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FoRM No. 57 

. TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSO C IATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE: January 2, 1969 

Irving S. Friedman 

Dutch newspaper "Interview" 

As I mentioned over the phone today, the . attached set of answers 
were sent to Mr. Clark with respect to the questions for the Dutch 
newspaper "interview". I have confined myself thus far to the following 
three questions. 

1. How do you propose to raise the money you will need to 
double the Bank Group's financing over the next five years, 
in view of: 

A. The scarcity of funds in the capital markets; 

B. The balance of payments difficulties of many rich 
countries and the consequent reduction of their aid; 

C. The concern that expansion threatens the Bank's 
reputation as a sound and successful institution. 

2. Are you worried about the increasing debts of some 
developing countries? 

5. Do you believe that your announced view of the World Bank 
as being at least as much a development institution as a 
bank diminishes confidence in its bonds in the money markets, 
and thereby creates problems for the Bank when it makes 
bond issues? 

I am preparing another paper for you which goes into these matters 
in ~ ·omewhat greater depth. The attached answers are designed for a 
more general audience whereas I assume that the "White Paper" that you 
have requested might be more technical at least in the first instance. 
Mr. Rotberg indicated that he would like for the time being to work 
on this though~independently. 

Attached: as stated 

President has seen 



Answer to Question 1 

1. Generally speaking I propose to raise the money needed to finance 

the World Bank over the next year by borrowing in capital markets of the 

developed countries and from oth~r investors such as central banks throughout 
I 

the world who find the holding of World Bank bonds attractive. Before 

entering in~o more detail aspects of the q_u~stion, I would like to emphasize 

my conviction that the Bank's position in capital markets is based essentially 

on its record of well-conceived operations, resulting in a diversified and 

balanced portfolio and a satisfactory earning record, and its insistence on 

high standards from the borrowing countries. The Bank makes its own careful 
' 

appraisals of investment opportunities ·and the conditions of the ·national 

economies, including the creditworthiness of its borrowers. It ·does everything 

possible to insure that loans from the Bank are used for productive purposes, 

including close scrutiny of the execution of projects, which add to the 

economic strength of the borrowing countries and lay the basis not only 

of servicing of debt to the Bank, but also to other public and private 

investors. 
'-

/ 
/ 



Answer to l.a. 

l.a. The Bank can operate successfully in the capital markets of the 

world as they now exist. As in other markets, the market for loanable funds 

is determined by demand and supply conditions which are adjusted by the 

mechanism of prices, in this case by the rise in the price of money, i.e. the 

rate of interest. It is the rise in interest rates which give us the basis 

of speaking of a "s carci ty" of capital rather than amount of loanable funds 

available in s~ch capital markets. This scarcity is not related to a reduction 

of funds in capital markets. Savings in the developed countries have increased 

markedly together with the extraordinary rise in national income ( insert some 

figures). More particularly sales of new bonds in major capital markets 
J $37 

have increased sha~y; such sales amounted to the eQuivalent of -- billion 

&2t5 $'' Lf 
in 1965, --billion in 1966, --billion in 1967, and available information 

indicates further increases in 1968. 

In comparison with these overall totals, the borrowings of the 

World Bank are relatively small. We assume that the World Bank would need 

to borrow over the coming years about a billion or so annually on a gross 

basis, and three-fourths of a billion on net basis. This would be between 

1% and 1.5% of the aggregate long term funds raised in the United States and 

other industrial countries. Moreover, even the largest issues by the Bank 

in the United States (250 million) does not exceed in magnitude any of the 

several largest long-term offerings by corporations, states and municipalities 

and also far less than the largest offerings of Federal agencies. Similarly 

~in Europe we attempt with the assistance of trained and experienced bankers 

to keep our offerings in line with the practical possibilities of absorption 

by the public in capital marke.ts or through private placements. 
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l.a 

It may be argued that most bonds sold in the capital markets of 

the industrialized countries are domestic rather than foreign bonds. The 

floatation of World Bank bonds might be regarded as much larger proportionately 

if they are compared to issues made by foreign and international institutions 

rather than domestic. The bonds of the World Bank are, however, of a somewhat 

uniQue nature. They are denominated in the domestic currencies of the 

countries in which the issue is made. They are backed by the Bank's financial 

resources, held in a variety of currencies, mostly of the major industrial 

countr1.es, as well as by a guarantee of all member countries of the Bank. 

~~~ple~ ~ German investor in a World Bank bond is buying a security of 

an institution which is guaranteed by his own Government as well as by others. 

~e~ -~vestors can buy World .Bank bonds with virtually the same degree of 

confidence as they buy the bonds of their own national government. Our 

experience thus far indicates that except for the occasional inevitable 

misjudgement of local market situations at any particular time, there is 

no indication that the World Bank is reaching the limits of its borrowing 

ability. Indeed in many countries there are many signs that the World Bank 

could borrow much more than it has been doing and anticipates doing in the 

foreseeable future. The reason, in the briefest form, is that the World 

Bank bond is a sound and attractive investment. 



Answer: 1 b. 

l.b The persistence of balance of payments difficulties in some of the 

industrial countries, particularly the United States and the United Kingdom, 

have been an important factor in the fund raising activities of the .Bank. 

The Bank is eager to do its utmost not to enhance such balance of payments 

difficulties, while at the same time fulfilling the responsibilities given 
. I 

I 
to it in its Articles of Agreement, namely, assisting the development of the 

. · 1~~K~~~ 
less developed countries of the world. In ±h~ case~ where balance of Gl 

" 
payments difficulties have led to drastic restrictions of exports of capital~ 

s-uch-as-th Uni.:t.ed- Ki·ngdom.., the World Bank has not tried to borrow money in 

their ca;ital markets in recent years~ In the case of the United States, which 

is t he· largest capital market, there has fortunately been a · recognition by 

the United States authorities that exports of capital to the developing 

countries should be maintained. This recognizes the basic principle that 

poor countries are not in a position to carry on development unless they 

receive new inflows of capital from abroad on a continuing basis. The United 

States in response to its balance of payments difficulties has '~tied" its 

development assistance to purchases in the United States. In the case of 

. I 
the World Bank, however, such tying is incompatible with its multilateral 

character and the principle of international competitive bidding which 

must guidfthe Bank in its lending operations. Thus funds disbursed by the 

Bank to its borrowers can be used in any member country plus Switzerland, 

and the amount of exports which any industrial country receives as a result 

of Bank loans depends on its international competitiveness. The United 

States authorities have continued to allow the World Bank to have access 
l 

to the United States capit e~.., market. In this connection, it may be noted 

I 
; . 
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that the cumulative effect of all World Bank transactions has been 

to make a very large positive contribution to the United States 

balance of payments and it is expected that it will continue to do ' 

so. The World Bank is not only a borrower in the U.S. capital 

market, but is also an investor. It holds a large portion of its 

current cash and securities in the United States. As of latest 

available date, the Bank's holdings of cash and securities amounted 

to about $ ____ billion. 

I should like to take this opportunity to suggest that, 

as in the case of Germany, the countries which experience large 

balance of payments surpluses should permit the Bank to take ad

vantage of these conditions by borrowing more heavily than other

wise in the markets of such countries. 



~ 

Question l.c. 

l.c As for the question regarding the t hreat to the Bank's reputat ion 

as a sound and successful institution, I would like to assure readers of 

this interview and all others that I am determined to make sure that this 

threat does not materialize. First of all I sh ould like to emphasize 

that the increase which is taking place in Bank lending is a result of a 

careful country by country review .of investment possibilities conforming 

to the high standards of the World Bank'. From my p~st experience, I know 

an increase in the size of a corporation's act ivities need not jeopardize 

its strength. Indeed such increase can enhance its reputation if the 

investing public is confident that the corporation is well managed. 

The World Bank's reputation rests on a number of factors which 

might be summed up in terms of financial management. The Bank has a broad 

and diversified portfolio. After more than 20 years of experience the Bank's 

ability to appraise and evaluate projects is more efficient than ever and 

we are constantly improving our techniques. The Bank limits its lending to 

any one country to amounts that are well within the creditworthiness of 

the country, i.e. its ability to service its obligations to the Bank. 

Moreover, the Bank maintains continuous relations with its borrowers 

be they public or private institutions. ITt advises, persuades and, where 

necessary) insists that governments pursue policies designed to insure 

effective use of fUnds borrowed from the Bank and to make possible r epayment 

to the Bank. The Bank adjusts its lendi.ng rate to longer-run changes in 

its bor rowing r ate. The Bruik h as ea r ned s ubstanti al net income , now 

amounting t o a net of $180 million a year . It has built substantial reserves 

and has a s t rong liqui dity position. 



l.c. 2 

Before the Bank enters new fields of investment such as education 

or new countries, a most careful examination is made to make certain that the 

investment will increase the capacity of the country to produce and its capacity 

to repay debt. The Bank has had a continuous history of expanding its scope 

of investments to new fields, as for example; entering into agriculture. 

However, such expansion should not jeopardize the reputation of the Bank, 

because the ~ank does not intend to make loans,for whatever the purpose may be, 

unless it has a sound basis to believe that the funds will be well used and 

the loans repaid. 



Question 2 

The increasing debts of some of the developing countries is be

coming one of the most critical :problems for certain developing countries; 

but I believe that the :problem is manageable, if handled in time. At :pre

sent the annual debt service on amortization and interest of developing 

c~untries accounts on average of about 8% of t heir earnings from exports 

' of goods and services • . In some countries however external debt service 

is 20% or even more of exports. In such cases, concern over the ability 

to repay is inevitable. Experience teaches us however, that other factors 

such as growth and diversification of exports, debt servicing record, 

ability to attract :private capital, :political stability, etc., all should 

be weighed in the judgement of creditworthiness. These factors, where 

unfavorable, can fre~uently be changed by :proper to :policies. 

We regard it as :part of our job in the Bank to do all :possible to 

assist countries to :pursue those :policies which strengthen their capacity, 

both at :present and in the future, to service debt. Developing countries 

cannot hope to develop satisfac~torily without increasing their external 

debt. However, some external debt has been incurred for very :poor reasons 

and on excessively onerous terms. Our aim should be to insure that debt 

is incurred on reasonable terms for :productive :purposes and that the ability 

of the country to repay debt constantly strengthened. Many developing coun

t ies are showing a much more responsible attitude in incurring more external 

debts, e. g .' ·~ by severely l i miting increases i n short-term external debt . For 

those countri es which reach the limits of their debt ser vi cing capacity , the 

World Bank is simply not in a :pos ition t o make any new l oans . This is why we 

have attached urg_ent importance to the replenishment of the resources of the 
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International Development Association, which by providing funds from · 

national budgets, enables credits to be made on a fifty-year basis 

virtually interest-free. 

I 



Question 5 

I do not believe that regarding the World Bank as a development 

institution diminishes confidence in its bonds. The World Bank is a special 

type of a bank whose characteristics are clearly set forth in the Articles 

of Agreement. These Articles have guided the institution for over 20 years. 

Under these Articles, the World Bank has a clear responsibility to help 

bring about the economic development of its member countries. It is for 

this reason that countries have subscribed over $22 billion, of which over 

$2 billi.on has ~~dy been paid in and the remainder still uncalled for 

becomes in effect a guarantee fund. To help pursue its development objectiv 

countries have given the Bank access to. capital markets and in other ways 

have enabled the Bank to raise funds in the developed countries for use in 

productive investment in the developing countries. It is its special 

responsibilities which make the World Bank a development institution, while at the 

same time retaining its essential character as a bank operating on the principle 

of maintaining and strengthening its financial structure and insuring its 

liquidity in the short run and its financial soundness in the long run. 

I am sure that if we adhere to the principles of sound financial management, 

as summarized above, the Bank will continue to enjoy the confidence of the 

world's capital markets as expressed by the high rating of World Bank's 

bonds and the success we have had in expanding our borrowing ope.rations. 

I 
I 
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Bank 

a. 

b. 

ALGEMEEN HANDELS BLAD, AMSTERDAM 

QUESTIONS AND ANSWERS 

do you propose to raise the money you will need to double 

Group's financing over the next five years, in view of: 

The scarcity of funds in the capital markets; 

The balance of payments difficulti~s of. .many rich 

countries and the consequent reduction of their aid; and 

c. The concern that expansion threatens the Bank's reputa

tion as a sound and successful institution. 

ANSWER: 

l.a. First of all, I don't accept the idea that there is an absolute 

scarcity of funds. As in other markets, the prices for loanable funds, 

i.e., the rate of interest, are determined by supply and demand and we 

have been going through a period of heavy demand. ~owever, there has 

not been a reduction of available funds in capital markets. On the 

contrary savings in the developed countries have increased markedly 

together with the extraordinary rise in national income. As to the 

Bank itself, I would point out that we raised without difficulty over 

$800 million in the first six months of our 1969 fiscal year. More 

generally, sales of new bonds in major capital markets have increased 

sharply; such sales amounted to the equivalent of about $37 billion in 

1965, $45 billion in 1966, $64 billion in 1967, and available informa

tion indicates further increases in 1968. 

President has s~en 
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• 
In comparison with these overall totals, the borrowings of the 

World Bank are relatively small. We assume that the World Bank would 

need to borrow over the coming years about a billion dollars or so 

annually on a gross basis, and three-fourths of a billion on a net 

basi§. This wauld be between 1% and 1.5% of the totai of iong-term 

funds raised in the United States and other industrial countries. 

Moreover, even the largest World Bank issues in .. the United States 

($250 million) compare in size to .long-term offerings by large cor-

porations, states and municipalities and are far less than the largest 

offerings of Federal agencies. Similarly in Europe, with the assist-

ance of trained and experienced bankers, we attempt to keep our offerings 

in line with the practical possibilities of absorption by the public 

in capital markets or through-private placements. 

You will note that I am comparing the Bank's bonds to domestic 

rather than foreign obligations. That is because of their unique nature. 

They are denominated in the domestic currencies of the countries in 

which the issue is made. They are backed by the Bank's financial "i'e-

sources, held in a variety of currencies, mostly of the major industrial 

countries, as well as by a guarantee of all member countries of the Bank. 

A German inv stor in a World Bank bond .is buying a security of an in-

stitution which is guaranteed by his own Government as well as by others. 

Taken together, the guarantees of . the countries belonging to the European 
I 

Common Market, the United Kingdom and the United States, amount to approxi- f~ 
., 

mately $11.6 billion. Investors can buy World Bank bonds with the same 

or greater degree of confidence as they buy the bonds of their own national 

government. ., 
•. 

f 
I 
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There is no indication that the World Bank is reaching the limits 

of its borrowing ability. Indeed in many countries there are many signs 

that the World Bank could borrow much more than it has been or antici-

pates borrowing in the foreseeable future. The reason, in the briefest 

form, is that World Bank bonds are a sound and attractive investment, 

ANSWER: 

l.b. Balance of payments difficulties in some q.f . the indus'trial coun-

tries have had an effect on the fund raisi~g activities of the Bank. 

The Bank wishes to do its utmost not to increase such balance of payments 

difficulties, while at the same time fulfilling the responsibilities 

given to it in its Articles of Agreement, namely, assisting the devel-

opment of the less developed countries of the world. In the case of 

the United Kingdom where balance of payments difficulties have led to 

drastic restrictions of exports of capital, the World Bank has not been 

active in its capital market in recent years. 

• In the case of the United States, which is the world's largest 

capital market, there has fortunately been a recognition by the United 

States authorities that exports of capital to the developing· countries 

should be maintained. This recognizes the basic principle that poor 

countries are not in a position to carry on development unless they 

receive new inflows of capital from abroad on a continuing basis. The 

United States in response to its balance of payments difficulties has 

"tied" its own development assistance to purchases in the United States. 

In the case of the world Bank, however, such tying is incompatible with 

its multilateral character and the principle of international competi-

tive bidding which must guide the Bank in its lending operations. Thus 

" ; 
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funds disbursed by the Bank to its borrowers can be used in any member 

country, or in Switzerland, and the amount of export orders which any 

industrial country receives as a result of Bank loans depends on its 

international competitiveness. The United States authorities have 

continued to allow the World Bank.to have access to the United States ·. 
capitiil market. 

I might also point out that countries which experience large 

balance of payments surpluses (such as Germanyt .. a.re permitting the 

Bank to take advantage of these c~nditions by borrowing more heavily 

than otherwise in their /markets. 
' 

The Bank in fact borrowed almost 

$394 million equivalent in Germany in 1968. 

ANSWER: 

l.c. As to any possible threat to the Bank's reputation as a sound 

and successful institution, I am determined that this question will 

not arise. First of all I should like to emphasize that the increase 

which is taking place in Bank lending is the result of a careful country-

by-country review of investment possibilities conforming to the tradi-

tionally high standards of the World Bank. 

The World Bank's reputation rests on a number of factors which 

might be summed up in terms of financial management. The Bank has 

a broad and diversified portfolio. After more than 20 years of experi-

ence the Bank's ability to appraise and evaluate projects is higher 

than ever and we are constantly improving our techniques. The Bank 

limits its lending to any one country to amounts that are within the 

creditworthiness of the country, i.e., its ability to service its obli-

gations to the Bank. Moreover, the Bank maintains continuous relations 
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with its borrowers, whether governments or private corporations. It 

advises, persuades and, where necessary, insists that borrowers pursue 

policies designed to insure effective use of its funds and their · re-

payment on schedule. Generally, it disburses funds only against invoices 
• 

for specified goods and equipment, and it follows a careful program bf 

The Bank has kept its interest rate on loans adjusted to longer-

run changes in its borrowing rate. The Bank ha~ .. . earned substantial net 

income, now amounting to about $180 million a year. It has built sub

stantial reserves and has a strong · · liq~idity position. This cash and 

liquid investment represents a substantial asset for the production of 

Bank income. It exceeds 40% of the Bank's. present funded ·debt and is . 

almost 40 times the Bank's yearly sinking fund requirements. Looked 

at another way, it puts the Bank in an exceedingly favorable cash flow 

position to meet its anticipated disbursements and its debt servicing 

obligations. · 

Before the Bank enters new fields of investment, and before begin-

ning to lend in new countries, a most careful examination is made to 

make certain that the investment will increase the capacity of the coun-

try to produce and its capacity to repay debt. The Bank has had a con-

tinuous history of expanding its scope of investments to new fields-, as 

for example, ·agriculture and education. However, such expansion should 

not jeopardize the reputation of the Bank, because the Bank does not 

intend to make loans, for whatever the purpose may be, unless it has a 

sound basis to believe that the funds will be productively used and the 

loans repaid. In fact agriculture and education are both keys to success-

ful development, and development is the best guarantee of solvency and 

repayment capacity. 
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QUESTION 2: · 

Are you worried about the increasing debts of some developing 

countries? 

ANSWER 2: 

The increasing debt of some of the developing countries is 

becoming a serious problem but I believe that it is a manageable · one, 

if handled in time. At present the annual debt service on amortiza

tion and interest of developing countries accounts ~ average for 

about 8% of their earnings from exports of goods and services. In 

some countries, however, external debt service is ' 20% or even more 

of exports, and such cases naturally cause concern. Experience teaches 

us however, that other factors such as growth and diversification of 

exports, trends in domestic savings and investment, and ability to 

attract foreign private capital, should be weighed in the judgement 

of creditworthiness. These factors, where unfavorable, can frequently 

be changed by proper policies, and much depends upon a borrowing coun

try's demonstration of its will to development and its readiness to take 

the measures necessary to this end. 

We regard it as ,part of our job in the Bank to do all we can to 

help countries pursue those policies which strengthen their capacity, 

both at present and in the future, to ·service debt. Developing countries 

cannot hope to develop satisfactorily without increasing their external 

debt. However, some external debt has been incurred for very poor reasons 

and on excessively onerous terms. Our aim should be to insure that debt 

is incurred on reasonable terms for productive purposes and that the 

ability of the country to repay debt is constantly strengthened. Many 
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developing countries are showing a much more responsible attitude 

in incurring more external debts, e.g., by severely limiting increases 

in short-term external debt. 

Even countries which follow sound borrowing policies, however, may 

reach the limits of their debt servicing capacity when they atill pre

sent opportunities for productive developm~nt investment. The World 

Bank cannot meet the needs of such countries and this is why we have 

attached urgent importan::e to the replenishment o·f ·.the resources of 

. the International Development Ass.ociation, or IDA. This institution, 

since it is supported by funds from national budgets, can extend credits 

on a fifty-year basis virtually interest-free. 

QUESTION 3: 

What are the prospects for the areas in which ~u have said the 

Bank wishes to make a particular effort, education, agriculture and 

population control? With regard to the latter, what criteri.a will . you 

use in setting up programs, and how will you avoid adverse reactions 

on religious or ethnic grounds? 

ANSWER 3: 

In my speech to the Bank's Governors, I outlined the prospects 

for our agricultural and educational lending by saying that we intended 

to quadruple the volume of the former and triple the volume of the latter 

over the next five years. As far as population control is concerned, I 

should stress that this is a new field of operation for the Bank, and 

we are still working our way into the subject. The process of deciding 

how best to assist population.control is not made easier by the fact that 
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far too little research has been done on this subject anywhere in 

the world. 

But I m~t stress again that it is not the absolute size of a 

country's population which worries us, bu~ its rate of population 

growth. We are seriously concerned that the rate of growth of coun

tries• populations should not be so high as to negate the rate of 

their economic development. For ·example, if a country's gross domestic 

product is rising at a level of 4% per annum and. population at a rate 

of 2.5% per annum, there is painfully little room for the improvement 

in the standard of living which we as a development agency want to see 

and which humane people all over the world hope for. It simply cannot 

provide the roads, the schools, the power and other basic facilities 

needed to cope with a rapidly growing population. Our aim is to give 

children in developing countries the possibility of growing up in a 

world where they can live with at least some degree of human dignity. 

In some cases this can only be achieved by limiting the growth of 

population to levels with which countries' efforts to promote their 

economic development can keep pace. 

We fully realize, of course, the religious and ethnic and national 

sensitivities in the area of population control. Those pose thorny 

and difficult problems, but fundamental to our approach are respect 
' 

for the dignity of man and for the right of nations to determine their 

own approaches to the population question. .We are resolved however 

that the dangers of rapid population growth must be pointed out, and 

we are determined to extend help when· asked. 

'• 
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QUESTION 4: 

Do you believe that your announced view of the World Bank as 

being at least as much i development institution as a bank diminishes 

confidence in its bonds in the money markets, and thereby creates 

problems for the Bank when it makes bond issues? 

ANSWER 4: 

Certainly not. 

In the first half of the current fiscal year· the Bank has raised 

$804 million equivalent in capital· matkets. ·· This is a large amount 

by any standards, and can hardly be taken as a sign of wavering investor 

confidence in the Bank. 

I do not believe that regarding the World Bank as a development 

institution diminishes confidence in its bonds. The World Bank is a 

special· type of a bank whose characteristics are clearly set forth in 

the Articles of Agreement. These Articles, which also specify the 

high standards to be used in lending operations, have guided the in-

stitution for over 20 years. Under these Articles, the World Bank has 

a clear responsibility to help bring about the economic development of 

its member countries. It is for this reason that countries have sub-

scribed over $22 billion, of which over $2 billion has been paid in, 

and with the uncalled remainder serving in effect as a guarantee fund. 

To help pursue its development objectives developed countries have 

given the Bank access to capital markets and in other ways have enabled 

the Bank to raise funds for use in productive investment in the developing 

countries. It is its special responsibilities which make the World Bank 

a development institution, while at the same time retaining its essential 

I. 

I ,. 
f. 

r., 
I ' 

~ 

i 
t· 
I · 

.,. 
J' 
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character a·s a bank operating on the principle of maintaining and 

strengthening its financial structure, insuring its liquidity in the 

short run and its financial soundness in the long run. I am sure 

that if we adhere to the principles of sound financial management, 

as summarized above -- and we are determined to do so -- the Bank 

wi1i continue to enjoy the confidence of the wor1d 1s capital markets 

as expressed by the high rating .of World Bank bonds and the success 

we have had in expanding our borrowing operations. 

I 

! 

'• 
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Answer to Question 1 

1. Generally speaking I propose to raise the money needed to finance 

the World Bank over the next year by borrowing in capital markets of the 

developed countries and from oth'er investors such as central banks throughout 
I 

the world who find the holding of World Bank bonds attractive. Before 

entering into more det·ail aspects of the qu~stion, I would like to emphasize 

my conviction that the Bank's position in capital markets is based essentially 

on its record of well-conceived operations, resulting in a diversified and 

balanced portfolio and a satisfactory earning record, and its insistence on 

high standards from the borrowing countries. The Bank makes its own careful 
( 

appraisals of investment opportunities ·and the conditions of the ·national 

economies, including the creditworthiness of its borrowers. It does everything 

possible to insure that loans from the Bank are used for productive purposes, 

including close scrutiny of the execution of projects, which add to the 

economic strength of the borrowing countries and lay the basis not only 

of servicing of debt to the Bank, but also to other public and private 

investors. 



Answer to l.a. 

l.a. The Bank can operate successfully in the capital markets of the 

world as they now exist. As in other markets, the market for loanable funds 

is determined by demand and supply conditions which are adjusted by the 

mechanism of prices, in this case by the rise in the price of money, i.e. the 

rate of interest. It is the rise in interest rates which give us the basis 

of speaking of a "s mrci ty" of capital rather than amount of loanable funds 

available in such capital markets. This scarcity is not related to a reduction 

of funds in capital markets. Savings in the developed countries have increased 

markedly together with the extraordinary rise in national income ( insert some 

figu.res). More particularly sales of new bonds in major capital markets 
J 

have increased sha~y; such sales amounted to the equivalent of ~J billion 

in 1965 ~'t~ billion in 1966-: ~~ billion in 1967, and available information 

. indicates further increases in 1968. 

In comparison with these overall totals, the borrowings of the 

World Bank are relatively small. We assume that the World Bank would need 

to borrow over the coming years about a billion or so annually on a gross 

basis, and three-fourths of a billion on net basis. This would be between 

1% and 1.5% of the aggregate long term funds raised in the United States and 

other industrial countries. Moreover, even the largest issues by the Bank 

in the United States (250 million) does not exceed in magnitude any of the 

several largest long-term offerings by corporations, states and municipalities 

and also far less than the largest offerings of Federal agencies. Similarly 

~ in Europe we attempt with the assistance of trained and experienced bankers 

to keep our offerings in line with the practical possibilities of absorption 

by the public in capital marke.ts or through private placements. 
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l.a 

It may be argued that most bonds sold in the capital markets of 

the industrialized countries are domestic rather than foreign bonds. · The 

floatation of World Bank bonds might be regarded as much larger proportionately 

if they are compared to issues made by foreign and international institu~ions 

rather than domestic. The bonds of the World Bank are, however, of a somewhat 

unique nature. They are denominated in the domestic currencies of the 

countries in which the issue is made. They are backed by the Bank's financial 

resources, held in a variety of currencies, mostly of the major industrial 

countries, as well as by a guarantee of all member countries of the Bank. 

~or AYawple, ~ German investor in a World Bank bond is buying a security of 

an institution which is guaranteed by his own Government as well as by others. 

~~vestors can buy World Bank bonds with virtually the same degree of 

confidence as they buy the bonds of their own national government. Our 

experience thus far indicates that except for the occasional inevitable 

misjudgement of local market situations at any particular time, there is 

no indication that the World Bank is reaching the limits of its borrowing 

ability. Indeed in many countries there are many signs that the World Bank 

could borrow much more than it has been doing and anticipates doing in the 

foreseeable future. The reason, in the briefest form, is that the World 

Bank bond is a sound and attractive investment. 



Answer 1 b. 

l.b The persistence of balance of payments difficulties in some of the 

industrial countries, particularly the United States and the United Kingdom, 

have been an important factor in the fund raising activities of the· Bank. 

The Bank is eager to do its utmost not to enhance such balance of payments 

difficulties, while at the same time fulfilling the responsibilities given 

to it in its Articles of Agreement, namely, assisting the development of the 
1~ .~~~ 

less developed countries of the world. In ~s case' where balance · ; i -zr- -- ~ 
" 

payments difficulties have led to drastic restrictions of exports of capitalJ 

s YaA tis +be IIpj + pg Ki sgliem, the World Bank has not tried to borrow money in 

their capital markets in recent years. In the case of the United States, which 

is the· largest capital market, there has fortunately been a recognition by 

the United States authorities that exports of capital to the developing 

countries should be maintained. This recognizes the basic principle that 

poor countries are not in a position to carry on development unless they 

receive new inflows of capital from abroad on a continuing basis. The United 

States in response to its balance of payments difficulties has "tied" its 

development assistance to purchases in the United States. In the case of 
I 

the World Bank, however, such t~ing is incompatible with its multilateral 

character and the principle of international competitive bidding which 

must guiofthe Bank in its lending operations. Thus funds disbursed by the 

Bank to its borrowers can be used in any member country plus Switzerland, 

and the amount of exports which any industrial country receives as a result 

of Bank loans depends on its international competitiveness. The United 

States authorities have continued to allow the World Bank to have access 

to the United States capital market.'1fin this connection, it may be noted 
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that the cumulative effect of all World Bank transactions has been 

to make a very large positive contribution to the United States 

balance of payments and it is expected that it will continue to do 

so. The World Bank is not only a borrower in the U.S. capital 

market) but is also an investor. It holds a large portion of its 

current cash and securities in the United States. As of latest 

available date, the Bank's holdings of cash and securities amounted 

to about $ ____ billion. 

I should like to take this opportunity to suggest that, 

as in the case of Germany, the countries which experience large 

balance of payments surpluses should permit the Bank to take ad

vantage of these conditions by borrowing more heavily than other

wise in the markets of such countries. 



' ; 

Question l.c. 

l.c As for the question regarding the threat to the Bank's reputation 

as a sound and successful institution) I would like to assure readers of 

this interview and all others that I am determined to make sure that t~is 

threat does not materialize. First of all I should like to emphasize 

that the increase which is taking place in Bank lending is a result of a 

careful country by country review of investment possibilities conforming 

to the high standards of the World Bank. From my past experience) I know 

an increase in the size of a corporation's activities need not jeopardize 

its strength. Indeed such increase can enhance its reputation if the 

investing public is confident that the corporation is well managed. 

The World Bank's reputation rests on a number of factors which 

might be summed up in terms of financial management. The Bank has a broad 

and diversified portfolio. After more than 20 years of experience the Bank's 

ability to appraise and evaluate projects is more efficient than ever and 

we are constantly improving our techniques. The Bank limits its lending to 

any one country to amounts that are well within the creditworthiness of 

the country, i.e. its ability to service its obligations to the Bank. 

Moreover, the Bank maintains continuous relations with its borrowers 

be they public or private institutions. ITt advises, persuades and, where 

necessary) insists that governments pursue policies designed to insure 

effective use of funds borrowed from the Bank and to make possible re~ayment 

to the Bank. The Bank adjusts its lending rate to longer-run changes in 

its borrowing rate. The Bank has earned substantial net income, now 

amounting to a net of $180 million a year . It has built substantial r eser/es 

and has a strong liquidity position. 
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Before the Bank enters new fields of investment such as education 

or new countries, a most careful examination is made to make certain that the 

investment will increase the capacity of the country to produce and its capacity 

to repay debt. The Bank has had a continuous history of expanding its scope 

of investments to new fields, as for example, entering into agriculture. 

However, such expansion should not jeopardize the reputation of the Bank, 

because the Bank does not intend to make loans,for whatever the purpose may be, 

unless it has a sound basis to believe that the funds will be well used and 

the loans repaid. 



Question 2 

The increasing debts of some of the developing countries is be

coming one of the most critical problems for certain developing countries, 

but I believe that the problem is manageable, if handled in time. At pre

sent the annual debt service on amortization and interest of developing 

countries accounts on average of about 8% of their earnings from exports 

of goods and services. In some countries however external debt service 

is 20% or even more of exports. In such cases, concern over the ability 

to repay is inevitable. Experience teaches us however, that other factors 

such as growth and diversification of exports, debt servicing record, 

ability to attract private capital, political stability, etc., all should 

be weighed in the judgement of creditworthiness. These factors, where 

unfavorable, can fre~uently be changed by proper to policies. 

We regard it as part of our job in the Bank to do all possible to 

assist countries to pursue those policies which strengthen their capacity, 

both at present and in the future, to service debt. Developing countries 

cannot hope to develop satisfac~torily without increasing their external 

debt. However, some external debt has been incurred for very poor reasons 

and on excessively onerous terms. Our aim should be to insure that debt 

is incurred on reasonable terms for productive purposes and that the ability 

of the country to repay debt constantly strengthened. Many developing coun-

ries are showing a much more responsible attitude in incurring more external 

debts, e.g., by severely limiting increases in short-term external debt. For 

those countries which reach the limits of their debt servicing capacity, the 

World Bank is simply not in a position to make any new loans. This is why we 

have attached urgent importance to the replenishment of the resources of the 
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International Development Association, which by providing funds from 

national budgets, enables credits to be made on a fifty-year basis 

virtually interest-free. 



Question 5 

I do not believe that regarding the World Bank as a development 

institution diminishes confidence in its bonds. The World Bank is a special 

type of a bank whose characteristics are clearly set forth in the Articles 

of Agreement. These Articles have guided the institution for over 20 years. 

Under these Articles, the World Bank has a clear responsibility to help 

bring about the economic development of its member countries. It is for 

this reason that countries have subscribed over $22 billion, of which over 

$2 billion has ~~~ been paid in and the remainder still uncalled for 

becomes in effect a guarantee fund. To help pursue its development objectiv~ 

countries have given the Bank access to. capital markets and in other ways 

have enabled the Bank to raise funds in the developed countries for use in 

productive investment in the developing countries. It is its special 

responsibilities which make the World Bank a development institution, while at the 

same time retaining its essential char~cter as a bank operating on the principle 

of maintaining and strengthening its financial structure ~ insuring its 

liquidity in the short run and its financial soundness in the long run. 

I am sure that if we adhere to the principles of sound financial management, 

as summarized above, the Bank will continue to enjoy the confidence of the 

world's capital markets as expressed by the high rating of World Bank's 

bonds and the success we have had in expanding our borrowing operations. 

·I 
I 
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DRAFT:FMTAMAGNA:mm-v 
26 December 1968 

To : Mr • Irving S . Friedman 

From: Frank M. Tamagna 

Subject: Questions and Answers 

Questions 

1. How do you propose to raise the money you will need to double 

the Bank Group's financing over the next five years, in view of: 

A. The scarcity of funds in the capital markets. 

B. The balance of payments difficulties of many rich 

countries and the consequent reduction of their aid. 

c. The concern that expansion threatens the Bank's re-

putation as a sound and successful institution. 

Answer l.A 

1. Scarcity or abundance of financial resources are relative 

terms. The tremendous expansion that has taken place in the advanced 

countries over the current decade has been made possible only through 

an unprecedented generation of savings and its absorption in produc-

tion investments; actually, the high demand for capital has been a 

determinant factor of the high level of income, that has in turn made 

possible the high savings formation. large availability of funds 

frequently accompanies an inadequate rate of economic expansion, which 

would be contrary to the aims of the V.Jorld Bank as a development in-

stitution. 

2. Within this context, it should be noted that the amount of 

financial resources this Bank needs is comparatively small in terms 

of the total supply and demand for capital. There is no reason why 
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it could not continue to be accommodated, as it has been in the past, 

within the framework of free and flexible markets. In 1967, for 

instance, nearly $40 billion of long term local public and corporate . 

issues (bonds and stocks) were placed in the United States market 

(omittine the exceptionally large financing by the Federal Govern-

ment and its agencies for about $28 billion in shorter maturities), 

and approximately the same amount has been placed this year. In re

cent years, the aggregate amount of bonds and stocks offerings (public 

and private) in individual European countries has been approximately 

equivalent to the capital raised in the United States, but fragmented 

over many smaller markets with lower absorptive capacity. The de

velopment of an Euro-bond market, overcoming national barriers, has 

offered new and unexpected opportunities for large issues; thus far 

this year, it has absorbed over $3 billion of foreign and interna

tional issues, or about double the amount placed last year. This is 

in addition to over a billion of new foreign issues absorbed by in

dividual countries- about four times more than in 1967. 

3. In our program, we estimate that the World Bank would need 

to borrow, over the coming years, about a billion or so annual~ on 

a gross basis, and three-fourths of a billion on a net basis. This 

would be only between 1 and 1.5 percent of the aggregate long term 

~ funds raised in the United States and other capital-producing coun

tries and their international markets. Moreover, even the largest 
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issues by the Bank in the United States ($250 million) does not ex-

ceed in magnitude any of several largest long term offerings by cor-

porations or states and municipalities, and would also be far less 

than the largest offerings by Federal agencies. Similarly, in Europe 

any one of the Bank offerings would not be out of line with the funds 

raised by private or public institutions in any national market, or the 

Euro-bond market. 

4. The problem, therefore, should be viewed in terms of how the 

Bank's borrowing can be appropriately fitted into the total flow of 

funds. Our issues are subject to authorization by the governments 1 

a~ W& are'> ask~"Tc>r -rs 
a::..re.str.ic e .. d d:i:seriminato · 

acces~~a;kets1 subject to th~ conditions prevailing for other 

borrowers. This is fundamentally an allocation problem of resources 

- whether the develoned countries would use their enor.mo~us accre-... t1 . ?. 

tions to their capital resources exclusively to raise themselves sti 1.-.... -

"' ";" above the level of developing nations, or allow for some part of their 

additional resources to be used for the development of the rest of the 

world. Will the base of the growth pyramid remain a narrow one as it 

is today, or will it broaden to include the many countries of the de-

veloping ~rorld as well as the few of the developed? I believe that a 

broad based pyramid offers not only greater stability, but also the 

likelihood of more sustained overall rate of advance. 
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Answer l.B 

5. As to the balance of payments problem, it is perfectly true 

that this had led to a deterioration in a flow of resources fr?.!P some 

of the rich countries to the poor, but this ~ ~d (and 

in part it has been) by an increasing flow of resources from those de-

veloped countries that benefit from an improvement in their balance 
_,._._...,._.._........------";.1\ooo-'"" ............... ,..,.,.. . ............, .... _ ... , ............... ~~ ..... ~.:.. .... ;= .. ·.......en\• ~ ••• ·~·...:.· ...... , .. .,_";, .,.,., .. .,,...,.,..,,...,..,. ...... '~..< 

of payments conditions~elieve, ~' that a distinction ough·t .. to"· ... 

be made between capital outflow to other developed countries on the 

one hand, and outflow to the developing world on the other hand. The 

United States, in asking the cooperation of business and banks for 

protecting the balance of payments, has recognized this point, re-

stricting the capital outflow to the former in the measure needed to 

sustain a continuing flow to the latter. Money spent on development 

is not a once-and-for-all loss to the rich countries, for the simple 

reason that it does not stay in the developing nations' pockets. 

They cannot afford to hoa~~ or dollars, or gold. They must 

use the resources they receive to buy the products j~.:.~~·~4 .. ,, 
developed world can supply. Funds invested in soun'd" ~; in the 

less developed countries therefore return very rapidly to the de-

veloped countries, in the form of orders for goods and services . 

6. The World Bank is an intermediary, that facilitates the 

flow of financial resources from developed to developing countries . 

As such, I believe that is should be exempted from any restrictions 

that developed countries might apply with respect to t r ansfers of 
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capital to other developed countries. These may, of course, give 

rise to a reallocation of resources, as some advanced countries may 

be more competitive in their exports than others, and therefore ob-

tain a larger share of the orders by developing countries. It is only 

natural tha~ countries which can supply goods more competitively should 

benefit more than their less competitive neighbors. But this only 

underlines the fundamental point about the balance of payments dis-

equilibria of the advanced countries - that they reflect the relative 

strength in world markets of the developed countries vis-a-vis each 

other. 

Answer l.C 

7. The World Bank's reputation rests on a number of factors, 

which may be summed up in terms of 1 financial management ' • The Bank 

has been seeking, and has 'been successful in achieving a broad di-

versification of its portfolio in high quality loans. It has assisted 

5 countries. ~th 579 loans, and the average borrowing of any one coun-

r
: try has been $135 million only, of every individual project $20 million; 

repayments and sales have reduced the outstanding indebtedness to the 
I 

\ 
Bank by 69 countries to an average of $113 million each. Only one coun-

try, India, has received over $1 billion - of which $630 million remain 

outstanding. Should any one, or even a group of c~!~~t 

·its obligations on schedule, it could hardly impaj:r the solidity~of the 

Bank and its ability to continue its operations. The Bank is further 

protected by an accumulated reserve, held in liquid assets in an amount 

of over $1 billion, available on short term to meet disbursements on 
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its loans or repayments of its debt. 

8. The loans of the Bank have been in most part for specific 

projects, which have been appraised, evaluated and supervised not 

only by our technical staff, but also by outside experts. Our 

technical assistance is an essential part of our financial manage-

ment and our techniques are constantly being revised and adapted to 

new fields of resource development and lending. About half of our 

loans have been for basic infrastructural projects - power and trans-

portation; the other half broadly distributed between industry, agri-

culture, communications, water supply and others. 

9. Because of the broad diversification and quality that the 

Bank has already achi~~its portfolio, it is in a stronger 

position to take i n~iij QJI . ~ iill ,JVi iikli ;Mj :Uil.iii!Cillg pro-

jects in some countries which are just beginning to develop and whose 

levels of sophistication may be relatively low. This is not a new 

situation for the Bank. To use one area of the world as an example, 

when ue began lending in La tin .America almost 20 years ago those 

countries knew very little about project or sectoral or national 

planning. But we worked with them, and others worked with them, and 

the results, while far from perfect, have really been gratifying. 

Today most of the Latin American countries - and many countries in 

other areas which started from the same low base - have become very 
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good at planning and carrying out development projects and programs. 

10. Another aspect of the Bank's expanding lending program is 

our commitment to involve ourselves more deeply in loans for educa-

tion~and to enter the new field of population control. The value 

of education has come to be universally recognized as one - :md~.':2Lt 
most important one - of the requirements for modern development. 

Manpower is an economic resource, which like any other needs to be 

developed and improved to raise its productivity. With a small part 

of our resources dedicated to education and training, we may help a 

country in developing the skills needed for breaking bottlenecks 

otherwise impeding the movement toward higher forms of production. 

This 'opportunity cost' is recognized by our leading corporations, 

which not only pay a high premium for new skills, b¥t a.lso provide 
~~- ~~· 

encouragement and finan;!lg c::;t:,ir _own workerj. to con tin to im-

prove their own skills~ Lending f~education has large indirect 

e, Lhc M88t8'1PTilliiie benefits, which help the country to be a better 

debtor in the long run. 

11. The other new field is population control. 
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4so make it easier to improve its quality through education and 

skills, and therefore to raise altogether its productivity. This 

better balance between economic growth, population and education 

should make it easier for developing countries to achieve a better 

balance between living standards, saving formation, and investment 

,.,.'!!£.§.£,!!~ fie~~-~>@ettft~~~ ·A·*~in-

~l"'e ~-deve-:topm-. 

12. The Bank has also been mindful of the importance to con-

duct its financial management in accordance with financial condi-

tions. As a bank, it must keep an appropriate balance between the 

cost of the money in the market and the ability of 'good risk' cus-

tomers to borrow and meet their obligations. As a development in-

stitution, it must seek to direct funds from the advanced to the de-

veloping countries at the most reasonably terms it can. In seeking 

and obtaining the countries' authorization to borrow in their ow.n 

markets, the Bank has also recognized a necessity to adapt its bor-

rowings to the national interest and the financial policies of na-

tional authorities. 

13. In placing its issues it must, of course, choose the coun-

try and the time offering the best opportunities. It will continue 

to seek its funds in the most economic mar~e~s~and~xclude from its 

<f>v~~ ~ut~~~ . ~ssues those markets which ~~se±v:.es--o: . 
~~d ~ 
rnorm:J7.Fr0ln time to time, the Bank has made adjustments in its lend-

~ 

ing rates, whenever market conditions and long term considerations 

I 
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choosing the time, amount and place of its borrowings in 

accordance with a realistic evaluation of long 

14. I !shmna a:rso ment1.on th~t vestors in an 

Bank's uncalled capital, which represents 

ricted guarantee by each and all of its members to meet the 
~/ 

I wOttld pi efep =to regard this as a 
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D. Kochav 
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Question 1. How do you propose to raise the money you will need to double 

the Bank Group's financing over the next five years, in view of: 

A. The scarcity of funds in the capital markets; 

B. The balance of payments difficulties of many rich 

countries and the consequent reduction of their aid; 

C. The concern that expansion threatens the Bank's 

reputation as a sound and successful institution. 

Answer 

lA. Sales of new bonds in the capital markets of 13 major industrial 

countries amounted to $64 billion in 1967, and have exceeded $70 billion in 

1968. These include bonds of central governments, local governments and 

corporations, in both domestic as well as international capital markets. 

Most of such bonds
1
perhaps $65 billion in 1968 are domestic, which are 

sold by governments and private corporations in their home countries. Less 

than $5 billion are bonds sold by governments and corporations in markets 

of other countries or in the Euro-bond market. 

The bonds of the World Bank are of a somewhat unique nature: 

they are denominated in domestic currencies, e.g., bonds sold in U.S. 

markets are U.s. dollar bonds, those sold in Germany are in deutsc{€marks, 

etc., and are backed by reserves held in a variety of currencies, as well 

as by a guarantee of all major governments. From the point of view of the 

investor, they are actually domestic bonds for all practical purposes. At 

the same time, the proceeds of bonds are used not for domestic investments, 
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but for productive investments in the lesser developed countries. In brief, 

they actually form domestic bonds, the proceeds of which are used for inter

national development. 

If related to the total amount of bonds sold in capital markets, 

up to $1,000 million worth of bonds we plan to sell a year in all markets 

are not a large share, constituting less than 1.5% of the total. If com

pared merely to foreign and international bonds, then the World Bank bonds 

form a considerable share. How·ever, I should hasten to add that the World 

Bank is perhaps the most established borrow·er in international markets, and 

in fact can be considered as having established an international market for 

bonds on a continuous basis. 

No-w when one talks about a scarcity in the capital markets, 

let us be specific about the meaning of such scarcity. Obviously, there 

is no reduction in the supply of funds in the markets, as can be seen from 

the plain fact that the sales of new bonds are increasing at a rapid rate: 

Sales of new· bonds in major capital markets amounted to $37 billion in 

1965, $45 billion in 1966, $64 billion in 1967, and have again considerably 

increased in 1968. Thus the actual supply of funds has expanded rapidly, 

but at the same time the demand for funds has increased at a more rapid 

rate. The faster growth rate in demand for funds, relative to its 

supply, led to an increase in interest rates. 

As all markets, the market for loanable funds is determined 

by demand and supply conditions, which are adjusted by the mechanism of 

prices, in this case by a rise in the price of money--the interest rate. 

By the very definition of a free market, there is no "scarcity" or shortage 
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of funds at the going interest rate. Instead of a "scarcity" of capital 

funds, I w·ould rather say that capital markets are rapidly expanding, 

although they operate at a higher level of interest rates. 

As other financial institutions, the World Bank has also ad-

justed its operations to a higher level of interest rates. We borrow· at 

market rates which have indeed increased last year, and we also had to 

raise our lending rate. 

I believe that in the expanding markets there is room for a 

considerable increase for World Bank bonds. After all, we are in a very 

strong financial position, as can be seen by some w·ell-known facts, which 

I would like to summarize. 
1/ 

The Bank has a paid-in capital of $2,300 million- at the 

end of 1968. In addition, it has a "special reserve" of $290 million, 

which has been accumulated from commissions received. According to the 

Articles of Agreement the Special Reserve is to be held in liquid form 

!/ Following figures are an approximation for December 1968. Exact 
figures would have to be used when available. 
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and to be u·sed. oniy for the purpose of meeting liabilities of the Bank on 

its bonds ahd guarantees_. In addition to the above, the Bank has a 

Supplemental Reserve of over $900 million, accumulated from retained 

earnings against losses on loans and guarantees and from currency devalua-

tions. Altogether the Bank has a paid-up capital and reserve position of 

about $3,500 million. Although the present financial strength of the Bank 

rests mainly on the above amount of paid-in capital and reserves, it has 

also capital subscribed but not called of $20.6 billion, which forms a 

guarantee of all major governments to holders of Bank bonds and obligations. 

This includes not only the guarantee of the u.s. Government, but also of 

several other governments, the financial position of which is considered 

very strong in international financial markets. The uncalled capital is 

considered by the Bank only as a guarantee to be used as a last resort. 

The prospective operations of the Bank do not indicate any need to call 

on this part of the subscribed capital. The Bank has -a consistent record 

of high net earnings, as follows: 

FY 1962 
1963 
1964 
1965 
1966 
1967 
1968 

$ 98 million 
113 11 

131 " 
138 fl 

140 II 

170 " 
147 " 

On the basis of conservative projections, net earnings are expected to 

amount to about an annual level of $170 million in the next five years. 

The Bank expects to retain up to half (check) of such earnings, in order 

to strengthen its Supplemental Reserve. 
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As another evidence of the great elasticity of capital markets 

I w·ould mention the very rapid increase in the Euro-bond market, which 

in a matter of a few years has grown to sales of new bonds worth about 

$3.5 billion in 1968. 

In brief, my belief is that in the expanding capital markets, 

there is room for a considerable increase in sales of bonds of the ~World 

Bank, which is one of the strongest financial institutions in the world. 

At the same time, we as everybody else in the financial markets would 

have to adjust to a higher level of interest rates. 

lB. It has to be emphasized that the balance of payments difficulties 

represent basically an imbalance between the industrial countries. For the 

industrial countries as a group, development assistance does not lead to a 

balance of payments deficit. This is simply because all development aids 

form a transfer of goods and services, but not as a drain on the reserves 

of the industrial countries. Money "spent" on development is not a once

and-for-all balance of payments loss to the rich countries, for the simple 

reason that it does not stay in the developing nations' pockets. They 

cannot afford to hoard deutsche marks, or dollars, or gold. They must use 

the resources they receive to buy the products which only the developed 

world can supply. Loans made to the less-developed countries therefore 

return rapidly to the developed countries in the form of orders for goods 

and services. 

Of course, some advanced countries may make greater gains than 

others from this return flow; those which can supply goods more competitively 

benefit more than their less competitive neighbors. 

In this form development loans may have some net effects on the 

balance of payments of particular industrial countries, inasmuch as such 

loans are not "tied" to purchases i n these particular countries. 
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In principle I believe that development loans should be "insulated" 

from effects of balance of payments problems of the industrial countries. 

_This position has been strongly endorsed by the DAC ministerial committee, 

which represents all the major providers of development assistance. However, 

little if anything has as yet been done to carry out this and similar resolu

tions; and w·e have to live with present realities. 

Now we have of course to distinguish between the surplus and 

deficit countries. For those countries with a balance of payments surplus, 

export of capital is in fact one of the best 't·rays to reduce such surpluses 

and still benefit in the future from returns on exported capital. This has 

been clearly recognized by the Government and financial authorities of the 

Federal Republic of Germany, which have encouraged capital exports, and 

the World Bank has been fortunate to be able to borrow largely in this 

market. 

The major problem in this respect has been ·the u.s., which 

of course has the largest and most sophisticated capital markets, and at 

the same time faces a balance of payments deficit. To overcome this problem, 

the Bank made a special arrangement with the U.S. Treasury by which sales 

of new World Bank bonds in the U.S. would be matched by investments of the 

Bank funds in U.S. securities, so that there would be no adverse effects on 

the U.s. balance of payments. I should add that this arrangement has been 

working . satisfactorily. The Bank has been able to step up the sales of bonds 

in the u.s. market, while the U.S. balance of payments has not been adversely 

affected in any way. 
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In summary, I would conclude that in sales of bonds we have not 

encountered insurmountable difficulties due to the balance of payments 

problems of the industrial countries, and I do not expect any deterioration 

in this respect. 

lC. I have already mentioned several basic facts and figures related 

to the financial strength of the Bank. I think I should add a few· comments 

on our lending policies, since after all our financial strength rests 

ultimately on the strength of our loans. 

Over the years under my predecessors the Bank has worked out 

most effective procedures for appraising and evaluating the projects we 

. finance, and for supervising them once a loan is made. These techniques 

are constantly being refined, and adapted to new fields of lending as we 

move into them. Today they are, because of experience, more efficient than 

ever before. 

It is of course true that we shall in the future be financing 

projects in some countries which are just beginning to develop, and whose 

level of sophistication may be relatively low. But that is not a new 

situation for the Bank. To use one area as an example, when we began lend-

ing in Latin America almost twenty years ago those countries knew very 

little about project or sectoral or national planning. But w·e worked with 

them, and others worked with them, and the results, while far from perfect, 

have really been very gratifying. Today most of the Latin American 

countries--and many countries in other areas which started from the same 

low base--have become much better at planning and carrying out development 

projects and programs. 
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One of the Bank's great strengths both in its operations and 

its reputation for soundness is that it works with borrowers over . the 

long term. When it makes a loan, it does not write a check and walk aw·ay. 

It lives with the country and the project for many years. It concerns 

itself with problems that may arise during construction, and later during 

operation. It advises, persuades, insists. 

sophistication on the part of our borrowers. 

The result is an evolving 

We have already seen many 

of them develop great capabilities; and I am certain that as we move more 

deeply into some of the new·er countries where we have not yet been very 

active the same learning process will occur • 

. I would like to emphasize that loans for agriculture, education 

and population control are economically as sound as the loans we have made 

for other sectors, such as po1·mr, transportation and irrigation. I should 

make here a distinction between financial and economic benefits of a loan. 

If we make a loan for power, the power authority would get increased 

revenues from the sale of electricity from which the loan could be amortized. 

Now·, if we make a loan for highway construction, unless this is a toll road, 

the highway authority would not gain any additional revenue. This does not 

of course mean that a loan for highways nets smaller returns or benefits 

than a port loan. Rather1 the benefits from the highway loan accrue to the 

users of the road and to the economy as a whole rather than to a particular 

authority. In other words, the benefits from the road loan are economic 

and not financial, but nobody would use it as an argument against loans 

for road building. 

I think the same principle applies to loans for certain 

agricultural projects as well as to education and population control. 
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Even if no particular authority can show· direct financial revenues result

ing from such investments, they could carry great economic benefits to the 

national economy, if properly used. Agricultural loans are carefully 

chosen to raise the food production, and thus to increase the food intake 

and its nutritional content in the less-developed countries. This would 

certainly result in a higher productive capacity. After all, even the 

hardest and soundest financier would recognize that countries in which a 

considerable share of prople are subject to malnutrition cannot be expected 

to raise their productivity at a satisfactory rate. In addition, the less

developed countries presently spend over $4 billion a year for imports of 

food and agricultural materials. Agricultural development in their own 

countries could result in considerable foreign exchange savings, and thus 

directly strengthen their balance of payments. 

Loans for education carefully scrutinized to raise the skill 

potential in developing countries will also make a direct contribution 

to raise their productive capacity. It has long been recognized that 

the lack of skills is perhaps as strong a constraint on productivity growth 

in these countries as the shortage of capital. 

Loans for population control have perhaps the highest benefits 

of all. Take two different developing countries with similar standards 

of living, each with a birth rate of 40 per 1,000. Now estimate what 

would happen if the birth rate in one of those countries, in a period of 

25 years, were to be halved to 20 per 1,000. The country which lowered 

its population growth would raise its standard of living 40% above the 

other country in a single generation. This is some measure of the benefits 

obtainable from population control investment. 
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Question 2. Are you worried about the increasing debts of some developing 

countries? 

Answer The Bank has always paid close attention to the external 

debt position of the borrowing countries. This is required by the Bank's 

Articles of Agreement which read: "In making or guaranteeing a loan, the 

Bank shall pay due regard to the prospects that the borrower, and, if the 

borrower is not a member, that the guarantor, will be in position to meet 

its obligations under the loan; and the Bank shall act prudently in the 

interests both of the particular member in whose territories the project 

is located and of the members as a whole. 11 {Article III, Section 4, (vl7• 

One of the requirements for lending is that the country regularly report 

to the Bank on every external loan it undertakes or guarantees. These 

reports form the basis for an evaluation of the indebtedness of borrowing 

countries, as well as the future prospects for debt servicing. And w·e 

are quite selective in making developing countries eligible for Bank 

lending. Some member countries have been made ineligible for Bank or IDA 

lending on grounds of inadequate economic and financial policies. A 

number of countries with a reasonable record of performance but which 

face long-term balance of payments difficulties are eligible only for IDA 

credits, not for Bank lending. Only those countries which have adequate 

policies combined with creditworthiness and ability to prepare and execute 

good projects receive Bank loans. 

At present, the annual debt service of amortization and interest 

of 92 developing countries accounts for about 8% of their earnings from 

exports of goods and services. This of course is an average ratio, with 

great variations. In some countries external debt service is about 20% 
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or sometimes more of exports. On the basis of this ratio alone it is 

difficult to say whether debt servicing forms an excessive burden. A 

country which has good prospects for rapid export growth, as well as an 

inflow of private capital, a ratio of 20% or even 25% of debt service to 

exports, does not form a heavy burden. A good example for this group is 

Mexico, which has a very good credit standing. 

In fact, export growth of the major debtors of the Bank has 

been fairly rapid (examples of some countries in Latin America could be 

added). In addition to the expansion of exports in traditional commodities 
I 

the Bank has actively encouraged diversification of exports to manufactures 

and other commodities with good marketing prospects. We do not generally 

finance expansion of productive capacity of "surplus commodities" in inter-

national markets (e.g., coffee, sugar). 

I also note with some satisfaction that the use of short-term 

credits, such as suppliers' credits, which in the past has been excessive 

in some developing countries has not been restricted, either on the initia-

tive of their governments or by their mutual agreements with the Bank or 

the IMF. 

In brief, w·e feel that VJe make every effort to evaluate the 

creditworthiness of prospective borrow·ers from the Bank. And the projects 

w·e finance are expected to strengthen the debt servicing capacity of these 

countries. 

There are some countries VJhich have a satisfactory economic 

performance and have good projects , but cannot be expected to service loans 

of World Bank terms, because of their poorer long-term balance of payments 

prospects or because of extreme poverty. A good example is India or some 
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African countries. To these countries we give IDA credits, for 50 years 

at only 3/4% interest, to the extent IDA resources are available. We do 

not consider these countries creditworthy for large amounts of Bank loans, 

except for self-liquidating investments. 

Question J. How· do you think the efficiency of the Bank's aid might be 

increased? 

Answer The efficiency of the Bank's activities has been w·ell proved 

over the last tw·enty years, and we are constantly working to increase it. 

Today, there are a number of kinds of development assistance which can 

have a particularly high payoff: one example is a sector of investment 

which the Bank considers extremely important-~agriculture. Recent break

throughs in the development of high-yielding strains of wheat and rice 

have made it possible to obtain yields per acre two or three times as high 

as could have been produced with normal types of seed. It has also been 

found that the new· high-yielding varieties are particularly responsive to 

irrigation and fertilizer inputs. An important way to increase the Bank's 

total impact on development, therefore, is to increase the proportion of 

that total represented by investment in the new agriculture. 

I have already commented on the high benefits of education 

loans. I should also add that w·e shall continue to finance projects and 

programs in our more traditional fields--transportation, po-w·er, irrigation, 

and industrial development. We have recently begun to finance infrastructure 

projects (such as roads, water supply, etc.) for tourism development, which 

is a rapidly increasing sector with foreign exchange earnings. 
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In all these fields v1·e operate on the basis of a close and 

careful evaluation of a country's overall economic prospects and policies, 

giving advice to the best of our knowledge on what ought to be improved 

and how it could be done. In addition, ·~re carefully select those projects 

with high economic returns and we require that measures be taken to attain 

high standards of all aspects of projects--in management and institution 

building, as well as the technical and financial aspects. 
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Question 4. What are the prospects for the areas in which you have said 

the Bank wishes to make a particular effort, education, agriculture and 

populatkon control? With regard to the latter, what criteria will you use 

in setting up programs, and how will you avoid adverse reactions on 

religious or ethnic grounds? 

Answ·er In my speech to the Bank's Governors, I outlined the prospects 

for our agricultural and educational lending by saying that we intended to 

quadruple the volume of the former and triple the volume of the latter over 

the next five years. As far as population control is concerned, I should 

stress that this is a new· field of operation for the Bank, and we are still 

w-orking our way into the subject. The process of deciding how best to 

assist population control is not made easier by the fact that far too little 

research has been done on this subject anywhere in the world. 

But I must stress again that it is not the absolute size of a 

country's population which worries us, but its rate of population growth. 

We are, seriously concerned that the rate of growth of countries' popula

tions should not be so high as to negate the rate of their economic develop

ment. For example, it a country's gross domestic product is rising at a 

level of 3% per annum and population at a rate of 2. 5% per annum, there is 

painfully little room for the improvement in the standard of living which we 

as a development agency w·ant to see--and which humane people all over the 

world hope for. Our aim is to give children in developing countries the 

possibility of growing up in a world where they can live with at least 

some degree of human dignity. In some cases this can only be achieved by 

limiting the gro1vth of population to levels with which countries' efforts 

to promote their economic development can keep pace. 
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We fully re·alize, of course, the religious and national 

sensitivities in the area of population control. These pose thorny and 

difficult problems, but fundamental to our approach are respect for the 

dignity of man and for the right of nations to determine their o~ approaches 

to the population question. We are resolved however that the dangers of 

rapid population growth must be pointed out, and we are determined to extend 

help when asked. 

Question $. Do you believe that your announced view of the World Bank as 

being at least as much a development institution as a bank diminishes con-

fidence in its bonds in the money markets, and thereby creates problems for 

the Bank when it makes bond issues? 

Answer The stepping-up of our lending as well as the sale of bonds 

might naturally raise some questions. I believe how·ever that a closer 

look in our financial situation and the prospects for the Bank itself 

and its major borrow·ers could go a long way towards the realization that 

the Bank is a sound financial institution and will continue to be so in 

the future. I shall not repeat the various factors which I have already 

mentioned. I would only want to summarize the various points made. The 

Bank has an established 20-year record of sound and -vrell-concei ved 

operations. Although the Bank has always recognized its major responsibility 

as a development finance institution, it has not compromised 
it 

the high 

standards requires 
·1 

from the borrowing countries. The Bank would con-

tinue to insist on high standards of creditworthiness· and performance,of 

its debtor countries, as well as of the particular projects and programs 

it finances. The Bank's future lending program which indicates doubling 

of operations is based on a careful country-by-country evaluation which 
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has taken into account the creditworthiness, economic and financial policies 

and project availabil~ty prospects of the major developing countries. The 

Bank's financial position is strong and we shall make every effort to main

tain its financial soundness. I hope that we shall continue to enjoy the 

full confidence of the capital markets, as expressed by the high rating of 

our bonds. 
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Question l.c. 

l.c As for the question regarding t he t hreat to t he Bank 's reputation 

as a sound and successful institution, I would like to assure readers of 

this interview and all others that I am determined to make sure that this 

threat does not materialize. First of all I should like to emphas i ze 

that the increase which is taking place in Bank l ending i s a result of a 

careful country by country review of investment possibilit ies conforming 

to the high standards of the World Bank. From my pa~t experience, I know 

an increase in the size of a corporation's act i vit i es need not jeopardize 

its strength. Indeed such increase can enhance i ts reputation if t he 

investing public is confident that the corporati on is well managed. 

The World Bank's reputation rests on a number of factors which 

might be summed up in terms of financial management. The Bank has a broad 

and diversified portfolio. After more than 20 years of experience the Bank ' s 

ability to appraise and evaluate projects is more efficient than ever and 

we are constantly improving our techniques. The Bank limits its lending to 

any one country to amounts that are well within the creditworthiness of 

the country, i.e. its ability to service its obligations to the Bank. 

Moreover, the Bank maintains continuous relations with its borrowers 

be they public or private institutions. [ t advises, persuades and, where 

necessary insists that governments pursue policies designed to insure 

effective use of funds borrowed from the Bank and to make possible re~ayment 

to the Bank. The Bank adjusts its lending rate to longer-run changes in 

its borrowing rate. The Bank has earned substanti al net income, now 

amounting to a net of $180 million a year . It has built substanti al r eserves 

and has a strong liquidity position. 

- --- ~-----
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Before the Bank enters new fields of investment such as education 

or new countries, a most careful examination is made to make certain that the 

investment will increase the capacity of the country to produce and its capacity 

to repay debt. The Bank has had a continuous history of expanding its scope 

of investments to new fields, as for ex~ple, entering into agriculture. 

However, such expansion should not jeopardize the reputation of the Bank, 

because the Bank does not intend to make loans,for whatever the purpose may be, 

unless it has a sound basis to believe that the funds will be well used and 

the loans repaid. 



r 

Question l.c. 

( l.c. Concern has been expressed that the large expansion contemplated 

.1 
in the Bank's financing threatens its reputation as a sound and successful 

institution. I would like to assure readers of this interview and all others 

that I am determined to make sure that this threat does not materialize: From 

my past experience, I know an increase in the size of a corporation's 
/-

activities need not jeopardize its reputation. Indeed such increase can 

strengthen its reputation if the investing public is confident that the 

corporation is well managed. The World Bank's reputation raises a number of 

factors which might be summed up in terms of financing management. The .L nk 

has a broad, diversified portfolio of high quality loans. After more than 

20 years of experience the Bank's ability to appraise and evaluate projects · 

is more efficient than ever and we are constantly improving our techniques. 

The Bank l{mits its lending to any one country to amounts that are well 

within the creditworthiness of the country, i.e. its ability to service its 

obligations to '. the Bank. The Bank's loans are expected .to be re · d when 

they are made. Moreoever, the Bank maintains continuous relations with its 
--=--- - -

borrowers be they public or private institutions. It advises, persuades and 

where necessary insists on the pursuit of sound policy designed to insure 

effective use of funds borrowed from the Bank and thus to insure repayment 

to the Bank. 

(The Bank has been setting aside a portion of its substantial net income, 

now amounting to a net of $75 million a year to the building of additional 

'4r reserves to meet contingencies.'\ Before the Bank enters new fields of 

investment such (as e~ucation or new count;ies, a most careful examination 

----is made to insure that the investment will increase the capacity of the 

country to produce and its capacity to repay debt. The Bank has had a 

AL52- ~1-ClJ Jc C\. 1 / ~ L ~ ""~ 
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l.c 

continuous history of expanding its scope of investments to new fiel~ as 

for example, entering into agriculture. However, such expansion will not 

jeopardize the reputation of the Bank any more than it did in the past, 

because the Bank does not intend to make loans for whatever the purpose may be, 

unless it has a sound basis to believe that the funds will be well used and 

the loans repaid. 



Answer to Question 1 

1. Generally speaking I propose to raise the money needed to. finance 

the World Bank over the next year by borrowing in capital markets of the ~ 

developed countries and from other investors such as~~~-~-~------
find the holding of World Bank bonds attractive. Before entering into more 

detail aspects of the question, I would like to emphasize my conviction 

that the BatiK's position in capital market · 

from the ~orrowing countries , ~oth in +Qs pr~para + ion and execution of 

i~vestment project s and ~ ial 

~The Bank makes it own careful appraisals ofL i~:~ ~ 
~·~~~eluding the creditworthiness of its borrowers. It does everything 

possible to insure that loans from the Bank are used for productive purposes~ 

which add to the economic strength of the borrowing countries and lay the 

basis not only of servicing ~r debt to the Bank, but also to other 

public and private investors. 

/ 

I· 
I 

I 



Question 2 

is becoming one of the 
CA~~~~· ~ 

.,~~~~~~~M@~~~~~~~~~ ~ zrr 

is ma.nageablJ if handled in time. At present the annual debt service on 

amortization and interest of developing countries accounts on average 

of about 8% of their earnings from exports of goods and services. In some 

countries however external debt service is 20% or even more of exports. In 

such cases, conce~er the ability to repay is inevitable. Experience 

teaches us however that 
J I 

factors 

private 

~+. 
se~: ef! ~rs , os 

We r egard it as part of our job in the Bank to do all possible to 

to attract 

countries to pursue those policies which strengthen their capacity, both at 

present and in the future, to service debt. Developing countries cannot 

repay 

debt ~ constantly strengthened. countries which reach 

of their debt servicing capacity, the World Bank is simply not in 

to make any new loans. re--1s .~r7'his r;::::: why we have attached CQ . .-.D.a 
,tt.l4--JIJ>~.4~r#-'f~4 ~ 

importance to the ~ce of th International Development Association which 
,(./ 

from national budgets, ~ enable~dits to be made 
" 

\ 
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l.b The persistence of balance of payments difficulties in some of the 

industrial countries, particularly the United States and the United Kingdom, 

have been an important factor in the fund raising activities of the Bank. 

The Bank is eager to do its utmost not to enhance such balance of payments 
~ 

difficulties, while at the same time fulfilling responsibilities given ·to 
4 

it in its Articles of Agreement, namely, assisting the development of the 

less developed countries of the world. In those cases where balance of 

payments difficulties have led to drastic restrictions of exports of capital 

_ s~ he United Kingdom, the World Bank has not tried to borr r money in 

~capital markets in recent years. I n t he ~ase of the United States, which is 

the largest capital market, there has fortunately been a recognition by the 

United States authorities that exports of capital to the developing countries 

to carry on development 
4f 

unless they receive new inflows of capital from abroad 

on a continuing basis. The United States in response to its balance of 

payments difficulties has "tied" its development assistance to purchases 

in the United States. In the case of the World Bank, however, such tying 

is multilateral character ~nd the principle of 

the Bank in its lending operations . . Thus 
~ ~ ,U..4 c. #'it?-. 

funds dispursed by the B 

access to the United States he 



2 
l.b 

transact i ons has been to make a very large positive contribution to the 

United States balance of payments and it is expected t hat it will cont i nue 

to do so. The World Bank is not onl y a borrower in the US capital market, 

but is also an investor. It holds a large portion of its current cash and 

securities in the United States. As of latest available date such cash 

and sacur ities amounted to about $1.5 billion (?). 

I d a l:JO'@e bhaL the new /Jrn,Iini s t t a:tton w H :l c:n ~~e=th~at ' 
G-t :Q.e Wer:Ul: Bank to h ave a:ecess 4;e Ue eapi-E al maF~ets. 

as recently in the case of Germany, the countries which expe P.iencel large 

balance of payments surpluses will permit the Bank to take advantage of 

these conditions by borrowing more heavily than otherwise in the markets of 

such countries. 

. . 



Question 5 

I do not believe that regarding th World Bank as a devel?pment 

institution diminishes in its bonds. The World Bank 

is a special type of a bank whose ristics are clearly set forth, in 

the Articles of Agreement. These guided the institution for 

over 20 years. Under these Articles, Bank h as a clear responsibility 

to help bring about the economic dev lopment of its member countries. It is for 

this reason that countries have sub $22 billion, of which over 

$2 billion has already been paid i the remainder still uncalled for 

~ 

markets and other 
A 

in developed countries for use in productive investment 

in the developing countries. It is ~e special responsibilities which make 

the World Bank a development institution, while at the same time retaining 

its essential character as a bank operating on the principle of maintaining and 

A . 
strengthening its financial structure and insuring ~ liquidity ~e 

short .run and in 

World Bank's bonds and the success we have had in expanding our 
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OFFICE MEMORANDUM 
. TO: Mr. RobertS. McNamara 1968 

FROM: William Clark 

I 
SUBJECT: Dutch newspaper "Interview". 

Mr. Aldewereld suggests the following 
agree, we will work on in the next ten days: 

1. That in the education piece (p.6) we ~ake in the 
point (you made to Ed Dale) that our educition loans 
are directed to economic growth, not,zr·~arily, 
personal fulfillment. 

2. · Add the points on our special cr itworthiness ~ ~ 

:~udi:: :::
9

:o::::e:: ::l::r (::::itio:r::sp~::r more thag ~~~ 
their best guarantee is our caref appraisal of projects ~~~-

1 

,. -PI and of creditworthiness. The ultf te guarantee~ {hi' +£......( 1 

~ rl.A.,~1/\Governments ;~iriS onl,_...iu.bael~s·fBtt. Note that the .._,~~~ ~ · 
·guarantee of U.S. alone 1s b1g~er than our total funded · 
debt. (p.l4-15). ~ . 

11 he wonders 'f this is too much directed to 
not the "hard headed" Eur:opeans. I f~ 

,~j 
~~ ~ 

f 

t 
I 
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ALGEMEEN H6NDELSBLAD, AMSTERDAM 

QUESTIONS AND ANSWERS 

pRAFT 
December 18, 1968 

double the Bank Group's financing over the next five yeara, in 

view oft 
. 

A •. The scarcity of.funds in the capital markets; 

B. The balance of payments difficulties of many 

rich countries and the consequent reduction 

of their aid; 

c. The concern that expansion threatens the Bank's 
I 

reputation as a sound and .successful institution. 

Answersz 

l.A~ There is no absolute shortage of financial re-

sources in the rich countries. Their tmmense 

.capacity for generating growth has, after all, 

enabled them to raise their combined annual real -
income by about $400 billion during the 1960's; 

this addition to the annual income of the rich 

countries is far greater than the total annual 

income of all the developing countries taken 

together. So there is no probl~ as. far as the 

availability of resources ia concerned; the wealth, 
. I 

0 I 
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and the c'apacity to increase ·it, are re. 

The problem lies rather in the allo(· : ·on of 

resources. Will the developed cou •~ ies use 

their enormous accretions of wealth only to 

raise their own standards of living still 

further above those of the poorer nations, or 

will they invest more widely some of the extra 

resources they creAte each year? Will the 

base of the growth pyramid remain a narrow one 

as it is today, or will it broaden to include 

the many countries of the developing world as 

well as the few of the developed? 

I believe that a broad based pyramid 

offers not only greater stability, but also the 

likelihood of a ~ore sustained . overall rate of 

advance. Just as a move towards income re-

distribution can prime the pump of growth within .. 

a country, so a wider spread of the world's 

wealth can stimulate the more rapid growth of 
• 

the prosperity of the planet as a whole • with · 

consequent advantages to all. 

The real point, then, is that I do not 

accept the idea that there is a scarcity of 

funds. The money is there. (;:) · 

is a greater realization·.~. on the part of private 

investor• and of gov•rnmenta. that development ·, 

t . 

·:~ .. 

·. 
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makes both economic and political sense. There 
C/V..-~v., 

is a very large job ahead in ~'-8 ~ greater 

will to participate more fully in the development . 

effort. 

As to balance of payments problems, it is 

perfectly true that these have led to the 

deterioration in the flow of resources from some 

of the rich countries to the poor, but I believe 

the rationale for these cut-backs is incorrect. 

Those re~ponsible for them believe that there is 

no distinction between capital outflows to other 

developed countries on the one hand, and outflows 

to the developing world on the other. I think 

they ·are wrong. Money "spent" on ·development is 

not a o~ce-and-for-all loss to the rich countries, 

for the simple reason that it does not stay in 

the developing nations' pockets. They cannot 

afford to hoard deutsch marks, or dollars, or 

gold. They must use the resources they receive 

to buy the products which only the developed world 

can supply. Funds invested in sound projects in 

\ 

the less developed countries therefore return 

very rapidly to the developed cou~trie• ia the ·. 

· \ f~ of or~era for gooda and aervicea. : 

I 
\ 

\ 
\, 

:I 
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'I 
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Of course, some advanced countries may make 

greater gains· than others from this return 

flow; those which can supply goods more 

• competitively benefit more than their less 

competit1ve n 1 hbor , But thio only und r 

lines the /fundamental point about the balance 

of payments disequilibria of the advanced 

countries - that they reflect the relative 

strength in world markets of the developed 

countries vis-a-vis ~ other. The fundamental 

point which must be stressed is that the developed 

world as a whole loses nothing ~y aid disburse

ment; indeed it almost certainly gains, as a 

result of the greater world economic activity 

by a transfer of this kind. 

l.c. ' The Bank's reputation rests on a number of factors. 

The firs~ of these is its s~ill as an investor. 
~ J~ ""'} ~ r:;(-t., Gf..,~ o/AS 

Over the yearsre have worked out extraordinarily 

effective procedures for appraising and evaluat-

ing the projects we finance, and for supervising 

,., . . 

.. 

them once a loan is made. These techniques are . 

constant~y ~~i~g"'':r=~~ and adapted to new · · J~l _ Au~ ..... 
~uJ_ ~ ~) ~ · 

fields of lending as we move into them. '1 
1 
~u ~0. · 

..{ ) ,. ' ~ 
~Al ~ ~ 

It is of course true that we shall in the .,c/vr ~ ~" 
~ 

··.future be financing projects in some countries which 

are just .beginning to develop, and whose level of 

'. 

"I 
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sophistication may be relatively low. But that 

is not a new situation for the Bank. To use 

one area of the world as an ex.ample, when we began 

lending in Latin America almost twenty years ago 

thoae ~ountriea knew very littl about projeQt or 

sectoral or national planning. But we worked with 

them, and others worked with them, and the results, 

while far from perfect, have really been very 

gratifying. Today most of the Latin American 

countries -- and many countries in other areas 

which started from the same low base -- have become 

very good at planning and carrying out development 

projects and programs.~ of the Bank's great 

· strengths bot~ in ifs operations and its reputation 

for soundness is that it works with borrowers over 

the long term. When it makes a loan, it doesn't 

write a check and walk away. It lives with the 

country and the project for many years. It concerns 
I 

itself with problems that may arise during construe-

tion, and later during operation. It advises, 

persuades, insists. The result is an evolving so-

phistication on the part of our borrowers. We have 
• 

already seen many of them develop great capabilities; 

and I am certain that as we move more deeply into 

some of the newer countries where we have not yet 

been very active the same learning process will 

occur. 

.; 
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Another ~spect of the Bank's expanded lend· 

ing program which has caused a good deal of 

interest - ~~ertain amount of cot~rn 

among investors is our commitment to involve our• 

enter into the new field of population control. 

Concern has been voiced that these are areas in 

which it is less easy to quantify the return on 

investment than those in which the Bank has 

traditionally involved itself.. This is only 

.partly true. The return on an investment in 

education is measurable, but indirect - it takes 

the form of a more skille~ new generation, with 

new capabilities to perform more complex tasks. 

But one can quantify this return by taking the 

output of a country which has received education 

loans, and comparing this to,what the output would 

have been if those loans had not been made. The 

incremental value is often considerable. Over and 

above this, it is important to bear in mind the 

conceptual point that the Bank makes loans to 

countries in the belief that the projects it 

supports will contribute to .the viability of 

entire national economies. Loans may similarly 

be thought of as being repaid out of the benefits 

accruing to the economy as a whole. I see no 

reason to reject in principle lending for educa-
1 

-~ .... .,.on or population control; the benefits of loans 
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for these purposes can be enormous. For example, 

in the field of population control, take two 

different developing countries with similar · 

standards of living, each with a birth rate of 40 

p r 1,000, Now eatimate wh t would h ppen i f th 

birth rate in one of those countries, in a period 

of 25 years, were to be halved . to 20 pe~ 1,000. 

The country which lowered its population growth 

would raise its standard of living 40t above the 

other country in a single generation. This is some 

measure of the benefits obtainable from population 

control investment. 

Finally, investors in our bonds have an ultimate ~ ' ; t e 

safegu.ard in the Bank 1 s uncalled capi tru{_ presently equal to 

more than $20 billion equivalen~ The Bank's Articles of Agreement 

provide that if the Bank is unable to meet its obligations to investors 

member countries can be called upon to make payments up to the 

amount of their capital stock subscriptions until such obligations 

are satisfied. 
----·~--- -- -·-- euwc•a "':'LPf"'C'!I!'z•e •a...,.· ·r.;a.' ..l'~nwe~ntioiaiUPUK~·'"'sL-GC:.iALfp~?-'r;ag'*• • ·J:ne pOSSl.D111ty Ot -

this eventuality occurring ~s highly unlike~y, but 

the protection to the investor is written into the 

Bank's constitution. This protection could only 

fail if one postulated the .simultaneous and complete 

economic collapse of all the solvent countries in 

the world /- in which case the relative .security of 

one investment or another would become an academic 
j · 

question. · 

I 

' I 

\ 
\ 
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·Question 2 • 

-8- ;A 1c-1 n--~') ~lf~,.,-
~have answered t~rticular question at 

some length, because ~elieve it to be of great 

importance to assurj/investors that expansion of 

the Bank's lending / in no way endangers their in-
·' I· 

vestment. The. expan&i:on-we are unde~ 

be entirely riskproof t~~han 
~-~ 

any bus~n~titution's expansion can· be 

~proof. ~I ~annot stress t1~o ---t-'~ . . 
r-~tA. . .-.J--c .jJ v--~4~ ~i 

strongly that investors in Bank bonds a~6ed/ ?~~ 
1 . J t-t~ 

against an, e\f'efttua,l4-t~ except-tbe.....c,.,..-~ 
· . lc,.--rM_ 

,P ei tihe •rhei-e 't'lod<i.!JJ-.~onomy./\ Hold-e s of bonds of 
, ~ ~ 

individual governments or corporatio s~ara a gObd 
1\. 

..--11tal less piOtec~-

Are you worried about the increasing debts of 

some developing countries? 

Answer 2. The Bank has always warned its member countries 

about the danger of running up too much debt, and 

we take the existing,~ebt burden of a country into 

account in evaluating its economy prior to making 

a loan. Fundamentally, the problem of debt is a 

problem of trade; the acceptable amount of debt a 

country can carry is intimately .associated with the 

health of its export business. For example, India ,, I 

I 

can only carry a greater amount of debt if it can ·I 
expand it·s exports ·to cover the cost of the pay-

menta it must make on the additional debt it wiahea 
>I 
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to incur. An increase in debt without an in-

crease in the debtor country's external earnings 

represents a dangerous trend. 

We at the Bank watch the debt situation 

of our dev lopin m b r oountr£ s with gi c 
care. In some cases the burden of debt becomes 

too great for the economy to stand, and the 

debt needs to be rescheduled. My own belief is 

that a liberalization of world trade and a determined 

effort at export diversification by the developing 

countries themselves are pre-requisites for the 

alleviation of the debt problem. We do our best . 

to encourage these gene~al remedies; we also try to 

make sure that our own loans to countries with debt 

problems are concentrated in sectors which either 

. earn foreign exchange directly by boosting exports, 

or which save the expenditure of foreign exchange 

by helping economic tmport substitution. 

The short term debt problem can best be 

alleviated by the provision of concessionary fi-

nance. This is essential if a number of developing 

countries which have particularly severe debt 

burdens are to keep up the momentum of their develop- · 

ment programs. Many of these cou~tries stmply cannot 

· afford to borrow the larg~ sums they need at the 

interest rate the Bank must charge ita borrowers 
• • . ..J 

• : ! • .-," 
I ,t,. 
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today, 6-1/2%. The Bank's instrument for surmounting 

this difficulty is the International Development 

Association (IDA) which is financed largely by grants 

from the developed countries. The present delay in 

the second replenishment of ·lDA's resources is 

little short of disastrous for those countries 

with a serious debt ·problem. 

How do you think the efficiency of the Bank' a 
I 

aid might be increased? 

Answer 3. The efficiency of the Bank's activities 

has been well proved over the last twenty years, 

and we are constantly working to increase it. 

Today, there are a number of kinds of development 

assistance which can have a particularly high pay-

off: one example is a sector of investment which 

the Bank considers extremely important -- agriculture. 

Recent breakthroughs in the development of high 

yielding strains of wheat and rice have made it 

possible .to obtain yields per acre two or three 

times as high as could have been produced with normal 

types of seed. It has also been found that the new 

high yielding varieties are particularly responsive 

to irrigation and fertilizer inputs. An important 

way to · i~crease the Bank' a· total impact on deyelop• 

ment, therefore, ·is to increase the proportion of 

\ . 
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that total represented by inve~tment in the new 

agricult~re . 

e "agricultural revolution" is 

there are other less 

but equal l vqluable ~ind§ of dev lopment 

which can yi ld a disproportionately hi 

activity is 

development. 

fail to produce of 

some unforeseen small in 

identification and 

relatively little and 

We can increase 

give by identifying 

pivotal areas in 

The 

the obstruction may coat 

\ enormous dividends. 

e e~ciency of the aid w~ 
conce"trating our help on 

process, where 

timely can yield 

return Massive aid 

roposition, assistance in bre~king 

strangle olds on development, providin member 

as 

es which have special problems wi\h technical 

stance •• these are three auch areas.\ 

• 
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Question 4. · What are 'the prospects for the areas in 

which you have said the Bank wishes to make a particular 

effort, education, agriculture and population control? 
• 

With regard to the latter, what criteria will you use 

in setting up programs, and how will you avoid adverse 

reactions on religious or ethnic grounds? 

Answer 4. In my speech to the Bank's Governors, I out-

lined the prospects for our agricultural and educa-

tional lending by saying that we intended to 

quadruple the volume of the former and triple the 

volume of the latter over the next five years. Aa 

far as population control i~ concerned, I should 

stress that this is a new field of operation for 

the Bank, and we are still working our way into 

the subject. The proc~ss of deciding how best to 

assist population control is n6t made easier by 

the fact that far too little research has been 

done on this subject anywhere in the world. 

But I must stress again that it is not the 

absolute size of a country's population which worries 

us, but its rate of population growth. We are, 

seriously concerned that the rate of growth of 
·. 

countries' populations should not be so high as 

to negate the rate of their economic development. 

For example, if a country's gross domestic product 

is rising at a level of 3~ per a~uum and population 

I 
! 
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at a rate of 2.5% per annum, there is painfully 

little room for the improvement in the standard 

of living which we as a development agency want 

to see -- an4 which humane pe~ple all over the 

world hope for, OY~ ~im i to ve ~hild n 

developing countries the possibility of growing 

up in a world where they can live with at least 
rft~ 

some mi-fti'lllum of human dignity. In some cases this 

can only be achieved by limiting the growth of 

population to levels with which countries' efforts 

to promote t~eir economic development can keep pace. 

We fully realize, of course, the religious 

and e~nic sensitivities in the area of population 

control. These pose thorny and difficult problems, 

but fundamental to our approach ·are respect for the 
I 

dignity of man and for the right of nations to 

determine their own approaches to the population 

question. We are resolved however that the dangers 

of rapid population growth must be pointed out, and 

we are determined to extend help when asked. 

Do you believe that your announced view of the 

World Bank as being at least as much a development institution 

as a bank d~inishes confidence in ita bonds in the money 

markets, and thereby creates problema for the Bank when it makea 

·bond iasues'l 

· ~~----· 

... _, 



Answer s. 

) Y't4-::y-, 
9) In the first half of the current fiscal year 

the Dank has raised $804 million equivalent in capital 

markets. This is. a large amount by any standards, 

and can hardly be taken as a sign of wavering in-

vestor. cOnfidence in the Ban~·~ !!rankly, I ~~~ () 
~ ~1-rJ~ 7L( ~~~ ~ 

~g-a~1r~~~ee ~~ intelligence of the lnterna-

·( ,. tional financial community to suggest that bankers li ;.( j 
~~n~~~~r~ and inves~ors are unawa~e of_ th~~ ~ . 

t/1,~~ t.,...,._f/_t . .._/1 "f~ ~ · ··~ ~- f'~l -4 -1-v~-~ ~ ~ .- ~A--r-
f\. portance to the world economy of righting the J ,.._(;_~ .. 
~•ist±Pg lopsided ~ate of growth of world prosperity. 

The financial community knows very well the potentially 

catastrophic situation created by the present tm-
, . .. 

balance between the rich and the poor nations. 

Development is good business, ultimately the best 

business 1of all, because it gives the world a chance 

of averting economic disaster. Bankers know this; 

they also know that our members' backing for our 

·obligations and our record as a successful investor 

make the World Bank's bonds an unimpeachably secure 

of investment. 

are problems of raising money 

in today's capital markets, but these are not unique 

to the World Bank. The two major elements of 

difficulty are the current exchange rate confusion, 

· and the general prevalence of inflation. Both these 

adverae~y affect sales of fixed interest bonds 

• 



I .. 
! 
I 
I 
I 
l 
I 
I 
I 
4 

. .. 

- 15 -

denominated in national currencies. Like any 

other major borrower, we may oc~asionally bite 

on the bad tooth, but our fund-raising program 

has been very successful so far under this year's 

difficult conditions, and I have every confidence 

that it will continue to be so. It is precisely 

because I respect the intelligence and the ability 

of the international financial community that I 

assert my confidence in the viability of the 

Bank's program over the next five years -- a 

program which anyone concerned with the orderly 

growth of prosperity on this planet cannot possibly 

fail to support. • 

I 

l ,.··. 
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To : Mr.. Robert S. HaNe.ma:ra 

From: Irving S. friedman 

Subject: Credi.tvorthineas S'tudi . s 

DB{}~! 

January 15, 1969 

You will reeall on December 11 I sent a memorandum to ou on 

ereditvorthi.ness studies, attaching a ~aft ot r•creditworthinees Analyeisn 

prepa.r-..d by Mr. de Vries. You were promised at that time that as soon as 

ve' bad finished one region!! probably the Western Hemisphere ~ we would send 

a memo to you on how the vork wu sh~ing up. I ,ra_m attaching a further 

memorandum from ~tt- . de Vrie on th1 subj et. 

I am hoping the.t this work will serve a number of purposes, of whieh 

one is to provide a. general analytical or J)Qt philosopbieal paper on 

ereditvorthiness as part of the new five-year program. 



Needless to ·sEey" muoh depends in tha future on the performance ot 

eountries in determining their tutur eredi tworthiness .. Mr. de ~rles , 

however, has based himself on the best va.ilable knowledge about the 

country as we know it now and wha.t we can foresee for the future on the 

basis ot on·~· goin~ ~:t polieies. I find partic-ularly interesting the 

attempt to stablish e. creditvorbtiness evaluation tor eaeh country since 

they do give us indications a.a to which countries we might reasonably be 

enabled to envisage which increase any Bank lending p:ro~rams a.nd still have 
that 

due re.gard to the risks falx the Bank takes 1n tuepanding conntriea to this 

criteria. 



. . 

b r • 

cc: Messrs . Friedman 
Adler 
.Valtz 

1 n) 10. 196 
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CREDI'IWORTHINESS EVALUATION OF SELECTED COUNTRIES 

1. The attached ~able presents information relevant to the 

Bank's creditworthiness evaluation of major countries. The information 

included is intended to summarize key elements in the evaluation; it 

does not constitute a comprehensive survey of all relevant factors. 

2. Section I of the Table contains information on the present 

position and projected trends over the coming five years in the country's 

official debt and official financing requirements. Section II contains 

information on the Bank's present and projected participation in the 

overall official financing. Section III gives a summar.y credi~orthiness 

evaluation in terms of the estimated tolerable maximum debt service ratio 

in 1973 and a schematic classification of the main types of debt servicing 

problem which the country may encounter. The evaluation in Section III 

is based on an overall appreciation of a wide range of factors relevant 

to the country's position and prospects and is not derived solely from 

the factors specified in Sections I and II. 

3. The projection data in Sections I and II have been taken from 

country statements for the last Five-Year Plan exercise or from sub

sequent economic reports. These statements and reports generally 

contain a Five-Year external financing flow which is considered 

appropriate for the country, given its present policies, economic 

position and prospects, its present and prospective debt burden and 

aid requirements. The creditworthiness evaluation in Section III is 
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based on a general review of information in these statements and 

reports and has been arrived at in consultation with Area specialists 

taking into account most recent developments. 

4. Section I specifies the following selected indicators: 

(i) Amount of public and . publicly guaranteed debt 

outstanding as of December 1967 and the rate of amortiza

tion on this debt over the period to December 1972. 

(ii) Export growth in the recent past and the projected 

growth to 1973 (columns 4 and 5). This is included as a 

basic indicator of the country's debt servicing capacity. 

(iii) Dependence on net external capital 1969-73. 

Increasing dependence on external finance for net capital 

requirements in conjunction with the country's existing 

debt service obligations will be indicative of increasing 

or diminishing future difficulty in coping with debt problems. 

5. The present level and projected growth in the gross official 

inflow. A rapid growth in the gross inflow requirement may indicate 

difficulties in raising the necessary volume of finance on appropriate 

terms. 

6. Dependence on concessionary finance (i.e. grants and loans 

with maturity over 30 years and interest rate 3% or below). The 

greater the dependence on concessionary finance, the greater may be 

the risk that the country experiences a setback in its projected 

external financing plan with possible consequences for its ability to 

service debt. 
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1. Liquidity. Debt crises are frequently caused or precipitated 

by the inadequacy of the country's freely available reserves (liquidity) 

to meet the contingency of temporary setbacks in its receipts of 

foreign exchange resources. These setbacks may arise from erratic 

movements in .the country's export earnings or from the volatility of 

its capital account receipts. Continued servicing of debt in situations 

of temporary decline in current foreign exchange earnings will depend 

on the adequacy of reserves. Columns 13 to 16 of Section I are intended 

to provide some indication of the safeguard against a possible liquidity 

problem. In these columns the level of present reserves (including IMF 

facilities), an estimate of the maximum contingent decline in export 

earnings and the projected debt servicing burden are all expressed in 

relation to export earnings. Where the potential decline in export 

earnings is large in relation to debt service claim and the basic 

reserve position a possible liquidity problem is indicated. The actual 

measures used for the liquidity indicators are specified in the footnotes 

to Section I. The basic reserve position shown in the Table relates to 

1968 reserves and exports. The indicator of export shortfall has been 

measured as the larger of the percentage downward deviations from trend 

in either a single year or in a consecutive two-year period over the 

years 1955-67. This measure has been chosen because it provides an 

indicator of the maximum shortfall on the basis of past experience and 

therefore an approximation to the upper limit of the contingency. A two

year limit to the export shortfall has been adopted since more continuous 

declines might indicate a structural rather than a liquidity problem. 
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8. Section II summarizes the present and projected Bank involve-

ment in external financing. Columns 17 to 21 indicate. the projected 

total amounts of gross official financing and projected Bank commitments 

and disbursements for the years 1969 through 1973. Columns 22 and 23 

show the amount of net Bank loans outstanding at 1968 and the projected 

amounts outstanding in 1973, assuming that the Bank's Five-Year loan 

targets are met. Columns 24 through 27 show actual 1968 and projected 

1973 service payments to the Bank in dollar amounts and as a proportion 

of total debt service on total official borrowing. 

9. Section III identifies critical elements in creditworthiness 

evaluation: 

(a) Column 28 shows an estimated maximum tolerable debt 

service ratio derived on the basis of a broad assessment of 

the country's present and prospective balance of payments 

problems. This column should be compared with the 1968 and 

1973 ratios in order to gauge the leeway the country has in 

its debt management. 

(b) The following main categories of debt servicing 

probl ms which the country may encounter: 

(i) Control of medium-term credits critical. This 

covers situations in which the proportion of medium

term credits (particularly suppliers' and commercial 

credits) is such as to indicate that debt servicing 

may be jeopardized unless the country was able to 

acquire a larger proportion of its financing needs 

on relatively softer terms. 
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(ii) Liquidity crisis indicates situations in which 

the present reserve position and likely contingency 

in export shortfall in relation to debt servicing 

obligation may suggest difficulty in mobilizing 

foreign exchange resources. 

(iii) Difficulty in obtaining project loans due to 

inadequate project preparation resulting in the 

country having to have recourse to external financing 

on less favorable terms. 

(i v) Difficulty in obtaining program loans or loans 

on other concessionary terms. Where such difficulty 

is possible, the country's development plan may be 

jeopardized or it may have recourse to borrowing on 

terms which aggravate its debt servicing burden. 

10. The final two columns summarize the various aspects of risk 

by indicating the likelihood of a need to a refinancing or rescheduling 

arrangement, either including or excluding IBRD debt. The risk is 

specified as low, medium or high. This represents an approximate 

judgment and does not indicate a precise probability. 

Creditworthiness Studies Unit 
January 9, 1969 



SUMMARY TABLE - WESTERN HEMISPHERE 

I. S E L E C T E D I N D I C A T 0 R S 
Amortiza-

Outstanding tion Payments Dependence on Net f2. 
Public furing EXport Growth {1_ External Capital Gross Official Financing 

Countries a~~~eA~d ~~6~%~~ ~~~= (Average) ~~~~3 (Avera~elf /6 1962-66 1969-73 %1~b~~~~se 
--- ofl~iu~~) ~:~~gt~b. 1962-66 & 1969-73 ($mil.) Imports- ~~=~r~lli~~=~:!: 1962-66 

Ehd of 1967 
(1) (2) (3) (4) (5) (6) (8) (9) (lo) 

Argentina 2,407 60 5. 7 5.8 -8 /16 129,8 163 26 

Brazil 3,469 43 5.8 5.1 604 23 488.4 /19 730 50 

Chile 1, 725 37 18.3 /21 9.6 /21 104 10 /22 234.4 205 -12 

Colombia 1,118 31 4.0 9.5 283 /25 27 123.7 /25 250 102 

Mexico 2,648 57 7.6 9.0 385 13 58o 

Peru 968 8.3 /28 5.4 /28 198 18 68.4 177 159 

II, B A N K PARTICIPATION 

Gross Official Financing /11 
Non-Concessional -

Net Bank Service Payments to Bank in 
Position 1968 1973 

1968 /12 1973 /12 Amount/13 % of Amount/13 % of 

Concessionary Aid /7 Liguidi ty 
1969-73 (Average) Basic /8 Largest Z2. 

% of Gross Reserv;- Consecutive 
Amount Official Position E>cp. Decline Debt Service /10 

( $ mil.) Financing 1968 Since 1955 l2§§. 197 3 
-- ------- Percentage o£ &ports ---------

(11) (12) (13) (14) (15) (16) 

60 to 84 /17 9 . 7 27 .o /18 15 /18 

40 22 to 39 12.0 23.8 /20 22.8 LgQ 

83 40 30 to 37 /21 13.5 31.2 /23 19.2 /23 

45 18 24 to 30 10.7 12.6 15.9 

31 to 42 /26 8.3 21.8 (I]_ 17.3 

55 31 17 to 25 /28 16.8 12.0 /29 10.8 

III. C R E D I T W 0 R T H I N E S S E V A L U A T I 0 N 
Estimated 
Tolerable 

Risks 
Di.fficulty 

Maximum Control of in Obtaining 
Debt Med.-Term Liqui- Program Loans 

Of Debt Refinancing 
furing 5-Year Period 

1969 197o 1971 1972 197J ==----==- $ iiiiTfion ==----== ==-$ m111i0il-== ($ m11.r Total/14 ($ m11.r Total/14 
Service Credits dity Project or Other Concee- Excluding 

Ratio / 10 Critical ~ Loans siona.ry Terms IBRD /15 
Including 
IBRD /15 

(17) 

Argentina (Total 244 
(Bank Commitments 90 
(Bank Di.sbursements 24 

Brazil (Total 554 
(Bank Commitments 75 
(Bank Di.sbursements 59 

Chile (Total 119 
(Bank Commitments 30 
(Bank Disbursements 32 

Colombia (Total 225 
(Bank Commitments 110 
(Bank Disbursements 40 

Mexico (Total 700 
(Bank Commitmmts 105 
(Bank Di.sbursemmts 43 

Peru (Total 133 
(Bank Commitments 17 
(Bank Di.sbursments 19 

(18) 

171 
90 
48 

565 
185 
106 

114 
48 
24 

200 
95 
50 

700 
35 
64 

122 
40 
18 

(19) 

127 
120 

63 

733 
180 
130 

113 
38 
28 

200 
119 

80 

500 
90 
68 

123 
40 
20 

(20) 

122 
50 
72 

778 
175 
147 

120 
35 
34 

200 
85 
86 

500 
100 

69 

119 
60 
26 

(21) (22) (23) 

152 109.3 365.3 
75 
79 

821 167.9 685.9 
250 
161 

141 
25 
29 

92.1 200.1 

200 291.0 534.0 
70 
78 

500 483.4 680.4 
100 

81 

114 128 .2 212.2 
50 
32 

(24) (25) (26) (27) (28) (29) (Jo) (31) (32) {JJ) (34) 

12 31 10 20 L 

22 65 11 25 M 

12 20 10 20 L 

30 32.7 54 30.8 20 

49 9.3 68 11.3 20 L 

12 12.6 /30 19 17.3 11 

See Footnotes on page 2, 



/1 
72 

/3 
74 
7> 
76 
77 
78" 

/10 
7IT m m 
714 

/15 m m 
ror 
7i9 
720 m 
722 m 
/24 

/25 
726 m m 
729 

/30 

- 2 -

Including undisbursed loans. 
Amortization payments during 1968 to 1972 against loans procured up to 1967, as a percentage of 

outstanding public debt at the end of 1967. 
Of goods and non-factor services. 
Based on 3-year moving averages for 1962-1966. 
Public and private capital. 
Imports of goods and non-factor services. 
Grants and loans of over 30 years maturity. 
The percentages are normally with reference to 1968 exports of goods and non-factor services.• 

Reserves as of September 1968 for Colombia, August 1968 for Argentina, Brazil and Chile, and 
July 1968 for Mexico and Peru. Basic reserves include gold and gross foreign exchange holdings 
of Central Banks or Monetar,y Authorities and facilities available under IMF 1 s Compensator,y 
Financing Scheme; in addition for working out maxima and minima of the ranges indicated, "basic 
reserves" include "Gross Fund Position" and "Gold Tranche Position" respectively (source for 
basic reserves- IFS November 1968). 

Of goods and services (including factor services); these percentages represent declines from trend 
values (established with reference to logarithmic trend equation). The maximum percentages normally 
relate to consecutive years of declines. Only in those cases where the year of maximum percentage 
decline is neither followed nor preceded by annual decline that the figures indicated in Col. 14 
relate to one year. These years are 1961 for Argentina, 1962 to 1963 for Brazil and Chile, 1961 to 
1962 for Colombia and Mexico and 1958 to 1959 for Peru. 

The percentages in columns 15, 16 and 28 are normally with reference to exports of goods and non-factor services. 
Bank commitment and disbursement figures in columns 17 to 21 are on financial year basis. 
Net Bank loans outstanding (including undisbursed) as at the close of June 1968 or June 1973. 
During July 1968 to June 1969 or July 1972 to June 1973. 
Percentage of total public debt service in 1968 or 1973; for Argentina and Chile the percentages are with 
reference to total debt service changes (public and private). 

In columns 33 and 34 "L" stands for 'low', "M" for 'medium' and "H" for 'high'. 
Minus sign indicates net outflow of capital. 
As a percentage of exports of goods. 
Including service on private debt and with reference to exports of goods and service~. 
Includes some unguaranteed private capital which is not separately identifiable. 
EKcludes IMF p~ents and is with reference to exports of goods and non-factor services. 
Refers to exports of goods less net factor payments. 
Imports of goods and net factor services. 
Including service on private debt and as a percentage of exports of goods less net factor 

pqyments (other than interest charges). 
The problem of control of medium-term credits (including supplier credits of less than 8 years) 

is comparatively less critical. 
Including net transfer receipts. 
As a percentage of exports of goods and services. 
Provisional and as a percentage of exports of goods and services. 
With reference to exports of goods and services less factor payments. 
Provisional for 1967; as a percentage of exports of goods and services net of factor pqyments 

(other than interest pqyments on public debt). 
Provisional. 

Januar,y 9, 1969 
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OFFICE MEMORANDUM 

TO: Files DATE: December 30, 1968 

FROM: Barend A. de Vries 

SUBJECT: Discussions of Draft Paper "Credi ttvorthiness Analysis 11 

1. This note summarizes some of the questions and 
issues that have come up in the course of discussions with 
Area Departments of t~e December 1! draf • 

(a) The paper states (para. 7) that the Bank 
cannot as a rule expect to be in a preferentia position. 
In pract1.ce, e, tm Bank-nra see obtain 
preference and has succeeded in getting it. Many Part I 
member governments seem to assume that we have a pre
ferential position. The Bank's dependence on the capital 
market may also require that it obtain preference. In 

I\ 
creditworthiness analysis we should, however, assume that 
the Bank cannot count on bein in a preferential si tion: 
this implies a more severe creditworthiness test. Further
more, in situations where the Bank is no longer a 
marginal provider of capital 1t will also, in practice, 
be impossible to maint-ain a preferenliial posttton. 

(b) Either the ~gu=l.::..:. d=e:;l=i=n::-e~~~-=-=-~ 
discussion of this pa er should clarify what risks 
the Bank should be re ared to under a e ing 
operations. Following are some re 
questions: 

f 

(i) The paper states (para. 8) that the Bank 
is able to assume the full risk of suspension of 
debt service caused by worldwide depression, wide
spread internal co catastrop e.s. 

(ii) Risks increase with dependence on 
external cap· 1. uat1.ons w ere dependence 
is high are potentially risky. Basically the 
ques ion l.S w e l. l.S worthwhile for the Bank 
to assume the risks involved in a situation. The 
memorandum {paras. 12, l).b. and 15) assumes that 
the Bank's assessment be based on countries' present 
policies an a reasonable expectation of policies in 
the irnmed1.a e future. This approach implies risking 
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the consequences of policy reversals in the future. 
Speci ~cally a reversa may quickly dissipate a 
country 1s reserve position, its access to secondary 
liquidity and may weaken its ability to cope with ' 
short-term fluctuations. The · k o ~ · · 
dity crises is articularl crucial since they we 
the immediate cause of most past debt crises. 
This risk is, of course, higher when debt burdens 
are high in relation to potential set backs, for 
example, in export earnings. If the Bank is 
willing to assume the risk of future policy 
reversals, its decisions are based on present 
policies and little use is served by speculating 
about the likelihood of future political ch~ges. 
On the other hand, particularly as our position 
in potentially risky situations increases, l.Je 'tvill 
do well to observe the Bank 1s 11 stake" over a S-
year period, based on present lending plans. 
FurtheTimore, we should stand ready to scale back 
our plans should policies deteriorate. 

(iii) Wha~uld be the Bank's attitude 
toward the risk of revolution? Staff following 
developmen s ~n cer a~n countries see clear 
danger signs ahead. In countries like Ethiopia 
and the Philippines they may even consider a 
revolution, including agrarian reform, desirable. 
But "revolution" and "reform" may brin to ower 
forces hie are hostile to external interests 
and external debt or may cause severe liquidity 
crises. In cases such as these the econo~~c 
report would normally identify the key problems 
in the country 1s development and discuss whether 
the Government is taking sufficient action to 
cope with them. Where the Government is sufficiently 
deficient, in this respect, the Bank may well be 
assuming an unjustifiable risk if it were to lend 
up to the amounts which would look safe on liquidity 
grounds alone. Creditworthiness considerations 
suggest limiting lending by linking it to basic 
reform in cri-tt 1: sec ors. ga~n decisions would 
be based on ongoing policies. 

The long-tenm projections have been kept 
But they are lon -term and therefore s eculative. 

Where we fee uncertain about our present parameters (e.g. 
savings trends) and data (e.g. national income accounts), 
the projections may have to be even simpler (e.g. limit 
them to the balance of payments) • Where possible we would 
want to check the long- term trend in imports against GDP 



Files 

!/ 

1 
• 1 

- 3 - December 30, 1968 

and c.omponents {investment, industrial production, etc.). 
want to undertake long-ter.m projections 

on count assessment is made. And then 
perhaps only in cases where there is consiaera le risk; 
or where the present and/or prospective debt burden is 
high; these cases to be identified more precisely in 
the next draft. When th~ hi risks an~ we eel 
we know so little that we cannot state what the longer 
term trends are, perhaps the uncertainty reflects our 
doubt as to the country 1-s creditworthiness • 

(d) Thus far we have left open the question 
whether the paper will eventually become an operational 
memorandum. The purpose is a paper that will provide 
effective guidance to economists in analyzing credit
worthiness. The paper should remain under review in 
light of experience gained. 

(e) The assessment of a country 1 s cred.i tworthiness 
should bring out somewhat more explicitly the items 
suggested in Section III of the draft. Given the speed 
with which green cover economic reports must often be 
converted into grey cover, it may be desirable to 
include the more candid discussion of creditworthiness 
issue in an economic policy memorandum. The analytical 
support for the policy memorandum should, of course, 
come in the appropriate sections of the economic report. 
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TO Mr. l-Iulley OATc1 October 22, 1968 

FROM 

SUBJECT : Euro-dollar Interest Rate Series 

As promised attached is a time series for end of week 
call deposit and three month euro-dollar deposit rates in London. 
The London 1 year u.s. dollar CD rates are published· only since early 
October--apparently the market in this paper were unrepresentatively 
small before this time. However, the following two quotations give 
some idea of the close link between the euro-dollar deposit rates and 
the CD rates . 

"London dollar -CDs are issued to non-residents of 
the United States for 1 to 12 months, at rates 
generally 1/8 per cent point below comparable 
Euro-dollar deposit rates". 
(p . 417, The Banker, May 1967 issue). 

"Certificates are issued with a comparatively low 
minimum. denomination { $25,000) and yield about 
1/8 per cent less than the corresponding euro-
dollar maturity. " · 
(p.l58, BOE Quarterly Bulletin, June 1968 issue). 

We cannot find a representative series of 3 year euro
dollar deposit rates--these rates are apparently open to negotiation. 
One New York bank gave me a recent quotation that was being offered· 
(not by that ;particular bank) in London in early October. 

I hope these will-be of some--help to you. 

Attachment 

<1! . 

:ill'. r 
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Euro-Dollar Deposits 

Call Notice Three months . 

July 5 6 3/8 - 6 7/8 6 11/16 - 6 13/16 
12 , 5/8 _ 6 1/w 6 5/16 - 6 7/16 
19 5 3/8 - 5 7/ a 6 3/8 - 6 5/8 
26 ·5 3/4 - 6 1/4 6 3/16 - 6 5/16 
31 6 1/8. - 6 5/8 6 1/4 - 6 3/8 

August 2 5 5/8 _ 6 1/w 5 5/8 - 6 1/8 
9 5 5/8 - 6 1/ a 5 15/16 - 6 1/16 

16 5 1/2 - 6 6 - 6 1/8 
23 5 5/8 - 6 1/8 6 - 6 1/8 
30 6 - 6 1/8 6 1/8 - 6 1/4 

September 6 5 5/8 - 6 1/8 6 1/16 - 6 3/16 
13 5 1/2 - 6 5 13/16 - 5 15/16 
20 5 - 5 1/2 5 13/ll> - 5 15/li) 
27 5 1/8 - 5 5/8 6 - 6 1/8 
30 5 1/8 - 5 5/8 6 3/16 - 6 5/16 

October 4 5 5/8 - 6 1/8 6 5/16 - 6 7/16 
ll 5 3/4 - ~ 1/4 6 - 6 1/2 

~ Previous day. 

' \ 

~-· 

October 22, 1968 

.,. .. 1 Year Denominated 
in Dollars 

1 Yr. CD 3 Years 

6 9/16 - .6 11/16 6 '3/8 - 6 5/8 

;, 
I .. 

I ' 
i. 
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TO Mr. Hulley OATEt October 22, 1968 

FROM David Williams ~ 

SUBJECT I Euro-dollar Interest Rate Series 

As promised attached is a time series for end of week 
call deposit and three month euro-dollar deposit rates in London. 
The London 1 year U.S. dollar CD rates are published· only since early 
October--apparently the market in this paper were unrepresentatively 
small before this tUme. However, the following two quotations give 
some idea of the close link between the euro-dollar deposit rates and 
the CD ra~es. 

"London dollar CDs are issued to non-residents of 
the United States for 1 to 12 months, at rates 
gener ally 1/8 per cent point below comparable 
Euro-dollar deposit rates". 
(p.417, The Banker , May 1967 issue} • . 

"Certifica.tes ·are issued with a comparatively low 
minimum denomination ($25,000) and yield about 
1/8 per cent less than the corresponding euro
dollar maturity. " 
(p.158, BOE Quarter1y BuLletin, June 1968 issue) . 

We cannot find a representative series of 3 year euro
dollar deposit rates--these rates are apparently open to negotiation. 
One New York bank gave me a recent quotation that was being offered· 
(not by that particular bank) in London in early October. 

I hope these will be of some help to you • 

. Attachment 

r 



July 5 
12 
19 
26 
31 

August 2 
9 

16 
23 
30 

September 6 
13 
20 
27 
30 

Euro-Dollar Deposits 

Call Notice Three months 

6 3/8 - 6 7/8 6 11/16 - 6 13/16 
5 5/8 - 6 1/~~/ 6 5/16 - 6 7/16 
5 3/8 - 5 7/~ 6 3/8 - 6 5/8 
·5 3/4 - 6 1/4 6 3/16 - 6 5/16 
6 1/8. - 6 5/8 . 6 1/4 - 6 3/8 

5 5/8 - 6 1/~~1 5 5/8 - 6 1/8 
5 5/8 - 6 1/~ 5 15/16 - 6 1/16 
5 1/2 - 6 6 - 6 1/8 
5 5/8 - 6 1/8 6 - 6 1/8 
6 - 6 1/8 6 1/8 - 6 1/4 

5 5/8 - 6 1/8 
5 1/2 - 6 
5 - 5 1/2 
5 1/8 - 5 5/8 
5 1/8 - 5 5/8 

6 1/Jn - 6 3/16 
5 13/ 16 - 5 15/ J.6 
5 13/16 - 5 15/16 
6 - 6 1/8 
6 3/16 - 6 5/16 

October 4 5 5/8 - 6 1/8 6 5/16 - 6 7/16 
. ll 5 3/4 - 6 1/4 6 - 6 1/2 

y Previous day. 

~·· 

October 22, 1968 

1 Year Denominated 
in Dollars 

1 Yr . CD 3 Years 

6 9/16 - 6 11/16 6 3/8 - 6 5/8 

r . 

• . 



1quid prov1ncial - rather than · city -banks. 

THE INTERNATIONAL BOND MARKET 

TI1e flood of D~1-denominated issues continues. Preliminary figures 
indicate that at ieast $168 million of DM issues will be offered by 
foreign borrm·Iers during October. This follows an average of nearly 
$270 million in each of the preceding thr ee months. Since mid-year, 
OM-denominated bonds have accounted for over half of total new issue 
volume in the international bond market, con~ared with less than 20% 
in the first half of 1968. Despite this heavy activity, secondary 
market yields on th ese bonds have declined: for example, the average 
yield on 10- to 20-year, DM bonds of U.S. companies dropped 11 basis 
points - to 6.23% - between the end of August and mid-October. How
ever, some market observers feel that German investors, who have been 
purchasing a large portion of these D~I issues, may become increasingly 
selective. 

Although new issue activity in U.S. dollar-denominated bonds has 
been fairly moderate since August, it now appears to be picking up. 
More U.S. dollar bonds will be floated in October - at least 
$185 million - than in Au~1st or September. The market for straight
debt U.S. dollar issues,: in particular, continues to show improvement. 
Average secondary market yields of U.S. companies' U.S. dollar
denominated five-year notes and 10- to 20-year bonds declined from 
their end-August levels - by 8 and 9 basis points respectively -
to 6.67% and 7.07% on October 11. Earlier this month, a U.S. company 
offered a $12.5 million, 7%, five-year note issue, priced to yield 
7.24%. Two 12-year issues - one for $20 million with a semiannual 
coupon and another for $40 million with an annual coupon - are planned 
by U.S. companies for later this month. Both issues are expected to ' 
be offered with 7% coupons, priced at a discount. 

International Bond Issues in 1968 - (in U.S. $ miZZions) 

Quarters 
Oct.P I II III Aug. ~ 

Total New Issue Volume 876 1,276 1,411 413 404 438 
U.S. Dollar 643 854 540 140 100 185 
German ~lark 101 279 809 248 275 168 
Other 132 143 62 25 29 85 

U.S. Companies 561 819 380 90 90 217 
Other 315 457 1,031 223 314 221 

Straight Debt 415 513 956 318 304 380 
Convertibles 461 763 455 95 100 58 

Jan. -Oct .P 
4,001 
2,222 
1,357 

422 

1,977 
2,024 

2,264 
1,737 

l 
I 
I . ~ 

l 

I 

I 



- vii -

TABLE III 

COMPARKfiVE LONG-TERM BOND YIELDS* 

Government Bonds Corporate Bonds ' 
•r . ~ 
" . ' . 

Sep. June Aug. Sep. Sep. June Aug. Sep. 
. : 

1967 1968 1968 1968 1967 1968 1968 1968 i' .\ ;l 

DOMESTIC ISSUES 

Belgium 5.28 5.12 5.13 5.19 5.92 5.96 5.65 5.72 
France 5.73 5.94 5.96 5.95 7.35 7.72 7.40 7.49 
Gennany 6.90 6.68 6.59 6.54 6.95 6.65 6.42 6.43 
Italy 4:86 4.76 4.63 4.57 6.92 7.08 7.19 7.19 
Netherlands 5.96 6.32 6.37 6.26 6.66 6.84 6.93 6.85 
Denmark 9.34 8.79 8.82 8.82 
Norway 4.97 4.95 4.99 4.89 5.83 5.75 5.76 5. 75 
Sweden 5.95 ... 6.29 L 6.31 6.33 6.53 7.04 7.05 7.06 
Switzerland 4.32 4.35 4.35 4.34 4.93 4.91 4.90 4.91 
United Kingdom 6.85 7.75 7.46 7.46 7.61 8.39 8.35 8.36 
Australia 5.25 5.22 5.25 5.25 7.50 7,75 7.75 7.75 
South Africa 6.48 6.46 6.48 6.46 7.25 7.50 7.50 7.50 
Japan 6.97 7 .OS 7.07 7.08 8.1Q 8.77 8.03 8.09 
Canada 6.19 6.62 6.43 6.60 7.43 8.05 7.84 7.82 
United States 5.14 5.33 5.18 5.24 5.90 6.47 6.21 6.25 

S~p. June Aug. Sep. !~ ·~ 
INTERNATIONAL ISSUES 1967 1968 1968 1968 ll 

~ f' 

u.s. Companies 
5-Year Dollar-Denominated Euro-Notes 6.06 7.56 6. 75 6 ~ -61 

10- to 20-Year Dollar-Denominated Euro-Bonds 6.47 7.57 7.16 7.07 
10- to 20-Year OM-Denominated Euro-Bonds 6.34 6.39 6.34 6.22 
10- to 20-Year SwF-Denominated Bonds 4.90 5.12 5.15 5.08 

European Companies 
10- to 20-Year Dollar-Denominated Euro-Bonds 6. 75 7.79 7.35 7.22 l• 

10- to 20-Ycar OM-Denominated Euro-Bonds 6.22 6.22 6.02 6.22 
i· 
~ 
~ 

'Governments 
10-:- to 20-Year Dollar-Denominated Euro-Bonds 6.59 7.61 7.11 ' 7.01 

. )' 

* Explanation of rates and . yields appears on pages viii and ix. Yields at or 
near the end of the month. 

.. ~ 
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KEY TO INTEREST RATES AND BOND YIELDS 

USED IN TABLES AND CHARTS 

BELGIUM: 
Day-to-Day Money Rate - call money. 
3-Month Treasury Bills - 3-month Treasury certificates. 
Other Money Market Rate - 4-month Fonds des Rentes 

certificates. 
3-Month Bank Deposit Rates - special maximum rate for 

sizeable time deposits. 
Bank Lending Rate to Prime Borrowers - prime overdraft 

rate. 
Long-Term Goverrunent Bond Yields - Kredietbank 10-20 

year government bond average yield net of withholding 
tax. 

Corporate Bond Yields - Kredietbank 10-20 year private 
bond average yield net of withholding tax. 

Stock Prices - Brussels Bourse Industrial Share Index. 

FRANCE: 
Day-to-Day Money Rate - call money against private paper. 
3-Month Treasury Bills - !-year Treasury bills. 
Other Money Market Rate - rate for 3-month interbank money 

against private paper. 
3-Month Bank Deposit Rates - 3-month time deposits. 
Bank Lending Rate to Prime Borrowers - overdraft rate for 

prime borrowers, including a commission of 0.05% per 
month on highest debit balance during the month, which is 
equivalent to about 0.60% per annum. 

Long-Term Gove~nent Bond Yields - INSEE tax-adjusted yield 
on 5% government perpetual bond. 

Corporate Bond Yields - INSEE tax-adjusted average yield on 
outstanding private corporation bonds. 

Stock Prices - Paris 52 Industrial Shares Index. 

GERMANY: 
Day-to-Day Money Rate -· interbank call money. 
3-P~nth Treasury Bills - effective yield on 60-90 day 

Treasury Bills applying to sales by German central bank. 
Other Money Market Rate - 3-month interbank deposits. 
3-Month Bank Deposit Rates - 3-month time deposits of large 

amounts. 
Bank Lending Rate to Prime Borrowers - approximate effec

tive approved overdraft rate for prime borrowers. 
Long-Term Government Bond Yields - "FAZ" 7% public authority 

bond average. 
Corporate Bond Yields - "FAZ" 6.% industrial bond average. 
Stock Prices - Herstatt Index. 

ITALY: 
Day-to-Day Money Rate - none available. 
3-Month Treasury Bills - none available. 
Other Money Market Rate - interbank deposits. 
3-Month Bank Deposit Rates - 3-month time deposits of 

L.lOO million or more. Higher rates may be negotiated 
for large deposits. 

Bank Lending Rate to Prime Borrowers - unsecured overdraft 
rate, including a commission of 0.125% per quarter on the 
maximum ~ount outstanding for more than 10 days during 
the quarter, which is equivalent to about 0.50% per annum. 
Lower rates may be negotiated by prime borrowers. . 

Long-Term Government Bond Yields - 5% government perpetual 
bond. . 

Corporate Bond Yields - average yield on ten industrial bonds. 
Stock Prices - "Il Sole" Industrial Index (Milan). 

NETHERLANDS: 
Day-to-Day Money Rate - open market call money in Amsterdam. 
3-Month Treasury Bills - 3-month Treasury bill yields. 
Other Money Market Rate - 3-month municipal loans. 
3-Month Bank Deposit Rates - 3-month time deposits of large 

amounts. 

NETHERLANDS (Continued): 
Bank Lending Rate to Prime Borrowers - overdraft rate for 

prime borrowers. 
Long-Term Government Bond Yields - C.B.S. average yield on 

nine 3% to 3 1/2% government bonds. 
Corporate Bond Yields - C.B.S. average yield on three 4 1/2% 

to 4 3/4% private corporate bonds. 
Stock Prices- A.N.P.-C.B.S. Industrial Index (Amsterdam). 

DENMARK: 
3-Month Bank Deposit Rates - time deposit of 3-month notice. 
Bank Lending Rate to Prime Borrowers - lowest rate for com

mercial bank loans and advances. 
Long-Term Government Bond Yields - 4 1/2% Government bond 

of 1997. 
Long-Term Corporate Bond Yields - none available. 

NORI'/AY: 
3-Month Bank Deposit Rates - 3-month time deposits. Higher 

rates may be negotiated for 6-month or more time deposits 
of large amounts. 

Bank Lending Rate to Prime Borrowers - overdraft rate 
including a charge of 0.25% per quarter on the totai 
line of credit. 

Long-Term Government Bond Yields - 5% Government bond of 
1996. 

Long-Term Corporate .Bond Yields - 5 3/4% Dalen Portland
Cement bond of 1969-84. 

SWEDEN: 
.Day-to-Day Money Rate - none available. 
3-Month Treasury Bills - yields on new issues of 

3-month Treasury bills. 
Other Money Market Rate - none available. 
3-Month Bank Deposit Rates - deposits at 4-month notice. 
Bank Lending Rate to Prime Borrowers - overdraft rate 

for prime borrowers, including a fee of 1% per annum 
on the total amount of credit authorized. 

Long-Term Government Bond Yields - yields on 15-year 
government bonds. 

. Corporate Bond Yields - Central Statistical Bureau 
averag: yield on corporate industrial bonds. 

Stock Pr~ces - Stockholm Industrial Index. 

SWITZERLAND: 
Day-to-Day Money Rate- call money. 
3-Month Treasury Bills - none available. 
Other Money Market.Rate- 3-month bank time deposit. 
3-Month Bc;nk Depos~t Rates - 3-month time deposit. 
Bank Lend~ng Rate to Prime Borrowers - overdraft rate 

for prime borrowers, including a commission of 0.25% 
per quarter on the highest debit balance during the 
quarter, which is equivalent to about 1% per annum. 

Long-Term Government Bond YieLds - Swiss Confederation 
bond average. 

Corporate Bond Yields - average of yields on outstanding 
bonds ~f four 17ading Swiss companies. 

Stock Prices - Sw1ss Bank Corporation Index. 

UNITED KINGDOM: 
Day-to-Day Money Rate -day-to-day loans. 
J-Month Treasury Bills - 91-day Treasury bills at tender. 
Other Money Market.Rate- 3-month local authority deposits. 
3-Month Bank Depos~t Rates - 3-month time deposits 
Bank Lending ~ate to Prime Borrowers - unsecured o~erdraft 

rate for pr1me borrowers. 
Medium-Term Government Bond Yields - S% Exchequer Stock 

of 1976-78. 



UNITED KINGDOM (Continued): 
Long-Term Gove2~ent Bond Yields - 2 1/2% Consols. 
Corporate Bond Yields - "F.T."-Actuaries 20-year debentures 

and loans. 
Stock Prices - "F.T."-Actuaries 500 Shares Index. 

AUSTRALIA: 
Day-to-Day Money Rate - approximate effective interest 

rate in the authorized short-term money market. 
3-Month Treasury Bi Us - yields on new issues of 

Treasury notes. 
Other Money Market Rate - 3-month prime finance company 

paper. 
3-Month Bank Deposit Rates - 3-month time deposits. 
Bank Lending Rata to Prime Borrowers - maximum overdraft 

rate. Rate for prime borrowers may be 0.25% to 0.75% 
lower. 

Long-Term Government Bond Yields - 20-year government bonds. 
Corporate Bond Yields - A.U.C. indicated long-term 

secured debentures. 
Stock Prices - Sydney All Ordinaries Index. 

SOliTH AFRICA: 
Day-to-Day Money Rate - National Finance Corp. call 

money rate. 
3-Month Treasurd Bills - 3-month Treasury bills at 

tender. 
Other Money Market Rate - 90-day bank acceptances. 
3-Month Bank Deposit Rates - 3-month time deposits at 

merchant banks. 
Bank Lending Rate to Prime Borrowers - minimum overdraft 

rate. 
Long-Term Goverr~ent Bond Yields . - 6% Government bonds 

of 1985. 
Corporate Bond Yields - an approximate yield based on 

average yields of long-term bonds of the semi-public 
ESCOM, plus 1/2%. 

Stock Prices - Financial Mail Industrial Index 
(Johannesburg) • 

JAPAN: 
Day-to-Day Money Rate - Tokyo call money, unconditional. 
3-Month Treasury Bills - yield on 60- to 62-day non

interest bearing discount government bills. 
Other Money Market Rate - average yield on 1-year 

discount ba~k debentures, computed by Bank of Japan. 
3-Month Depos~t Rates - 3-month time deposits. 
Bank Lending Rate to Prime Borrowers - average rates on 

loans and discounts of city banks, computed by Bank 
of Japan. In addition, compensating balances may be 
required. 

Long-Term Government Bond Yields - yield on 6 1/2% 
Nationa Government Bond of February 1973. 

Corporate Bond Yields - average of yields on out
standi~g NT&T interest-bearing debentures. 

Stock P~ces- Dow Jones Industrial Average (Tokyo). 

CANADA: 
Day-to-Day Money Rate - chartered banks' day-to-day 

loans. 
3-Month Treasw:•y Bills - 3-month Treasury bills at 

tender. 
Other Money Market Rate - 3-month prime finance company 

paper. 
3-Month B~k Deposit Ra~es - 3-month time deposits. 
Bank J:e~tdz.ng Rate to Prime· Borrowers - prime rate. In 

add1t1on, compensating balances are sometimes required. 

- ix -

CANADA (Continued): 
Long-Term Government Bond Yields - Bank of Canada average, 

yield on all direct government bonds 10 years or over. 
Corporate Bond Yields - McLeod, Young, Weir average yield 

on ten industrial bonds. 
Stock Prices - Toronto Stock Exchange Industrials Index. 

UNITED STATES: 
Day-to-Day Money Rate - effective federal funds rate. 
3-Month Treasury Bills - 3-month Treasury bills. 
Other Money Market Rate - 3-month prime finance company 

paper. 
3-Month Bank Deposit Rates - 3-month negotiable 

certificates of deposit issued by Morgan Guaranty 
Trust Company. 

Bank Lending Rate to Prime Borrowers - minimum short
term commercial loan rate of Morgan Guaranty Trust 
Company. In addition, compensating balances are 
required. 

Long-Term Government Bond Yields - Morgan Guaranty 
20-year U.S. Government Bond Index. 

Corporate Bond Yields -Moody's Aa Corporate Bond Index. 
Stock Prices - Standard and Poor 425 Industrials Index. 

EURO-DOLLARS (Short-Term): 
Day-to-Day Money Rate - prime banks' bid rates for 

Euro-dollar call money in London. 
Other Money Market Rate - prime banks' bid rates for 

3-month Euro-dollar deposits in London. 
· 3-Month Bank Deposit Rate - prime banks' bid rates for 

3-month Euro-dollar deposits in London. 
Bank Lending Rate to Prime Borrowers - representative 

average rate for short-term Euro-dollar loans to 
prime borrowers. 

INTEruNATIONAL BOND YIELDS: 
Dollar-Denominated Euro-Notes of U.S. Companies - average 

of yields on the ten most recent, outstanding 5-year 
dollar-denominated Euro-notes of prime, well-known 
U.S. companies. 

DolLar-Denominated Euro-Bonds of U.S. Companies - average 
of yields on the ten most recent, outstanding 10- to 20-
year dollar-denominated Euro-bonds of prime, well-known 
U.S. companies. 

Deutsche Mark-Denominated Euro-Bonds of U.S. Companies -
average of yields on the ten most recent, outstanding 
10- to 20-year OM-denominated Euro-bonds of prime, 
well-known U.S. companies. 

SWiss Franc-Denominated Bonds of U.S. Companies - average 
of yields on ten outstanding SwF-denominated bonds of 
prime, well-known U.S. companies. 

DolLar-Denominated Euro-Bonds of European Companies -
average of yields on the ten most recent, outstanding 
10- to 20-year dollar-denominated Euro-bonds of prime, 
well-known European companies. 

Deutsche Mark-Denominated Euro-Bonds of European Companies -
average of yields on the five most recent, outstanding 
10- to 20-year OM-denominated Euro-bonds of prime, 
well-known European companies. 

Dollar-Denominated Euro-Bonds of Governments - av~rage 
of yields on the most recent, outstanding 10- to 20-
year government or government-guaranteed dollar
denominated Euro-bonds of Australia, Denmark, Italy, 
New Zealand, Norway and Sweden. 
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NEW ISSUES OF INTERNATIONAL BONDS* 
(in miZ.Z.ions of U.S. doZ.Z.arsJ . 

Jan. Oct. 
1965 1966 1967 1967 1968p 

EURO-BONDS: TOTAL 956 1,~140 1,~934 1,~6'?8 2.~9'l'l 

By Category of Borrower 
U.S. Companies 358 454 527 405 1,801 
Other Companies 1/ 345 467 994 875 756 
Governments 2/ 189 118 293 278 395 
International Institutions 64 101 120 120 ' 25 

By Cu~~enay of Denomination 
U.S. dollar 690 898 1,722 1,493 2,222 
German mark 202 146 161 146 664 
Other 3/ 64 96 51 39 91 

By Type of Security 
Long-Term Straight Debt 786 700 1,414 1,267 945 
Five-Year Notes (or less) 60 243 260 248 295 
Convertibles 4/ 110 197 260 163 1,737 

FOREIGN BONDS: TOTAL 3'?9 339 3'?0 .. 2'?8 1,024 

By Category of Borrower 
U.S. Companies 10 24 · 48 48 176 
Other Companies 1/ 171 77 65 45 71 
Governments 2/ 65 56 143 101 318 
International Institutions 133 182 114 84 459 

By Currency of Borrower 
Beigian franc 12 10 21 15 15 
French franc 25 41 41 41 
German mark 123 10 10 693 
Italian lira 24 139 24 48 
Dutch guilder 77 30 
Swedish kronor 20 20 20 
Swiss franc 78 93 152 132 206 
British pound 40 56 102 60 12 

By Type of Security 

* 
p 
1/ 
2/ 
3/ 

4/ 

Long-Term Straight Debt 369 339 345 253 901 
Five-Year Notes (or less) 25 25 123 
Convertibles 10 

D~ta include all publicly announced issues, whether publicly or privately placed. 
Preliminary. 
Includes public agencies and state enterprises as well as private companies. 
Includes national and local governments. 
Includes Unit-of-Account and £/DM option issues, plus two French franc issues, one 
in 1967 and one in 1968. 
Includes issues with warrants. 

Note: An international bond issue is underwritten and offered outside the country of 
the borrower. A foreign bond issue is underwritten and offered for a foreign 
borrower principally in a single national market and denominated in the 
currency of that market. A Euro-bond issue is underwritten and offered for a 
foreign borrower principally in markets other than the market of the currency 
in which the issue is denominated. 

L ~ 



Issuer 

U.S. COMPANIES 

Transocean Gulf Oil 
Company 

Utah International 
Finance Corporation 

GATX Overseas Finance 
Corporation# 

OTHER COMPANIES 

Outokumpu Oy 
(Finland) 

Tauernkraftwerke AG 
(Austria) 

Burmah Oil Company. 
Limited (United Kingdom) 

Mortgage Bank of 
Denmark 

Charter Consolidated 
Overseas N.V. 
(United Kingdom) 

Oy Stockmann All 
(Finland) 

GOVERNMENTS 

Government of Japan 

Argentine Republic 

Province of Quebec# 

- xi -

§ 
NEW INTERNATIONAL BOND ISSUES 

Guarantor 

PrincipaL 
amount in 
mil-Lions 
($ equiv.) 

Coupon 
rate* 

Maturity 
(years) 

SEPTEMBER 1968 

Gulf Oil OM 200 
Corporation ($50) 

Utah Constr,uc- $30 
tion and 
Mining Company 

General 
American 
Transporation 
Corporation 

_Central Bank 
of Finland 

Republic of 
Austria 

Charter 
Consolidated 
Limited 

OM 40 
($10) 

O~f 40 
($10) 

OM 60 
($15) 

$70 

DM 70 
($17 .5) 

OM 120 
($30) 

AB Nordiska SwF 7 
Foreningsbanken ($1.6) 

SwF 60 
($13. 7) 

OM 100 
($2~) 

OM 120 
($30) 

6 1/2% 

s 3/4%* 

7% 

7% 

6 1/2% 

5 1/2% 

6 3/4% 

6 1/2% 

6%* 

1983 
(15) 

1983 
(15) 

1978 
(10) 

1978 
(10) 

1983 
(15) 

1988 
(20) 

1980 
(12) 

1983 
(15) 

1978 
(10) 

5 1/2%* 1983 
(15) 

7% 1978 
(10) 

1975 
(7) 

Offering 
prioe 
(yieLd)* 

99 1/2 
(6.56%) 

100 
{5.67%)* 

99 1/2 
(7 .079.;) 

99 1/4 
(6 .58%) 

100 
(5.50%) 

98 1/2 
(6.94%) 

99 3/4 
(6 .54%) 

100 
(5 .91%)* 

99 
(5 .53%)* 

97 1/4 
(7.40%) 

(6 .93%) 

EarLiest 
oaZZ date 
(earLiest 
oaZZ prioe) 

1 Sep 75 
(101) 

15 Sep 73 
(lOS 3/4) 

Noncallable 

1 Sep 78 
(101 1/2) 

1 Oct 78** 
(102 1/2) 

Noncallable 

1 Oct 72 
(104) 

10 Oct 76 

10 Oct 78 
(100) 

1 Oct 71 
(101 1/2) 

Pub! ely announced issues, whether publicly offered or privately placed, outside the United States. 
• 

+ 

' 

Coupon interest is payable semiannually unless followed by an asterisk (*) which indicates an annual coupon. 
coupons are discounted semiannually for comparability. 
Conversion price premium over closing price of common stock on day preceding offering. 
Private placement. 

** Noncallable until this date unless 75% or more of the principal amount has been converted. 
t Convertible into common stock of Shell Transport and Trading Company Ltd. (U.K.). 

_/ 
"- . 

Conversion 
date 
(premium)+ 

1 Apr 69 
(8.8%) 

1 Apr 70t 
(0. 7%) 

Annual 
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Principal Earliest 
amowzt in Offering call date Conversion 
millions Coupon Maturity price (earliest date 

Issuer Guarantor ($ equiv.) rate* (years) (yield)* call price) ( premiwn) + 

SEPTHlBER 1968 (Continued) 

GOVERNMENTS (Continued) 

Commonwealth of DM 200 6 1/4% 1974 99 1/2 
Australia# ($50) (6) (6. 35%) 

Kingdom of Denmark# D~1 150 6 1/2%* 1980 100 
($37 .5) (12) (6.40%)* 

INTERNATIONAL AND REGIONAL ORGANIZATIONS 

Inter-American Development SwF 60 5 1/2%* 1983 99 30 Sep 78 
Bank ($13.7) (15) (5 .53%)* (100) 

OCTOBER - NOVEMBER 1968 

U.S. COMPANIES 

Teledyne Inter- Teledyne, $37.5 6 1/2%* 1983 100 1 Oct 73 Detachable 
national N.V. Inc. . (15) (6 .40%) * (lOS) Warrants 

Teledyne Inter- Teledyne, $12.5 7%* 1973 98 1/2 1 Oct 68 
national N.V. Inc. (5) (7.24%)* (100 1/2) 

Marathon International Marathon DM 140 6 1/2%* 1975 100 
Finance Company# Oil Company ($35) (7) (6 .40%) * 

General Electric Company SwF 60 5 1/2%* 1983 100 
($13. 7) (15) (5.43%)* 

Occidental Overseas Occidental DM 150 6 1/2% 1983 98 1/2 1 Oct 72 
Capital Corporation Petroleum ($37 .5) (15) (6.66%) (104) 

Company 

General Mills General $20 7% 1980 
Finance N.V. Mills, Inc. .(12) 

Iroquois Industries# $5.25 6 7/8% 1978 Convertible 
(10) 

Ward Foods Overseas Ward $15 5 3/4% 1988 100 1 Jun 69 
Capital Corporation N.V. Foods Inc. (20) (5. 75%) 

Transocean Gulf Oil Gulf Oil $40 7\* 1980 
Company Corporation (12) 

OTHER COMPANIES 

Cassa per il Republic of $25 6 3/4% 1983 98 1/4 
Mezzogiorno (Italy) Italy (15) (6 .94%) 

* Coupon interest is payable semiannually unless followed by an asterisk (*) which indicates an annual coupon. Annual 
coupons are discounted semiannually for comparability. 

+ 
# 

" . 

Conversion price prerr~um over closing price of common stock on day preceding offering. 
Private placement. 



Issuer 

OTHER COMPANIES (Continued) 

Electricity Supply 
Comrnission - ESCOM 
(South Africa) 

The Reed Paper Group, Ltd. 
(United Kingdom) 

Nippon Petrochemicals 
Company, Limited (Japan) 

Guarantor 

Mitsui 
Bank 

Societe Nationale des Chemins Republic 
de Fer Francais - SNCF (France) of France 

Ente Nazionale Idrocarburi -
ENI (Italy) 

Industrial Mortgage Bank of 
Finland, Limited 

Mitsui and Company (Japan) 

Honda Motor Corporation (Japan) 

Kansai Electric Power Company, 
Inc. (Japan) 

GOVERNMENTS 

United Mexican States 

Commonwealth of 
Australia 

Republic of Venezuela 

Kingdom of Denmark 

Republic of 
Finland 

INTERNATIONAL AND REGIONAL ORGANIZATIONS 

European Coal and 
Steel Community 

Princ:ipa~ 
amount in 
miHions 
($ equiv.) 

xiii 

Coupon 
rate* 

Maturity 
(years) 

Offering 
prioe 
(yie~d) * 

OCTOBER - NOVE~1BER 1968 (Continued) 

m1 100 
($25) 

EUA 12 
($12) 

$10 

OM 120 
($30) 

$20 

OM 60 
($15) 

$20 

$15-20 

OM 50-100 
($12.5-$25)' 

SwF SO 
($11.4) 

SwF 60 
($13. 7) 

OM 100 
($25) 

SKr 55.6 
($10.7) 

6 1/2%* 

6 3/4% 

7 1/2% 

6 1/2%* 

6 3/4% 

6 3/4% 

6%* 

6 3/4% 

LIT 15,000 6% 
($24) 

1983 
(15) 

1983 
(15) 

1973 
(5) 

1983 
(15) 

1988 
(20) 

1980 
(12) 

1981 
(13) 

1983 
(15) 

1983 
(15) 

1988 
(20) 

1988 
(20) 

98 1/2 
(6 .92%) 

99 1/2 
(6.46%)* 

99 
(6 .01%) * 

97 1/2 
(6 .23\) 

Earliest 
ca~~ date 
(earUest 
caU price) 

15 Oct 71 
(100 1/2) 

1 Oct 72 
(100) 

31 Oct 77 
(103) 

1973 

Conversion 
date 
(premium)+ 

Convertible 

* Coupon interest is payable semiannually unless followed by an asterisk (*) which indicates an annual coupon. Annual 
coupons are discounted semiannually for comparability. 

+ Conversion price premium over closing price of common stock on day preceding offering. 
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Outline of a Memorandum on 
The Bank's Position in Capital Markets 

General 

1. The Bank has an established 20-year record of sound and well-

' 
conceived operations. Although the Bank has always recognized its major 

responsibility as a development finance institution, it has not compromised 

on the hig~ standards required by it from the borrowing countries. 

2. The Bank would continue to insist on high standards of credit-

worthiness and performance of its creditor countries, as well as of the 

particular projects and programs it finances. The Bank's future lending 

program which indicates doubling of operations is based on a careful 

country-by-country evaluation which has taken into account the credi tw·orthi-

ness, economic and financial policies and project availability prospects 

of the major developing countries. 

Financial Position and Strength 
1/ 

3. The Bank has a paid-in capital of $2,300 million-at the end 

of 1968. In addition, it has a "special reserve" of $291 million, which 

has been accumulated from commissions received aAd &~t a~ According 

to the Articles of Agreement the Special Reserve is to be held in liquid 

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

Bank on its borrowing (bonds sold) and guarantees. 

1/ Following figures are an approximation for December 1968. Exact 
- figures would have to be used when available. 
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4. In addition to the above, the Bank has a Supplemental Reserve 

of over $900 million, accumulated from retained earnings against losses 

on loans and guarantees and from currency devaluations. Altogether the 

Bank has a paid-up capital and reserve position of about $3,.500 million.' 

.5. Although the present financial strength of the Bank rests 

mainly on the above amount of paid-in capital and reserves, it has also 

Capital subscribed but not called of $20.6 billion, which forms a guarantee 

of all major governments to holders of Bank bonds and obligations. This 

includes not only the guarantee of the U.S. Government, but also of 

several other governments, the financial position of 1vhich is considered 

very strong in international financial markets. The uncalled capital is 

considered by the Bank only as a guarantee to be used as a last resort. The 

proEPective operations of the Bank do not indicate any need to call on this 

part of the subscribed capital. 

Future Farni~ 

6. The Bank has a consistent record of high net earnings, as follows: 

FY 1962 $98 million 
1963 113 rr 

1964 131 If 

196.5 138 n 

1966 140 rr 

1967 170 II 

1968 147 rr 

On the basis of conservative projections, net earnings are expected to amount 

on about an annual level of $170 million in the next five years. The Bank 

expects to retain up to half (check) of such earnings, in order. to strengthen 

its Supplemental Reserve. 
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7. The present Bank's lending rate is 6.5 percent, which is higher than 

the average rate of borrowing by the Bank (6.38 percent in the second half of 

1968). The Bank keeps its lending rate under continuous review, and will con

tinue to make it compatible with interest rate levels prevailing in capital 

markets. S:lould there be a need to raise the lending rate in view of trends 

in capital markets, the Bank will not hesitate to do so. 

8. The following are some ratios frequently used to test the financial 

prudence of an institution: 

(1) Ratio of income available to pay Interest on Debt to Interest 

Requirements 

(2) Net Income as percentage of average available Capital and 

Reserves 

(3) Reserves as percentage of Receivables from wans 

(4) Reserves as percentage of Funded Debt 

Past data on above ratios are available, and some projections have 

been made, which of course depend on assumptions used . If these ratios are to 

be used, the projections would have to be updated. 

Markets for Bank Bonds and Sale of Loan Participations 

9. The Bank has been able to enter new sections of the capital markets, 

such as the mortgage banks in Germany. About central banks are investing 

in medium-term Bank bonds, as part of their relatively liquid holdings . Thus 

the market for Bank bonds has become more widely based and diversified. 

~ 10. The Bank has made sales of loans out of portfolio, an important source 

of financing and will continue to do so, adjusting the yield to market conditions. 

(Data should be added). 
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Creditworthiness of Borrowers from the Bank 

11. In addition to the Bank's o1m capital and reserve position, the Bank's 

financial position rests on the creditworthiness of its borrowers. The Bank 

continues to be selective and cautious with respect to their credit~rorthiness 

of its borrowers. The Bank continues to be selective and cautious with respect 

to their creditworthiness. Some member countries have been made ineligible 

for Bank or IDA lendings, on grounds of inadequate economic and financial policies. 

A number of countries whose performance is reasonably adequate but who face long-

term balance of payments difficulties are eligible only for IDA credits, not for 

Bank lending. Only those countries which have adequate policies combined with 

creditworthiness and ability to prepare and execute good projects receive Bank 

loans. 

12. The credit1;-torthiness of the Bank-eligible countries has continuously 

increased, as sholm by the growth of their exports. (Figures of export grovnh 

of above countries will be calculated.) The Bank has actively encouraged 

diversification of exports in countries depending upon a small number of commodi-

ties which face marketing problems. The Bank does not generally finance expansion 

of productive capacity of 11surplus commodities" in international markets (e.g. 

coffee, sugar). 

13. The use of suppliers• credits and other shorter term debt which caused 

debt crises in some developing countries has been curtailed, by mutual agreement 

of such countries lvith the Il1F and the Bank (check if data are available for such 

credits in EXternal Debt section). 



. . 

- s -
Bank's Sectoral Lendin~ Policies 

14. The Bank's emphasis on expansion of lending for agriculture and 

even education (the latter will in fact be financed mostly by IDA credits 

not Bank loans) would not weaken the financial and economic strength of its 

investments. This policy is based upon the long-term experience of the 'Bank 

which clearly indicates the past weaknesses of LDC in provision of their food 

requirements. -&gricultural credits are carefully scrutinized to secure 

adequate financial and economic returns. They will also help reduce the balance 

of payments gap of LDC, by savings on their large food import bill (altogether 

over $4 billion annually). Loans for education help increase the skill 

potential of LDC, which has proven to be one of the major bottlenecks, and 

are therefore as "productive u as loans for equipment. 
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Subjects for Future Work 

Credit Rating of Borro~ing Countries 

21. Methods might be sought for credit rating of countries borrowing 

from the Bank to indicate whether the composite credit rating of the £ank's 

portfolio is likely to be lowered, especially as remaining credits of 

European countries, Australia, Japan, and similar high-rated countries 

will be repaid. Such data must be strictly confidential, but might serve 

as an internal indicator. 

Bank's Lending Rate 

22. The effects of the present lending rate (6.5%) on the Bank's 

position in capital markets should be reviewed. 

Bank Guarantees 

23. Ways and means to convince u.s. bonds investors of the value of 

non-U.S. Government guarantees should be explored. 

Image of the Bank 

24. Further thought ought to be given as to proper means to 

strengthen the public "image" of the Bank. The main challenge would be 

to convince the financial community that imaginative and innovating lending 

policies (e.g., agricultural, education, and population control loans; 

program loans) can be consistent with financial strength. 
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