net income bezinning in FY83
whercas higher rates next year and the vear after have an initially
favorable impact on income followed by sharp declines thercafter.
Thus, pessimism about this year’s borrowing é&osts supports the case
for a higher front-end fee, while pessimism about future borrowing
cost adds to the urgency of making new loan commitments at variable
interest rates and also makes an increase in the commitment fee seem
relatively more attractive (because of its strong impact after FY84).

9. hile it is natural in the current environment to be espe-
cially sensitive to the down-side risks, it should not be forgotten
that a significant part of the decline in projected net income is
attributable to exchange rate changes which could quite easily be
reversed (as the experience of recent days shows). Also the impact of
exchange rate changes on net income necds to be interpreted
cautiously. Exchange rate changes affect the need for income as well
as its level. 1In fact, interest on borrowings is initially affected
to roughly the same extent as net income, so that the interest
coverage ratio remains about the same, if only exchange rate changes
are considered.

10, Another factor to consider in the choice among alternative
levels of front-end fees is the reaction of the Board. A fee in
excess of 17 could well be perceived in the Roard as an over—reaction
to what are admittedly very difficult circumstances at the moment.

Our past statements about net income being planned at a relatively
high level precisely so that it can act as a buffer in the event of
adverse interest rate movements will be cited. More generally, the
posture taken by management on this issue——and particularly the weight
given to net income as a barometer of performance and as a key to
financial market acceptance of IBRD bonds——is likely to be interpreted
as having broader significance. In this context, either option #2 or
option #3 would signal a rather clear departure from past practice
and, as such, would presumably be welcomed by some of the major donors
and be a cause of concern to the Part II countries and some Part 1
countries. On the other hand, the nepative reaction of the Part II
countries could be even worse if a fee of 1% were imposed now only to
be followed by another increase in a few months time. The Task Force
members agreed that it would be far better to handle a painful adjust-
ment in one step rather than two. If the correciion proves to he
excessive, it would be simple to reduce the fee subsequently, even for
loans already signed.
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1l. Option #4 is something of a middle ground. It limits the
corrective action taken now, but puts the Rank in a better position in
the next few years to respond quicklv in the event the assumptions
underlying the current "best estimate" projection prove to he too
optimistic. The notion of a variable commitment fee also dovetalls
nicely--in the longer term--with some of the options for introducing
greater variability in the lending rate. The key point is that, even
assuming the lending rate is linked closelv to the cost of horrowing,
the Bank is not protected asainst a sharp decline in the return on
liquid assets. 1In a deflationary environment, short rates could fall
much more sharplv than long rates, thus widening the cost of carrying
liquidity. A variable conmitment fee would put the Bank in a good
position to respond to such an eventuality.

Form of Front-Fnd Fee

12. The Task Force considered whether a front-end fee should be
a simple percentage of the loan amount (1% or 1.25%) or should instead
be more closely related to the Bank’s processing costs. A cost-based
fee would be much more burdensome for small borrowers, since it costs
the Bank roughly the same amount to process a $20 million project as a
$100 million project. For this reason, and on grounds of simplicity,
the dominant sentiment in the Task Force was in favor of a flat per-
centage fee. It is recognized that this implies a degree of
cross-subsidization: with large borrowers subsidizing small borrowers.

13. The inmpact of a slower collection pattern - perhaps along
the lines of IDB, which is over three years — has also been con-
sidered. If, the fee is considered due and payable at the date of
signing, it can be counted as income in full on that date even though
it 1s actually paid to the Bank somewhat later. How much later is a
matter which could be disputed, but Controller’s believes that, as
long as payment is received within less than a year after signing, the
external auditors would allow the full amount to he booked at the time
of signing. The following table shows the impact of alternative
timing assumptions both on net income and on the effective interest
rate. The current effective interest rates for the IDB and ADRB are
also shown. Ve understand that the IDB has no plans to change 1its
rate before January 1982.




Implications of Alternative Timing for Scrﬁiro Charwe

(Sm)

Fffective Interest Rate
FY82 FY83 FY8B4 FY85 FY86 (Lendine Rate = 11.6%)

Rapid Collection 38 112 134 157 182

(in first year) 13.17%

IDB Pattern 10 48 93 134 157 13.12%

Memo Items: IDR 11.05%
AsDB 11.13%

"Sweeteners"

14, Various proposals were made in the Task Force for making the

establishment of a service charge less unpalatable to borrowers. The
issue for management is which, if any, of these proposals should be
pursued:

Financing the service charge in the loan. This would be
attractive to borrowers in that it would avoid an immediate
cash outflow. It would have a nepgative impact - albeit
minor - on the Bank’s cash flow.

Offsettine reduction in the "spread" on lending. To the
extent the current 50 basis point spread includes an
allowance for administrative expenses, there is a logical
case for reducing the spread when a service charge is estab-
lished. To offset a rapidly collected 1% service charge and
leave the effective interest rate unchanged, the spread
would need to be reduced to about 25 basis points. This
would of course reduce loan income in later years, the main
effects being felt after FYB6.

Sharing the burden of adjustment more widely. There is what
may be called a problem of "intergenerational equity"
inherent in the establishment of a service charge on new
loans to offset the losses on old loans. If the mix of old
borrowers and new borrowers were the same, this problem
could be ignored. But they are not. One way of dealing
with this problem would he to urge horrowers who have now
graduated to accelerate the repayment of old (low-interest
rate) loans. Among the countries principallv affected would
be Japan, Ireland, Israel, Venezuela and Spain. (TIran,
while important, is assumed to be unapproachable.)




The proposal for an offsetting reduction in the 50 basis-point
spread needs to be considered in the context of prospective changes to a
more variable lending rate. The report on Variable Loan Charges shows
that adoption of a more variable lending rate would penalize income very
substantially over the next several vears if borrowing costs decline as
projected. Thus, a reduction in the spread would seem unrealistic at
least for the time being.

Summary of Issues

15. To sum up, guidance is requested from the Managing Cormittee on:

-- which of the four options with respect to the level of
front-end fees is preferred?

-- whether it is agreed that the fee should take the form
of a flat percentage due and payable at the date of loan
signing? -

—— whether the proposed front-end fee should be made more
palatable to borrowers by any of the devices listed -
above?

Attachments
DJW:ba



ANNEX 1

Sources of Necline in Projected Net Income Ef

(Sm)
FY83 FYR4 FY8S5 FY86
Higher Administrative Expense 17 20 21 25
Deferral of Planned Borrowing 24 25 25 25
Re-estimate of l.oan Rate 36 36 36 36
Fxchange Rate FEffects 43 43 45 45
Changed Interest Rate Assumption 17 49 62 78
Changes in Projected Cash Balance b/ 34 58 i1 91
Total 171 233 267 272
Net TIncome (hefore grants) 433 386 360 390
Less: Fxternal Grants 27 31 37 43
Net Income (after grants) 406 355 323 347

gl The detailed figures do not add to the totals shown because of indirect
effects other than those which alter cash balances. The differences are
less than $5 million each year through FY85, but amount to $28 million
in FY86.

b/ Changes in the level of cash and securities are what trigger the
indirect income effects. Reduced income due to anvy one of the primary
causes lowers cash and securities.
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ANNEX 2

Interest Rate Sensitivity Analysis

The. attached table summarizes four sensitivity tests. By
comparing the results of different tests it is possible to assess the

impact of:

(a) rates remaining hirh for a longer period than currentlv

assumed. A one-vear delay is captured by a comparison

of Case I with the
comparison of Case

(b) rates poing higher

Base Case; a two-year delay by a
IV with the Base Case;

before thev start to decline. The

impact of a higher
parison of Case II
rate in FY83, bv a

rate in FY82 is captured by a com-
and Case I; the impact of a higher
comparison of Case III and Case I;

the impact of higher rates in the outer years, by a

comparison of Case

IV and Case 1I.

The effects of greater interest rate changes than those
shown (e.g. an increase to 13.5% in FY82) can be estimated by simple
extrapolation of the results shown (e.g. +$46 million in FY82 instead

of +$23 million).

The sensitivity tests have not tried to capture the effects
of variations in the cost of carrying liquidity (i.e. different spread

between borrowing cost and return
needs to be considered separately
ses, such as changes in the level

e ——— e — o i WS AT I T T TR

on cash and securities). This issue
together with potential Bank respon-
of the commitment fee.
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ANNEX 2
Table
Interest Rate Sensitivity Analvsis
Assumptions (X) Income Effects (S$nm)
FYB2 FYB3 FY84 FY85 FYB2 FYB3 FYB4 FYBS
Fase Case
Borrowing Cost 11.5 10.75 10.35 9.75
Lending Rate 11.4 11.50 11.00 10.5
Return on Securities 11.4% 10.35 9.R5 9.35
Case I
Borrowing Cost 11.5 11.50 10.25 9.75 Chg. in Int. on Debt 25 59 57
Lending Rate 11.4 12.25 11.00 10.5 Chg. in Loan Income - 1 7 19
Return on Securities 11.4%* 11.00 9.85 9.35 Chg. in Inc. from Securities +73 +3 =2
Chg. in Met Income +49 -49 =40
Case I
Borrowing Cost 12.5 11.50 10.25 9.75 Chg. in Int. on Debt 35 102 133 127 -
Lending Rate 11.8 12.25 11.00 10.5 Chg. in Loan Income 1 4 16 36
Return on Securities 12.0* 11.00 9.85 9.35 Chg. in Inc. from Securities 46 71 -7 -6
Chg. in Net Income +12 -27 -124 -97
Case III
Borrowing Cost 11.5 12.50 10.25 9.75 Chg. in Int. on Debt 70 147 142
Lending Rate 11.4 13.25 11.00 10.5 Chg. in Loan Income 3 15 45
Return on Securities 11.4% 12.00 9.85 9.35 Chg. in Inc. from Securities +186 +6 -2
Chg. in Net Income +119 -126 -99
Case IV
Rorrowing Cost 11.5 11.50 11.00 10.0 Chg. in Int. on Debt 25 923 139
Lending Rate 11.4 12.25 11.75 10.75 Chg. in Loan Income 1 8 27
Return on Securities 11.4% 11.00 10.60 9.60 Chg. in Inc. from Securities . ¥713 +93 +43
Chg. in Net Income +49 +8 -69
* Remainder of year .
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: Mr. Moeen A. Qureshi DATE: October 6, 1981
-
FROM: Task Force on Short-Term Borrowing ~\\
SUBJECT: New Sources of Borrowing | \ ) = 4

Summarv of Issues for Management

1. This report proposes that the Board be asked to approve in principle
borrowings of up to $2 billion in the form of short-term or variable-rate in-
struments during FY82.

T

2 The issues examined in the report include:

-- timing: Should short-term or variable-rate borrowing
begin now or be deferred until the proposed variable
lending rate system becomes effective (in the sense
that variable rate loans are disbursed)? An early
start is recommended in order to assure achievement
of this year's borrowing program and avoid having
year-end liquid holdings drop below current plans.

-- choice of instruments: Which form of borrowing is to
be preferred: short-term instruments (such as dis-
count notes) or longer maturity instruments (such as
bank loans or floating-rate notes) at variable rates?
While there is a preference for short-term instruments
--because they avoid payment of intermediation costs--
the Board would be asked for a general authority em-
bracing both types of borrowing.

-- effect on Bank finances: Should short-term borrowing
be conceived—and presented to the Board--as an addi-
tion to the $8 billion of borrowings planned for FY82
or as a partial substitution? The most likely out-
come is that variable-rate borrowings will be partly
substitutes and partly additions to current plans. It
is not possible to be precise about the nature of the
year's borrowing program in advance, particularly in
light of present conditions in the capital markets.

Background

3. The Board memorandum circulated last December on "Means of Financing"1l/
pointed out that the traditional sources of IBRD financing, namely the medium-

to long-term fixed-rate markets, have failed to keep pace with the growth in
financial markets generally. This relative shrinkage of the fixed-rate markets
has been due to the effects of inflation on the capital values of fixed-rate
securities. It has increased the risk that the Bank may not be able to borrow
the necessary volume of funds from its traditional sources and has thus eroded

1/ "Possible Means of Finance an Expanded IBRD/IDA Lending Program". December 18,
1580. See especially para. 44.
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the Bank's funding flexibility. In recent months, the outlook for bond
markets worldwide has worsened. It is now distinctly possible that the
Bank will not be able to fund its projected lending at an acceptable cost
to borrowers using fixed-rate borrowing alone. This is the reason for
considering whether the Bank should begin to tap new types of funds, par-
ticularly the short-term and floating-rate markets.

4. The Task Force proposes that the Board be asked to approve in
principle borrowings of up to $2 billion in the form of short-term or
variable-rate instruments during this fiscal year, as a first step that
could in the future lead to substantial and sustained use of this type of
borrowing. We believe that this approach will enable the Bank to establish
a meaningful presence in the variable-rate market, while at the same time
avoiding undesirable and costly stress on the fixed-rate markets for IBRD
securities during FY82. The income effects of the proposal are likely to
be small in FY82. It is assumed that there will be a simultaneous change
in the Bank's lending rate policy.

How and When to Begin

5 The question of how and when to begin variable-rate borrowing may
be considered under three headings: timing, amount and type of instrument.
As to timing, we recommend that the Bank start tapping these new sources of
funds as soon as possible. The main reason for this recommendation is that
we think it is unlikely that the Bank can borrow more than $5 billion to
$6-1/2 billion in FY82 if we continue "business as usual", i.e., borrow
medium- and long-term funds at fixed interest rates. To go beyond this
amount would most likely put substantial stress on the fixed-rate markets
for IBRD securities, resulting in "digestion" problems that will either
raise the cost of borrowing sharply or partially undermine future borrowing
efforts or both. Higher borrowing costs (e.g., 1l0-year borrowings at 17%-
18%) are also likely to meet some resistance from the EDs, and in any case,
we are reluctant to lock in such interest rates for a 5-10 year period.

6. If the Bank remains within what appears to be a prudent and feasible
limit to fixed-rate borrowing in FY82 and yet defers entry into variable-rate
funding, liquid assets at year end would be nearer to $8 billion than $10
billion. For reasons spelled out in the report of the Task Force of Liquid-
ity Management, we do not believe that a reduction below the 40% formula

level of liquidity is advisable in the present environment.

7. With respect to the amount of such borrowing, we believe that a
range of up to $2 billion is appropriate. This is a generous estimate of
what could actually be done during the remainder of FY82. A high ceiling is
required, however, to give flexibility as to the timing and amount of such
borrowings within markets and the fiscal year.




8. The specific choice of instruments would be left indeterminate
in our presentation to the Board. Our preliminary judgment is that the
most appropriate instrument for FY82 borrowings would be short-term dis-
count notes, i.e., non-interest bearing notes of 30-365-day maturity is-
sued at a discount from their face value corresponding to current interest
rates, issued primarily in the US. The rationale for preferring short-
term instruments rather than longer maturities at variable rates is that
long maturity instruments are intermediated rather than primary sources
of funds--and thus involve paying an intermediation fee to some form of
financial institution. The short-term money markets, on the other hand,
are the sources of funds for commercial banks and other intermediating
institutions. Since the Bank's position in world capital markets gives
it access to this type of funding, it makes sense to consider the short-
term market first and use long maturity, floating-rate instruments when
and if liquidity and other considerations outweigh the cost argument in
favor of the money market.

Effects on Bank Finances

9. The potential effects of the proposed variable-rate (i.e., short-
term) borrowing program for FY82 on the Bank's net income prospects will
depend on (a) the degree to which short-term borrowings substitute for
fixed-rate borrowings; and (b) interest rate movements., If the whole of

the short-term borrowings are in addition to the planned FY82 borrowing
program of $8.2 billion, effects on Bank net income may be expected to be
small, Such borrowings would increase liquid holdings. Investment yields
on these holdings are expected to be very close to, and vary proportionately
to, the cost of the borrowings. It may even be possible to invest these
funds at a modest profit.

10. Substitution of variable-rate borrowing for fixed-rate borrowing
in FY82 will not change the asset side of the Bank's balance sheet, but will
add to its interest sensitive liabilities. If short-term interest rates
rise, the Bank's borrowing expenses will rise correspondingly. However, the
return on liquid holdings should go up as well. 1/ The net impact would be
for Bank income to increase to a lesser degree than would be the case with

all fixed-rate borrowings in FY82, Similarly, if interest rates were to fall,

the Bank's borrowing expenses would decline more rapidly than would be the
case with fixed-rate borrowings, but Bank net income would not be improved,
since a declining income from securities would more than offset the declining
cost of borrowing. In either case, therefore, the Bank's income in FY82 is
likely to be less affected by changes in short-term interest rates if a cer-
tain amount of short-term borrowing is undertaken in substitution for long-
term borrowing.

1/ The impact of short-term interest rate movements on the return on liquid
holdings will be greater if it is US dollar rates that rise, because US
dollars are a high proportion of total liquid holdings. Also, to the ex-
tent the liquid asset portfolio contains instruments with maturities of
over, say, six months, there would be capital losses to take into account.



11, This conclusion seems to be in conflict with the usual percep-
tion that borrowing short and lending long will leave any financial insti-
tution more exposed to interest rate risk. In the case of the Bank, the
high level of interest-sensitive liquid holdings and the present lack of
interest-sensitive liabilities complicate the analysis. There is also a
further complication. While increases in short-term interest rates tend
to help the Bank's income, increases in medium- and long-term rates re-
duce income because-—under a fixed lending rate system--they affect the
cost of debt more quickly than they affect income from loans. What this
means is that an upward shift in interest rates for both short and long
maturities helps the Bank's income in the near-term (the liquid asset ef-
fect) and hurts it in the medium-term (the lag effect on disbursements).
The two effects are at least partially offsetting. Once the Bank adopts

a more variable lending rate policy, the benefit it currently derives

from the liquid asset effect will become less important and will gradually
disappear as the Bank acquires variable-rate borrowings. In other words,
the Bank will gradually find it advantageous to hold interest-sensitive
liabilities in amounts roughly comparable to its holdings of cash and se-
curities.

Board Presentation

12, In presenting this proposal to the Board, we expect to find many
EDs worried about potential problems arising from "borrowing short and lend-
ing long". We believe that the most appropriate response is to point out
that a decision to begin tapping new sources of funding is a matter of
achieving a balance among various risks. The reason for undertaking vari-
able-rate borrowing is to increase the margin of assurance that the Bank
will have adequate access to funds even in difficult times such as the
present. In the short run, interest rate exposure for the Bank 1is not
changed very much because the amount of FY82 borrowing will be small rela-
tive to total debt outstanding. In any case, the shift to variable-rate
borrowing will actually reduce the exposure of Bank net income to changes
in short-term interest rates. The alternative to such borrowing may be
creation of market "digestion" problems, high borrowing costs, and/or a
reduction in liquid holdings. This last course of action itself carries
substantial risks for the Bank in the present environment.

13. Medium- to long-term variable-rate borrowing should not raise any
issues relating to liquidity policy. Short-term borrowings, however, could
raise questions as to the amount of liquid holdings that the Bank should
have. We propose not to raise these questions ourselves but to respond to
EDs inquiries along the line set out in the report of the Task Force on
Liquidity Management.

DB:DJV:ba
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
Managing Committee 3 - X/‘?‘S DA
toeen A. Qureshi D/ k@\/ Y r/ )gfd

Restructuring IDRD Finances: Recommended Actignsg”

3 i The attached Task Force reports conside:‘QE;;;;—;;ter—related a;;;;;;:D
of IBRD financial policies: (a) front-end fees; (b) ggﬁiable loan charges; and

(c) short-term or variable-rate borrowing. The reports examine a number of
policy options and pose several questions cn which guidance is sought. Since
it is important to consider these reports--and our eventual proposals to the
Board--as a single package, I would like to offer a brief comment on the com-
mon problem which all these reports address and then to summarize my own con-
clusions on what I think our policy response should be,

24 The essence of the problem facing the Eank is that the markets we
have traditionally relied upon for our borrowings have been seriously eroded
in recent years. Both nominal and--more recently--real interest rates have
surged. Even more impertant, the volumes of fixed-rate funds available--both
in terms of market size and willingness of authorities to grant access to
markets--have not kept pace with the growth in the Bank's borrowing require-
ments. The short-run consequence has been to reduce our ability to keep down
borrowing costs through avoidance of issues in high nominal cost currencies.
This is important in terms of its impact on net income. The longer-run con-
sequence has been to diminish the assurance we have that the Bank will be ahle
to finance its current lending program and at the same time maintain satisfac-
tory levels of cash and securities.

3. The most important cbjective, in my view, is to restore this lost
flexibility, and to enlarge th& Bank'§s room for maneuver in a inancial sense.
The key action to this end is a change in our lending rate policy. By estab-

lishing flexibility in loan pricing we can create the ecapacity to borrow pru-
dently at short-term or at variable rates.

4, The report on Variable Loan Charges considers three ways in which

our lending rate policy cculd be changed so as to achieve more flexibility in

loan pricing. WWhile I can appreciate the arguments for other options, my own
recommendation is rhat we adopt a floating rate i.e., a rate established atﬁfj%
predetermined spread above the cost of Bank debt and adjusted every few months“

on all outstanding balances. This is the option which provides the greatest
degree of funding flexibility and that, as I have said, is what I regard as

the key objective.

5. The other arguments, both pro and con, seem to me to be less weighty.
While a floating rare could diverge from current market conditions, the fact
that loans are typically disbursed over several years should help persuade
borrowers that the rate prevailing at the time of commitment is not all that



important. I don't think most borrowers trade-off Bank loans with other
sorts of loans: they borrow all they can from both. Where this is per-
haps less true--that is, the highly creditworthv countries--the risk of P\L
borrowers "graduating" themselves is a risk we can afford to run.

6. Among the (éﬁéé;g;;;}’ suggested, I propose that the idea of
vafiable maturities--within limits of up to, say, be further ex-
plored. While predictable debt service payments to the IBRD are unlikely
to be very important from the point of view of a borrowing country's over-
all balance of payments position, the Bank should nevertheless try to

preserve what it can of its image as an especially attractive source of
finance.

7. On_the net income side, I see no alternative to r=
of at least“l%.) The attached table shows that a I%. fee, combined with a

shift to a Iloating-rate system, would still result in a steady decline
in net income over the next few years in our so-called "base case'. 1In
my judgment, the assumptions underlying this base case are conservative
in the sense that they understate the income the Bank is likely to earn
over the next few years. Nevertheless, I would be the first to admit
that the net income could turn out to be as low--or lower--than is pro-
jected in the Base Case.

8. Therefore, I would recommend that we supplement the 17 front-end
fee with other measures designed to ensure that income is adequate even if
interest and exchange rate developments turn out to be less favorable than
now seems probable. In particular, we should either:

e yr0 -
(a) increase the commitment feé(by 1/4% (to 1%), (:::D'ﬁ

me /
(b) take a policy decision to seek a reduction in the ‘{ qu”/;it’

real growth of administrative expenses in the next d_{)'ﬁj;rJH’

few years.

Either of these steps should give us a high probability of achieving a net

income of not less than $500 million in each of the next few years. I will
be submitting a separate note on the specific steps which could be taken to
implement a policy decision constraining the real growth of administrative

expenses below currently planned levels.

Attachments
DJW:ba






NET INCOME PRnJhCTIONR IINDFER ALTERNATF POLICIES
(s millions) :

: E FY82 FY83 FY84 FY85 FY86 FY87 FY88 FY89 FY90

"Base Case" Net Income (after grants) 541 406 355 323 347 491 712 901 1027
1Z Service Feg +38 +112 +134 +157 +182 +202 +220 +243 +266
Shift to Fixed-at-Disbursement System a/ ' - -3 -17 =44 -120 =217 =344 -469 =544
Shift to Floating Rate Systenm - -2 -13 -28 -83 -144 =215 -280 =347

"Post Policy Change" Net Income:

With Fixed-at-Disbursement 579 515 472 436 409 476 588 675 749
With Floating Rate 579 516 476 452 446 549 717 864 946

Impact of Other Policy Options

Additional 1/27 Service Charge : +19 +56 +67 +79 +91 +101 +110 +121 +133

1/2% Increase in 50 Basis-Point Spread &—— A ¢ |, rw;J 3 +4 +12 +34 +68 +110 +158 +194 +258

oo

1/4% Increase in Commitment Fee 7 +28 +55 +82 +109 +134 +158 +182 +206
Reduced Administrative Expenses b/ ' . 420 442 470 480 485 490 495 4100
Impact of Changed Assumptions -
More gradual decline in interest rates el +30 +17 -9 -71 -120 -171 =226 -285
US dollar weakens (strengthens) by 15% '

(SDR goes to $1.21 or to §1.07) T65 LS5 w65 £80 X110 4145  +185 4235

Spread on liquid assets decreases (increases)
by 50 basis points beginning In FY84 a1 b +79 +86 92 +99 +109

Memo Item:

Net income corresponding to ICR of 1.10
(for "base case" interest on borrowings) 243 320 387 558 525 589 643 703 ?72

a/ Assumes lending rate set at 50 basis points above double-weighted average cost of borrowing.
b/ TIllustrative reductions. P&B is currently examining alternative ways in which economies might be achieved,
¢/ Instead of dropping 300 basis points over 6 years borrowing costs are assumed to decline by 150 basis poiats over 6 vears:

FY82  FY83  FY84  FY8S  FY86  FYa7

"Base Case" assumes following pattern: 11.50%2 10,75% 10.257 9.752 9.252 8.715%
More gradual decline would be: 11.5% 11.2% 10.9% 10.6% 10.3Z 10.0%

FPA
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Summarv of Issues for Managecent

1. The basic issue is the choice amo ve mechanisms for es-
tablishing a_moxre vari e considered in the
report. D)
covering the interest rate Tis ank now faces because of the lag between
commitments and disbursements. It also gives borrowers a degree of certainty
"about the lending rate, since the rate is known before funds are drawn down

4Qp A’(i.e., disbursed) and the rate remains fixed for the life of the loan. This
\
{

o/ system keeps the Bank's lending rate broadly in line with current market con-
ditions, but may lead to operational problems if borrowers try to manage dis-
bursement requests in order to take advantage of short-term variations in the
lending rate.

2. The most important drawback of the fixed-at-disbursement option is
that it would constrain the Bank's flexibility in altering the proportions of
borrowings done at fixed and at variable interest rates. The maximum degree
of funding flexibility is provided by the Eecond option’-a rate set at a fixed
spread above the Bank's cost of borrowed funds and adjustable, say, every six

months on all outstanding balances. This variable-rate option is attractive

5 &?ﬁ:if one takes the view that equity among borrowing countries is best served by

sharing costs not in relation to the interest rates prevailing when funds are
drawn down but rather in relation to the volume of funds outstanding on loans
irrespective of when they were disbursed. This "pooling" quality of the vari-
able-rate option means that adjustment to interest rate change is spread
across the entire spectrum of loan balances, so that the change in any given
period is likely to be small. The disadvantage of this system is that the
interest rate on new Bank loans could diverge rather substantially from current
market conditions. Also, of course, borrowers could no longer look to the Bank
as a source of fixed-rate financing.

¢ 3. ThesﬁEzEE:EEEIEE;ha rate that is fixed at commitment Hﬁi}aQJﬂ%£3h&E

AFhP at infreguen ntervals--is something of a hybrid. Depending upon the requen-

5

f)’
N
\ &f'

cy of adjustment it could closely approximate either the present system or the
variable-rate system. An adjustable-rate option would thus permit the Bank to
adapt its lending rate policy in light of what actually happens to its borrow-
i program over the next few years. This approach, while flexible, would be
n the sense that it would defer decisions to a future date when they
could be even more difficult ‘o take and could entail increased controversy in
the Board.

4. ?3 Opinion in the Task Force was divided pn what course to recommend.
Those who see the principal problem as bein of assuring that the Bank has

ample funding flexibility in the future favor the variable rate option. They



tend not to be impressed with the possible adverse impact of this system

on the Bank's competitive position. For the Bank to give up its image as

a fixed-rate lender is thought to be "saleable" in the current environment
because of the probable decline in _ﬁterest rates over the next few years.
Moreover, the risk that the Bank's "cost base" could, over time, diverge
substantially from current market conditions is felt to be tolerable be- f;
cause the Bank offers a product (i.e., finance + services) that is unique /\)
and thus not very price~éIéstic.

S ——
< The alternative view is that a fixed-at-disbursement system should
give ample funding flexibility as long as the proportion to be borroved at
variable rates (or at short-term) is modest; say, less than a third of net
borrowings in most years. If the proportion gets higher than this, then
the fixed-at-disbursement system could be supplemented with loans made at
a spread above the Bank's cost of variable rate (or short-term) borrowings
(i.e., the so-called "B" loans). Proponents of this view give greater weight
to the Bank's competitive position. They are more concerned that lending by
the Bank at variable rates would tend to blur the distinction between the
Bank and commercial lenders and thereby impair the Bank's leverage. They
also take more seriously the risk that the Bank could have difficulties op-
erating effectively in an environment where its "cost base" exceeds current
market rates by a significant margin. Linking the lending rate to the cur-
rent cost of funds to the Bank is also regarded as being more equitable than
general pooling, even though it would produce more volatility in the lending
rate.

6. Apart from this basic choice among lending rate mechanisms the re-
port also identifies certain subsidiary issues on which guidance is sought.
These are:

(a) whether it is tactically wise to raise the possibility of
a variable commitment fee at this time.

(b) whether either of two "sweeteners'" which are identified
should be further developed and included in the package
of proposals to be put to the Board.

Background

7. ¢ E;o reason;:ﬁre commonly given for why the Bank should now move to

a lending rate system that is more variable. The girst is that the Bank's
exposure to interest rate risk--and hence to fluc ons in net income--

is already excessive and should be moderated. The risk has grown in recent

years because the Bank's undisbursed commitments have increased. Also, in-

terest rates in most markets have become more volatile and the Bank's flexi-
bility to pick and choose among these markets has diminished.




8. The second reason is that inflation has so battered the Bank's tra-
ditional qgg:ﬂzs of medium- and long-term fixed-rate borrowing that there is

no longer adeguate assurance that in the future the requisite volume of finance
can be borrowed in these markets. The Bank must therefore put itself in a
position to "go where the money is"; i.e., to borrow either short term or at

variable rates. This means establishing a mechanism to deal with the interest
rate risk inherent in such borrowing.

Options

9. The Task Force has considered three main options for coping with in-
terest rate risk:

#1 Fixed rate set at time of disbursement. The lending rate
payable on a loan would be a weighted average of the lend-
ing rates prevailing during the disbursement period. The
weights would reflect the amounts disbursed at the dif-
ferent lending rates.

#2 Floating rate linked to cost of borrowing. Under this (é;;:;j)

system, the lending rate on all outstanding balances would

be adjusted, say, every six months to a predetermined ; Uynﬁ;uﬂ”j

spread over the Bank's average cost of all borrowings out- . .-~ 5

standing. ?
9”5/;;;\0

#3 Rate fixed at commitment but subject to periodic adjustment. ¥

The lending rate would continue to be established at the
time of commitment (as at present), but would be subject
to adjustment at, say, two datéﬁ during the life of the
loan. \ e

Each of these options has advantages and drawbacks. The Task Force was di-
vided in its views on what course to recommend. Some felt strongly that op-
tion #2 was to be preferred, whereas others felt option #l--either alone or
in combination with option #2--was preferable.

Rate Fixed at Disbursement

10. Under this option, the lending rate could continue to be set as
at present; that is, at a spread above the Bank's borrowing costs for a
twelve-month period centered on the date of determination. But the rate
would apply only to disbursements made in, say, the following three-month
period. A new lending rate would then be set for each successive three-
month period in the same way. The lending rate for any particular loan
would be an average of the rates prevailing during the disbursement period.
Once disbursements were completed, the average lending rate for the loan
as a whole would be fully determined and would remain fixed for the life
of the loan.



1L, The appeal of this option is two-fold. First, it takes care of

that part of the Bank's interest rate risk that is attributable to the lag
between commitments and disbursements. When the Bank makes a loan commit-
ment, it can only guess at the cost of the future borrowings that will be

required to finance disbursements under the loan. Fixing the rate at the

time of disbursement largely eliminates this guesswork. Secondly, it pre-
serves at least a degree of certainty for the borrower. The lending rate

is known before the funds are actually drawn down (i.e., disbursed) and it
remains fixed for the life of the loan.

32 There are, however, several drawbacks. TFirst, the lending rate

may be highly volatile from quarter to quarter. Use of a twelve-month cost
base rather than, say, a six-month base, helps some, but recent experience
shows that quarter-to-quarter variation of over 100 basis points can occur
even with a twelve-month base. This degree of volatility poses a risk that
some borrowers could artificially accelerate (or delay) disbursement requests
ill__m to capitalize on anticipated changes in the Bank's lending rate. It
also raises an i1ssue of equity among borrowers in that a borrower that happens
to draw down funds just before the end of a quarter could end up paying a very
different rate than a borrower that has a drawdown only a few days later.

3. Secondly, a rate set at the time of disbursement leaves the Bank ex-
posed to interest rate risk that arises because the_ disbursements made in any
particular period will be repaid at different times than the borrowings used
to establish the lending rate. This risk is not very great at présent, since
the average interval between loan disbursement and repayment is approximately
the same as the average life of new borrowings (both are about 8 years). But
if the Bank were to begin to borrow a significant fraction of its resources
either at variable rates or through short-term instruments, this risk could

become significant. 1/

1/ It should be emphasized that the Bank's exposure to interest rate risk is

" not simply a function of how its loans compare with its debt. Liquid
assets are also relevant. If the Bank were able to eliminate all interest
rate risk on its lending activities, it would--given the current structure
of borrowings--be exposed to changes in net income due to changes in short-
term interest rates. This point is developed further in the report of the
Task Force on Liquidity Management. The conclusion reached there is that,
once a variable lending rate system is fully in place, short-term or vari-
able rate borrowing up to a level approximately equal to the Bank's hold-
ings of cash and securities will serve to diminish the Bank's overall ex-
posure to interest rate risk.-



14, The Task Force discussed two ways of handling this type of in-
terest rate risk. One way would be to have the lending rate subject to

a one-time adjustment after a given period of years (e.g., a period equal
to the average life of the borrowings used to establish the lending rate).
This would cover the risk effectively but could be rather complicated and
would undermine one of the chief attractions of the fixed-at-disbursement
option; namely, the fact that the borrower has certainty as to the lending
rate once the funds are actually drawvn. A second approach would be to
offset short-term or variable-rate borrowing with loans that are priced at
a spread above the cost of these particular funds. A small component of
floating rate lending could be quite useful in connection with efforts to
expand cofinancing. The report of the Task Force on Cofinancing suggests
that "B" loans be made at "commercial" rates, which could mean at a spread
above short-term borrowing costs.

15. The Task Force felt uggiﬁg_gygl:£§£g_§£££3§) while certainly fea-
sible in a technical sense, would raise operatiopal problems, if it meant
that the highly variable (i.e., floating) loans were concentrated on better-
off borrowers. Distinctions among borrowers already exist in the setting of
loan maturities (based upon per capita income). But it was generally felt
that the arbitrariness in our current practice should not be extended further
by using these current categories as a basis for differentiating lending rates
as well. Moreover, floating-rate lending could well prove to be less expen-
sive in future years than fixed-rate lending. Hence a decision now to con-
centrate such lending on better-off borrowers could have the perverse effect
--in a few years time--of making poorer borrowers pay more, on average, for
Bank loans than richer borrowers. While explicable, such a situation could
still be distinctly awkward.

16. There could also be practical problems in maintaining a correspon-
dence between the volume of short-term or variable-rate borrowings and the
volume of floating-rate lending. If for reasons connected with the state of
financial markets, the Bank wished to increase short-term borrowing in a par-
ticular year, there would be no easy way of engineering a comparable increase
in floating rate loans in the same period. In other words, a fixed-at-dis-
bursement lending rate policy with a small component of floating rate loans
could limit the Bank's flexibility to shift the mix of short- and long-term
borrowings in response to changing conditions in the capital markets.

Floating Rate

17. A full floating-rate system would give the Bank naximum flexibili-
ty in the design of its borrowing program. Such a system might operate in

a variety of ways. One of the simplest would be to have the lending rate
change each six months, based upon a spread over the Bank's actual cost base
at the beginning of the six-months period. If, for instance, the system




were to go into effect January 1, 1982, all borrowings completed after that
date would be counted as part of the cost base as long as they remain out-
standing. In the initial phase the cost base would thus be determined by
current borrowings. However, as the system matures--with more and more new
borrowings being added to the cost base--the average cost would tecome less
sensitive to current borrowing costs (i.e., the rate on new borrowings) and
more dependent on the costs incurred in past periods.

18. This s is an advantage in that it would help avoid

abrupt changes in the Bank's lending rate. Whereas under a fixed-at-disburse-
ment system, the rate could change by 100 basis points or more within a quar-
ter, a fully floating-rate based upon the Bank's cost of borrowed funds would
be unlikely to change by more than 10 or 15 basis points a quarter once the
system is fully established (i.e., after 6 years or so). This smoothing ef-
fect is, however, a mixed blessing in that it implies that the Bank's lending
rate could diverge substantially from the rates prevailing on new Bank bor-
rowings. If borrowing costs were to rise sharply, the lending rate called

for under this system would be well below the then current Bank borrowing
costs. While borrowers would hardly object, there could be an image problem
in the financial markets. Conversely, if borrowing costs were to decline
sharply, the Bank's lending rate would become very expensive in relation to
prevailing rates in the capital markets. This problem does not arise as acute-
ly for most other financial institutions because their cost base tends to be
more dependent on short-term or variable-rate borrowings and hence more sensi-
tive to current market conditions.

19, Another way of expressing these points is to say that a lending rate
system based upon average costs (i.e., a rate related to the cost of the out-
standing stock of debt) will give greater stability than a system based upon
marginal costs (i.e., a rate related to current borrowing costs), but it will
also mean that borrowers may at times find the "price" of new loans to be
either unusually cheap or unusually expensive. 1/ 0f course, a standard IBRD
fixed-rate loan may also turn out to be either relatively cheap or relatively
expensive, depending on what happens to interest rates after the loan is signed.
But option #2 would be worse than this in the sense that a new borrower

would know, even before the loan is contracted, what the Bank's cost base

is. If that cost base is high compared to current rates the new borrower
will know with certainty that his costs in borrowing from the Bank will

be relatively high at least for a time.

1/ The floating-rate system works best in an environment where interest rates
move cyclically. Under these conditions, volatility is minimized.



20. One way of coping with this particular difficulty would be to
have the Bank's lending rate based on a cost index other than its own
cost of outstanding debt. It is, in fact, common practice for commercial
lenders to use an external index as a base for loan pricing. Were the
Bank to follow this practice, it would face the special difficulty--not
common to commercial lenders--that the currency mix of its borrowings
(and hence of its loans) may vary considerably from time to time. Thus
any external index with fixed weights for borrowings in various curren-
cies could diverge in a major way from the Bank's actual costs. If, on
the other hand, a variable weighting system were adopted, the index could
be exceedingly complex.

21. While short-term or variable-rate borrowing causes problems in a
fixed-at-disbursement system, it actually would make a floating-rate system
more attractive, since it would keep the Bank's cost base more nearly in
line with current market conditions. 1/

22. A floating-rate system would be regarded by most borrowers as
. diminishing the attractiveness of the “Bank as _a source of finance. The
Task Force is well aware of the point that borrowers face uncertain costs
even under the present system (because of exchange risks) and that floating
rate loans could turn out to be cheaper if, as we ourselves forecast, in-
terest rates come down over the next few years. Nevertheless, the fixity
of the Bank's lending rate is perceived by borrowing countries as being im-
portant because it reduces the uncertainty of debt service payments.

23, Perhaps the best response to this concern is to note that the Bank
must—-over time--pass on its costs to the borrowing countries. The issue is
not whether to pass on these costs, but how. In trying to maintain a fixed
rate, the Bank is forced--when interest rates move in an unexpected wav--to-
seek abrupt adjustments in the charges applied to new loans. Thus the cer-
tainty offered to borrowers on individual loans doesn't carry over to a
country's whole borrowing relationship. If a country continues as a borrower,
it will pay roughly the same average cost over time irrespective of the lend-
ing rate system. The only difference will be that under a fixed-rate system
the average will be made up of many fixed-rate loans carrying rates that may
span a wide range, while under a floating-rate system the average will apply
to each loan. From the country's point of view, the uncertainty is the same.

24, Some members of the Task Force felt that equity among members would
be best served by a floating-rate system. Just as the exchange risk is now
pooled, the interest rate risk could be pooled as well. A borrower's share
of total interest payments would then match its share of outstanding loans,

1/ Annex 1 shows the implicit weights given to past borrowing costs in deter-
mining both the average cost of debt and the average lending rate under
various systems. If 20Z of each year's borrowing were to be undertaken at
variable rates (or short maturities), the weight given to the current year's
borrowing costs would increase from less than 10Z to almost 30Z. -
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irrespective of when the loan was signed or when it was drawn down. With such
a "cooperative" approach, countries that have ceased to borrow--because of
graduation, for example--would not be spared participation in needed adjust-
ments. Other members of the Task Force felt that equity requires a clear link
between the lending rate charged on any given loan and the cost of the funds
used to finance that loan. A fixed-at-disbursement system would achieve this
objective.

Rate Fixed But Adjusted

25, The third option is a system in which the lending rate continues,
as at present to be set at commitment on the basis of, say, a twelve-
month average borrowing cost. The rate would be adjustable at specified
dates in the future. One variant of this option would give the Bank dis-
cretion in the frequency of reviews (subject, perhaps, to a minimum inter-
val of six months) but to fix the spread at the time of commitment as well
as the method of calculating the cost base. This approach would have several
advantages. First of all, it would give the Bank the ability to manage its
loan income according to the type of funding that it can achieve. The Bank
could seek the best pattern of funding and adapt its asset pricing to the
type of finance available.

26. The "formula approaches" of a rate set at disbursement and a full
floating rate are less flexible. The rate set at disbursement will work well
as long as the pattern of borrowings is reasonably close to what it has been
in the past. But it does not eliminate interest rate risk if the Bank has

a large volume of flexible-rate debt, fluctuating proportions of flexible

and fixed-rate funds, or substantial year-to-year variations in the maturity
of fixed-rate borrowings--all eventualities that the Bank may face to an in-
creasing degree in the future. The floating-rate scheme, on the other hand,
may at this time go too far and make loan income more variable than is neces-
sary.

27. Given our current pattern of borrowing, a five-year interval would

give the Bank about the same degree of responsiveness (or variability) in
loan income that a fixed-at-disbursement system would. (See Annex 1) It
would thus be possible to initiate the system in such a way that borrowers
would be guaranteed no adjustment for the first five years. Were this done,
the system could readily be presented as a rather modest adaptation of the
present sytem. The contrast between commercial lenders who change their
rate every three months and the Bank would be evident and would re-inforce
the image of the Bank as a source of (relatively) fixed-rate finance.

28. The drawback, of course, is that the periodic adjustments could be
very large--much larger than in the fixed-at-disbursement system. There
would in addition be a chance element in such infrequent adjustments: if

a loan's anniversary dates happen to fall during periods of unusually high
(or low) borrowing costs, rather obvious inequities could result.



29, Borrowers could be expected to resist giving the Bank such wide
discretion in rate setting. The risk of arbitrariness on the part of the
Bank could be reduced by fixing the spread and the rules for calculating

the cost base at the time of commitment. The only discretionary variable
would then be the frequency of changes. It would be understood that the

frequency of reviews would be driven by the nature of the Bank's liabili-
ties: a high proportion of fixed-rate funding would mean long intervals

between lending rate adjustments (or no adjustments at all); at the other
extreme, complete financing at variable rates would result in changes in

the lending rate every six months.

30. This system could also be varied to pass on more (or less) in-
terest rate risk, as circumstances dictate. Were the interval longer--
involving, say, only one adjustment during the life of a loan--the system
would reduce but not eliminate the interest rate risk currently carried
by the Bank. It is difficult, however, to justify any particular inter-
mediate position, and most Task Force members saw little appeal in such a
partial solution.

Consequences for Net Income

31. All of the options for more variable lending rates would improve
the Bank's income prospects in an environment of secularly rising borrowing
costs. Equally, all of them worsen those prospects in an environment of
falling costs. Since our current projections envisage just such a decline
beginning next year, the impact of adopting a variable-rate system will be
to lower the net income projected, although the third option's effects

will not begin to show until the years after FY86. The following table
shows the approximate impact.

a/

Alternative Net Income Projections—

($m)

FY84 FY85 FYB86 FY87 FY88 FY89 FY90

Current Lend. Rate Policy b/ 489 480 529 693 932 1144 1293

With: Fixed-at-Disbursement— 472 436 409 476 588 675 749 ).
Variable Rate b/ 476 452 446 549 717 864 946 <“j
Adjustable in 5th Yr. b/ 489 480 529 [600] [800] [850] [900]

a/ Figures shown after grants for external research. A front-end fee of 17 is
assumed.
b/ A "spread" of 50 basis points is assumed. y
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32, The impact of changing to a variable lending rate policy is most
pronounced for the fixed-at-disbursement system. Allowing for both direct
and indirect effects, the change to this system would penalize net income
(as compared to current projections) by over $500 million in FY90. The
reason the decline is more pronounced in this option than in the variable-
rate option is that the "spread" actually achieved in FY90 is much less than
50 basis points. 1/ The significance of the shift to a more variable lending
rate system may be somewhat overstated in these figures, since it would be
reasonable to expect some pre-payment of fixed-rate loans in the latter part
of the 1980s 1if interest rates decline in the manner assumed in these pro-
jections.

33. Because all variable lending rate systems would diminish the
"“cushion" the Bank can now count on during periods of declining interest
rates, more attention would need to be paid under these systems to another
income risk: namely, the risk of a sharp drop in short-term rates leading
to an increased cost of carrying liquidity. Just as the Bank has benefitted
from an inverted yield curve during periods of generally rising interest
rates, it should be prepared for a normal yield curve to be re-established
in periods of declining rates.

34. One way of dealing with this risk would be through a variable
commitment fee.2/ Such a fee might remain at 0.75Z as long as the return
on liquid assets remains within some predetermined margin of the average
cost of new borrowing. While attractive in concept, this proposal could
be expected to encounter opposition from borrowers on the grounds that

the Bank's commitment fee is already high by commercial standards and has
in the past substantially exceeded the Bank's actual costs of carrying
liquidity. There is therefore a tactical question as to whether the added
risk protection is worth seeking at this time, in view of the controversy
that could be generated by the proposal.

"Sweeteners"

35; As was the case with front-end fees, suggestions were put foward
for making the change to variable loan charges more palatable to borrowers.
Once again, the issue for management is whether either of the following sug-
gestions ought to be pursued:

1/ The average yield on loans under the fixed-at-disbursement system is a
weighted average in which the weights are the amounts disbursed in each
year. Since disbursements under new loans are quite low in the early
years of the decade--when the lending rate is relatively high--the
average yvield on loans is only 9.4% in FY90, whereas the cost of out-
standing debt is 9.35Z in the same year.

2/ The potential advantage of such a fee as an income generating device over
the next few years is noted in the report on Front-End Fees. (In fact,
when the secular increase in interest rates is taken into account, the
Bank has gained from its liquid asset holdings over the past few years.)
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-- variation in the maturity of loans. The idea--which is
common in mortgage lending--is to give borrowers the
certainty of a fixed debt service payment by allowing
the maturity of the loan to vary. If the lending rate
goes up, a higher part of the debt service payment is
comnted as interest and the amortization schedule is
automatically adjusted. Similarly, if the lending rate
falls, the loan is repaid more quickly.

— allowing borrowers a choice during the transition period.
Borrowers might be given the option to have the lending
rate remain fixed through, say, FY86. This would be
presented as a way of giving borrowers ample time to ad-
just to the new system.

36. If the Bank were to permit loan maturities to vary, it would be able
to offer borrowers a predictable annual payment while at the same time pro-
tecting its net income against interest rate risk. There is a cost, of course,
and it would take the form of uncertainty with respect to the Bank's cash flow
and capital requirements. The cash flow uncertainty could be dealt with
through a rather minor adjustment in our present liquidity policy, but the
uncertainty regarding capital needs could be more troublesome. The Bank would
presumably have to "manage" its outstanding loans in such a way as to maintain
a safety margin between that total and the level of capital and reserves. These
effects could be reduced if variable maturity loans were confined to lower-
income borrewers (on the grounds that these are the countries that most

need protection against debt service volatility). The chief risk under

this variant is that interest rate changes could trigger an unintended and
undesired shift in the composition of the loan portfolio toward riskier
borrowers.

37. Annex 2 shows how changes in the lending rate could affect the
maturity of a Bank loan. Starting with a 127 lending rate and a l5-year
term, an increase in the lending rate of 1% adds 2.7 years to the life of
the loan, while an increase of 27 adds 8.45 years.

38. The idea of giving borrowers a choice during a transition period

is that it would help demonstrate that the change in system is not necessarily
harmful to borrowers. Indeed, the expectation is that many if n -
rowers would choose the variable rate option because they expect interest
rates to decline over the next few years. To the extent borrowers opt for
fixIty of rate, the Bank's '"best estimate" of net income for the years through
FY86 would be higher (cf. para. 31 above).

Attachments
DJW:ba



Annex 1

Average Loan Yield apd Average Cost of Funded Debt in FY95
as Weighted Averages of Previous Interest Rates

(A1l figures are percentages. Columns may not
sum to 100% because of rounding)

Lending Rate Policv;! Debt
20%
Present .. _ES Present Float
FY82 2.5 - - 0.5 0.5
83 3.6 0.3 - Yo? 1.0
84 4.9 1.0 = 1.5 1.2
85 6.5 1.8 - 2.7 2.1
86 8.4 2.9 - 3.9 3.1
87 9.4 4.0 - 4.5 3.6
88 10.3 5.3 — 5.1 4.1
89 11.5 6.8 - 6.2 5.0
90 12.2 8.8 = 9.5 7.6
91 11.9 10.8 20.3 12.1 9.7
92 10.5 13.1 22.4 12.8 10.2
93 6.1 15.9 20.0 15.2 12.2
94 2.0 18.8 18.4 16.2 12.9
95 0.2 10.7 18.9 8.6 26.9

Lending Rate Poliqgl/

Present = Lending rate fixed at time of commitment.
A = Lending rate fixed at time of disbursement.
C5 = Lending rate fixed at time of commitment but adjusted every
five years.

Debt

Present = Maturity pattern in FY82 borrowing program.
20%Z Float = 20% of each year's borrowings are at floating rates.

1/ The loan yield under a fully floating rate system would depend upon how the
cost base is defined. If it is defined as being equal to the Bank's average
cost of debt, then the implicit weights would be identical to those shown
under Debt.

T T Y T T o T S A s T L



Annex 2

Experiments with Variable Maturity Loans

Base Case: 15-year loan for $100m at 12%

Adjusted Interest Constant Payments
Rate Adjusted Maturity
11.00 13.26
11.50 14.05
12.00 15.00
12.50 16.19
13.00 17.74
13.50 19.91
14.00 23.45
14.50 32.50
14.68 negative amorti-

zation
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM  caipsartid

FEB 16 2017

TO: Managing Committee (Through Mr. Moeen A. Qureshi) DATE: September 16, 1981
WBG ARCHIVES
FROM: Task Force on IBRD Lending Levels }JJ~IJ4
SUBJECT: Future IBRD Lending Levels: Issues and Options wm ,rbu}«“

V)"\ Wy

A

Background ¢ cﬂ"' /,,«»:‘2 .,.\5

- d

; 3% At last year's Annual Meeting and again--in more detail--in the
following months a case was made for a substantial upward revision in the
levels of lending planned for the IBRD. The reasons given are well known:
higher-than-expected inflation; the desirability of making structural adjust-
ment lending additional; the need for expanded energy lending; the change in
representation of China; and some substitution of IBRD lending for IDA lend-
ing during the IDA7 period.

2. Prior to the meeting of the Development Committee in Gabon in May
this year it became clear that the major industrial countries were not pre-
pared to approve an early increase in IBRD lending above curxent plans.
Accordingly, the budget document proposed a lending program which--for the
years FY82 and FY83--included initial lending to China and a part of the
expanded program for energy within the previously planned totals. In other

words, the expansion pressures were accommodated by changes in the composi-
tion of planned lending rather than through an increase in the total.

3. The Board was told that the proposed future lending levels were
tentative, and that they would be reviewed once the then prevailing "uncer-
tainties" about the means of financing future IBRD/IDA lending were resolved.
Mr. McNamara indicated that such a review could take place as early as mid-
FY82 and might include EroEosals for a_modest increase in_the FY82 program
aE-S9L£Jfiiffﬁfﬁf;frfff_;;,3295335~years' Assuming full subscription to
the Ceneral Capital TIncrease (GCI), the Bank would have the (legal) lending

ca ty to sustain indefinitely a level of lending of upwards of $13 billion
without requir an ur r infus s of capital. This means that the cur-
rent plans for FY82 ($9.6 billion), FY83 ($10.7 billion) and FY84 ($11.9

billion) could be increased if subsequent Bank lending were held to a level
of between $13 and $14 billion. This possibility has been referred to as
"drawing forward" of future lending.

4. The issue for Management is how to respond now that the uncertain-
ties about the GCI appear to have been resolved. The issue might be addressed
in several ways: :

(a) through a mid-year review of the FY82 program which
would consider the possibility of an increase in the
$9.6 billion currently planned;

(b) through a _revision of the FY83 and FY84 program in f%r*\ : |
the context of preparing a budget to be submitted PIPIA—I=S.
to the Board next May;

presented to the Board as a separate issue for consi-

(c) through a review of the FY82-86 program which could be b}f,xgl
a
deration sometime early next year. /*4~*J:'L*“-
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The first approach is almost certainly undesirable. Any proposal for change
in the FY82 program would encounter adamant opposition from th?—HEJEE_SEEEE:
holders. They are looking for a period of consolidation. The worsene
prospects for IBRD borrowings and net income will exacerbate this feeling in
the near term, until corrective measures are devised and put in place. The
second approach is more promising and can in fact be considered as part of

a review of the FY82-86 program. Accordingly, the options explored in this
report correspond to various postures which the Management might take on the
revision of the IBRD lending levels currently proposed for FY82-86.

Options
. The Task Force has considered three options:
#1 No Change in Current Plans. This option would require

adjustments in the composition of the FY82-86 program,l/
but would leave unchanged the annual lending figures.

##2 Upward Revision. This option would provide for a
modest increase (say $3 billion) in the $60 billion
planned for FY82-86, with most of the increase coming in
FYB84-86. The rationale for the,increase would emphasize
lending to China. More rapid hardening of blends and the
displacement effects of expanded energy lending would also
be cited.

3 More Flexible Implementation~of Current Plan. Under
this option the aggregate TBRD lending figures for future
years would not be changed, but they would carry a differ-

‘ ent meaning. They would be interpreted as central points
b}}g ' in a range of possible outcomes. Lending to individual

countries would be more aggresively adjusted - either up or
down - depending upon the countries' responsiveness in
policy matters. The upward margin of flexibility in overall
IBRD lending - say $1.0 to $1.5 billion in FY83 - would be
justified financially as an application of the additional
lending capacity created by the GCI.

The comments that follow are intended to indicate the main advantages and draw-
backs of these options. The Task Force is aware that more work needs to be
done to translate these options (especially option #3) into specific proposals
that could be put to the Board. The purpose here is to elicit guidance on
which of the options--or variants thereof--should be pursued further.

1/ A Bank-wide review of country lending programs for the FY82-86 period is
currently underway. As one step in that process P&B and DPS have reviewed
Regional proposals and recommended a pattern of allocation by country that
would absorb IBRD lending for China in the FY82-86 period within the $60
billion total currently planned.
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No Change (Option #1)

6. This option is straightforward. Its main advantage is that it would
go down well with our major shareholders--especially the United States--and
would signal a change from past practice. It could be readily defended as a
cautious response to the more difficult financial environment in which the Bank
now finds itself. The main disadvantage is that it would be seen by Part II
countries and some of the smaller Part I countries as something of a retreat
from the Management's past position. Why, it will be asked, if the Bank can
"afford" to increase its lending program at no incremental cost to shareholders,
does Management not propose to do so?

e The detailed implications of this option for the allocation of future
IBRD lending will become clear in the context of the allocation exercise which
is currently underway within the Bank. It now seems likely that it would
entail increased lending to low income countries (especially China and India)
and decreased lending to higher-income and oil-exporting countries. The impli-
cations of this shift for the over ua T he Bank's loan portfolio and
for its reserve position are being comsidered\by a separate Task Force.

Upward Revision (Option #2) )

8. The pros and cons of this option are of course just the opposite.
But there would be the difference that a lot of attention would be focussed
on the reasons given for a recommended increase. Probably the most compelling
argument is China (though there are doubts, especia1f§'IR_EE;BEET~EE;EY—Gﬁﬁfﬁer
ina is using Its substantial commercial borrowing capacity to an adequate
extent). P&B and DPS have recommended an IBRD program of $2.9 billion for China
over the FY82-86 period, which is in line with the Region's current proposals.
The desirability of lending to China on roughly this scale is unlikely to be
seriously challenged in the Board. The debate is more likely to concentrate
on whether or not to compensate for this increase through offsetting reductions
elsewhere. That it is feasible to compensate in this way is clear enough from
the internal allocation exercise already mentioned. From the point of view
of the Board however, the discussion would be likely to focus on more general
issues, such as whether potential "savings" through a faster pace of graduation
and/or intensified cofinancing efforts can reasonably offset IBRD lending to
China and expanded energy lending. E

9. The graduation issue is the subject of a separate Task Force report.
That report shows that unless the be ma for raduation BR 1€

tightened radically (to below 25Z of per capita GNP in the industrial countries),
the "savings" during the FY82-86 period would not exceed $650 to $950 million.

On the other hand hardening of blends could well add much more than this to the
total of IBRD lending during the same period. Thus, the net effect of IBRD and
IDA graduation (with the latter understood to embrace hardening of blends) is

to compound the problem of accommodating IBRD lending to China and for energ

10. The prospects for generating "savings" through intensified cofinancing
efforts are difficult to quantify. Lending to many of the Bank's more credis
worthy customers, including the oil-exporting countries, is already programmed
for a rate of decline that itself assumes very substantial cofinancing,
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Whether it would be feasible in the next few years to go still further--either
in these countries or in others--is a subject on which opinions differ sharply.
Particular proposals for expanded cofinancing are currently under review.

13, A further point offﬂgggzg_in the Board yould be the displacement
effect of expanded energy lending. There is no doubt that expanded energy
lending is already displacing project lending in many oil-importing countries.
But this displacement effect does not show up clearly in the aggregate figures
because of the lending pattern in a few countries where structural adjustment
loans are not going ahead. The very complexity of this displacement process
will make it harder to mount a really convincing case that energy lending is
forcing us to defer or drop high-priority projects in other sectors.

12, The financial implications of a $3 billion increase in the IBRD
program over the next few years are relatively inconsequential as far as IBRD
capital is concerned. More serious are the implications for IBRD borrowings.
While the incremental amounts are small, the current state of bond markets
and the less favorable outlook for IBRD income will make some governments
(notably Germany and Japan) very reluctant to add anything to currently pro-
jected borrowing requirements.

More Flexible Implementation (Option #3)

13. This option would respond to the increased lendin ca?acity created
by the GCI in a non-traditional way: ‘we would Gay_to the Boarg)khat we intend
to follow an approach that will result in greater year-to-year variation in

the amounts lent to individual countries. This would be true both on the up-
side and on the down-side. There would be less of a presumption in the future
than in the past that increases (or decreases) in the amounts lent to one coun-
try would be offset by bringing forward (or deferring) lending to another coun-
try. The Bank already has the flexibility to respond in a downward direction
when a borrower is unresponsive, but the use of this flexibility in practice
has been rather limited. On the other hand, upward flexibility has been con-
strained by the way the system has worked. Approved Regional lending programs
cover (with a margip.for slippage) the full amount of lending that has been
authorized by t#ﬁ\ereaa we have been able on occasion to exceed the
approved annual Tending figure by a modest amount (2.7% in FY79 and 2.4% in L\
FY81) without creating much of a stir, the Regions have tended to treat the
approved lending figure as an overall ceiling. This has meant that increases
in the lending program for a particular country have been perceived as being

at the expense of lending previously planned for others. While some re-
shuffling can be, and has been, accommodated within the existing system, this
option would add flexibility by expanding the margin within which increased
lending to one country would not be at the expense, even temporarily, of lend-
ing to another.

14. r ould be asked to approve a margin of, say, $1 billion or

i on_abave e $10.7 billion currently planned for FY83. This would
e thin the lending capacity created by the GCI. As noted above, the
9 already been told that a lending level of over $13 billion could

sfained indefinitely.
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15, The important difference from the options #1 and #2 is how the use
of the IBRD's increased lending capacity would be justified to shareholders.
Emphasis would be put on flexibility and policy linkage rather than on the
composition of the future lending program by country (e.g. China) or sector
(e.g., energy). We would say to the major shareholders that lending would

be greater than current plans only to the extent that this was associated
with improved policies. While this posture would doubtless be regarded with

a good deal of scepticism by some--as a cover behind which we could continue
business as usual at a higher level of lending--it would be difficult to argue
against, particularly if some specific instances of both upward and downward
flexibility could be adduced. Moreover, if the major shareholders could be
convinced that the Bank was going to operate more flexibly--in both an upward
and a downward direction--their fundamental concerns (i.e., perceived "stretching'
to reach lending targets; weakended conditionality) would well be eased.

16. On the other hand, we could say to the Part II countries that the
in;xgg5gQ_lﬂnding_capa;1;3_czea£EE:S§:EEEEhﬂl_yould be used at a more rapid rate

thégﬁgreviously planned if individual countries were prepared.to take action._on.
critical policy matters. This would be especially so at the individual country
level. Whether Bank-wide lending would increase or not would depend upon
whether the bulk of countries—-other than those constrained by creditworthiness--
were willing to react positively.

17, The operational implications of this option are potentially far-
reaching. One implication would be that country programming would need to
provide for a range of outcomes. The present system which links manpower and
budgetary resources to the approved lending program would have to be adapted

to provide greater flexibility. The linkages between manpower input and lending
are most direct in those sectors where our lending is based on self-contained
investment projects. In these cases, because of the lead times involved in pro-
ject preparation and appraisal, it is difficult to see how upward flexibility
could be implemented except by working on a significantly larger margin of over-
programming than is now customary. In other sectors where our lending is based
upon a slice of a sectoral investment program, there would be a somewhat greater
degree of flexibility, particularly if the Bank were willing to vary the percent-
age of costs it would finance.

18. Apart from the implications for programming, budgetting ing

there would also be an impact on the relations between managemenf and Board.

If flexibility were given to vary country lending pgrams by significa

amounts in response to policy improvements, ould no doubt expect some
accounting of how that fle%ibT. is used and~thie—tould lead to more discussion
of country programs in t

19. The Task Force recognizes that this is only attractive if a
change toward more flexible country programming is thought to be desirable in
i o s

/\\_/’—\w,




IBRD Lending Program - FY78-81

Budget Memo
Actual
$ Difference (million)

7% Difference

($ million)

FY78 FY79 FY80
6100 6800 7600
6098 6989 7644

2 189 44
0.0 +2.8 +0.6

8809

209

+2.4



Variation

FY81 Program FYBl Program
(as _of 64/30/80) (Actual) Projects Added Projects Deleted Dollar Amounts
# of Program % of Program Actual/6/30/80 Plan
Reglon No. of Proj. Amount (Sm) No. of Proj, Amount ($m) No. as_of 6/30/8B0 No. as of 6/30/80 (Percentapge)
Eastern Africa l
Botewana 1 15.0 1 17.0 113
Burund L 2 22.7 4 56.0 247
Ethlopia 2 72.0 2 754 104
Kenya 3 190.0 3 133.0 70
Lesotho 1 10.0 1 10.0 100
tHadagascar 3 35.5 4 45.3 128
Malawl 3 65.0 4. 120.0 185
Mauritius 2 30.0 2 30.0 100
Rwanda 3 40.5 2 2245 56
Somnllia 3 39.0 1 10,2 26
Sudan 3 80.0 k] 73.0 91
Swnzlland - - 1 10.0 B
Tanzania 5 102.8 4 92.8 90
Upanda 3 87.0 2 17.0 20
Zalre 3 37,2 2 29,3 79
Zambia 4 89.5 - 2 26.0 29
Zimbabwe A 50.0 2 107.0 214
Total 42 966.2 40 B74.1 2 21,4 11 2642 %0
Wentern Africa 7
Benin 2 25.0 4 43.3 i : 173
Cameroon 3 68.0 3 62.5 = , 92
C.A.R. - - 1 9.4 § ' =
GCambia - 1.0 - - 0
Ghinna 1 30.0 1 29.0 97
Guinea 2 42.2 2 46.0 109
Guinea~Bissau 1 5.0 1 6.8 136
lvory Coast 4 215.0 2 133.0 62
Liberla - - . 2 " 9.0 ™
Malt 2 17.0 2 20.7 122
Hauritania 4 24,3 1 2 150 62
Nigee 1 18.0 1 21.5 119
Nigeria 4 430.0 3 321.0 75
Sencgal 4 79.1 5 102.9 130
Slerra Leone 2 22.0 3 30.5 139
Togo 1 12.0 2 25,7 214
Upper Volta ] 580.0 .- 62.0 _69
Total 34 1078.6 35 938.3 13 38.2 A2 35.3 87

N
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Varlation
FYBl Program FY8! Program
(as of 6/30/80) (Actual) Projects Added Projects Deleted Dollar Amounts
. X of Propgram % of Program Actunl/6/30/80 Plan
Reglon No. of Proj. Amount ($m) No. of Proj. Amount (Sm) No, as of 6/30/80 No. as of 6/30/80 (Percentage)
EHENA
Algeria 4 280.0 1 110.0 39
Cyprus 1 8.0 1 14.0 175
Egypt 8 364.0 7 286.6 79
Jordan 2 36.0 2 46.0 128
Morocco & 197.5 3 223.0 113
Owman 1 20,0 - - 0
Portugal <) 142.0 2 120.0 85
Romania 4 325.0 4 360.0 111
Syria 2 23.4 1 15.6 67
Tunisia 5 101,0 6 152.6 151
Turkey 6 555.0 ° B 722.0 130
Yemen AR 2 4 44,0 3 41.0 93
Yeman, PDR 2 20.0 3 24,0 120
Yugoalavia 4 310:0 b 321.0 104
Total 30 2425.9 45 2435.8 10 20.0 15 30.0 100
LA
Argentina 4 341.0 2 68.0 20
Bahamas 1 7.0 1 7.0 100
Barbados 2 18.0 1 6.0 T 13
Bolivia 2 95.0 = = 0
Brazll 8 695.0 8 844.0 121
Chile 2 78.0 2 78.0 100
Colombla B 333.0 5 550.0 165
Costa Rica 1 25.0 2 29.0 116
Dominlcan Republic 1 25.0 1 24,0 96
Ecuador 1 15.0 1 20.0 133
Guyana 2 20.0 3 31.5 . 158
v latlel 2 17.0 3 21.2 . 125
lHonduras 1 20.0 1 28,0 100
Jamaica 1 5.0 2 44.5 890
Mexico 7 1087.0 7 1081.0 99
Nicaragua 1 5.0 3 38.7 . 174
Panama 2 25.0 3 45.5 182
Pacraguay 4 70.0 K] 58.8 B4
Peru 3 120.0 4 148.0 123
Uruguay ok 30.0 A 30.0 100
Total 54 3039.0 33 3153.2 16 29.6 A7 31.5 104




Variation
FYB81 Program FY8]1 Program
(as of 6/30/80) (Actual) Projects Added Projects Deleted Dollar Amounts
% of Program % of Program Actual/6/30/B0 Plan
Region No. of Proj. Amount ($m) No. of Proj. Amount ($m) No. a8 of 6/30/80 No. as of 6/30/80 . (Percentage)
East Asia & Pacific
China - - 1 200.0 -
Fiii 1 £5.5 1 " 18.0 116
Indonesia 8 740.0 7 673.0 91
Korea 5 495.0 5 390.0 79
l.aoB 1 15.0 g - 0
HNalaysia 4 145.0 5 182.0 ) 126
Papua New Guinea 2 27.0 2 33.0 . 122
Philipplines 5 468.0 5 533.0 114
Solomon lslandas 2 35 1 1.5 43
Thalland 8 455.0 7 325.9 72
Western Samoa o i LB _ 2.0 T
Total 36 2363.5 35 2358.4 P 19.4 8 22.2 100
South Asla
Bangladesh 8 320.0 B 334.0 . 104
Burma 3 90.0 2 55.0 S 61
India 13 1840.0 13 1711.0 : 93
Nepal 5 60.2 5 62.2 103
pPakistan 6 160.0 6 202.0 i _ 126 '
+ Sri Lanka 3 140.0 A * 167.0 o 119
Total 38 2610.2 38 2531.2 10 2643 10 26.3 97
BANK TOTAL 254 12483.4 246 12291.0 65 25.6 73 28.7 98

618
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RLLAARKS:

Please find attached the report of
the Task Torce on IBRD Capital. This
Task Force was coordinated by Mr. Wood.

I suggest that this report be put
on the agenda for an upcoming Managing
Cormitteec meeting.
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FROM:

SUBJECT:

WOl D BANK 2 IHTERERATTORAL T HARCE CONPORATION

OFFICE MEMORANDUM

The Managing Committee DATE: Sept. 23, 1981

Mr. Moeen A. Qureshi 2
Task Force on IBRD Capital /
Options Beyond the General Capital Increase (GCI)

1. Past discussions of IBRD capital increases beyond the GCI have

focussed primarily on two options:

#1 Chanpe in the statutorv limit (or

"pearing ratio")

and

#2 Another general capital increase with no paid-in

The arguments for and aga:nst these options are familiar, and nced not be
repeated at length here. Both have the decided attraction that they can
be implemented at no rc¢al budgetary cost to members, but they have the
corresponding disadvantage that they do nothing to improve the Bank's

income and reserve prospects.

o 45 While the current statutory limit seems - and is = very
conservative, the problem has always been how to change it without

alarming bondholders and damaging the Bank's position in the markets.

That problem is exacerbated at the moment by the doubts that exist among
investors concerning the attitude of the current U.S.

toward the Bank.

administration

3. The option of an all callable increase has traditionally been
opposed by the German government, but this opposition secms to have
softened considerably in recent months. The chief financial drawback of
the option - that it leaves income and reserves unimproved — can be
offset through actions to increase loan charges and/or to stop transfers

to IDA after the current replenishment period.

The main political

obstacle - the likely opposition of the United States — is much more
difficult to get around, and could well be a decisive barrier unless
there is some improvement in the political climate,

4. The Task Force also considered two other options:

#3 Another peneral increase with say, 52 paid-in

and

#4 Llarpe-scale selective capital

increases

The idea of another general increase uxth a

lesser amount Pn:d in would

only be [gnlxstzc if there vere some 1mnrovtnmnt 1n_1hgﬂpnl¢Llcnl cl;maze

out to bc not much more dxffzcult to sell than an all callable increase,



- 1 Most of the Task Force's attention, however, has been
concentrated on the option of enlarging the Bank's capital base through
large scale selective capital increases.

6. A number of countries have already indicated an interest in
selective increases. Saudi Arabia, for exzmple, clearly wishes to play a
rcajor role in the Bank in coming years. It has already received a major
quota adjustment in the Fund and is in the process of making a strategic
decision regarding the additional subscription it should seek in the
Bank. Among the other OPEC countries, Kuwait and UAE have formally
applied for selective increases in recognition of their changed econcmie
standing and also their support to the Bank Group. Japan too is kecnly
interested in an increase in its shareholding in the Bank and will
probably try for an adjustment in the Fund as well during the next quota
review. Severzl other countries, including Germany, France and the
Scandinavian countries, were identified as potentially eligible for
selective increases when we last reviewed sharcholdings in the Bank and
considered what increases might be justified on the basis of a. comparison
with "calculated" quotas in the Fund.lf '

5 While it is difficult to specify at this stage the additional
subscriptions that these countries might actually take up, it is possible
to visualize under certain criteria subscriptions of 100,000 additional
shares or more. Assuming a price per share of $120,635, this amounts to
additional capital of over $12 billion. Since selective increases must,
on equity grounds, have the same paid-in component as the average for all
existing shares (roughly, 8.75%) about $1 billion in paid-in capital
could be generated, with the prospect of about $600-700 million in usable
funds becoming available on the basis of past patterns of releases by
members.

8. U.S. reluctance to make more capital (either paid-in or

callable) available beyond the GCI might not be a barrier to this

option. Congressional action is not required before the U.S. Governor

may vote on a selective increase which does not include the U.S. Despite
this advantage, a large selective capital i implemented without

any other parallel action would creat1fTi;zgsigiii_t?ag;ZETgﬁzz> a) loss
of the U "veto", b) dcparture from parallelism with the IMF, and )
other problems of relations among members. N

O R ————

2. Fir ctive capifaTm; crease of 100,000 shares would
reduce YU:S. voting power abo 18%. t present BOX of the Bank's

1/ Quota increases in the Fund are the end result of a negotiating

T process that takes into account sets of quota calculations prepared
by Fund staff from recent economic data, using various formulas
constructed for this purpose. The results of scveral of these
formulae are combined to determine a "calculated® quota for each
menber. The staff also prepares tables indicating the diverpence
betveen calculated quotas and :the actual quotas that resulted from
prcious increascs.




voting power is required to amend the Articles or change the number of
Board seats. The U.S. presently has over 20Z of the vote, and can thus
single-handedly block these kinds of changes. It seems important to the
U.S. to maintain this so-called "veto."

10. (E;;_;;;HL;>handle this pofential problem would be to seek U.S.

-~ .

agreement to a voting share lower than 20X by undertaking to change the
qualified majority from 80X to 85X, as was done in the IMF. This might
be TEKen up with the amendment of the statutory lending limit, for
example. There are indicaticns that such a change may be acceptable to
the U.S.

1 1§ 5 ~gecond wai Yo handle this problem would be to ask the U.S5. to
exercise ﬁf&Emptive rights to maintain its share of subscribed capital
and hence its voting power. The U.S. would find it very awkward - though
by no means impossible - to argue that mcmbers willing to provide
additional cost-free resources to the Bank should not be permitted to do
so simply because the U.S. was unwilling to subscribe to shares available
to it. However, the Task Force recognizes that the U.S. has ample means

at its disposal to block this course of action.

12 Second, a large selective capital increase would require that
the Bank's own criteria for selective increases depart significantly from
the principle of parallelism with the IMF. While some divergence from
the actual situation in the Fund 2/ is implicit in any proposal for an
independent set of criteria for the Bank, a major departure from the
relative rankings in the Fund might give rise to objections from the
common Doard of Governors of the IBRD and IMF, on the ground that
selective increases in the Bank could bias subsequent quota increase
discussions in the Fund.3/ Until consultations are conducted on this
subject, it is difficult to judge whether this would be a serious
obstacle to a large selective capital increare.

13. Third, other problems of relations among members could emerge,
as they did in past discussions of selective increases. If increases are
proposed for any of the Bank's major sharcholders, concerns about their
relative ranking could again surface. Increases which would cause a
decline in the voting power of developing countries as a group or a
realignment of Board constitucncies might also cause difficulties.
During the preliminary discussions held some months ago on the energy
affiliate, the developing countries agreed forcefully that voting
arrangements in the prospective affiliate should be so structured as to
preserve their voting power as a group. It would not be difficult to
think of wvays to mcet this concern in the event of a selective increase

2/ As distinguished from the position that would result from use of
calculated quotas.

3/ WVork has commenced in the Fund on the next quota review (the Eighth
Review). It is too carly to say whether this review will result in
any large-scale selcctive quota increases.



in the Bank, e.g. through special increases to LDCs to avoid a decline in
their combined voting power. While it is thus possible to think of
corrective actions to get over some of the problems of
inter-relationships among members, they rust nevertheless be borne in
mind if a large selective capital increase is to be pursued.
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