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"MTh staft on 10" bege is intOnA&A to 4,Pell out the iswwws but
not to saMe sP&A ici Xeegadtos W Ool1 , however, like to
submit to you some of the omejino %n have drawn from Our
dis2cusin in the covisitte,.

. here in awple j Usti ficwti on for slowing damn on reserve a~wina
by the Bank. This u m that loan ch-es coulA be 1aced. on
thS Oth*3r hAndf tholmsom to be a #wo cAn that ano+ther alternAIM
tive will be t nAMLY the &Omtion of pawt of the 1A

AL WPU 4a V 0 UU"sM

&&ftnWW1o to the ne0d1)st developlaq aountries probably throgh IM,
Assmaming thoM. ynTO thus transforzvd *t the and of the fiscal year
1963,.a,4 to "and $So xilln, OUi would wenthat adtions to
r*4STOO out of u t be by a siU=aL1 ammns.

3. Two other ftetora will affect addt to resrges. First* according
to the La, nistative budget, * Ofpees plus sojmdco; to member
csentrIG4 MWy W*11 rise bY 6=00 $4 to $5 xdllia this year. Seewnd,
the P 3den*ts m. of Aly 19, 1963 to "C ea that
fte mooemftment dhargo be Ae*z00 by one-alf. ftis point to discussed
in para.oU of the nmond an loan -xanes. If action is takten
on its the 46clifte in 91"W"Sg IhMUAWd be of the Orftr of Meoghly

4. Trhese throe feet*o taken togetbor would result in Ua red4ti o
tb amount of arnins amil" ftr Serves (a " Jin mm
3 mtillion in 1962o-63 to pextaps amun $20 Larst- This WOud

soem to be a mnium it the Bakis to ahere to its policy of
shoinga "Satisftaftryo a%** in rewerves fma year to year'. It

WOald 84%0=r tO PVOCL de for go"e tim at least any considaration
of a largertransfer to IDA or any lowering of Bank charges.

it. ihr as howwvr an element of artiAftalitty in the manner In
Uhict tho ftnk's Prof-tt amd lo" &eomt is established., fte
tzkcom from the special ='esioMn, %fteh was $32 aill~n in 19624-63,p

ndshould I* arO n# 35 aillion or nor* this year,# is set aside
in the Jpcal reserve and not enlanin not 1ROOM0,. In my Vi*W,
this Practie aold be discnim, the special come **ian abould
be abolisbod and 1 inss Oxated in the rat* of interest. This would



NO"n *At thbb" WO"d 100 VA fturtbox inSame 6t tbo special reowi
but, as Pointed out in V&3m.57 of the .an IMMn CbhMvrgW,this 11p11410al A.eA Asd orLertin. ekg
)Upt Ln liquid ftwo's Ut Mn Mnly ssist in SOXVILCUM the D*db
in case of dotaul t on the outat* n 4 ens mkpwUNM pt in tbis ,u
It amo even emtributo to tb* .ak as oerall liquisity. nm
othor bund, if the 1% oetl nmod *&ini we" s twly merg _ with
the Intovest CbSX90, All tbom Luc=* arisi"g fX= loan opojatian&
would aentse to 1! A"n. Not -saig Would MN to at 10"st
$55 SUIL"t or am*s after -irms-fo Of $30 UilUQAn to Ma 40 instood
of $20 =*LUUM as deset in the Preceding prga. a amt

MM"1 be fa bU, gsi ot orn+aat re eevse surplus, and
thbwoftro fibi ank LpstOU -. Norr , Such a level Of not Seem"A"
Would wes a owstain wrap sofaci to the Sunk &Mold allow

ae a xther e*mnasta of wervices to 1111 ON %PWMtxsIt Ov for
nemmaU 431090" to other "nStitutlons, #Ox even for a 10"ering

6.It iS MY POCSOU&I 90011A9 that 0"o this otep has bean taken# esrms
a"d**t*** WWW be Vgve to jawcsimg the intoavot awleg by may

JL/2% on 3MW low"a to part 11 ee aes veb h aft mo prospect of
ealag n the afet ibi tho for**emblhe mattm. Para.35 vAm

ftlawiag of thw . - dAsl with this wejoet. fe resulting
omwoifiee to the .an in tex"e of "*vUgswel be sall*1 on the
Ussix of $700 atiUon londl r a year and "*=Lvqn ftll 41 JS INest
th I*"e in tomig vexad )* 43.5 *LXUtan a yeav. ftio %vuld of

aCW" _310904" as iews go by, but eve Lf $4.000 million of Ionux
w"a outstmadt" at the now xato, the loss JA vou~gaweld only
be $20NU **1= year (1).

"0m to"e *t tho 11---a-M.W pesxa~ Andlee oamo bositVICT an *Y
paOt. ftsisde to tbio fact that two tgrant 1atxaivftlv*

43eMatr of jage mtr th"n amu ans fo is the vatuat
wesetin t4 laei of tb* X*"e WOV1 eve ds san s

o estaid aOmm ,e--a as on *Ind=sMc that the .an is Undul-
ging in In sf teda* 7 ith an equity detratto not far from 1 ft
1, Wift Mn .1.- 41 covozage of timbd cberges wall Abovo 1.5, this
mmy esmaaftdly *ejmreativ*, but It to not possiblo to reobi
eamelvaim cm this point fim bektnM a do&h fte other ftetto ts,
the mneertainty as to the ftft" trend of longo-tesm vat**. TL*Lng
Is thexeoo" =)st iuprtat. If longootm rotes we"e to rise over
tbo next two yearx, -it %vuld be preftaxablo to kemp the ftn* lon"in
=ato stablo "n th* ta"a of it Usgtenizq narkot sad lot the ppro"

wwtwlo= PezWx ing and 0"digmae narrow progrossively, rather

(1) fte mny &Md that In the lono run the x x ag couatriez wo*)A
bonetit nox* 1by a modest 1eetgof the intoitst rat* thbn by a

S'mehe of fto ammitmat gt.
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ANNEX II

IBRD LOAN AND BOND INTEREST RATES
(%)

'%) 47 '48 '49 '50 '51 '52 '53 '54 '55 '56 '57 '58 '59 '60 '61 '62 '63 '64 6.50
6.506

6.00 6.00
GROSS LOAN INTEREST RATE L...j---...-

INCLUDING 1% COMMISSION

5.50 5.50
I LI

5.00 II"5.00

------ - -. 00

0L . RBOND INTEREST RATE

4.00 |4.00
LOAN INTEREST RATE LOAN INTEREST RATE NET OF
NET OF COMMISSI N COMMISSION AND 1/4% MARGIN

3.50 3.50

3.00 3.00

2.50 2.50
'47 '48 '49 '50 '51 '52 '53 '54 '55 '56 '57 '58 '59 '60 '61 '62 '63 '64

NOTES: BOND INTEREST RATE: Based on rate on new long-term dollar issues and, between issues, yield on outstanding bonds.

Shading indicates spread between loan interest rate net of commission but including 1/4% margin and interest paid (or payable) IBRD- Economic Staff
by Bank on long-term dollar issues. 2270
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5. r w 194)

t&=Wd *t "Wxprximt*y 3/4 of 1% per amam blghor thm the

me *&Leh the BanksLast to bx the rate of * tem"

that tt would Uvo to payfar MOVOx at a t.XU etLMO r tO

that of the lan. (1) ThJL XatO (L.1Uding tb# OUtoA 09

/4%) *w*in 1947 3 12% for UMMI fo$$aMA

usJ uttations, it AMOK* PS4 pa 5 4%eteen

ftbnwwyr ftd Mxvh 19" mn atands at 4 W/2% sine

sepasom 192. horer-- -- lanssamasss aslightly

low" a"* th"a 10A-to) on" U- Ul.

the, wteebe booen vmlt=men irr ~~evo of' tbo motwity

of "t Oh en ctually Ob"ge Uil bo ftanM in Tabl* I

of%.Un ao5 3mtms*). It Aeidb

$ eWevew, that theO fign0 4~oN td SOat tA"s

imld tb 1,%stuor

ALM AV% gigxavggd ftrs( byAtce

S1)ou 4 (a) r a paed of at last too y19* *ad It*

pSme 01 e 14* Oa t osjdo in Uqgtd fom as a Ospecial

saaexu*. te x*Ue scaU" fr by tbe &teACO WOO fto bO

betuvmn . and X 3/2% POW OMMe Mna t3W tAn ye pera

UWpaod imn* 26, 19S6, Sim" th* b"Imain" *t* 0$1$xestLan

( *07, April 1947 An rvision of ftbraoxy 19*a
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and~~ CnIft.00n atar tboe *wgIxatioa of the ton year pe-viodo

t ank has efarged 1%.

c e tmm CRgo to levied on a'nnt v gt bdhgga

fzvo th loan assmnt, ftll laterest belng eborgmad only anOf *h dot 4bf culdO.2 aa L h

proseft ate, Offocttvs ISLIO August 19SO, to 3/4 of i%.

es AW J."Isas aame 16 to Auut19S', the 00atent~

f.. at 1 w" fro tb date bn b

bie effetive to six wnitiba th=6 4ftows tull iiit6 s0t
b *fmamvs n

on te fal t of te , ma*n 0 t a Part Ot it b" Mt

borrwx~ev 00t "~torest eoxno by it an Us$ Salo"

h a m~ .. Int tboe =ft WO M I 00mi -tme .w 1Tbs splicated

systew was 3 ipe in August 1950 whean US Vat* fIs$$a0

at 3/4 of I%*
at $1.i%

s0aeciaA fto A it enter* on

M ~MUM " 00 100 0 00nteac" av for

into be as**in tb* lborrwer p Qmtmen*U 00n



tut AtMmd bTo AD thN mny.

p.w 50 Aters. As the two to wow .

f. te Sank is =omaittea %boa a M 10m ft=000 teL

o ftoeuv* 'bet *%"I. ka"p a righbt am"&ne tbo s" or

diat" 10100At t. 610 d t OU by

spec PC* m rse of tho I"*n coaftreft. pxveical,

ft At 40 9v on*as"

41t a ihr ovegty to 0*g mmuesftsa

w t. a bonk *i* AMt an Ig p IM w of

mst tigl11b tht a fgil Intowet amA

SOL= t o~r Sw*h fa ommitotoant S it aetua daun

mat b" tate VUS, to Jay 1949, a paUcy wo

staa ~ 40" uwt- --,Paws bu omatmn e
tt" o.mttnt bw (tb

S1/2%) a Soof %. 2m ut 3159, At

mssW e AR enk t o, U

U-4-M-y b itt" the ors. ninlyo f 19, 35

At m 40"404 tbut tbo M""61 fg fixog Am 6t wt ev

be at th* ibfsm "to f 1/2% to be ia to tbo eitm t

400~e t ag amasuato that 40mot O90w alm**



60

10. e n antCipated Ma-~ste have bomn Provided

fbv 4 1 U"a cnras. Ratas havo usually ba een N I. 1

to rates Pealg$ h reo ihro

_t ~m~4 w tttuoI patc

wben ObligAttem heUd by t we amtr. pete

therefoee tboix*a purpose is to awsaom private 1woe

who may Purcbase f==m ow tbmwuh the ftnk the borrowe-

A. ILvtA

Wbligatimos that proaamt will% corry a pxesaL=, as to

Murswntly 4000 In Pubic Lamm$$.

ghag=a IL M& RUM Di UMAMen reA an to

11. Past disumon co*=4"* ncerning Bank chargos msa be divlde4

in twos distinct categories* those relating to sperifte

+tctnic prenbm "n those relating to teir ave3*11

lovol, ovwa tboogh they way hamm wrsen $A coam n A With

ne or the otbar apeific comaMt of the dmges# Intereot,

statutowy cowd ewian or ommitmmt chox". Spocific

tedbaiA poblmes vUt bo dwat with first* 2ho diocussion

will center only around intecest, statutolry oamim dot n

ad odmtamt chargO

A nmbr of probltn rose In omnectton with IntSras



7.

Thoe rlatngto the level of ratoo *t11 bo dealt

Vith Urder ogenemal level of dUarg***". The other onas

Right few the g(1946) It w" agro that it would

be twpossibie to obsggp diffezvnt xat"s *COOX~ng to Whetbor

tho tO*A4 was win its own Capitol fUnds Or b0ZT*%1*'d UK)VA

to finne the beamanwur it WQa% 9 amon=+ to Ueesting

tbe rrtyues differentlay *cCOsmUW t* th* eSOMM& 0,fae

and om4d bove a1lwed a ytm O "first @5MI, bet

U h W"e ContrarY' to th~e spirt Of * 00perative m

Inientully, it is for the &mreftsan tbat tbO StatutOry

Issi ontn vhidba macorAng to the Artice**s owld4 bave

bwn levied only an 1 W dW Out Of . Orew" AWAS

leviet p aon ,U 9 a r the 5WxC* of fWAS.

It t* intAmextixg to raote that this UOW0 h"s Asse b*1M

0 gubject of contjmverey and that it WOU,14 be tAM,1000ble
June

to =ap*e it toay in view Of the fact that simma/1960 the

any longer
lowent Ment/itn ih emca between 10"nS MWn OUt

of 0=r Cmn Copital and lomws mede out of borrowed fumda

Th Afticles Of Agreement 60 not refer to that Paz+4imnaW

problem. It WWs *tictlY 0 Policy iss to be deecided qpQ*



Re

bY th6i Amueti" Dizetars0 "hiU Onswer (1) was tbat

tbaze sbould be no dirilination amng bormuwers, el tber

AS to interest rates or cemissint D. At that time the

problem van whether the countries cnsidered* qetex risk*

shboul be charged higher rates than those with better

prospects* The arqges against ftmenjAnt A tn were tuo,

First* it is practically impossible to appraise the risk

differantial# this being a matter of judgment rather than

COmPUtation. Secnd*, And tl*i in slightly ccmtrodictory

with the previous agment, the proowftr practjtee of th

Private Market had been to rehazge more for hioher rjaks.*

It bad proved xelf-efating as it is dangeroas to Lupo**

too high a mte on a weak borrower. one may &W thet tb&

samt tbat the bank was a cewparatiee oxqMAjzstion bav

to treat all its members on the sme baskL w&a UpU.04 but

was Met explicitly dausd

0) Dkf tax", IM36UM SO bem,"Usn na t a
hat

Al 0 wRO UMMe for grated 4M the be"AP/It Mocieted the

muftest 14141 J . As pointed out in Panm. So s a

fO% a=,t tAU* 100 t U 04gniftw0e Ofter 1956.
DLt11ajtw rjR5a

were

Wb /irthe Bank should apply dif rent rats sa

COMnaattee an Finaneial Polcy Ro-44, Navemdac 1, 1946,.



A.

ttbo willi 013-if ne %b whh it "w s ng, in 1e with

S neape vat tb* uItang to to be jvwted W

aSt mina that a

*SON a! Un~ ay toa

"eses400eXv""40e otbfte 01-1 3easbsneaalb

ft"4A. Sat* bo a. .t t .* opeiUL P"N 40

*ft tI ttt

1In ep t aa inams, wag eal *sd aUS
.5 g~ta ~ U mob -at*

gA 00 Ma U" a S. binf.

pvcjbloat ofts Umoel or of Lto On=t4maW* &ftO 1954,

wilb* 488 1t With Under samelevel of hes.

tawUs . boff-o. *"o

4k) obon=1 tie 00POLSstm apply to I""n aft out

of oppiual as wall as to tbo"e 0040 owr *11esus

AP nd Mat Ad in P=4a 12 (a), boft eaeets o la u

tseated oft ftoes as

b) At& eomss:Lon ofoo to be amne re1iae

thema ~ ~ ~ ~ ~ r AxUge b eeBt9 E etil"@ ot



10.

agzoement on this point ar not torr () Md 00 fcoim

has bemn necessary minae the oomission** has not 1 een amft fted,

but past discussions in the Board mmem to Inateaa No

to maxe any dhang" applicble to past m a

as to future loans.

C) can the 00"misso ** Sti1 320 dMWIM aftr on

otbgation Is sold out of the poart**"*-?TbA mnsw is

unequivocally affinpative but ams IoMg as the 1"an x txact*

cleariy disti~'nguish4A between Lnterest =I**n sautx

&"otatne it was roacessary to Obtain the Owemete
Jamary

the borroweg to a ofaimana the =00issM.ta gfigo fig4

hawver, the loan cwntvacts bove man-ed Interost WAn em -

*Lou into one eaial figure and no quostion has Otimn is

this "eet.

14. WAth regard to the 299"1mt Sha .. MMa n hut

in para.7 undarlins the fact that thi BNk b&s

wdified its policy ascnerns this item a "vval

nOCC"Lnso. The Princtiple of a comntment Ue WW, hower,

nwver been disputed.* It %"s not only on traditional

() 4 !ng practice, but on the wish

ato find asubstitute for dhoxving full $Untorst

(1) See Memorandum of the "neral Cunsel, R-57*4 of Jan.S,1*57,.



fr the date of ffectiveness, sine it w

agreed that 'development 10fts*" "re likely to

be disbursed at a slower pace than "remstruction

loan,*"

b) to nevertheless affoxdthe Bank some comp nation,

for Maing interest on the funds borrowed by it

for lending purposes;

to i"nc borrowers to withdraw funds from tho

10" &CCOUnt at thio earliest Possible date.

nou it* 1*V Q t ti 0 n %7 t

Mot be justifed tog Odevolopummt 1*&s"0 ecasolo

settal and th a fa a fe a

nOt b*Qh On the +suacg *$ aPeCts. LoOking aM ,d it

saamet WAXrIalng to fIA& that Whe in 1950 (1) the

rat* W"srdue to its present level, the &sgqUWnt xete

VAAInY Oft ees6 tia"a reWW to the B40k,4 GArnIngS.

eithr te pzlaiple of a conwatment cbarge cnc Jt level*

(1) See Rv*367 ot Augrot 11, 1950,
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IS U O t ang to the t -x" MA

base ret33v4, WeVnd the&t to &VOI And it$ inpaat

en tb i s R k en tbe * abw end

on tbo Bak* '4-~Aikccmma an the otbe, mmoe tuo aspects

of h30 treated -w pA by.

16o The 40tumsmsti of pf #

has bowm * omatet pesa4e Of thol B .

RVOW *Rn* 1694, th s o &M easm r osex s. "

saaenise 4&A 1947 tho Coodattee an rinefteL&I 1pogcy

woon orwd the dosix"Ulty of aulangsevs d

po*WUY of dintsbu" a teins dAden (1). Za 4 ay

1950 'm LA COMMatOAn rAot Witth jntVXeft Xato# Wut With the

Sm- emt t foe - a ntAoas *r illustration
net

pungeOt 2f %/00=ding an the ftks owa ooftal sed*.

n $ta 19S6/57, %ba. tbe 'aglim V" tmabs to metanU*

ths 0ttitay Ow"Set oft"e dw 26, 06 tho u00

of 'm.w "a tho win ssatem (3),

(1) Row7l Of JaUMakY 17, 1947.
(2) TWO IMPOertant P"Wsa Wwoe distmaibutAM at the time on*

d., ed Jmukry 34, 1957 (Sem 57/37),
tho Ot57 x frf) the 161 ftt" "M 4, 19SI
(O/57*49).
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for tlao Smobealdsta tmNuelves,

100 #St as as a* protoction of a.a B

sazmader m ewa tbo am4 to ostabia wWd mit Ints

aecldit standing. AUK alanq one of thme bmak** allms v"s

Caarly to 00mtwno the..agn -htit was followitng

...... am1 meoumata W4Ag n doing Its us*Met to prvn

SR 1of its om 4*p#taa. SuLUin p merno

vas p5V09 at Oto i. mx as.bf for the

**rvlA* of Ut*k baft was being -mudedoa xt V"s also

*Vtdaen* of 141Fnd *na and of (tbe 's) Ability

to rld* out periods of p*)imont diffimultes or even dafaults

on the past of Its borzowors.

19. Za &I&tion, 6=00JAg mm b" 40"Ved In ).957. The

S . t t the OAfk SbOWa not of SM to Itu besusXss

rat"s *&Lobt v=se tat below thaws which the mwkosat vauMA

bavo boms SMSa to OMWe a"d veedd 4ktasor bear tea oes

txm Csa3Au an th mossast. Trim, the nmen6W Of ammstrios

i kXV04 wasiC not 7 vex Imt onlyMESO

counries Aas.an a m WWOe $ee a Posation to re"Olt

to thLS Class~~iou * do l a u h o&V
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rth esw Oxinttaas be= a ta*Mo of bi e

e .S. as myas 1946, th
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bolowtho eatO h eyt ut&myt

SAML V" aie CILpei" tbat *b*valb yo
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ftmr a thormughgoing examino+ion of the Mu'O 1a elMeees

a finncial policy, T!" =an egmsgums we ga111 0ge

ome ims e thser the 1% wne matoft msa b dat, o

a and the of x W Otof e

one v"s viebasr a dividend *b*Wld "t lbo diatrsbtbeoA

deln in *non Ohm" $A POUCY I**028 QekiM

-a" at th t "we a t " peo O

tso a.- 1kingy t t It to ony

thse gba" wokg eptw amysobl*n 1 ma $aes It s jsbs Ang Alt I. UA " to Lia w ot

eSjbmjrs e to the iuttitymtios** UWAs Lome$ tblat it is

m ng o evd Imast-s- umm0 MA4 tut It 40"800 M ttt

N*"tb%**the Ne %Ut Noo os of mw a"W Is

sow a sbape tiMet It OM by I.S t tL
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as'M tw9 h"sasa tbo gmaasktoQ vi ntal no* ban

"uesa ww V.. 04W WK m 40M %%U WaS S2,540 X. 4$ MW

$6,7S =m11- , a nmbox of ottuex omatrio bavo

tape tbal her "sedLt to the Point Ube"s the eyes o

OW MOskot,0 Vh .S. tbar" with Othors tbe burden of

gtrhtoin SI** Q bJiAqt4(oe. As a rostUt of tbexo

A m viljA#g f hm $1,00 m. to movr $3,500 ., still 4 em.

imto modwwt An relation t th V--1-10 CP egtax 0 vuh

WWs not to Ca"e In 19S7. Thirds thia Swoant of so-"11"4

1S% (now 9%) bptal ad* avoilable ftr 4 a% b"

ftem $1,0 m in Jw 1957 to p1,500 a in Jme 1963.

see~~~~~~ tha" Aaa tynteeann ~ a of to Box

"Mid4 ha"e VOaeasI.MUOt duruog tbosa prtod,

seesess a rsen tam $28soo (of which about M9 i.

statuwer rosexvo) to #810 W* (of iek ah #2S.w stAtatoxy

and conseqenmtly i to COPta esety out of its own
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*Vwes ONA al sewtxw o aad
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Chapter II .

29.Aguwwno f vm" be fth

statatolcy OMMISAA U ano I*" 0e 50egWaangiXy, S" the tUe

ivbexest 3ate IA oese nly to the Bm Is Uar-MVIns t

tAUld be batV&= 1% a" 1 L/4 btW the .ato We Octu&Uy

amage rbexrmro. 21-Isdnating tbO #PtatuftxY 001mut"Oft

"nd 1esbg14% ms, would &taply vmW tb* Slk- *lborse

and lemft"n rat"s "04 d bo JAMent~oi S*Cand, tMOs waid

OtJU l ea" the ta toatneM WarnIn 1ow V0 emIts

voft ta.O ""eY reft""n the 110MNdn tat* "Pald M*e x"eix

11p~ II# bj%,Nth vx pjT*of th jn

w"s to 4&aW emb"r ftrles to kaa *e nOt y go"e thm

t4ay ovWA an th*Lv m# but &U =we 41,wly t.an to y

oftheir "a* t.e si io ths am ""at" W

bUr0efn OW tbo Country 0"

alaes t to whsarmee mgttat at th am* a t i to

0"e Ot the cugsauthambined- faka/Ukr tranctoi

rovxtc i terae f nno.f

wgu@ L be, A% = ., twt tis "Ott be

La "st" b, 404
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A& te *"we fat bay are sttu below the' norma rate

of retumn $a the to f:I. Wi1VIIA-A wntxres. they &"e atiA1 boss

fte rate Ot veto=a on "Wta i tbomso comtrios, s

tbey are *UUa baeam the at at *44ch undevdavelqp*4

Oft-r16ssd, boro.n the market (1) It would be

unfortamate $4 ta Satk alA be ace--e *f asagt

"Moveaways". I th e seeend Plam'O an 01==+a of the

1% -- mis a the bcard would entail a loss In

4 a of almost $40 m. (?) a year. E tbmgh the

Lamue# a eatdion A arugg of thiS Wagnitaft might

oeate usuenderassg ith maraket.T* e coba one

weadbo%"er msry loss uvlit U the x-OwtI . -t

Vir only 1/4% or 1/2% in the first Anst e of

beAxv 1%6 or 1 1/486. ftt=Uy, elainma"a 1% an all *V*40

WNm Loa" %vstW beft all present debtorsn of the

bank without r*Wsd to their develagamt neaft but only

em Uw bats of their pat "LIty to borrow trm the

vak, It is of 00urse cnevae tihat tb* 0 4 O"Oft

bo .m na only an new 1oans but it is Ukoly that
would

Preomrse ;mMR be in ftvor of a s4 W lar treatment for aO4

(I) fte fact that ftreign toxxowinag rates a"e &Omm" 044
&=&Ine Satorest xates SA dovouegsav aets Le Wt really relevv*t zvea
USMM -tng the cases Wbuee - ,--about the future of the Ue"= currawey

awkes ftr bigb a', & Uw, or the emses Whba" an indntt ntosall narkft
cOMW poss"Iby be Ungxoved, borasewL" abxo"i t~ee by a Ugfk of snuficift
too"l savin"e " reuatum "o Avstatst NAW"e or O"Meetait. Xt to vatual

tbat this be roflocted to UigfemOAttal jiterept rates.
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they do nost mause any losses.

33, fe abit*taa to the setwm would sRte m Ux esa

Iesnsa tbose 0esse x In WAOXg%*t 30 $a the aa"e of

a tx4~it xal-ILW00 ef Ot "est Xat"* Te "Xket Miot

et *bree that preent rates are "e ss0*10* it vight b

Wwmem mmll I by L mama esten inesane the

retm would be"t so velatilm to tbe development nowds of

the borrower =vA a strU% ft00 Omy WiA, 011111 WWW

a f tee. ve - M rates ad awxrket rates.

Chapter III

Cam=a MAMMAt In the S2"mmta"n ti&aMt

34, Seral wggstions were made recently with regard

to te commitment fee* The first (1) would be to reduce

it by One-h"S (fvM 3/4 of 1% to 3/ of I%). A secmd

one was to the effect that 44 sliding scae be introduced

insteod Of a sUngle rate, starting low (pexbhs a wm than

3/4 of 1%) and increasin from tim to tim to a L

probably higher than 3/4%. (2), The third (3) is *Is*

based on the slidlbmq wnals priale, It volAd xelate

the cbabnj to the dflayacurrsmg afteSt a d a4t

(1) Prwident* ft a wead== JUly 18, 1963 ("C/63)a)
(2) Kr. DimrectoroletU* a, A".24, 1963 OM/63-1)
(3) Mr. Xjler*a n---sa- to Xr. %UsM, Oct*21, 1%3
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As due U tafBt that the arket istmasrt

clamWd tO tbor tbay abmuld mAn can per the omme dhatgvm

*6146 thy Wav bem - br a pab immo Gra=

0h00 rh es at"s U61d tho S a fffta asel

va" amaontift" te *W tb-A-eeosemat

fta V*UMu "hWr esOfAMM tO 96t ft"e SCHOS tO th* WAWV*4&

or to aftid thL tvo%&Ie of distributing tweir borrouing

1MV sevsmarkerts. This would tend to limit tba

ammt of lenable fUnds which the bank could place at

the disposal of loe *dvancmd oomntrios. Fur+.henmmes

the %*rat comesn to womst, the Dank it"Ilf may ftnd the

market for its ow UmAxd tosorarily restricted., It %WoA

'Lye it~ Laossmufrtnt emuns @utre hlpemt t

**k~ capvatty to land, Final.y I&I OaMa n t

tha market shomld nwmer hawm the impren=ion that the

fnk is peting Vith it. "he bet Uy of aaq ths

Is to Otw"g tov "l V&* ""Ia erdt tosealygateog

tip allowr ttom to Cna on tto M"*ket tooman 11t

tbA)" %&d4gh tto vsm)m %msed t*e wast-&C.seessy

th o"e tba i* tagt the bettor tho dwome tiat.

Sax"s out *t Ohe lortftlla C=n to v-an itbout lae

to the mAnk.

42. -U - ti ugt Imn oeei bo Said *bM*
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43. ain (1) Of this ouggestlon %j*UU swvisoe the

PUCOMWO by the *t of a lend j.*~ of thW IWX : -

PCUMs arsspeedin - tlmNo14 the vot met mI&L6 tomo wftu
sat"is It were floo- -- L.a

Am5~ th s =Wm To ok

of the fat that the n by fwnitit anm Zt

0--try ade 16* mt ssues do t USURUY link

wIth oifi pijcts at L , the 0e0W MO bginexmt

PmUPOMX Ad boe aso*t lo our ., $1ie. a

Wuld be tho esme s in*XtLC ISMme 100W 0cnie tse
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wiUthe borroomr would be necessamy baeoe a sale to

effected. This propa will not be discussed bore (&t

tbhL* stage.
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(1) me,. *mom** -Opt-1max 19, 1963.
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Attached is a staff paper which discusses, in the light
of the Bank's present and projected future earnings, various
courses which the Bank might follow regarding reserves, loan
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THE BANK 'S FINANCIAL POLICY

A. RESERVES

I. Relevant Provisions of the Articles of Agreement

Several sections of the Bank's Articles refer to reserves. In most

instances, these references are general, indicating an expectation that

reserves will be established but not requiring any particular action.

Article IV, Section h(a), however, directs that a commission be charged

during the first ten years of the Bank's operations (i.e., 1946-56), at a

rate between 1% and 1-1/2% per annum, on loans made out of borrowed funds

and on guarantees. It authorizes an increase or a reduction in this rate

of commission after ten years. Article IV, Section 6, provides that the

commission shall be allocated to a Special Reserve to be held in liquid

form and to be used only for the purpose of meeting liabilities of the Bank

on its borrowings and guarantees.

II. Reserves Established by the Bank

The Bank has established two reserves on its books: (a) the Special

Reserve called for by the Articles and (b) a Supplemental Reserve, estab-

lished by the Executive Directors and the Board of Governors in 1950. The

Special Reserve has been built up out of allocations of commission receipts,

whereas the Supplemental Reserve has been built up out of (a) an initial

allocation of the excess of income over expenditure which existed at the

time of its creation and (b) subsequent allocations of net income currently

earned. The development of these two reserves and their status as of

December 31, 1962, are shown in Annex Table 1.
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III. Functions of Reserves

The Bank's reserves (that is, the statutory loan commission and accumu-

lated earnings, whether allocated to the Special Reserve or the Supplemental

Reserve) serve the normal function of reserves: they protect against an im-

pairment of capital in the event of losses. In addition, they strengthen

the Bank's credit, facilitate its financing operations in the market and

add annually to its cost-free but interest-earning assets.

The assets which develop the Special Reserve, on the one hand, and the

Supplemental Reserve, on the other, are not treated and may not be used in

an identical manner. The latter are not required by the Articles to be, and

are not in fact, segregated or restricted to any particular use. They broad-

en the Bankts capital base and add to the resources available for lending,

thus reducing the over-all cost to the Bank of funds used in lending

operations. In contrast, the assets which develop the Special Reserve are

segregated and must, as noted above, be kept in liquid form. They may not

be used for lending operations; their use is restricted to meeting the Bank's

obligations arising out of its borrowings or guarantees. Accordingly, it is

a further function of the Special Reserve to assure the Bank's ability to

meet the claims of creditors.

In considering what should be the Bank's policy with respect to reserves,

the problem of the level of reserves should not be confused with concern for a

satisfactory degree of liquidity. The maintenance of general reserves is not

necessarily an assurance of liquidity. Apart from the Special Reserve, the

Bank could have large reserves and no liquid assets, or no reserves and a

high degree of liquidity. In fact, whereas the Special Reserve as of



December 31, 1962, amounted to $239 million, as of that date the Bank's

other liquid assets (not including loans) amounted to $1,619 million. It

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

liquid form which determines the Bank's liquidity at any given time.

IV. Availability of Capital

Only 1% of the Bank's capital has been paid in and is freely available

for any purpose. The 9% paid in in the currency of the member can be loaned

only with the member-s consent and can be used to meet 
contractual payments

of interest or amortization on the Bank's own borrowings only after 
the Bank's

subscribed capital has been entirely called.k The unpaid 90% of the Bank's

capital is no doubt the most important single element 
of protection to the

Bankts bondholders. However, the only prudent assumption for the Bank to

make is that a call on the 90% portion might make it very difficult for the

Bank to continue operations. Accordingly, the existence of this uncalled

capital should not influence a decision concerning 
the level of reserves.

V. Risks

The Articles of Agreement authorize loans to be made only if private

lenders are unwilling to risk their capital on reasonable terms. Thus Bank

loans can be assumed to involve more risk than those which the 
private mar-u

ket is willing to undertake.

In 1959 the Bank's authorized capital stock was increased 
from $10

billion to $21 billion and members were given the opportunity 
to double

their subscriptions. Under a resolution of the Board of Governors, the 2%

and 18% portions of subscriptions on account of the increase, 
as well as

the 80% portion, were left subject to call. Accordingly, since the in-

crease in capital stock, the situation has been that 1% of total subscrip-

tions has been paid in in gold or dollars and 9% in members' own currencies;

the 90% balance of subscriptions remains subject to call.



A default by one of the Bank's borrowers will not necessarily result in

complete loss of a loan. The cases in which a loan can be considered entirely

uncollectible are likely to be exceptional. Instances might be outright repu-

diation by the debtor country or, in the case of the disappearance of the bor-

rowing or guaranteeing state as a political entity, by the successor state.

An example is the repudiation of Czarist Russia's debt by the Revolutionary

Government after the first World War. In addition, there may be instances

(e.g., Cuba, for the moment at least) in which, although there is no formal

repudiation, payments are suspended as a result of political changes in cir-

cumstances which cast doubt on the ultimate collectibility of a loan.

The widespread defaults which resulted from the world depression of

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

settlements. But there were considerable variations from country to country

in the period during which the defaults persisted and in the terms of the

final settlements. Substantial losses were incurred by the creditors. What-

ever the judgment as to the likelihood of a world depression or a world war,

the possibility of widespread defaults and substantial loss to the Bank aris-

ing as a result of either cannot be completely ruled out.

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

defaults which are the consequence of serious balance of payments crises or

political disturbances--internal or external--affecting individual countries.

Such troubles have beset many countries from time to time, although their

duration has generally been temporary. They have sometimes resulted in a

suspension of payments, a renegotiation of the terms of loans or an adjust-

ment of the amount due.

The duration and extent of the default would depend upon a number of

factors. For example, if there were a drastic decline in the export price

of a particular commodity or an inexpensive substitute for it were developed,

this might well give rise not only to serious balance of payments difficulties



for an individual country but also to difficulties for a group of countries

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

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

It must be concluded, therefore, that in the normal course of Bank

operations, even short of a world depression or a world war, there may be

periods during which the Bank would be faced with service suspensions on a

substantial scale, without any assurance as to the terms on which, or the

time after which, debt service might be resumed.

History affords little guidance to an appraisal of these risks. It

seems clear that it should not be the objective, assuming it were feasible

to do so, to build reserves to a level which would enable the Bank to meet

its obligations and cover all losses even in the event of a prolonged calamity,

which would in any case cause at least a suspension of Bank operations. On the

other hand, the Bank cannot ignore the possibility that one or another of its

large borrowers, whose number is increasing, may run into payments crises, or

that several borrowers may simultaneously find themselves in such difficulties.

The very urgency and intensification of the development effort would tend, in

the absence of an adequate volume of assistance on lenient terms, to increase

rather than decrease this possibility.

VI. Level of Reserves

Neither the experience of the Bank nor that of other lenders, nor, for

that matter, an appraisal of risks which may in the future confront the Bank,

affords any basis for devising a formula to determine the "proper" level of

the Bank's reserves. The most important consideration appears to be the

preservation of the Bank's borrowing ability. The accumulation of reserves
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serves an important function in giving assurance to the private market. But

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

quantitative expression. The precise level of reserves is of less importance

than the fact of their continued accumulation at what may be considered a

satisfactory rate in the light of the volume, character and scope of the

Bank's activities.

VII.' Future Reserve 'Policy

In determining future reserve policy, the Bank has essentially two

courses open to it. It may continue to put all net income to reserves, or

it may put to reserves only that portion of net earnings necessary to main-

tain approximately the existing relationships between reserves and loans

outstanding and between reserves and borrowings outstanding, using the

balance for some other purpose.

The arguments in favor of continuing to accumulate reserves at the

fastest possible rate are the following:

(a) In view of the uncertainty of the risks which may confront the

Bank, even apart from the risk of a prolonged calamity, prudent financial

policy calls for the building up of the strongest 
possible reserves.

(b) A high level of reserves assists in keeping the Bank's 
loan

charges down. The support given to the Bank's credit standing by large

reserves enables the Bank to borrow at favorable rates; if the Bank 
had

to pay more for its borrowed funds, its own loan charges 
would have to

rise. Moreover, should the cost of borrowing rise for other reasons, a

high level of reserves provides the Bank with a source of cost-free 
money
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which can be "mixed" with borrowed funds in the Bank's lending operations,

thus enabling loan charges to be lower than would be the case if only bor-

rowed funds were put out on loan.

(c) The accumulation of reserves at the fastest possible 
rate would

enable the Bank to expand its operations and to consider modifications 
of

its lending terms, e.g., adopting longer grace periods or extending amorti-

zation periods.

The argument in favor of stabilizing reserves at roughly their pres-

ent relationship to loans and borrowings outstanding is the following:

Reserves are projected to reach 24% of loans outstanding and 31.7%

of borrowings outstanding, as of June 30, 1963.- This ratio of reserves

to loans and borrowings would not be adequate in the event of a prolonged

calaniity. But a calamity, as indicated above, would in any event cause

a suspension of the Bank's operations. The present ratio does seem ade-

quate to cover the other and more likely risks 
discussed above, and it

seems probable that investors would regard as prudent and sound a policy

of adding to reserves at a rate which would maintain approximately this

relationship. This conclusion would of course be valid only so long as

there were no seriously adverse changes in the economic 
or political

climate; no substantial change in the nature of the Bank's activity 
or

in the risks implicit in the size, character or terms of its loans;

and, in particular, no substantial losses 
on loans or guarantees.

2/ See Annex Table 2.
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B. LOAN CHARGES

I. Relevant Provisions of the Articles of Agreement

Article IV, Section h(a) provides that the "terms and conditions of

interest" on loans "shall be determined by the Bank." The section also

leaves to the determination of the Bank "the rate and any other terms and

conditions of commission" to be charged in connection with loans. However,

as noted in Part A of this paper, the Articles themselves prescribed the

permissible range of the commission on loans made out of borrowed funds

during the first ten years of operations; only thereafter could the Bank

charge a commission outside the specified range. The commission might exceed

the 1-1/2% limit "if experience indicates that an increase is advisable," but

only in respect of future loans. It might be less than 1%, and the reduction

might be applicable to outstanding portions of existing loans as well, if

the Bank considered the reserves accumulated out of commissions received 
and

"other earnings" to be "sufficient to justify a reduction."

Article III, Section 4, lists the conditions on which the Bank may

guarantee or make loans. It requires (paragraph ii) that the Bank be satis-

fied that in the prevailing market conditions the borrower would 
be unable

otherwise to obtain the loan under "conditions which in the opinion 
of the

Bank are reasonable for the borrower," and (paragraph iv) that in the Bankfs

opinion "the rate of interest and other charges Zon loans made by it7 are

reasonable and such rate [and7 charges *** are appropriate to the project."

II. Evolution of the Policy Concerning Loan Charges

The Bank's policy on loan charges was established in 1947 and has re-

mained substantially unchanged. Its main features are:



(i) Loan charges are related to the Bank's own borrowing cost.

(ii) Loan charges are not related to the source of funds or to the

credit standing of the borrower.

(iii) Loan charges include a 1% annual commission and a small margin

over the Bank's borrowing cost to cover expenses.

Initially, the Bank's loan agreements distinguished between interest

and commission. The rate of interest was set at 1/4% over the Bank's actual

or estimated cost of borrowing at the time the loan was made. It was, and

has continued to be, uniform as among borrowers. The commission rate was

fixed at 1%, likewise without distinction as among borrowers.

In 1949, the Bank changed its practice with respect to loan charges

although its basic policy remained unchanged. From that time on, loan agree-

ments have provided for a single interest charge, based on the Bank's own

borrowing costs plus 1-1/4%. The resolutions of the Executive Directors

authorizing the loans provide that, of the interest received, 1% shall be

considered as commission, to be set aside in the Special Reserve.

The rate of interest (including commission) on long-term loans has

varied over the years from 41 to 6-1/4% in consonance with variations in

the Bank's own borrowing costs. The effective loan charges to borrowers

have in fact been lower in many cases, because of savings of interest result-

ing from sales by the Bank of portions of loans at yields to the purchasers

below the "gross" interest rate.

/ 
3 The rate has varied with the term of the loan during periods when dif- erentials existed in the major markets between long-term and medium-term

rates for the Bank's own bonds. This interest differential disappeared

some six years ago. If it should recur it would presumably again be taken

into account in setting loan charges.
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In mid-1955, the Executive Directors considered whether to reduce the

1% commission at the end of the first ten years of operations, that is, in

June 1956. The management recommended and the Executive Directors agreed

that the rate of commission should not be changed at that time. In December

1956 a change in loan charges was again considered, together with the ques-

tion of declaring a dividend. In the view of the management, total reserves

had then reached the point at which the Bank could, without undue risk, both

reduce the commission and pay a dividend. The Executive Directors considered

proposals for a reduction of the commission from 1% to 3/4%, coupled with a

dividend of 25 on the 18% portion of subscriptions outstanding on loans, plus

2% on that portion of subscriptions paid in in gold or dollars. After exten-

sive discussion, it was agreed to defer action on these proposals. The ques-

tion of a reduction in loan charges was re-examined in June 1957 and in March

1960 but again no action was taken.

Discussion of a reduction of loan charges has always focused on the 1%

commission. It therefcre seems useful to comment on the significance of the

commission as part of the loan charges. Under the initial practice of

separating the charge for interest and the commission, the result of the

Bank's policy of a uniform total loan charge was that the commission was

charged not only on loans made out of borrowed funds (as to which a commis-

sion of not less than 1% was then mandatory under the Articles), but also on

loans made out of the Bankis own resources. When the Bank changed its prac-

tice and adopted a "gross" interest charge, it could have decided to allocate

1% of interest receipts, as commission, out of only that portion of interest

receipts which related to borrowed funds out on loan. This action would have
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had no consequence for loan charges. It would merely have meant a reduction

in the amounts allocated to the Special Reserve and a corresponding increase

in the net income allocated to the Supplemental Reserve. By the same token,

a reduction in the rate of commission could be adopted without necessarily

affecting loan charges.

It may also be noted that during the December 1956 discussions of a

possible reduction in the rate of commission, the question was raised whether

the Articles required that any reduction be made applicable both to outstand-

ing loans and to future loans. In an opinion (R57-h) dated January 8, 1957,

the General Counsel concluded that if the Bank should reduce the rate of

commission charged on new loans "it would not be mandatory under firticle IV]

Section h(a) for the Bank to apply the reduced rate to outstanding portions

of existing loans*"

III. Future Policy on Loan Charges

The case for a reduction in loan charges rests on the argument (a) that

the Bank, as a cooperative institution, should make development assistance

available at the lowest cost to its borrowers consistent with prudent financial

policy and (b) that the Bank's present financial position and its prospects

would permit a reduction without prejudice to its financial soundness.

A reduction of loan charges would reduce the Bank's income and, ac-

cordingly, the amounts available for additions to reserves, for transfer

to IDA or for payment of a dividend. It is relevant, therefore, in consider-

ing whether to reduce charges, to take account of the financial implications

of such action. As of December 31, 1962, disbursed loans outstanding

held by the Bank amounted to $3,153 million. Thus the Bank's

receipts on these loans would be reduced by just under $8 million per
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annum for each 1/4% reduction of loan charges.-

The arguments against reducing loan charges fall into two categories.

(a) One category relates to the direct financial implications: any

reduction, however small, would reduce the Bank's net income. But while it

is clear that a substantial reduction could seriously endanger the Bank's

financial condition, it is equally clear that a small reduction would by it-

self not have this effect. Therefore in any appraisal of the financial con-

sequences of a decision to reduce charges, it would be material 
whether that

decision was to be taken in isolation or in association with a decision to

devote substantial amounts of available income to another use.

The second category of arguments against a reduction rests on broader

considerations.

(b) By any of a number of criteria, the Bank's loan charges are low.

They are low in comparison to the interest rates which the Bank's most credit-

worthy members must pay to borrow at long term in the principal capital mar-.

kets of the world, including, in many cases, their own markets. The Bank's

charges are low in relation to the yield to the economy of the countries 
in

which Bank-financed projects are located. They are low in comparison to the

interest rates which prevail in most member countries. Thus they fully meet

the test of reasonableness imposed by the Articles.

(c) The Articles direct the Bank to abstain from lending in competition

with the private market when funds are available in the market on reasonable

conditions. In accordance with this injunction, the Bank has from time to

4 Whether, if it were decided to reduce loan charges, the reduction would

be at the expense of allocations to the Special Reserve or to the Supple-

mental Reserve would depend upon whether the reduction took the form of a

reduction in the rate of commission, or perhaps elimination of the commission.

A decision on the latter question would depend upon the Bank's judgment of the

relative significance of the functions of these reserves, as discussed in the

preceding Part of this paper.
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time referred some of its strongest borrowers to the private market, even

though the cost of borrowing there was somewhat higher than the cost 
of bor-

rowing from the Bank. This policy has not always been well received by the

particular borrowers. The situation would become more difficult to the extent

that the gap between the Bank's loan charges and the cost of borrowing in the

market were to be further widened. Moreover, to increase the disparity between

Bank and market rates might weaken the incentive of the less developed countries

to accept the disciplines and adopt the policies which would help to build their

economies to the point at which they might be able to have direct recourse to

the private market.

(d) Any substantial reduction of loan charges would adversely affect the

Bank's market image as an institution run along sound business lines. This

might make the Bank's bonds less acceptable.

(e) Any substantial reduction could result in a yield below the level

demanded by the market, with a consequent impairment of the Bank's ability to

sell portions of loans to private investors. This would increase the Bank's

need to borrow funds for its lending operations, which in turn might in the

long run mean a rise in borrowing costs. It would also reduce the Bank's abil-

ity, through the sales of loans, to mobilize private capital for investment 
in

development. A falling off of sales of portions of loans would, moreover,

hamper the Bank in achieving the objective of establishing the credit of its

borrowers in the private market.

(f) Insofar as concerns the possible application of any reduction of

loan charges to outstanding loans, a substantial portion of the income which

the Bank would thus forego would be "saved" by countries which are Part I

members of IDA. Of the total disbursed loans outstanding held by the Bank on



December 31, 1962, in the amount of $3,153 milion, 32% was repayable by

Part I countries. And as applied to future loans, a reduction would be of no,

or of relatively slight, immediate advantage to those Bank members 
which lack

or have relatively little capacity to borrow on Bank terms; yet 
it is the mem-

bership of this group which has been growing and which includes most 
of the

Bank's newest member6.

(g) In view of the inevitable uncertainties surrounding 
the Bank's

operations, no action should be taken which would 
irrevocably reduce the Bank's

income for any future period. Since a reduction of loan charges would affect

net income over the full term of the loans to which the new level of charges

would apply, even a small reduction in charges might be unwise.

(h) Since the Bank is net income is derived primarily from the 
local cur-

rency portions of subscriptions which members have made available,V those mem-

bers which have contributed these funds are entitled to 
compensation at least

to the extent of the 2% preferential dividend specified in the Articles '

before loan charges are reduced.

The suggestion has been made that these last two arguments may be coun-

tered in part at least if, in years when the Bank's financial condition and

prospects permitted, the Bank were to pay a 2% dividend on the local currency

portion of subscriptions out on loan, coupled with a rebate to borrowers of a

portion of loan charges paid to the Bank during the year 
in question, with

the aggregate amount of the rebate bearing some relation 
to the amount of the

dividend and with due regard to the needs of reserves. 
However, while this

proposal would zeet some of the objections advanced 
to a reduction of loan

charges, it would not overcome others.

See Annex Table 3.

See Part D.



-15

C. DIRECT TRANSFER OF BANK EARNINGS TO IDA

I. Relevant Provisions of the Articles of Agreement

There is no provision of the Articles of Agreement of either the

Bank or IDA which explicitly deals with a transfer by the Bank of a

portion of its earnings to IDA. In the current discussion of Bank fi-

nancial policy, reference has been made to Article VI, Section 6 of the

IDA Articles, which provides that IDA shall not borrow from or lend to

the Bank.

II. Policy Concerning Transfer

The arguments in favor of a direct transfer of some portion of Bank

earnings to IDA are the following:

(a) A transfer would be the most effective and tidy way of assur-

ing that some part of the Bank's income, over amounts required for re-

serves, will continue to be used for the promotion of economic develop-

ment on the kind of terms for which there is great need.

(b) If the Bank declared a dividend, it would presumably be hoped

that member countries would devote the amount received to development

purposes, whether in the form of a contribution to IDA or otherwise. But

once a dividend became part of general revenues, requiring an appropriation

out again to become available to IDA or to be otherwise used in develop-

ment, some portion of the dividend would be likely to remain in the local

treasury or to be devoted to other uses. Moreover, if Part II countries

are not to be invited to participate in second-round IDA subscriptions,

their portion of a Bank dividend would not find its way back to IDA, in
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any event. A direct transfer would preclude this possibility of "leakage"

both in Part I and Part II countries.

(c) A direct transfer, unlike a dividend, would not invite the

criticism that the Bank was withdrawing funds from the development field

and turning over to its wealthier members the bulk of the funds withdrawn.

The principal arguments against a direct transfer of a portion of

Bank earnings to IDA are the following:

(a) Although the Articles of Agreement of the Bank and of IDA do

not expressly prohibit the Bank from giving funds to IDA or IDA from re-

ceiving them, it is the implication of the prohibition which they do con-

tain (i.e., that IDA shall not borrow from the Bank), that Bank funds will

not be used to finance IDA and that there will be no financial connection

between the two institutions. A transfer of earnings would therefore

violate the spirit, even though not the letter, of the Articles.

(b) A direct transfer would run counter to the representations

made to the market at the time IDA was established and in its early days.

The market might regard this as a breach of faith, with a consequent ad-

verse effect upon the Bank's credit standing. Apart from any question

of good faith, the transfer might appear objectionable to the market, as

an indication that the Bank intended to engage in "giveaways."

(c) Some members of the Bank are not members of IDA. To the extent

the Bank has earnings in excess of amounts required for reserves, these

earnings belong to all the members of the Bank. It would be unfair to

transfer any portion of these earnings to an institution, even an affil-

iated institution, to which some Bank members do not belong.
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(a) On their face, the Bank's Articles suggest that if net earnings

exceed the amount thought necessary for accumulation of reserves, the Bank

should consider reducing loan charges or declaring a dividend. Nothing

in the Articles contemplates the possibility of an outright transfer of

sizeable amounts of earnings to another institution, even an affiliate.

If the Bank's members wish to dispose of profits in a way not contemplated

(even if not actually prohibited) by the Articles, the Articles themselves

should be amended to authorize that action, and the action should not be

taken in the absence of an amendment.

(e) To adopt the technique of augmenting IDA resources by a trans-

fer of Bank earnings is likely to encourage pressure by the capital-

exporting countries for unduly large transfers to IDA (either directly or

by the dividend route).

D. DIVIDENDS

I. Relevant Provisions of the Articles of Agreement

Article V, Section 14(a) of the Bank's Articles provides that the

Board of Governors shall determine annually what part of the Bank's net

income, after making provision for reserves, shall be allocated to sur-

plus and what part, if any, shall be distributed.

Article V, Section 14(b) prescribes the basis on which any distri-

bution of net income is to be made. It provides that "up to two percent

non-cumulative shall be paid, as a first charge against the distribution

for any year, to each member on the basis of the average amount of the

loans outstanding during the year made under Article IV, Section 1(a) (i)



out of currency corresponding to its subscription. If two percent is

paid as a first charge, any balance remaining to be distributed shall be

paid to all members in proportion to their shares."

In the current discussions by the Executive Directors concerning

the Bank's financial policy, three figures have been mentioned as a pos-

sible aggregate dividend, One is a dividend of $27 million. This would

represent the two percent non-cumulative dividend referred to in the pre-

ceding paragraph, calculated on the average amount of the local currency

portion of subscriptions actually out on loan. This would be distributed

almost entirely to Bank members which are Part I members of IDA. A second

aggregate mentioned is a dividend of $50 million. After distribution of

the two percent preferential dividend, there would be a balance of $23

million to be distributed on the basis of shareholdings. Countries in the

Part I group would receive, in addition to the bulk of the two percent

dividend, most of the $23 million balance. Part II members of IDA would

receive in all some $7 million. The third figure mentioned is a dividend

of $60 million. If a dividend of that magnitude were declared, about $50

million in all would be received by Part I countries and some $10 million

by Part II countries.2/

II. Future Dividend Policy

The principal arguments in support of a dividend are the following:

(a) The fact that the Bank's Articles prescribe the basis on which

a dividend distribution is to be made may be taken to indicate an expectation,

j/ These calculations are shown in Annex Table 4.
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at the time the Articles were drafted, that a dividend would be paid if

circumstances permitted. At an early stage of the Bank's growth, when

earnings were relatively small, any dividend which could prudently have

been paid, after the addition of a satisfactory amount to reserves and

without jeopardizing the Bank's efforts to build and preserve a reputation

for financial soundness, would have been too small to be of much value.

The Bank's earnings have now reached a level permitting payment of a sig-

nificant dividend after putting a reasonable amount to reserves.

(b) Projections of the Bank's net income over 1963-73 indicate that

on certain assumptions (including the assumptions that the Bank will suf-

fer no losses over the next ten years and that there will be no change

either in the Bank's loan charges or in the present level of interest rates

in the market during that period), a $50 million dividend paid annually

over the period would leave substantially unaffected the present relation-

ship between reserves and loans outstanding, on the one hand, and reserves

and borrowings outstanding, on the other.W The projections indicate that

there would be a slight decline in the ratio in the next few years, but

that by the end of the fiscal year 1973 the ratio of reserves to loans

outstanding would have risen from the 24% projected for June 30, 1963, to

26.9%, and the ratio of reserves to borrowings outstanding would have risen

from 31.7% to 36%. Obviously a change in any of the assumptions on which

the projections are based could change the outlook substantially. If ad-

verse changes occurred, that circumstance would presumably be taken into

8/ See Annex Table 2.
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account in determining the amount of any dividend to be paid in future

years. Similarly, if the Bank's earnings rose substantially with no off-

setting adverse change in relevant conditions, that situation would pre-

sumably also be taken into account.

(c) The payment of a significant dividend would enhance the Bank's

standing in the business and financial communities of the world, and would

be taken as further evidence that development assistance can be carried

out on a business-like basis. In the long run this might result in more

development assistance being made available than would otherwise be the

case. It would in any event provide a strong argument in support of in-

creasing participation in well-organized multilateral assistance programs.

(d) The argument that those members which have released usable

local currencies, from which the Bank's profits principally derive, should

be compensated, at least to the extent of receiving the 2% preferential

dividend, was mentioned in the discussion of loan charges.

(e) Finally, besides the arguments advanced in the context of Bank

operations, there is the argument that distribution of a dividend would

facilitate additional subscriptions for IDA. The governments of the indus-

trialized countries can be expected to take account of the decision to pay

a dividend in determining the amounts of their second-round subscriptions

to IDA. Should the less developed countries be invited to participate in

the increase, the amounts which these countries would receive by way of a

Bank dividend would presumably make it easier for them to subscribe addi-

tional funds to IDA.2/

9/ In its application to the less developed countries, this argument
assumes a dividend in excess of the 2% dividend on loans outstanding made
out of local currency subscriptions.
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The principal arguments against declaring a dividend are the following:

(a) The Bank's Articles do not make the declaration of a dividend

mandatory. The Bank, as a development agency, should not dispose of its

income in a manner which, by reason of the dividend distribution formula

prescribed by the Articles, would be of primary benefit to the wealthier,

capital-exporting countries among the Bank's membership. As indicated

above, those countries which comprise the Part I group of IDA members would

receive 86% of a $50 million dividend. This objection may be countered by

the comment that in present circumstances a large part of the benefits ac-

cruing initially to the Part I countries will in fact be passed on to the

poorer Part II countries in the form of expanded contributions to develop-

ment assistance.!Q./ However, the envisaged benefit is not only problemat-

ical but would be deferred. Since a dividend is not mandatory, income not

put to reserves should be devoted to purposes directly and immediately

helpful to the less developed countries, as by reducing loan charges.

(b) Once the Bank declares a dividend, it would be hard to pass a

dividend or even to pay a lower dividend in succeeding years without creat-

ing an unfortunate impression in financial circles. In fact, if earnings

rose, the Bank could expect to be under pressure to increase the amount of

dividend. It is even conceivable that the pressure could lead to reserve

allocations of somewhat lower amounts than would be desirable by conserv-

ative financial standards.

(c) Finally, because most of the immediate benefits of any dividend

10/ The argument that a dividend would facilitate additional subscrip-
tions to IDA has already been mentioned.
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would accrue to the industrialized countries, the Bank would be subject to

considerable criticism, particularly in the less developed countries but

also in some quarters of the industrialized countries, if it paid a dividend.

This would be seen as evidence that the Bank, although designed to help the

less developed countries, has in fact been operated as a commercial insti-

tution making substantial profits for the industrialized countries out of

loan charges paid by the less developed countries. However much such crit-

icism might misrepresent the true situation, it would nevertheless be widely

heard and might well have an adverse effect upon the standing and reputation

of the Bank and consequently upon the Bankts ability effectively to discharge

its functions.

Other Dividend Possibilities

Some of the objections raised to a dividend might be avoided by declar-

ing a dividend under conditions designed to assure that all or a large part

of the amount distributed would be devoted to increasing the resources of

IDA. For example, a dividend might be authorized as part of, or might be

conditioned upon, an agreement by all Part I members to turn over to IDA the

amounts received as a dividend. Alternatively, a dividend might be authorized

without any strings, but accompanied by declarations by the Bank's principal

shareholders that, subject to legislative approval, they intended to turn over

to IDA as a supplementary contribution any dividend payments they received.

It need not be an essential element of this scheme that declarations be made

ll/ The possibility of "leakage" of some part of dividend receipts is dis-

cussed in Part C. This possibility might be avoided or minimized to the ex-

tent that legislatures were prepared to authorize that the Bank be instructed

to pay over to IDA directly, as a supplementary contribution by the country
concerned, the amount of any dividend it would otherwise have received. The

technique might, in some countries, avoid the necessity of yearly legis-
lative appropriations.
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by all of the countries which are Part I members of IDA. Provision might

also be made for declarations by Part II countries.

The declaration of a dividend under these circumstances would assure

that at least a substantial portion of the aggregate amount of any dividend

would become available, through IDA, for urgent development purposes, with-

out creating any direct financial relationship between the Bank and IDA

and, in the case of the dividend accompanied by a declaration of intent,

would separate the Bank's action from governmental decisions concerning

disposition of the dividend. At the same time, both arrangements might

be thought to create an undesirable interconnection between dividend pay-

ments and the IDA replenishment, although, under the declaration of intent

technique, the connection would be more remote.



AMNEX TABLE 1

RESERVE BALANCES

(in millions of dollars)

Special Supplemental
Reserve Reserve Totals

June 30, 1947 -- 1

June 30, 1948 3 4 7

June 30, 1949 8 15 23

June 30, 1950 l 28 42

June 30, 1951 20 h 64

June 30, 1952 28 62 90

June 30, 1953 37 82 119

June 30, 1954 49 105 154

June 30, 1955 62 130 192

June 30, 1956 77 159 236

June 30, 1957 9h 195 289

June 30, 1958 11h 236 350

June 30, 1959 138 282 420

June 30, 1960 165 341  506

June 30, 1961 194 408 602

June 30, 1962 223 476 699

Dec. 31, 1962 239 516 755

Treasurer' s Department
January 22, 1963



ANNEX TABLE 2

CONFIDEITIAL

R62-110

FROM: The Secretary December 28, 1962

PROJECTIOi DF ACTIVITIES

1. In accordance with your request there are attached two schedules

indicating how the activities of the Bank might evolve during the eleven-

year period beginning July 1, 1962 and ending June 30, 1973. Schedule A
assumes no dividends are paid. Schedule B assumes dividends of $50 mil-

lion oer annum with the first payment being made in fiscal 1963-64 out of
1962-63 earnings.

2. These projections are based on many assumptions and estimates,

a change in any one of which could change the picture very substantially.
XWhile these assumptions and estimates are considered to be reasonable,

the projections are put forward with considerable diffidence and should

be used with great caution.

3. Many of the assumptions used in preparing the projections are

evident from the figures themselves. Others are as follows:

a) New loans are assumed to be amortized from the third
to the twenty-fifth year with an average life of about

thirteen years.

b) Loans sold are assumed to be from maturities in the
second through the eighth year after sale with a per-

centage spread in these years of 10%, 15;, 25%, 20%,

15%, 10% and 5%.

c) No losses.

d) $1,450 million of 18% funds and $205 million of 2%
funds disbursed and outstanding on loans.

Distribution:

Executive Directors and Alternates
President
Vice Presidents
Department Heads



e) Net income is estimated on the assumption that there
will be no change in loan charge policies or in the
present level of interest rates in the market; that
grants and administrative expenses, including $10 mil-
lion for educational purposes, will approximate 25
million per annum; and that the costs of borrowing and
the income from the use of borrowed funds (exclusive
of the 1%5 loan commission) will continue to be approxi-
mately equal.

f) The figures in the column "Borrowings Maturing" are
based on presently outstanding bonds and the assumption
that no new short-term issues will be sold except for
the annual roll-over of $100 million of the central
Bank issues now outstanding: amortization of other new
issues is assumed to be from fifth year after placement
to the twenty-fifth year with an average life of about
twelve years,



INTERNATIONAL BANK FOR RECCISTRUCTION AND DEVELOPT g' SCHEDULE A

ProJection of Activities - Without Dividends

(Expressed in Millions of U.S. Dollars)

Fiscal Years Loans Lendable Undisbursed Loans Disbursed Net
Ending Loans Repaid Loans Loans Net Loan Cash Balance Held by New Borrowings New Borrowings Cumulative Reserves

June 30 Made to Bank Sold Disbursed Income Commissions Balance of Loans Bank Funds Maturing Borrowings Outstanding Supplenental Special Total

1963 700 110 200 700 75 32 1390 1700 3355 11 110 121 * 2540 550 256 806

1964 700 110 200 700 75 35 1045 1700 3745 (30) 130 100 2510 625 291 916

1965 700 135 200 700 80 39 1000 1700 4110 240 345 585 2750 705 330 1035

1966 700 140 200 700 85 43 1000 1700 4470 275 205 480 3025 790 373 1163

1967 700 170 200 700 90 46 1000 1700 4800 240 203 443 3265 880 419 1299

1968 700 180 200 700 95 49 1000 1700 5120 225 363 588 3490 975 468 1443

1969 700 200 200 700 100 53 1000 1700 5420 200 303 503 3690 1075 521 1596

1970 700 240 200 700 105 55 1000 1700 5680 155 248 403 3845 1180 576 1756

1971 700 270 200 700 110 58 1000 1700 5910 120 298 418 3965 1290 634 1924

1972 700 300 200 700 115 60 1000 1700 6110 85 388 473 4050 1405 694 2099

1973 700 320 200 700 120 62 1000 1700 6290 60 448 508 4110 1525 756 2281

Percentages

Fiscal Years Total Reserves Total Reserves Special Reserve
Ending to Loans to Borrowings to Borrowings

June 30 Outstanding Outstanding Outstanding-

1963 24.0 % 31.7 % 10.1 %

1964 24.5 36.5 11.6

1965 25.2 37.6 12.0

1966 26.0 38.4 12.3

1967 27.1 39.8 12.8

1968 28.2 41.3 13.4

1969 29.4 43.3 14.1

1970 30.9 45.7 15.0

1971 32.6 48.5 16.0

1972 34.4 51.2 17.1

1973 36.3 55.5 18.4

* Actual borrowings this fiscal year to date December 26, 1962



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT SCHEDULE B

Proiection of Activities - After Dividends

(Expressed in illions of U.S. Dollars)

Fiscal Years Loans Lendable Undisbursed Loans Disbursed Net
Ending Loans Repaid Loans Loans Net Loan Cash Balance Held by New BorrowingF New Borrowings Cumulative Reserves

June 30 Made to Bank Sold Disbursed Income Comimissions Balance of Loans Bank Funds Maturin Borrowings Outstanding Supplemental special Total

1963 700 110 200 700 75 32 1390 1700 3355 11 110 121 * 2540 550 256 806

1964 700 110 200 700 25 35 1000 1700 3745 (25) 130 105 2515 575 291 866

1965 700 135 200 700 28 39 1000 1700 4110 337 345 682 2852 603 330 933

1966 700 140 200 700 31 43 100C 1700 4470 329 205 534 3181 634 373 1007

1967 700 170 200 700 34 46 1000 1700 4800 296 203 499 3477 668 419 1087

1968 700 180 200 700 37 49 1000 1700 5120 283 363 646 3760 705 468 1173

1969 700 200 200 700 40 53 1000 1700 5420 260 303 563 4020 745 521 1266

1970 700 240 200 700 43 55 1000 1700 5680 217 258 475 4237 788 576 1364

1971 700 270 200 700 46 58 1000 1700 5910 184 313 497 4421 834 634 1468

1972 700 300 200 700 49 60 1000 1700 6110 151 408 559 4572 883 694 1577

1973 700 320 200 700 52 62 1000 1700 6290 128 474 602 4700 935 756 1691

Percentares

Fiscal Years Total Reserves Total Reserves Special Reserve
Ending to Loans to Borrowings to Borrowings

June 30 Outstanding Outstanding Outstanding

1963 24.0 31.7 % 10.1 %

1964 23.1 34.4 11.6

1965 22.7 32.7 11.6

1966 22.5 31.7 11.7

1967 22.6 31.3 12.1

1968 22.9 31.2 12.4

1969 23.4 31.5 13.0

1970 24.0 32.2 13.6

1971 24.8 33.2 14.3

1972 25.8 34.5 15.2

1973 26.9 36.0 16.1

* Actual borrowings this fiscal year to date December 26, 1962



ANNEX TABLE 3

NET INCOME

(in millions of dollars)

1955-56 1956-57 1957-58 1958-59 1959- 1960-61 1961-62

A. Paid-in capital +
reinvested profits 950 1,150 1,300 1,500 1,800 1,950 2,030

B. Average interest on
disbursed loans
held by the Bank 3.45% 3.47% 3.56% 3.70% 3.87% 4.02% 4.16%

C. Item B times Item A 33 40 46 56 70 78 84

D. Item C less admin-
istrative expenses 26 32 38 46 60 66 71.

E. Net income 29 36 42 46 60 63 70

Treasurer's Department
January 22, 1963



T11NTATIVE
CALCULATION OF A DTVID7;,D TO ITRD FE PER COUTRIES ANNE= TABLE h

As of June 30, 1962

3 50 illion Dividend 3 60 illion Dividend

Averawe 1 > ..unber 2 Dividend Balance Balance
on Loan of on average Pro-rated by Total Pro-rated by Total

IBID Member (Millions) Sharec 188 on Loan Sharehodnjgp Dividend Shareholdinas Dividend

Part I Countriec

Australia 0 - 32.70 5,330 654,000 $ 589,077 $ 1,243,077 849,270 $ 1,503,270
Austria 9.00 1,000 180,000 110,521 290,521 159,338 339,338
Peloium 40.50 4,500 810,000 497,345 1,307,345 717,020 1,527,020
Canala 67.50 7,500 1,350,000 828,908 2,178,908 1,195,032 2,545,032
Dennark 11.40 1,733 228,000 191,533 419,533 276,132 504,132
* n1and 3.90 760 78,000 83,996 161,996 121,097 199,097

France 66.65 10,500 1,333,000 1,160,470 2,493,470 1,673,045 3,006,045

G erany 75.00 10,500 1,500,000 1,160,470 2,660,470 1,673,045 3,173,045
ItalY 32.40 3,600 648,000 397,875 1,045,875 573,616 1,221,616
Janan 59.90 6,660 1,198,000 736,070 1,934,070 1,061,189 2,259,189

1.80 200 36,000 22,104 58,104 31,868 67, 868
etherlands 45.95 5,500 919,000 607,865 1,526,865 876,357 1,795,357

orway 9.30 1,333 186,000 147,324 333,324 212,397 398,397

South Africa 17.15 2,000 343,000 221,0/,2 564,042 318,675 661,675
Sieden 18.00 2,000 360,000 221,042 581,042 318,675 678,675
United Kincdcm 234.00 26,000 4,680,000 2,,73,546 7,553,546 4,142,779 8,822,779
United States 571.50 63,500 11,430,000 7,018,082 18,148,082 10,117,941 21,547,941

Total - Part I Countries $ 1,296.65 152,616 $ 25,933,000 16,867,270 $ 42,800,270 $ 24,317,476 1 50,250,476

Part II Countries

Afthanistan - 300 o - 33,156 $ 33,156 $ 47,801 47,801

Aruentina 0.50 3,733 10,000 412,575 422,575 594,808 604,808
Bolivia - 210 - 23,210 23,210 33,461 33,461

Srazil - 3,733 - 112,575 412,575 594,808 594,808

Burma 0.95 400 19,000 14,209 63,209 63,735 82,735

Ceylon 0.50 600 10,000 66,313 76,313 95,603 105,603

Cile - 933 - 103,116 103,116 148,662 148,662

China - 7,500 - 828,908 028,908 1,195,032 1,195,032
0.42 933 8,400 103,116 111,516 148,662 157,062

Crsta Rica 0.36 80 7,200 8,842 16,042 12,747 19,947

Cyprus - 150 - 16,578 16,578 23,901 23,901
Doninican Republic - 80 - 8,842 8,842 12,747 12,747

Ecuador 1.15 128 23,000 14,147 37,147 20,395 43,395
El Salvador 0.18 60 3,600 6,631 10,231 9,560 13,160

Ethiopia 0.50 100 10,000 11,052 21,052 15,934 25,934
Ghana 1.40 467 28,000 51,613 79,613 74,411 102,411
Greece - 500 - 55,260 55,260 79,669 79,669
Guatemala 0.30 80 6,000 8,842 14,842 12,747 18,747
Haiti - 150 - 16,578 16,578 23,901 23,901
Fonduras 0.35 60 7,000 6,631 13,631 9,560 16,560
Iceland 0.13 150 2,600 16,578 19,178 23,901 26,501

India 21.60 8,000 432,000 884,168 1,316,168 1,274,701 1,706,701

Indonesia - 2,200 - 243,146 243,146 350,541 350,541
Iran 5.85 900 117,000 99,469 216,469 143,404 260,404
Iraq 0.95 150 19,000 16,578 35,578 23,901 42,901
Ireland 3.15 600 63,000 66,313 129,313 95,603 158,603
Israel 1.95 333 39,000 36,803 75,803 53,059 92,059
Jordan - 150 - 16,578 16,578 23,901 23,901

Korea - 250 - 27,630 27,630 39,834 39,834

Laos - 100 - 11,052 11,052 15,934 15,934
Lebanon 0.80 90 16,000 9,947 25,947 14,340 30,340
Liberia - 150 - 16,578 16,578 23,901 23,901
Libya - 200 - 22,104 22,104 31,868 31,868

falaya 3.15 500 63,000 55,260 118,260 79,669 142,669

Mexico 15.20 1,733 304,000 191,533 495,533 276,132 580,132

Morocco - 700 - 77,365 77,365 111,536 111,536

Nepal - 100 - 11,052 11,052 15,934 15,934

New Zealand - 1,667 - 184,238 184,238 265,616 265,616

Nicaragua - 60 - 6,631 6,631 9,560 9,560

Nigeria - 667 - 73,717 73,717 106,278 106,278

Pakistan 0.20 2,000 4,000 221,042 225,042 318,675 322,675
Panama 0.04 4 800 442 1,242 637 1,437
Paraguay - 60 - 6,631 6,631 9,560 9,560

Peru 2.37 350 47,400 38,682 86,082 55,768 103,168
Philippines 1.90 1,000 38,000 110,521 148,521 159,338 197,338
Portugal - 800 - 88,417 88,417 127,470 127,470

- Continued -



TENTATIVE ANN=X TABLE Z
CALCULATION OF A DIVIDEND TO IBRD MIBER COUNTRIES - (CONTINUED) (continued)

As of June 30, 1962

3 50 Million Dividend tI) 60 Million Dividend
Average 18% umber 2, Dividend Balance Balance

on Loan of on average Pro-rated by Total Pro-rated by Total
IBRD Mepber (Millions) Shares 18,S on Loan Shareholding= Dividen' h Dividend

Part II Countries
(continued)

Saudi Arabia -- 733 $ - $ 81,012 $ 81,012 $ 116,795 $ 116,795
Spain - 2,000 -- 221,042 221,042 318,675 318,675
Sudan 1.80 200 36,000 22,104 58,104 31,868 67,868
Syrian Arab Republic - 200 -- 22,104 22,104 31,868 31,868
Thailand 2.05 600 41,000 66,313 107,313 95,603: 136,603
Tunisia - 300 - 33,156 33,156 47,801 47,801

Turkey - 1,150 - 127,099 127,099 183,238 183,238
United Arab Republic - 1,066 - 117,815 117,815 169,854 169,854
Uruguay - 105 - 11,605 11,605 16,730 16,730
Venezuela 1.90 1,400 38,000 154,729 192,729 223,073 261,073
Viet-Nam - 300 - 33,156 33,156 47,801 47,801
Yugoslavia 1.70 1,067 34,000 117,926 151,926 170,013 204,013

Total - Part II Countries w 71.35 52,232 $ 1,427,000 $ 5,772,730 $ 7,199,730 $ 8,322,524 $ 9,749,524

GRAND TOTAL $ 1,368.00 204,848 $ 27,360,000 $ 22,640,000 A 50,000,000 $ 32,640,000 $ 60,000,000

Averaqe of 18 on Loan as at:

June 30, 1961 $ 1,341.90
June 30, 1962 1,394.00

j 2,735.90

Average ) 1,367.95
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TO . , ro Jo n wm XUt i sept11b.r Jo, 1963

?"s AwtIr Kamsm

1. In IV m 4 Wd March 18,3.* 3I wp-t- am IF 0=1

with Hr. Mamto , a Of av of th Swiss ddt to nN. OECD,
an instruction his gO NQ91w- us wit a proposal No3.erning
the r@dtio of the interest Ofrtain mterdo loped cowftrlss wouU hwm
to p- for IBD loamw.

2. The 0 ignal of mr above amm vs substittd to Mr. Mnupp
during or trip to Brummel in .areh 93. Mr. ftapp dA v4 agree with
the ambmims of the SUse w the opin i tat oftt
te Swiss prpmal g o Of e repa m s a n IND sh n+
wint in the pteo cital mr1 t. NMverU a so bde
instruatng us to empsain ts i tot be muhriad us to osn+A
bonversati with the Swiss and s whother po m farmU could be
fomnd.

3 mWamWd= roporW to Barn and we had several but
Only to larify The detailp. 1toro &A" a visit to Paris e Mr. Demuth

(July 103) wt again discussed te Swiss PrOPb wi wi t finding a

-On ps Xaft-md told as the followings

His gmvrmmnt, "in spit* at the negative atitUds shown tr IBRD",
1- "ImWs to be intextested in the idea of rodwcing the interest rate an

davelopmeft low= . The Swiss W g eRw "tsa t Is Oonvined that &W4f, o n t
lmmn should be provided from priva+,* sources and not btr gvvernmws.

Howneer, tho prims of private capital being hif# *Was ha"e to be faurAd
to assist the underdovvloped coumtrimv in tho pqrmmnt at the itobrext.

WAt sort of project* would havo Uo be fiamoda in the Swss
xsahom? TWe are -hnkn of projects which easmft pWr ow current rates
but still do nftrA"A fe:eti off-m+aered t7 InTA Thus projo:Ua
"betveem IM and IDA".

It is interesting to note *hat th* Smise goV !i ini would to
rom* to roquest pa mm-mat for thO ccrrato at a global SWm,
sufficlant to 0~ve WAY-me i m for a lawg perU4d at tim, vell bermd
the ourent budget.

5.The Swiss delegation to OECD was Anmtraed to discuse the
ppoal. with the other ote o OCD9 They will staft with prant,

ftrwqny IJgp US and the oani smrisso

Xcutwndln will 1comp us Informed.,
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CONFIDENTIAL R-97 (Second Revision)

INTERNATIONAL BANK FOR
DECLASSIFIED RECONSTRUCTION AND DEVELOPMENT

February 6, 1948

FROM: The Secretary - ...

MEMORADUM ON LOAN POLICY

Following the discussion at the Regular

Meeting of the Executive Directbrs on January 28,

1948, the Memorandum on Loan Policy has been revised,

(Paragraph 15(a) (ii)) and is attached for in ormation.

Distributions

Executive Directors end Alternates
President
Vice President
Department Heads

Sea, 2-f16



coFDENTIAL DECLASSIFIED R-97 (Second Revision)

Date: Dated April 16, 1947
Revised January 28, 1948

January 29, 196

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELA NT

AEMORANDUJM ON LOAN POLICY

as revised on January 29, 1946

1, The primary purpose of the Bank is to "assist in the reconstruction

and development of territories of members by facilitating the investment of

capital for productive purposes, including the restoration of economies

destroyed or disrupted by war, the reconversion of productive facilities to

peace-time needs and the encouragement of the development of productive

facilities and resources in less developed countries".

2. In carrying out that purpose the Bank is to "promote private foreign

investment by means of guarantees or participations in loans and other invest"

ments made by private investors; and when private capital is not available on

reasonable terms, to supplement private investment by providing, on suitable

conditions, finance for productive purposes out of its own capital, funds

raised by it and its other resources".

3. The Bank is further enjoined to "promote the long.-range balanced

growth of international trade and the maintenance of equilibrium in balances

of payments by encouraging international investment for the development of

the productive resources of members", to arrange "the lo;Lns made or guaranteed

by it in relation to international loans through other channels so that the

more useful and urgent projects, large and small alike, will be dealt with

first"; and to "conduct its operations with due regard to the effect of inter-

hational investment on business conditions.in the territories of members and,

in the immediate post-war years, to assist in bringing about a smooth transi--

tion from a war-time to a peace-time economy".

Sec:2-116
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4. Furthermore, in making or guaranteeing any loan the Bank is require

to "pay due regard to the prospects that the borrower, and, if the borrower

is not a member, that the guarantor, will be in a position to meet its obliga-

tions under the loan"; and to "act prudently in the interests both of the

particular member in whose territories the project is lecated and of the

members as a whole".

5. The Bank is, therefore, a cooperative financial institution designed

to promote mutual assistance among its members in the reconstructin and dew

velopment of their territories and the promotion of the long-ranged balanced

growth of international trade and the matitenance of equilibrium in balances

of payments.

6. With due regard to the purposes of the Bank as set forth in the

Articles of Agreement; to the magnitude of its task of assisting in the

economic and financial recovery of the world; to the responsibilities of the

Bank towards its members as stockholders and potential borrowers, and towards

the investors who nust supply the major portion of its loanable funds - thse

are adopted as principles governing its loan policy:

A. The Need to take Calculated Risks

7. It is essential for the Bank to take calculated risks that private

capital is not now willing to assume, especially risks arising from geneatl

econcmic and political uncertainties, and from the magnitude of the amounts

required.

B. The Need to insist cn Constructive Lending

8. In accepting these general risks, it is necessary for the Bank to

insist that the purposes for which its funds are used are constructive,

practical and essential to the economic rehabilitation or davelopmeit of 
the

borrwring countries, and beneficial to the world eooncay.

Sec:2-96



C. The Distribution of Loanable Funds

9. Since the Bank's resources are limited in relation to the demands

to be pAde upon it, it is not enough to consider individual applications on

their merits, First consideration shall be given to the most urgent needs

whether for reconstruction or development; these can be defined broadly as

the liiniation of bottlenecks and the restoration and expansion of productive

facilities that will contribute most effeeifely to the healthy revival of the

world economy,

D. The Principle of Successive Advances

10. The. Principle of successive advances arises from two reasons:

(a) First, the Bank's purpose is not fulfilled by the mere

grantng of koans. It has a c.ntinuing responsibility regarding

the utilisation of its loans. This responsibility can best

be discharged by meeting the needs of borrowing countries with

successive advanqes in the light of their own performance, and

by the maintenance of close collaboration between the Bank and

borrowing countries.

(b) Secondly, the present limited resources of the Bank

preclude it from providing finance f;r a long period ahead

for all the qualifying applications. The Bank can lend no

faster than it can borrow. Its current policy must, thertore,

be one of making suwcessiye advances to individual borrowing

countries to meet their most importsOtt needs as they arisO.

E. The Primary Responsibility of the Borrower for the -ajor
Centribution to its Reccvory

13.. The Bank shall prcceed gn the basis that, important though its

financial contributions can be, the major effort must be made by the boarmwing

S"g 2--96



countries. The future of every country must depend primarily on its willing-

ness and ability to utilise to the fullest and for productive purposes its

own resources,

F. The Fulfilment of Centracts

12. In view of the fact that the realisation of the purpose of the Bank -

to assist in economic recovery and development, both by direct or guaranteed

loans, and by the encouragement of private lending - depends on its ability

to work towards the opening up of all sources of finance, it has an inescapable

int-rest in the fulfilment of obligations in good faith. Therefore, it has re-

sponsibility for appraising far.ly all factors affecting confidence in intef'-

national loans and of encouraging all steps which tend to promote such con'

fidence.

0. The Use of the Proceeds of Loans

13. The Articles of Agreement provide that arrangements shall be made

to ensure that the proceeds of loans are used efficiently for the specified

purposes, Such arrangements shall ensure that:

(a) Disbursements are for expenditure on goods and services

a-luired in accordance with the terms of the loan agree-

ment; and

(b) The goods and services so purchased are employed for the

purposes stated in the loan agreement.

H. Technical Advice

14. The efficient utilisation of loans depends, in large measure, on the

quality of the engineering and other technical skills employed,not only in

the preparation of projects subzitted, but also in their execution. AconrdiRgby,

Sec:2-96



the Bank wilr scrutinise carefully the engineering and technical skills used

1A the prepffation of projects and proposed to be used in their execution.

The Bank will be prepared to consult with an advise applicants concerning

he provision of requisite engineering and other technical services.

Interest on Loans, ommissions and Conditions of Redemption

15. Subject to modification in the light of changing conditions:

(a) The Rate of Interest on Loans

(i) The rate of interest on loans made by the Bank

shall be stated separately from the rate of com-

mission to be charged on such loans.

(ii) Such rate of interest shall be approximately one-

quarter of one per ceni per annum higher than the

rate of interest which the Bank estimates to be the

rate of interest that it would have to pay for

money for a term similar to that of the loan*

(iii) A comritment fee at the rate of lj% shall be charged

on undisbursed amounts of the loan from the date on

which the Bank undertakes a firm commitment to make

a loan and for a period of six months thereafter,

(iv) During the period of six months after a fim com-

mitment to make a loan has been undertaken, interest

shall begin on the date of disbursement and is to be

charged only on the amount disbursed; after six months,

interest shall be charged on the-whole amount of the

loan for which the Bank has undertaken a firm eomit-

ment.
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(v) Where the above procedures As followed, the principle

shall be adopted of refunding to the borrower the

interest earned by the Bank on liquid assets held

against undisbursed oommitents on which the bor-

rower pays full interest., This shall be effected

by the borrower receiving, on the amount undisbhrsed,

an interest credit equal to the interest rate determined

by the average of the bids on 3 months Treasury bills

of the United States Government on the First Treasury

issue after the first of January, April, July and

October of each year, credit interest to be computed

every 3 months after the period has elapsed. In order,

however, that the ret charge to the borrrwer hall not

be less than the coramitment fee chargeable on undisbursed

amounts during the inittial period of six months, the

interest credit shall be limited -to a rate not greater

than the difference between the rate of the commitment

fee and the rate of interest on the loan..

(b) .ommission on Loas

The rate of commission to be charged by the Bank on

loans made by it shall be ;one per -cent per annum on the amount

of the loan outstanding and such commission shall be charged

on all loans made by the Bank whether made out of capital cr

out of borrowed funds.
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(c) Provisions for the Redemption of Leans prior to aturity
at Option of the Borrower

(i) Loans made by the Bank shall be subject to redemption

at any time prior to maturilty at the option of the

borrower.

(ii) Upon optional redemption nf all or any part of the

loan prior to maturity the borrower shall be required

to pay a premium at a rate approximately equal to the

rate of premium which the Bank shall reasonably expect

to have to pay on the optional redemption of securities

issued by it having substantially the same maturity',

(iii) The Bank at its option may waive the payment of A1

or part of such redeption premium on the optional

redemption prior to maturity of loans made by it

when the Bank is satisfied that it can use the amounts

of the loan so repaid to retire its dwn securities

without loss of interest or otherwise use such amourt

in its eperations.

J; The Protection ef the Bankfs Loans

169 The Bank is requirod to prctect the integrity of its Iuzegea Since

such loans will be repayable in foreign exchange, the Bank rmist provid& sultible

ptotection against the borrower impairing its ability to provide the no6easary

foeign exchange either by pledging its foreign exchange resources as security

for other external debt or by improvidently iiwcuvrfg an excesive amount 4f

external debt. To that n4 the borrower should agree not to pledge its siftces

of for tgrn exoheig. so as to give other external debt priedity over the Bankts

See' 2.96
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loans without the consent of the Bank. In appropriate cases an exception

to this principle may be made in order to permit shcrt-term self-liquidating

transactions. The borrower should also agree not to incur additional ezternal

debt without first consulting with the Bank.

K. The Relations between the Bank and Borrowing Countries

17. In order to acconplish its purposes, the relations between th*

Bank and its members must be based on confidence and a spirit of mutual cc-

operation. The relations of the Bank with its borrowers must be broader and

closer than the ordinary relations between a creditor and a debtor. There

must be the fullest exchange of information with regird to all matt3rl of

mutual interest and full opportunity to consult and advise with each other

on all such matters. That must be true not only at the incoption of -the

loans but throughout the life of the loans.

18. Since the financial assistance rendered by the Bank will provide

only a part of the resources which the borrower will require for the ac-

opzlisbment of the particular project or program for which the loan is made,

and sinc in the end the accamplishment of such project or propram must depend

on the constructive efforts and savings of the government and people of the

nation to which the loan is made, both the Bank ahd the borrower must be

assured that those efforts and savings can and will be mobilised,

19. The Bank, thereforeo has an interest in:

(a) Internal economic and financial mteasures taken by the

barrowers to implement their reconstruction or develop-

ment programoS

(b) Continuing developments relating to the economic and

financial progress. of the borrower.

Sec: 2-96



Lo The Recognition of Principes in Contracts

20. The contracts of the Bank with its borrowers should contain

appropriate recognition of the principles here enunciated and appropriate

provisions to implement such principles. Such principles are necessarily

subject to modification from time to time in the light of changing conditions.

See: 2-96



R-97 (First Revision)

CONFIDENTIAL Dated April 1, 1947
Revised January 28, 1948

INTERNATIONAL BANK FOR
RECONSTRUCTION ARD DEVELOPMENT

DECLASSIFIED
Date: .- , MEORANDUM ON LOAN POLICY

as revised on January 28, 1948

1. The primary purpose of the Bank is to "Assist in the reconstruction

and development of territories of members by facilitating the investment of

capital for productive purposes, including the restoration of economies

destroyed or disrupted by war, the reconversion of productive facilities to

peace-time needs and the encouragement of the development of productive

facilities and resources in less developed countrieslu.

2. In carrying out that purpose the Bank is to "promote private foreign

investment by means of guarantees or participations in loans and other invest-

ments made by private investors; and when private capital is not available on

reasonable terms, to supplement private investment by providing, on suitable

conditions, finance for productive purposes out of its own capital, funds

raised by it and its other resources".

3w The Bank is further enjoined to "promote the long-range balanced

growth of international trade and the maintenance of equilibrium in balances

of payments by encouraging international investment for the development of

the productive resources of members", to arrange "the loans made or guaranteed

by it in relation to international loans through other channels so that the

more useful and urgent projects, large and small alike, will be dealt with

first"; and to "conduct its operations with due regard to the effect of inter-

n~ational investment on business conditions in the territories of members and,

in the immediate post-war years, to assist in bringing about a smooth transii.

tion from a war*44tma to. a peace-time economy"

EMW:gm
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4. Furthermore, in making or guaranteeing any loan the Bank is required

to "pay due regard to the prospects that the borrower, and, if the borrower

is not a member, that the guarantor, will be in a position to meet its cobliga-

tions under the loan"; and to "act prudently in the interests both of the

particular member in whose territories the project is lmcated and of the

members as a whole".

5. The Bank is, therefore, a cooperative financial institution designed

to promote mutual assistance among its members in the reconstruction and dev-

velopment of their territories and the promoti(,n of the long-ranged balanced

growth of international trade and the maintenance of equilibrium in balances

of payments.

6. With due regard to the purposes of the Bank as set forth in the

Articles of Agreement; to the magnitude of its task of assisting in the

economic and financial recovery of the world; to the responsibilities of the

Bank towards its mermbers as stockholders and potential borrowers, and towards

the investors who must supply the major portion of its loanable funds - theze

are adopted as principles governing its loa-n policy: -

A. The Need to take Calculated Risks

7. It is essential for the Bank to take calculated risks that private

capital is not now willing to assume, especially risks arising from general

economic and political uncertainties, and from the magnitude of the amounts

required.

B. The Need to insist on Constructive Lending

8. In accepting these general risks, it is necessary for the Bank to

insist that the purposes for which its funds are used are constructive,

practical and essential to the economic rehabilitation or development of the

borrnwing countries, and beneficial to the world economy.

See:2--96



C. The Distribution of Loanable Funds

9. Since the Bank's resources are limited in relation to the demands

to be made upon it, it is not enough to consider individual applications on

their merits. First consideration shall be given to the most urgent needs

whether for reconstruction or development; these can be defined broadly as

the elimination of bottlenecks and the restoration and expansion of productive

facilities that will contribute most effeedrely to the healthy revival of the

world economy.

D. The Principle of Successive Advances

10. The Principle of successive advances arises frnm two reasons:

(a) * First, the Bank's purpose is not fulfilled by the mere

grantirg f Jcans. It has a continiing responsibility regarding

the utilisation of its loans. This responsibility can best

be discharged by meeting the needs of borrowing countries with

successive advances in the light of their own performance, and

by the maintenance of close collaboration- between the Bank and

borrowing countries.

(b) Secondly, the present limited resources of the Bank

preclude it from providing finance for a long period ahead

for all the qualifying applications. The Bank can lend no

faster than it can borrow. Its current policy must, therefore,

be one of making successive advances to individual borrowing

countries to meet their most important needs as they arise.

F,. a Primary Responsibility of the Borrower for the Major
Contribution to its Recovery

11, The Bank shall prcceed .n the basis that, important though its

financial contributions can be, the major effort must be made by the borrowing

See:2-96



countries. The future of every country must depend primarily on its willing-

ness and ability to utilise to the fullest and for productive purposes its

ovn resources.

F. The Fulfilment of Contracts

12. In view of the fact that the realisation of the purpose of the Bank -

to assist in economic recovery and developmfnt, both by direct or guaranteed

loans, and by the encouragement of private lending - depends on its ability

to work towards the opening up of all sources of finance, it has an inescapable

int-'est in the fulfilment of obligations in good faith. Therefore, it has re-

sponsibility for appraising fairly all factors affecting confidence in inter-

national loans and of encouraging all steps which tend to promote such con-

fidence.

G. The Use of the Proceeds of Loans

13. The Articles of Agreement provide that arrangements shall be made

to ensure that the proceeds of loans are used efficiently for the specified

purposes. Such arrangements shall ensure that:

(a) Disbursements are for expenditure on goods and services

acquired in accordance with the terms of the loan agree-

ment; and

(b) The goods and services so purchased are employed for the

purposes stated in the loan agreement.

H. Technical Advice

14. The efficient utilisation of loans depends, in large measure, on the

quality of the engineering and other technipal skills employed, not only in

the preparation of projects submitted, but also in their execution. Acoording.y,
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the Bank will scrutinise carefully the engineering and technical skills used

in the preparation of projects and 1poposed to be used in their execution.

The Bank will be prepared to consult with and advise applicants cnncerning

the provision of requisite engineering and other technical services.

I. Interest on Loans, Cormmdissions and Conditions of Redemption

15. Subject to modification in the light of changing 
conditions.

(a) The Rate of Interest on Loans

(i) The rate of interest on loans made by the Bank

shall be stated separately from the rate of com-

mission to be charged on such loans.

(ii) Such rate of interest shall be approximately one-

quarter of one per cent per annum higher than the

net rate of interest at which the Bank can reasonably

expect to borrow at long-term an amount equal to the

Amount of the loan.

(iii) A commitment fee at the rate of 11% shall be charged

on undisbursed amounts of the loan from the date on

which the Bank undertakes a firm commitment to make

a loan and for a period of six months thereafter.

(iv) During the period of six months after a firm com-

mitment to make a loan has been undertaken, interest

shall begin on the date of disbursement and is to be

charged only on the amount disbursed; after six months,

interest shall be charged on the whole amount of the

loan for which the Bank has undertaken a firm commit-

ment.
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(v) Where the above procedure is followed, the principle

shall be adopted of refunding to the borrower the

interest earned by the Bank on liquid assets held

against undisbursed commitments on which the bor-

rower pays full interest. This shall be effected

by the borrower receiving, on the amount undisbursed,

an interest credit equal to the interest rate determined

by the average of the bids on 3 months Treasury bills

of the United States Government on the First Treasury

issue after the first of January, April, July and

October of each year, credit interest to be computed

every 3 months after the period has elapsed. In order,

however, that the not charge to the borrcwer shall not

be less than the commitment fee chargeable on undisbursed

amounts during the initial period of six months, the

interest credit shall be limited to a rate not greater

than the difference betweea the rate of the commitment

fee and the rate of interest on the loan.

(b) Commission on Loans

The tate of commission to be charged by the Bank on

loans made by it shall be one per cent per annum on the arxount

of the loan outstanding and such commission shall be charged

on all loans made by the Bank whether made out of capital or

out of borrowed funds.
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(c) Provisions for the Redemption of Leans prior -to Maturity
at Option of the Borrower

(i) Loans made by the Bank shall be subject to redemption

at any time prior to maturity at the option of the

borrower.

(ii) Upon optional redemption of all or any part -of the

loan prior to maturity the borrower shall be required

to pay a premium at a rate approximately equal to the

rate of premium which the Bank shall reasonably expect

to have to pay on the optional redemption of securities

issued by it having substantially the same maturity.

(iii) The Bank at its option may waive the payment of all

or part of such redemption premium on the optional

redemption prior to maturity of loans made by it

when the Bank is satisfied that it can use the amounts

of the loan so repaid to retire its own securities

without loss of interest or otherwise use such amount

in its operations.

J. The 'Protection of the BankIs Loans

16. The Bank is required to protect the integrity of its loans. Since

such loans will be repayable in foreign exchange, the Bank must provide suitable

protection against the borrower impairing its ability to provide the necessary

foreign exchange either by pledging its foreign exohange resources as security

for other external debt or by improvidently incurring an excessive amount of

external debt. To that and the borrower should agree not to pledge its sources

of fortign exchange so as to give other external debt priority over the Bank's

Sec: 2-96
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loans without the consent of the Bank, In appropriate cases an exception

to this principle may be made in order to permit short-term self-liquidating

transactions. The borrower should also agree not to incur additional external

debt without first consulting with the Bank.

K. The Relations between the Bank and Borrowing Countries

17. In order to accomplish its purposes, the relations between the

Bank and its members must be based on confidence and a spirit of mutual co-

operation. The relations of the Bank with its borrowers must be broader and

closer than the ordinary relations between a creditor and a debtor. There

must be the fullest exchange of information with regard to all matters of

mutual interest and full opportunity to consult and advise with each other

on all such matters. That must be true not only at the inception of the

loans but throughout the life of the loans.

18, Since the financial assistance rendered by the Bank will provide

only a part of the resources which the borrower will require for the ac-

complishment of the particular project or program for which the loan is made,

and since in the end the accomplishment of such project or program must depend

on the constructive efforts and savings of the government and people of the

nation to which the loan is made, both the Bank and the borrower must be

assured that those efforts and savings can and will be mobilised.

19. The Bank, therefore, has an interest in:

(a) Internal economic and finaicial measures taken by the

borrowers to implement their reconstruction or develop-

ment programs;

(b) Continuing developments relating to the economic and

financial progress of the borrower.

Sec: 2-96



L. The Recognition of Principles in Contracts

20. The contracts of the Bank with its borrowers should contain

appropriate recognition of the principles here enunciated and appropriate

provisions to implement such principles. Such principles are necessarily

subject to modification from time to time in the light of changing conditions.

Sec: 2-96
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(To be submitted to the
Executive Directors on
November 1) Lor approval)

INTERTUJATIONPL BANK FOR
RECONSTRUCTION A JD DEVELOPMENT

November 7, 1946

CON1ZITTEE ON FINJNCIAL POLICY

REPORT ON RATES OF INTEREST

The attached Report en the subject of interest

rates and commissions to be charged in connection vrith

direct loans, will be presented to the Executive Directors

on November 15, 1946 for approval.

Soc etary

Distribution:

Executive Directors and Alternates
President (4)
Vice President
Treasurer
General Counsel (10)
Loan Director
Research Director
Chief of Cormmunications
Secretary
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Executive Directors on
November 15 for approval.)

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPNENT

November 7, 1946.

COI.JITTEE ON FINANCIAL POLICY

REPORT ON RATES OF INTEREST

I. The Committee on Financial Policy met on October 9, 23 and 30 and

November 6 and considered the policy aspects of interest rates and com-

missions to be charged in connection with direct loans.

II. The Committee was of the opinion that the questions to be answered

are:

1, Should there be differentiation in interest rates as between

debtors?

2a Should there be differentiation in rates of commission as

between debtors?

3. Should there be differentiation in interest rates as between

loans of different terms of maturity?

4. Should there be a fixed relation between the interest charjod

on loans &iven by the Bank and the interest paid by the Bank on

its debentures of the same term of maturity as such loans?

, Should there be differentiation in interest rates as between

loans in different currencies?

6. Should the costs of control and supervision be borne by the

debtor or by the Bank or shared by both and should there be a

general rule as to the charge of costs or can there be differ-

entiation as between types of loans and between debtors?
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III. The consensus of the Committee in answering these questions of

policy is set forth below:

Questions 1 and 2 - Interest and Commission Rates

Differentiation in interest rates and levels of commission

could only be based on an appr&4Ual of the risk differential.

As regards the rate of comission, Article IV, Section h(a)

appears to exclude such differentiationb The commission was

clearly meant to be a uniform contribution from all borrowers to

a special reserve fund, as provided in Article IV, Section 4.

As regards interest rates, the rticles give no su,.h indication

of uniformity. The Committee agreed, however, that, for the time

b-ing at : last, no differentiation of interest rates bz' ed on an

.7-.-aisnI of thz risk differential Ehould be attempted,. The appraisal

of a risk differential between countries poses almost u.ianswerable

questions. The combination of rumou-s, assumptions and expectations

on which the market bases its appra' .al could never guide the Bank

in fixing its interest rates, Apart from that, it is clear that

the charging of very high interest rates would defeat the object of

the Bank and would be in conflict with Article III, Section 1(b).

Insofar as such high charges have bcen imposed in the past by private

investment agencies in concluding international loans, they have

pro :cd to be a heavy burden to the debtors without in reality cover-

risk of the lenders. If the Bank would want to differentiate

c:4 rates, this differentiation would have to be kept within

3. limits. Although that would mean that those

: -,om the higher charges would be imposed would not be
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necessarily heavily burdened, the effect of the higher charge rould

nevertheless be politically painful.

The Committee therefore agreed that there should be no differ

entiation in either interest or commission charges as between dcbtorsb

This of course does not mean that all loan contracts will contain the

same interest rates at all timcs (So under 3, 4 and 5)&

Question 3 Rates on Differing Laturitiosi

It seems obvious that there should be varying rates of interest

on loans of different terms of maturityt

Question 4 -Borrowing and Lending Rates.

There is no good roason to link the interost charged on loans to

the overall interest actually paid by the Bank on itt own debentures

The Bank is not forced to have the maturitics of its own debentures

in absolute concurrence with the maturities of the loans given- But

it is logical that there should be a relation bctvrcen the interest

charged on loans of a given maturity and the rate at which the Bank

could issue debentures of the same maturityt The rate of interest

charged on a loan concluded at a given moment should thorefore be

related to the interest rate prevailing in the market at that moment.

But it is impossible to establish a fixod rule as to an evontual

spread between the two rdtes.

Quostion ( - Different Currencies.

In consequence of what is said under 4 it is obvious that there

may be differentiation in interest ratos as between loans in different

currencies**

Sec-78



Question 6 - Costs of Supervision.

The answer to this question should be deferred until the report

of the Staff on the subject of control and supervision has been received.

IV. In view of the loan applications presently pending, a statement of

policy in regard to interest rates is desirable and cannot for long be avoided,

The recomendations of this report are, therefore, provisional and are not

intended to lay down a rigid policy, incapable of revision in the future -when

the Bank shall have commenced operations and factors affecting the Bank's

determination of interest rates may have come to light0 Nor does this report

intend to preclude differentiation as between loans of different character

(specific projects versus general purpose loans) although it does not recommend

any such differentiation at the moment. Differentiation in connection with

collateral attached to a loan should be considered in case such collateral

would materially reduce the risk of the loan. 11 such appraisals can only

be made in connection with specific loan applications, and the Committee

recommends that the Bank staff on the Loan Committees should analyze the various

elements entering into the loans, in an attempt to arrive at a practical judg-

ment of the risk differential. Such' analysis will serve as a guide to future

policy in determining rates of interest*

(Sgd) J. 1, Boyen
Jo. fyen, Chairman

Committee on Financial Policy

Members: Leon Baranski
R, Bo Bryce
Emilio G. Collado
Sir James Grigg
Luis Machado
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Committee &n Financial Plicy
Document No. 5-

INTERNAT I ONAL BANK FOR
IMCONSTRUCTION A4D EVELOPMENT

November 7, 1946.

COMMITTEE ON11 FINANCIAL POLICY

Re: Memorandum of the Acting Treasurer on

Einancial Policy

(Committee on Financial Policy
Document No. ')

Resume of discussion at the meeting of
the Qommittee on November 6, 1946.

l. Discussion was focussed especially on paragraph A. 4 of the

memorandum.

2. It was the general view of all present that if the policy put

forward in said paragraph were to be followed for a long time, it

would bar a rapid development of a great volume of credits, as

credits, particularly those destined for the financing of capital

goods, will in their initial period be taken up slowly, resulting

in an accumulation 4f unused commitments which, according to the

thesis of paragraph 4, should notimuch exceed the Bankis liquid

assets, especially as long as the Bank is still in its infancy.

3. In the discussions, various ideas were brought forward to en-

able the Bank to extend its loaning activities to a larger volume

than that anticipated in the appendix of tr memorandum.

4.' It was stated that once an iii; w. m of the Bankts bonds,

the Bank could make commitments abo e li<id assets. Although

it would not be certain at which rates the Bani could borrow, it

would, apart from exceptional circumstances, always be able to

borrow at some rate. A clause stating that such circumstances would

permit the 3ank to withdraw from loan contracts could be insmrted
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therein, thereby protecting the Bank.

5. The Committee, however, realized that it could not be denied

that the Bank would in this way run the risk of a rising rate of

interest to be paid on its bonds, which might result in losses,

especially so if the market, realizing that the Bank was badly in

need of money, were to take advantage of such a situation,

6. To eliminate this risk of losses on interest, various methods

were discussed. Taking for granted that the Bank functions in the

interest of the borrowers and in view of the fact that the Bank acts

as a sort of cooperative credit association, it might fit well into

that picture to charge the borrowers a rate not fixed in advance

but always related to the rate the Bank would have to pay, plus a

margin.

7. This flexible rate would eliminate the Bank'ts losses on interest

but would, on the other hand, leave the borrower in the air as to

the cost of a loan, thereby preventing a country from calculating

the cost of the projects to be financed. It seemed that this cir-

cumstance would make countries reluctant to sign a loan contract on

such a basis, even if the country had the right to rescind the con-

tract. Once part of a project were underway, it would be difficult

for a country to stop half-way regardless of how high interest rates

might rise, Furthermore, interest might go up further af ter a

project had been completed.

8. On the other hand it was noted that if the method of a flex-

ible rate were to be followed, it might be possible to eliminate

the charging of a commitment commission.

9. In view of the disadvantages of a flexible interest rate, it
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was generally thought that methods should be studied to 
limit the

amount of unused commitments as far as possible.

10. It was stated that as long as the contracts for the materials

needed for the projects were not signed, it seemed unnecessary for

the Bank to enter into firm loan commitments. In the circumstances

borrowers could first enter into a preliminary contract with the

Bank, by which the Bank would be only engaged to make a loan at

a later date, certain conditions to be mutually agreed upon later.

In this way the project and most of the conditions of the loan

could be agrzeed upon with a few exceptions such as rate of interest.

11. It was realized, however, that this solution would only partly

meet the difficulties as orders for projects are generally not

placed at one and the same time and that once one order is placed,

the borrowing member has to be sure to be able to 
finance the rest,

thereby necessitating a firm commitment from the 
Bank.

D. Crena de Iongh
Acting Treasurer

Distribution:

Members of the Committee on
Financial Policy

President (4)
Treasurer
General Counsel
Loan Director
Research Director
Secretary
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