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Mr. McNamara: Jrme 15, 1977 

On gl"tme 11, you suggestoo to Mr. Qureshi 
th~t action on the IFC ole · igh-Incame Cotmtries 
might await a capital i re e for the Bank. 

SB 
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TO: 

FROM: 

SUBJECT: 

WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE : 

J. Burke Knapp 

Draft Pa IFC's Role in Hi her Income Countries 

With regard to the above-cited paper, which is returned here­
with, and with regard to Mr. Goodman's memorandum to you on the same 
subject dated June 10, I would recommend that this paper be held in 
abeyance, at least until after we have a discussion in the Board regard­
ing the Bank's graduation policies in connection with the "Role of the 
Bank" series. 

My view on this matter starts with making a distinction 
between three categories of the "higher income countries" listed in 
Table 1 on page 4 of the IFC draft paper, i.e. Category A consisting of 
Spain, Ireland and Greece, Category B consisting of Gabon, Oman and 
Trinidad and Tobago, and Category C comprising the remaining countries 
listed. 

Only in the case of Category A countries is the Bank really 
phasing out. We have terminated lending to Ireland and Spain and we 
have told the Board that we plan to phase Greece out after FY78. 

In the case of Category B countries we are still planning 
lending operations in Oman and Trinidad and Tobago and we may reach 
agreement on further operations in Gabon, although for the moment it 
does not feature in the Bank's forthcoming lending program. All of 
these countries·. are ' special cases, featured by a low level of develop­
ment with a high level of resources stemming from their oil exports; 
in principle our lending to them is to be based on "offset" or "buy 
back" arrangements. 

As for the Category C countries, we have no present phase 
out plans and they all feature prominently in the Bank's 5-year lending 
program recently approved by you. 

Taking these categories in reverse order, it is premature to 
consider what the IFC's policy might be if we phased out any Category C 
countries, although I would endorse the conclusions of the IFC paper if 
and when we came to that point. In the case of the Category B countries, 
even though in their special circumstances we have, so to speak, phased 
out net lending, I would favor continuing operations by the IFC because 
of -the undeveloped character of these countries' economies. (Incidental­
ly, I would say the same for Venezuela and Iran, and wonder why the 
IFC does not have any operations in prospect there.) 

However, when it comes to Category A countries, which are 
really a quantum jump ahead of the other countries listed in Table 1 
in terms of their level of economic development, it seems to me that the 



Mr. Robert S. McNamara 2 June 15, 1977 

dedication of IFC's talents and resources to these countries would be 
an undesirable diversion from their main task in the developed world. 

Mr. Qureshi's memorandum to you dated June 2, says that he 
is not so much concerned about countries like Spain and Ireland, as 
about establishing a policy for other countries which might be phased 
out in the next few years. Since we have no present phase-out 
intentions with respect to additional countries in Category C (and 
Category B countries hardly pose a significant policy issue) I do not 
see the need for going to the Board at this time with a paper such as 
that proposed. 

Attachment 

cc: Messrs. Cargill 
Goodman 
Qureshi 

JBKnapp:isk 
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TO: 

FROM : 

SUBJECT: 

WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Mr . Robert S. McNamara DATE: June 2, 1977 

Moeen A. Qureshi 

The Role of IFC in Higher Income Countries 

Attached is a draft paper on the Role of IFC in Higher Income 
Countries. My main concern is to establish a procedure whereby IFC 
can operate in concert with the Bank in defining its role in the higher 
income countries. Frankly, it does not matter too much as to whether 
IFC does, or does not, do something in one or two countries mentioned 
in the paper (e.g. Spain and Ireland) where the Bank has phased out, 
or is in the process of phasing out operations. What I am more 
concerned about is the fact that, in the next few years, other 
countries in which IFC is active are going to move to a stage of 
development where similar issues will arise and therefore a clearer 
definition of IFC 1 s role in those countries would be helpful. 

cc: Mr. Knapp 
Mr. Cargill 
Mr. Chenery 
Mr. Baum 
Mr. Haq 

MAQureshi : gmb 
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April 30, 1976 

TO: Mr. Robert S. HcNamara 

FROM: Hoffmann 

SUBJECT: IFC Increase 

As of 11:30 this morning this is where we stand. 

1. I have spoken in the last couple of days to Cooper, Hahl, Janssen, 

Sigurdsson , Hitte, Franco, Drake and Ryrie. Hy discussion with Ryrie 

was preliminary and I have to see him this afternoon. 

Generally, it is clear that it will depend on the outcome on I BRD 
kind 

of what/of a discussion we will have on IFC. 

On the three issues which have arisen in the meeting on the 27th, 

this is the position as of now: 

a) Payment in currencies other than dollars. Nobody seems to 

care, except the French and the U.S. Wahl recognizes that 

national ~urrencies either have to be con"Terted promptly 

into dollars or there has to be ·a Haintenance of Value 

clause. Both Wahl and' Cooper feel that prompt conversion 

-·via the market would create problems in the context of 
,. 

earlier general understandings bet1".veen the French and the 

Americans. ~vahl also recognizes that introduction of a 

Maintenance of Value clause in the IFC Articles at this point 

is impossible. We have given him the attached .lar~gua~ e \~7hich 

is based on the principle of prompt conversion and we have given 

it to the U.S. as well. ~\Te will see ;.rhat happens ~ 
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b) Sen's proposal to make the effectiveness of IFC resolution 
V.:'hile 

dependant on IBRD • ./in substan'ce everybody realizes ·.that if the 

IBRD capital increase fails it is unlikely that the IFC 

increase will succeed when the Governors vote, there is general 

reluctance to cr ·· :1te another bone of contention with the formal 

amendment of the resolution. The exception is Cooper, who 

flatly says that the clause either has to be in both resolutions 

making it dependant on the other or in neither of them. We are 

trying to talk Sen out of it by offering him a statement from 

the Chair substantially along the lines of attachment III. 

c) CE~it2lization of Reserves. Nobody really cares except the 

Japanese, the French and mildly the British. Hori says that 

this .had been settled earlier in the sense that the major 

countries agreed to support the Hanagement's recommendation 

either vTay. He also feels the British have changed their 

position and unless we can resolve the matter he will ask for a 

deferral :of the IFC meeting and he says the outcome may affect 

the Japanese position o~ the IFC capital increase. Clearly, 

face is involved on the Ja1=-·anese side. I still have to clarify 

the British position. They seem to feel that they would cot 

have raised it on their O\VTI but if the French insist they would 

be inclined to support th~ French ~osition. 2 / Everybody else 

is indifferent and is inclined to support whatever we recommend. 

When the British joi ed the_EIB in 1971 t h e had to pay a 
premium over par correspondlng to the existing surplus of EIB. 
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Wahl recognizes that he is on weak grounds: the French cannot 
r. 

complain about dilution because if they wish they can exercise their pre-

emptive rights. He also recognizes that a minority cannot force the 

distribution of a corporatj ' n's surplus as long as their pre-emptive rights 

are protected, which is the case here. They cannot insist on a premium 

because all new members who have joined since IFC was established came 

in at par and they ·have never objected to that. However, he is acting 

under instructionSand he may stick to his point. 

I have given the people I have spoken to the paper attached 

as Annex III. 

My ... recommendation is that we stick on this issue to our 

Draft Resolution and that in the meeting if Wahl brings up the point 

(which he will for the record) we explain why we want to maintain 

our recommendation and you then ask for a show of hands on whether the 

majority supports the Hanagementls proposal or not. 

As I have said at the beginning, the outcome of all this is 

still highly uncertain and we may have shifts until the last minute, 

particularly on item b) above. 

Attachment IV is a draft of a statement which you might make 

· in the meeting if a) US and Wahl ag~ee on the currency clause, b) the 

British agree to support Manage~ent on the reserve issue and c) we fail 

to talk Sen out of his amendment . 

LvH/mjl 



ATTACtr·1ENT I 

A'(l:-il }0, 1976 

Amendment to Paragraph F.l. of Draft Resolution. 

or oth~r f reely convert~ble currency or currencies; provided that~ if 

pE..jment is J':'l..ade in such a currency or currencies other then United StateR 

dollars) the Corporation shall proffiPt ly exercise its best efforts to 

cause such currency or ctrrrencies to be converted into United States 

dollars and the saree shall constitute payment of, or towerds, the subs­

cription price only to the extent th&t the Corporation shall have received 

effective payrrent o~ United States dollars . 
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ATTACHMENT II 

TP L~:L ~G !··.,rEP.. FOR T~~J: f',OARD 
OF REvERVES 

1. In the meeting of the IFC Board of Directorscn April 27, 1976 a 
Director proposed th~t prior to the ~ pr0posed capital increase IFC should 
issue fully paid ~ t.cck to e.:-: is ting ~·ecbers ln prop ort.ior.. to their present 
holdings in I FC through the capi talization of surplus. 

2. As of }~rch 31, 1976 l~C 's surplus represented by its General 
Reserve a~cunted to 577.8 cillion. · E~rlier stuciies have shotvn that in 
the event that merubers Yish IfC to capitalize the sur?lus through the 
issuance of stock, it t-loulc be pruden-t to retain a portion of this surplus 
as a cushion for unexpected contingencies and capitalize only about $53 
million, thereby bringing the capital to $160 million prior to the proposed 
increase by new paid-in capital. 

3. We have carefully considered the advisability of capitalizing 
reserves but have finally coccluded against it and have reco~e~ded ac­
cordingly in the ciraft reso lution attached to the President~s me.mo'randum 
czt~d February 4, 1976. 

4. The reasons for our conclusions were the following·: 

(1) ~o international institution has in the past ever issued 
shares through capitalizing of surplus. Action by IFC in this 
respect na.T create a. precedent, the consequences of which are 
difficult to predict, and which runs the risk o£ introducing a 
further c6~plicaticn in the already complex and difficult dis­
cussions concerning the capital structure of international · 
institutions. 

(2) If IFC's surplus were capitalized, it ~ould reduce the voting 
power of the Part II countries <iS shmm in the follo\1-Ting table: 

Part T . .!e~bers Part II !-!embers .L 

at present after at present after 
distribution distribution 
of dividend of dividend 

Votes % 64.22 67.33 35.78 32.67 

In connection with the subsequent new issue of capital, the 
developing countries would, in case reserves are capitalized, 
have to subscribe to approximately $4.3 million more capital in 
IFC in order to arrive at the same subscription percentages as 
those envisaged for ~he Bank after the selective capital increase 
on the basis of strict parallelisi!l "-ith the Fund. The Pa:!:"t I 
countries ~auld, in case of such capitalization, have to provide 
less new subscriptions of ~hich the largest reduction would be 
for the C.S. ($4 .5 oillion). · 

April 29, 1976 
LvH/mjl 



ATTACHMENT -III 

- ... -:r · - ·: 
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With regard to the amendment proposed ~y Dr. Sen to the 

IFC Resolution aimed at 1 inking the implementation of the 1Ft 

Capital Increase to the IBRD Select'lve Capital Increase, I 

understand and appreciate his concern that IFC should not get a 

/ preferred position compared to the Bank. If the BankJs . Selective 

Capital Increase does not become effective, it would inevitably lead 

to a substantial reduction in the Bank's lending program. In that 

event, we shall .have to review the priorities in the program including 

the scope for Bank lending to IFC. I would like to assure him that 

if the Bank's capital increase does not become effective by the end · 

of calendar year 1977 then, before undertaking any further Bank lending 

to IFC, I shall.. .submit the Bank's program for further lending to IFC 

to the Board for its review and approval in the context of the Bank's 

overa l l lending program and priorities. I hope this meets your concern, 

Dr. Sen, _and you will agree with me that we can dispense with a formal 

amendment of the Resolution proposed. 

Ap ri 1 29 , 1976 



-( DRA1i'T STATEMENT OF MR.McNAMARA 
FOR I FC BOARD ~-1EETING '~fAY 4, 1976 

ATTACHl·'lENT IV 

I said at the conclusion ··or the meeting of April 27 

that there were three matters on which several Directors expressed 

questions or doubt, or preferences for changes - the curren~y of payment; 

the capitalization of reserves and the effective date. I suggested 

that we try to find some common ground in private conversations w~th 

the parties of interest. We have since then discussed the matter 

with some of you who had spoken on the issues. 

As far as the item of the question of currency of payment 

was concerned, ~ost of the Directors seem to be willing to go along 

with an amendment and we have accordingly revised the resolution which 

has been circulated to you. 

As to the capitalization of reserves I believe that a clear 

ma j ority· supports t he ~anagement t s recommendations. 

Mr . Sen suggested t hat the IFC resolut ion should become 

e f fective on.-.or aft er t he date on which the I BRD resolution on selective 

capital increase b'ecome s eff ect i ve and he suggested an ·amendment of the 

r e solution b efor e you t o that effect. I n t he sub sequent discussion 

several Directors expressed the view that in fact, i?hile technically 

separate , the capital increase q f I~C and of IERD are in substanc e 

i nter related . We , o f course, recognize this and hope t hat both r e solutions 

1.ril_ :'ind t he sup"?ort of t .he members . 
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As to the specific amendment proposed by Mr . :Ben my inclination 

is to reco~uend against it, as it would introduce a further complication 

in an already sufficiently complex situation. Also in substance the 

date by which votes of members should_ be cast, subject to extension by 

the Board of Directors, is in the case of IBRD six months from the 

dispatch of the resolution to the Governors, that is six months from now, 

or early November 1976. In the case of IFC the date is December 31 , 1976, 

th?t is about t-vro months after the Bank's date . Therefore, any member 

can withhold voting on the IFC resolution ULDtil the Bank resolution 

becomes effective . Therefore, I ho:pe that the Board will support the 

provisions regarding the effectiveness of the resolution as drafted. 

It appear5, therefore, that we have a resolution on which we 

can reach a decision . May I then take it that the resolution as circulated 

to the Board and attached t o paper is approved : 

those in favor? Abstentions? 

(In the event ·of dissent on the capitalization of reserves 

or ~ny other point : 

May I ask ·a show of hands of who is in favor of the resolution 

as put forward by management'? 

~~:.o e in favor of t ._e a.rrten~ent 1]TOposed? 

r s ee a clear ma jority in favor o~ the draft as it i s before you . 

:Jo you wish that we take a f ormal vote no"' on t he resolution as a 1.;hole? ) 

Apr il 30 , 1?76 
LvH/eh 
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TO: 

FROM: 

SUBJECT: 

31't ls-/4 
INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara 

Wi 11 iam S. Gaud w--1> 
IFC Reserves 

DATE: Apr i 1 17, 1970 

l . Pursuant to resolutions adopted by the Board of 
1959 and 1961 , lFC ' s net income (including net profits on sales of 
operational investments) is allocated to a Reserve Against Losses. 
On March 31'~ 1970 the Reserve Against Losses amounted to $56.5 million 
(Annex A} , By 1975 it is expected to rise to $137.4 million (Annex B). 

2. Our loss experience to date, including losses on exchange, is 
not bad. Completed losses are $1,476,500 {Annex C) to which ·should 
be added another $251 ~ 000 .in respect of D.L. R. Plasticos in Brazi 1 
and the Aevol transaction in Greece (final action has not been taken 
on either of these, which explains their failure to appear on Annex 
C). And the _aggregate amount of our doubtful investments (on most 
of which we expect no write """off) is less than $8 million (Annex D). 

J. A eserve Against Losses of $55. 6 million is much larger than 
necessary. t t d6es not reflect our loss experience, and it over­
emphas-izes tne risks in our portfolio. IFC' s balance sheet would 
present its financlal picture more accurately if the present Reserve 
Against · Losses were broken down into two accounts: a smaller Reserve 
Against Losses and surplus. 

4. If this were done, $20 mi 11 ion would be an ample Reserve Against 
Losses at the present time , In future I would maintain the Reserve at 
that ·figure or at 10% of IFC's disbursed . portfolio~ whichever is higher , 
wt t h any excess being a 11 ocated to surp 1 us account. Annex E shows, the 
projected bu i 1 d~up of Reserve _Against Losses and su rp 1 us through 1975 
if thi~ were done. 

5 . This proposal has been objected to on several_ grounds. 

6. First , Price Waterhouse points out that if IFC splits up its 
present Reserve Against Losses, its balance sheet will differ from that 
of the Bank bec~use the Bank follows IFC's present practice of carrying 
its accumulated earnings in a single Reserve Against Losses. This is 
true, but does it matter? Since IFC's business is different from the 
Bank's business, I see no reason why the items on their balance sheets 
need be identical. However, Price Waterhouse feels strongly about this 
and would like to be heard before any change is made. · 

President has seen. 



• Mr. Robert · S ~" McN-amara 
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7. Second~ it is argued that if IFC shows a .surplus on its 
books, a government that wi. thdraws from l.fC ~fi 11 he more . 1 tkely 
to ins i. s t that the repurchas_e ·price of i' ts stock take into account 
its pro~ share of the surplus.~~ 

8. It is true that an account deslgnated 11Surplus•• draws direct 
attention to the fact that a member•s stock has increased in value. 
An account designated 11 Reserve Against Losses•• would be less likely 
to do so if its amount bore some reasonable relation to the Corpora­
tion•s loss experience and actual reserve needs. But when the 
Reserve Against Lo~ses is wholly .out of line with the Corporation•s 
loss experience (and, as is the case here, represents close to 40% 
of the Corporation•s disbursed portfolio) it takes very little 
imagination to figure out that the account must contain some elements 
of surplus. · 

9. Furthermore, withdrawals from IFC membership are rare. There 
have been three to date: Cuba, the Dominican Republic and Indonesia 
(the latter two have rejoined, Cuba has not). As a practical matter, 
I believe the odds are that a split~up of this account would not 
result in higher repurchase prices in the case of withdrawals -- just 
as I would ·rate very low the chance that IFC would insist that new 
members pay a higher price for their IFC stock because of the exist­
ence of a surpl~s. 

10. Third, the Controller objects to making this change on the 
following grounds: 

•.•we feel that the .$20 . million reserve at the present time 
or 10%. of IFC 1 s disbursed portfolio is not sound from an 
accounting viewpoint, because it is not .supported by IFC's 
loss experience to date and/or the total amount of doubtful 
investments cited in Annex D. The alternative of annual 
requests to the Board for an allocation to the Reserve Against 
Losses based on a periodical appraisal of the portfoli6 could 
lead to questions from the Board, as to why ~ a particular invest­
ment was considered likely to result in a loss, that it may be 

* Article V, Section 4, provides that, when a member withdraws, IFC and 
the member may agree on the repurchase price of the member•s capital stock; 
f a iling agreement within six months, the repurchase price is to be the 
va 1 ue as· shown by the books of I FC on the date of wi thdrawa 1. 
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preferable to avoid. Further, contingency reserves are 
normally created only to cover specific losses which 
threaten with more or less certainty. Disclosure of this 
view of a particular investment may reduce the chances of 
subsequent recoveries. In our opinion, therefore, IFC 
confronts the choice of continuing the present practice or, 
following current commercial accounting practice in the U.S., 
reclass.ifying the whole of the reserv·e to retained earnings 
and thereafter putting all write-offs through the incom~ 
accounts as they ar~ taken. Subsequent r~coveries of any 
amounts so written off would be similarly put through the 
income accounts. As between the two alternatives,· we favor 
the latter from an accounting viewpoint, but bearing in 
mind IPC 1 s character as an ·international developm~nt organi­
zation and as a member of the Bank Group; it seems to ~s 
that the largely intangible benefits of making the change 
do not outw.eigh the r'eal and intangible cost.s.•• · 

11. Finally, some of those who have reservations about making this 
change argue that the change would have no practical signific~nce. It 
would increase our borrowing capacity, but that is of no immediate 
consequence because our bo.rrowing capacity is already sufficient for 
a number of years to come. In short~ it is said, this would be a 
pointless change that would serve no substantive purpose. 

12. . This brings me to what I conceive to be the real issue, i.e., 
will this change help us when we go to governments to replenish-our 
capital? I believe it will. I~C clai~s to operate in accordance 
with sound business principles and practices. To my mind this means 
that IFC should have a straightforward balance sheet which sets up a 
rea 1 is tic 1 oss reserve and t·akes credit for earned . surp 1 us. In my 
op1n1on there is something fuzzy and unnatural about our present Reserve 
Against Losses. · 

13. I accordingly recommend that we ask the Board of Directors to 
split up the Reserve Against Losses. I further suggest that this be 
done in time for IFC 1 ~ June 30, 1970 balance sheet to reflect this 
change. However, inasmuch as the Controller and Price Waterhouse 
dis.agree with this recommendation for the reasons stated above, you 
may· wish to have a meeting to discuss the matter. 



APPENDIX .,f 

Rrstrlcud to JUe within the Corporatiolt 

INTERNATIONAL FINANCE CORPORATION 

Balance Sheet 

M A R C H 3 1, 1 9 7 0 

BXPilUSED IN UNITI!D STATES CUJUtENCY-See Not•s to Fi1111nclal Statemellls, Appeltllbt D 

ASSETS 

DUE FJU.f BANKS • 

INVESIMENTS 

Obligations of United States Government 
(At cost or amortized cost; face amount $9,000,00D-1970, 

$28,900,000-1969) • 
Time deposits maturing within six months-United States dollars 
Accrued interest .. 

EFFECTIVE LOANS AND EQUITI INVES'IMENI'S HELD BY OORPORATION 
(At cost) (See Appendix C)-Note B 

(Including undisbursed balance $36,110,629-1970, 
$31,080,037-1969) 

Loans 
Equity • 

. ACCRUED INCOME ON LOANS AND UNDEJMRITING (lM.fl'IMEm'S­
Notes B & C . 

RECEIVABLE FRCM INTERNATIONAL BANK FOR REOONSTRUCTION AND 
DEVELOPMENT • . ·• 

RECEIVABLE FRCM PURrnASERS ON ACOOUNT OF EFFECTIVE LOANS AND 
EQUITI INVESTh1ENTS AGREED TO BE SOLD-Note C 

(Including undisbursed balance $11,116,547-1970, 
$9,593, 845-1969) 

arnER ASSEI'S 

TOTAL 

$ 8,723,639 

108,827 

$115,332,733 
70,347,838 

$ 210,616 

8,832,466 

185,680,571 

2,293,532 

200,000,000 

14,356,715 

214,644 

$411,588,544 

f:..IABILITIES, RESERVE AND CAPITAL 

LIABILITIES 

Accounts payable and other liabilities 
Undisbursed balance of effective loans and equity investment 

agreements 
Held by Corporation 
Agreed to be sold • • . 

Loan from International Bank for Reconstruction and 
Development (Not yet drawn) 

RESERVE AGAINST LOSSES (See Appendix B)-Note D • 

CAPITAL 

Capital stock 
Authorized 110,000 shares of $1,000 par value each 

Subscribed 106,575 shares-1970,106,540 shares-1969 • 
Payment on account of pending subscription 

TOTAL 

$ 36,110,629 
11,116,547 

$ 909,760 

47,227,176 

200,000,000 

56,497,608 

106,575,000 
379,000 

$ 411,588,544 

$ 1,292,497 

27,971,512 
4,000,000 

453,763 

91,882,563 
57,478,119 

100,000,000 

173,347 

$294,559,926 

$ 813,542 

31,080,037 
9,593,845 

40,673,882 

100,000,000 

46,497,502 

106,540,000 
35,000 
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FisGal Year 

1957 

1958 
.lj 

1959 

1960 

r- 1961 

1962 -~ 

... , ... ; _:;: 

1963 

1964 

1965 

1966 

1967 

19_68 

1969 

1970 

1971 

1972 

1973 

1974 

1975 

Total 

INTERNATIONAL FINANCE CORPORATION 

Armual Additions to Reserve Against Losses 
from Inceution throu.gh 1975 

{ $ millions) 

Reserve ao:ainst Losses 
Amount of Cumulative 
Increase Balance 

:1.6 1.6 

2.4 4•0 .. 
.. - 1.7 5.7 

2.1 7.8. 

2.8 10.6 

2.7 13.J 
~ ;; 

3· 7. .. 
. <I 

17 .o . 
-' ~ 

~ 
~ '~ 

3.2 .. 20.2 

2.9 23.1 

5.3 28.4 

6.3 34.7 

6.2 '40.9 

.. ··l 7.7 48.6 

8.4 ;.! :r...:.r.-1 57.0 y 
.. 7.4 v 64,4 .y 

14.3 !I 78. t !I 
. 17.0 y 95.7 !/. 

19.6 ~ 115:J !I . 

·22.1 Y. 137.4 !I 
$137.4 

ANNEX B 

Disbursed 
Portfolio 

Held by 
Corporation 

17.5 

. . 24.4 

34.5 

41 .8 

50.6 

56.8 

69.5 

. 86.4 

1<;>8.4 

119.2 

'171.7 ;/ 

242-7 ;/ 

324.4 ~ 

4b3.8 :I 

478-1 !I 

547.0 v 
__;:,;,_·_ - - __ ___ : __ -:... . ;._ -.:._ · - ---- - -· 

------ ---------- -- -

. !./ In accordance 1-rith ·forecast of Frr1ancial and Operating Data Through FY 1975. 
-r.*f $7 million through February 28, 1970, Hhich results in the cumulative amount 
--. of $55.6 million as of that date. . 

Controller's Department 
Accounting Division 

April 7, · 1970 
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Fiscal Year Date 

1963 ·1963 . 
·. March 11 · 

: 1964 1963 
August 1 

August 16 · 

1964 
~ 

April 6 
I 

1965 1964 
August 14 

'. 

· . October 30 

·November 30 . 
• 

· \December 31 

· 1965 . 
January 31 

February 28 

March 31 

April 30 

June ·15 

June .15. 

June 30 
.. 

I ., 

jJ 
·I• 

r ' , . . 

INTERNATIONAL FINANCE CORPORATION 

Losses charged directly to Reserve against Losses through FY1970 
) 

Investment 
· Number Description . Amount . 

~ ~ 
1 I . 1;. 

C.t 't : t 

1500 Cancellation of deferred interest $ ·61z231 

. .. . 

18AU Cancellation of deferred interest . $. '1 ,382. 

18AU ·~sare of notes at a discount ' 95,288 
~ 

.. 

25TA Cancellation of fixed interest · 24z908 
. .. 

·39AR Cancellation of coMmitment charge *· 31,883 .. 
{ 

42CO Loss on conversion to dollars of proceeds 66,519 
l of sale of equity 

·. 74CO 
111 • • , l 

58,917 CUrrency depreciation · 
.. 

74cci· ·Currency deprecia ti~n . "'-··· 1 o, 783 
. • 

7400 Currency depreciation 13,680 

74CO Currency. depreciation •22, l48 

74CO Currency depreciation 1 ,291 

74CO . Currency depreciation 482 .. 

36-CO Write-off of deferred interest 20,826 

26PE write-off of fixed interest 21,933 

26PE Write-off of loan principal 2002000 

ANNEX C · 

I Total ' . 

$ . 61,231 

. 121 ,578 

548,462 



------·-

· Fiscal Year 

1966 

1967 

1968 

Date 

1967 
· November · 

-1968 
February 1,5 

1968 
July 22, 

October 22 

,·' .··.:. · 1969 
· · · January :9 

• 

1970 * ·. ~ . 

Investment 
Number 

various 

64TU 

22PE 

. 56MO 

16CH 

25TA . 

·: * . Through :february 2~, . 1970 

- 2 -

Description. 

.. 
... ~ 
'·• . ~1-·J 

Currency devaluations (sterling) .. 
..__., 

Conversion to dollars of profit on sale 

.A:mount 

$ 55),498 

. . 2,514 
.~ o~ equity on September 28, 1967 · · 

\. 

write-off of fixed ·interest 

Conversion to dollars o~ redemption of 
equity by the company ·. 

Revision of contingent interest accrued 
at June 24, 1968 

Sale of equity to the .Government of 
Tanzania at a discount · ... 

" \:. ,, 

Total 

f . 

. : 

178,206 

Controller's Department· 
Accounting Division 

April 6, 19.70 

· ' 

• 
Total 

:$ 556,012 

$1,476,650 



No. 

1. 

2. 
I 
!' 

No. 

t 
l · 1. 
j 

l 
j 2. l 
i 

I 

l 

l 
1 

t 

1. 

i_. -----

CountF.f 

Brazil 

Greece 

Total 

Countr.r 

ANNEX D 

IFC - Statement of Doubtful Investments 

A. Involving partial or total lo·ss 

(Figures in US $) 

IFC Investment 
Coml;)any Ir1i tial Current Possible Loss 

3/31/70 
Equitl Loan Fquit;L Loan Equity 

D.L.R. Plasticos 450,000 200,000 

Aevol Industrial Xx 
"" Company of Organic X 600,000 X 480,000 

Fertilizers, S.A. 

1£ 1,0.50,000 X 680,000'1Uf. 

- ~ 1900 shares of Dr. 1,000 par value each were issued to IFC 
free of charge. The nominal dollar value of these shares at 

~~i t~e current rate of exchange of US ~$ ~ Dr.30 is $63,333. 
X* I • 

Excludes $17,393 accumulated ir;terest accrued on books. 

B. Involving very high risk 

(Figures in US $) 

IFC Investment 

X 

X 

Loan 

1.50,000 

101,0.53 

2.51,0.53 

------

Initial Current Possible Loss 
Company 3/31/70 

.. -~t 
Equity Loan Equity Loan Fquitl Loan 

Colombia Forjas de 
X 

Colombia 1,267,502 1,091,.518 1,091,.518 
.. . .. . 

Peru Ferti1i zantes ]EX 

Synteticos,S.A. 1,819,290 369,290 147,716 

Total 1,267,.502* 1,819,2~ 1,091,.518 369,290 1,091,.518 147,716 

3£ 
Includes $3.52 ,109 Standby and underrtJ"ri ting commitments 

lEX 
Excludes participations. 

.. -::---. ~- --·------ ----......... - -· ~·- ~·-.-·------------ -r--·-··-.- --.. 
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Annex· D 

NOTE: 
- (1) 

2 ·-

This statement does not .~nclude cases of erosion 
of the dollar value of equity investments due to 
exchange deterioration not fully offset by an increase 
in _the. local currency value of the investment • . 

(2) There are, - ~t present, three investments in difficulties: · 
(i) Argenti:n_a - Etli torial Codex, Current Investment, 

.. Equity :. $1,6oo,ooo, Loan ~ $2,517 ,ooo; (ii) Tunisia -
NPK-Engrais, S.A.T., Current Investment, Equity- $1,148,929, 
Loan - $787 ,600; and (iii) Uganda ~ Hulco Textiles Ltd., 
Current Investment, Equity - $471,429, Loan - $1,039,680. 

't,.;li 

As far as can be foreseen now, these investments may need 
re~cheduling of the loans and indefi~te postponement of 
any return on the equity, but are unlikely to result in 
any write-off s. 

I f 

.April 16, 19.70. 

.. -. 

~ ... .. . 

--·----~ ~=.::,___ - - - - --= -- --
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AID'JEX E 

...... 

INTE...B.NATIONAL FINAN CE CORPORATION 

Projection of Reserve Against Losses 
and Surplus for FY 1 s 1970 through 197.5 

. . {$ millions) . .. 

Surplus Reserve Against Losses 
Current Cumulative Current Cumulative 
Year Amotunt · Year ·Amount 

20.0 

).1 40.1 4-3 24.3 

6.2 46.3 8.1 )2.4 

9.0 55.3 8.0 40.4 

12.2 67.5 7-4 47.8 

15.2 82.7 .6.9 54.7 

.: .. • .if 

~ 

Assumes that the Reserve Against Losses 1·dll be $20 milli-on, or 1 07b 
-of IFC 1 s disbursed portfolio, whichever is higher • 

., 

.· 
.. 

' ..... ..,--

f~-

. ' 
; -

. ~ 

.. r-; 

• 
Controller's Department 

Accounting Division · 
~larch 30, 19 70 

( 

i . . 

. __:_:_ _ .....: .. _· ___ ..:._:,._·~- - -- ·-...:... ...:...-
---~--------.---------- --· · 

- .. ~ . · . • l -'" 



THE ROLE OF IFC IN HIGHER INCOME COUNTRIES 

1 • In the discussions held by the Policy Review Committee on the 

paper on IBRD policy vis-a-vis higher income countries, it was decided 

to set aside for discussion the question of whether IFC has a special 

role to play as higher income countries are phased out from IBRD lending. 

This paper is an analysis of that issue. 

Should There Be a Separate Policy for IFC? 

2. The question has been asked, both in the recent Bank paper and 

also in earlier discussions of whether there should be a separate policy 

for IFC operations in the so-called higher income countries. The answer 

to such a question clearly is no. Whether it borrows from the Bank or not, 

IFC is part of the World Bank Group, and its own policies are therefore 

part and parcel of those of the Bank Group as a whole. A more useful 

question, however, is whether IFC has a useful role to play in the process 

of phasing out operations in higher income countries by the Bank Group as 

a whole. 

3. A number of both Part I and Part II countries are interested in 

such a possible role by IFC because they feel that, even with modest 

resources, the World Bank should provide a fairly wide range of services 

to its members. For coantries at the upper end of the income spectrum, 

a major priority is how to improve their access to external capital 

markets. The income levels and general economic and managerial features 

of those countries have enabled them to begin to have access on an increasing 

scale to funds from ·the international capital markets, ·primarily in the form 

of syndicated Eurocurrency bank loans. This access, however, is principally 
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by government borrowers (see table below in para. 6). The acceptability 

of private sector borrowers is often very limited in such markets. Hence, 

a number of governments feel that a small presence on the part of IFC can 

help to overcome this problem in the development of the private sector. 

These countries, therefore, while fully accepting the idea of graduation 

from IBRD funds, feel that some sort of a transition to complete graduation 

from the Bank Group can be achieved by an IFC presence. 

Access to Capital Markets 

4. A major issue in the discussions on higher income countries has . 

been the question of access to external capital markets, since it is 

realized that per capita income by itself is not a sufficient condition 

for countries to be able to fund their external capital requirements 

without significant recourse to official external institutions. The 

experience of the last few years has shown that resource endowment, at 

least as it is perceived by financial institutions, . has often as much 

to do with access as other factors such as per capita income, economic 

mBnagement, and debt record. For example, some of the copper producers, 

such as Peru, Zaire and Zambia, obtained large sumsin the Euromarket in 

1973 and several OPEC countries are substan tial borrowers today. 

5. The question of access is a complex one. The important considera-

tion from an operational point of view is whether the access takes place at 

reasonable terms, a judgment which is not easy to make since the terms may 

be reasonable in the context of prevailing market conditions but may be 

unsuitable to a particular investment. Moreover, the changes in the terms 

and conditions upon which borrowers in the international markets can ob ta i n 

fund s have in r ecent years been somewhat volatile, so tha t "access" at an y 
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particular period in time is difficult to measure. Another complicating 

factor is that countries which could have very good access do not use it 

because they do not need it. That was the case until recently, for example, 

of Venezuela. 

6. For the private sector, there is also the question of whether the 

access of government institutions constitutes access for the rest of the 

economy, since those institutions can recycle funds into the domestic 

economy. Clearly, even in advanced countries, the number of private 

sector enterprises which can hope to borrow medium- and long-term funds 

in outside markets is rather limited. The difference on this score between 

the industrially advanced countries and the higher income developing countries 

is largely one of degree, which is very difficult to measure. However, there 

are several countries where the government is seeking and effectively 

beginning to have significant access to outside market sources of finance 

while the access of the private sectors is still quite underdeveloped, 

so that it is difficult for the governments to obtain enough funds to be 

recycled to the private sector. The table below lists the major higher 
1/ 

income borrowing countries in which IFC has potential oper·ations,- and 

compares known publicized medium- and long-term external borrowing by 

governments and their agencies or guarant~~d by them in the period 1972-76 

with similar borrowing by non-government enterprises. The comparison is 

of course a rough one and may well underestimate the access of private 

sector enterprises, which sometimes obtain direct unpublicized loans and 

1/ The list is .the same as that on page 12 of P C/M.~L~--~ 
1977, but excludes Bahamas, Singapore, ~ezuela, 
Barbados and Iraq, in which IFC does not~· ·~~~~~~~ 
at present. 

January 31, 
omania, 
in prospect 
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Table 1: EXTERNAL MARKET BORROWING BY COUNTRIES 
OVER $1,000 IN PER CAPITA GOP 

Publicized bond issues and external 
loans of more than 1 year maturity, 

1971-76 
Per Capita GOP 

1975 
(US$ million, current prices) 

Public secto~ & Unguaranteed* 
(US 1975 dollars) guaranteed* private sector 

Spain 2,700 

Ireland A 2,420 

Greece 2,360 

Gabon 2,240 

Oman 2,070 

Trinidad & Tobago 1 '870 

Portugal 1,610 

Argentina 1, 590 

Yugoslavia 1 ,480 

Uruguay 1, 330 

Jamaica . 1, 290· 

Mexico 1.,190 

Cyprus 1,180 

Panama 1 ,060 
•• 

Braz i 1 1,010 

Total 25,400 

* Guarantees refer to government guarantees. 
1/ Includes mixed sector public utilities. 

4,093.4 

1 , 299. 1 

. 1,644.4 

219. 1 

128. 1 

33.6 

237.2 

1,900.8 

549.5 

156.5 

258.6 

7,803 .. 4 

0 

598.8 

7,929.1 

26' 851 . 6 

~'Y Includes $118 million guaranteed by foreign shareholders. 
· 31 Consists largely of.loans secured by s h ip mortgages. 
4/ Includes borrowings and guarantees by various banks technically 

considered private. 
51 Includes $105 mi llion with a partial government guarantee. 
6/ Includes $534 mi11·on guaranteed by foreign shareholders. 

1/ 
1,207.~ 

238.3-Y 

256.s1' 

0 

10.0 

20.0 

39.0 

16.0 

736.~ 

0 

0 

468.r)! 

0 

20.0 

965.# 

3,977.7 
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which in a number of cases are discouraged from borrowing by domestic tax 

and exchange management regulations. Still, the contrast between the 

volume of external market loan funds obtained by the public and private 

sector illustrates the well-known and understandable fact that commercial 
. ·•·: 

lenders to developing countries prefer a governmental credit risk to a 

private unguaranteed one. 

]. The principal financial requirement for industrial enterprises 

in a riumber of these countries is access to long-term financin~ for inv~st-

ment projects. Since access to external funds is quite limited and is often 

on terms not suitable for such projects, development of the domestic capital 

market becomes a matter of very high priority. fn most of the countries listed 

on the table, the domestic capital market does not yet provide this type of 

financing, even to the best companies. In Greece, for example, a recent review 

for the proposed IFC loan to the National Investment Bank for Industrial 

Development (NIBID) shows that there are very few, if any, sources of 

non-mortgage financing at terms beyond one year, except for NIBID itself. 

In the case of Spain, there is a domestic bond market, in which domestic 

utility companies- several of which are partly or wholly government-owned 

have been active, although the maturities obtainable have typically been 

medium term. The availability of long-term domestic finance in other 

countries which are further away from the phasing- out stage is likely 

to continue to be a constraint to the development of the private industrial 

sector. 
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Elements of a Policy for IFC 

8. As countries increase their ' income and improve their access to 

external capital, the need for lending by official .external agencies is 

bound to diminish. It is obviously difficult to establish rea~onably 

objective criteria which could be used to determine at which point new 

-commitments should cease. As an international development institution, 

IFC should seek to optimize the benefits which its activities can bring 

to countries by focusing on the projects which have the highest benefits 

on an international scale of comparison. In practical terms, however, it 

is not really possible to define such a scale. ln a normative sense, hm'lever, 

it can be said that IFC operations in the higher income developing countries 

should not take away financial and manpower resources that could be used 

more productively in countries with greater overall needs. In fact, this 

risk is low since, with or without a capital increase, IFC is unlikely to 

put significant amounts of money into the higher income countries o_r- to do 

more than a few operations in them. There are only a few such countries 

which may be phased out in the immediate years ahead so that the diversion 

of manpower, in the event that IFC operates in these countries, is also 

likely to be low. However, the general principles of an IFC policy towards 

higher income countries are likely to be important further in the future, 

once the next group of semi-industrialized countries has made substantial 

economic progress, in the next five to ten years. 

9. The issue to be discussed is thus what should be the general 

priorities of the Bank Group in countries which are likely to be phased 

out, and how can IFC contribute to the furtherance of these ob j ectives. 
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The general long-term evolution of terms from the Bank Group to a particular 

country over time can be seen as a sequence beginning with IDA/IFC, followed 

by a blend of IDA/IBRD/IFC, pure IBRD, and as the last stage, only IFC with 

~ ~igh ·proportion .of co-financing from market sources. 

10. When a country is considered a candidate for phasing out from 

further Bank lending in the foreseeable future, namely two or three years, 

a joint assessment of the Bank and IFC ought to be made of whether fFC 

should continue to operate in that country for a tran~itional peri6d. 

The case for IFC to continue would depend on the following elements: 

a. The extent of the underdevelopment of the access of the 

private sector to long-term funds; 

b. The exis t ence or likelihood of possible projects which 

would make a significant contribution to improving that 

access, whether through the improvement of the domestic 

capital m~rket · or by direct foreign borrowing or by a 

-combination of both; a~d 

c. · The prospect that IFC, with a small proportion of its own 

funds, would be able to raise a substantially larger multiple 

from external market sources, and, in the case of the domestic 

capital - m~rket, develop appropriate domestic capital market 

of the type suitable for the stage of development of such 

countries. 

Several countries may not meet thes~ three tests, in which case IFC would 

phase out together wlth the Bank. However, . in the case~ where the program 

review by IFC and t he Bank finds that there is a reasonable presumption 

that the test s ca n be met, a transitional program would be worked out 

wh ich woul d be di r ect l y a imed at these parttcu l ar objecti ves .. 
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11. An additional element to be considered, even though it would not 

by itself be decisive, is the possible effect upon the country concerned 

of a rapid phase-out of the Bank Group, which the country concerned might 

conside~ disruptive to the continuity of its development progr~m. Clearly, 

this is only an additional element of judgment, but it might tilt the 

balance in marginal cases as long as the resulting financial'" and manpower 

involvement of IFC was likely to be small. Finally, there is the question 

of whether IFC has a special role to play in the industrialization of the 

least developed regions of a country, as has been the case in recent years 

with IFC investments in poor regions of middle income countries, such as 

in the Northeast of Brazil and in Eastern Turkey. 

12. The operations of IFC in the. ~ountries 1 isted in Table 1· have in 

the past been successful in helping to raise from -market sources a ~ubstantial 

amount of complementary funds. The table below shows in rough ter~s that 

$2 of market financing was associated with every $1 put in out of IFC's own 

funds. This multiplier effect can be expected to expand in the higher income· 

countries in which the Bank Group - through IFC - might continue to be active. 

For example, IFC is at the present time syndicating a $40 million loan to 

NIBID of which $35 million would come fro~-market sources. This operation 

fits well into the priorities which clearly exist in Greece: to improve 

domestic financial intermediation for investment finance and to improve 

the access of the private sector to external market borrowing • 

. -



Spain 

Ireland 

Greece 

Argentina 

Yugoslavia 

Uruguay 

Jamaica 

Mexico 

Cyprus 

Braz i 1 

9 -

Table 2: EXTERNAL MARKET LOANS RAISED IN CONJUNCTION 
WITH IFC COMMITMENTS, FY71-76 

(in US$ million, current prices) 

IFC 
Commitments 

14.9 

1 • 3 

2·9. 0 

115.6 

3.8 

39.3 

2.7 

220.0 

Complementary External Market 
Financing 

IFC Participations Other 

4.0 

55.8 

4.0 

0.6 

17.8 

4.8 

119.4 

320.3 

75.3 

2.5 

232. 1 

Total 426.6 

95. 1 

159.5 794.8 . 

NOTE: Other countries on Table 1 have been omitted because there have been 
no IFC investments 

·13. In conclusion, a justification exists for IFC to continue to m~kP. 

selected specially tailored investments in the very few countries which are 

at the point of being phased out from IBRD lending at any particular point 

in time. Each case will of course have to be analyzed on its own merits. 

As a first step, a procedure should be established for a joint IBRD-IFC 

assessment of individual countries likely to be candidat~s for a phase out. 

The first two countries suggested for such a review would be Spain and . 
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Ireland. Both these countries have expressed a strong desire for some 

rFC support. The Bank has already phased out of Ireland; while the Irish 

private sector has limited access to external market resources, Ireland 

has significant support from Common Market. These elements would have to 

be carefully analyzed in an assessment of the need for IFC support. In 

the case of Spain where the Bank is now considering phasing out, private 

access to external capital is more developed primarily because the enter-

prises are larger, but the local capital market is still relatively under-

developed. In both cases, it would be desirable to send a small missi"on 

consl·sting of an economLst and .. a specia -,: _ .. in capital markets to deter-

mine whether some IFC role, which in any case would have to be limited and 

carefully defined, would be justified. 

14. The guiding principle for investments in higher income countries 

is that they should be designed in such a way as to minimize IFC financial 

resources and maximize the contribution of the market. They will also be 

designed with the specific objective of iw.proving the access of the private 

sector of those countries to market finance. The major manpower inp~t of 

IFC in such cases would be on the syndication side, which is intended to 

serve such needs, rather than on the side of project promotion and analysis ~ 

Office of the Economic Adviser 
June 1, 1977 

..... 
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FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara ~ DATE: 

Moeen A. Qureshi ~ 
IFC Program for FY 78 

" r . 
Attached is a paper which defines an IFC program of operations 

for FY 78. It raises various issues of general approach and policy in 
terms of a 5-year perspective for our activities. I am sending a copy 
of this paper to Mr. Gabriel. 

I would appreciate an opportunity to discuss this and some 
related matters with you at your convenience. 

MAQureshi:gmb 
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IFC BUDGET FOR FY78 - BASIC PROGRAM AND TARGETS 

Introduction 

1. A major aim of my work in the coming fiscal year will be to 

organize the planning and programming of IFC activities in a more 

systematic manner than in the past. In view of the uncertainties 

inherent in private investment decisions, our program will require 

frequent adjustments and updating. Therefore, I propose to send you, 

after this initial overview, each quarter a synopsis of the program 

for that quarter and for the remainder of the year as it is seen at 

that point. In that way, I hope that you will have an early opportunity 

to comment on prospective projects before IFC has spent substantial 

resources on processing them. As part of an improved system of program­

ming, I plan to link more directly than hitherto our economic knowledge 

on countries, especially in countries where IFC has a substantial exposure, 

with the pr~spective operations of IFC. How this might be done is 

described later in this note. 

2. · Of course, we have to be fully aware of the limitations IFC 

faces in its programming effort. For example, during fiscal year 1976, 

10 of the 33 project commitments came to us for the first time during 

the fiscal year, while projects which had been foreseen at the beginning 

of the fiscal year dropped out for a variety of reasons. In the present 

fiscal year, the situation is broadly similar. For example, several of the 

projects outlined by Mr. von Hoffmann in his memorandum to you of July 12, 1976, 
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will not generate commitments in the current fiscal year. The reasons 

are varied: changes in attitude of sponsor (for example, the diesel 

engine parts project in India), deterioration in the overall investment 

climate (for example, a withdrawal of certain enterprises from Part I 

countries from some of our projects, especially in mining) or in particular 

national .economic situations (e.g. Mexico), and project-related changes 

or obstacles. In view of the uncertainties of our work, the only element 

of certainty in our program concerns inputs - primarily the deployment 

of staff time - rather than outputs - primarily project commitments. 

Major Considerations 

3. I believe that, despite the rather low inventory of projects at 

present available for commitment in FY78 (see Table in para. 18 below), 
~-t 

IFC can realistically aim for a target of 40 project commitments in FY78, 

" compared to 33 in FY77, totalling $300-330 million. Of this latter figure, 

$230 million would be for our own account and $70-100 million would come 

from participations. For reasons described later, I am more uncertain 

about the volume of IFC commitments than about the number of projects and 

for the time being I would prefer to present the lower figure of $300 million 

in the FY78 budget. One indication of the uncertainty relating to IFC 

operations is that at this late stage in the fiscal year I am still not 

certain that we can achieve even the indicated amount of $250 million of 

IFC commitments in FY77. 

4. Let me put the business estimates for FY78 in a 5-year perspective 

in order to see (i) how they compare with our earlier projections and 

(ii) how I envisage our longer term task and objectives. 
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IFC INVESTMENT PROGRAM 1978-82 1--:t 
Capital Increase Financial Possible F~7ure ~ 

Paper Proj ectiond/ Plan -
2/16/77 Amt.in Amt.in 

FY77 current 
commit- $ 

Amt. No. Amt. No. ment $ No. 

FY76 (Actual) 245 33 245 33 2631/ 245 33 
FY77 282 35 250 33 250 250 33 

FY78 375 41 300 37 304 M3~ ~ ~ 
FY79 420 44 375 43 349 j /) q(JT 44 
FY80 470 47 450 47 402 If" 7J 4·g:p 53' J/'1 
FY81 527 50 530 51 448 5~ 59-e 59 .. :.~ 
FY82 590 53 610 54 501 & I,. 709 6-6-- 53 

lqj){' 
FY77-81 2,074 217 1,905 212 1,753 2~ 229 

-/ ~/, .f 
FY78-82 2,382 235 2,265 232 2,004 ~n 262 

FY77-86 5,776 515 5,785 511 

ll Average size of project goes up from $7.6 million in FY78 to $8.0 million 
in FY82 in real terms. 

2/ Average size of project unchanged at $7.6 million. 
}/ Adjusted for an inflationary factor of 7.5%. 

5. Our capital increase paper and subsequent projections forecast 

about 53 or 54 projects in 1982, a two-third increase in real terms over 

the five years 1978-82, with IFC commitments amounting to about $2 billion 
ll 

over this period. I frankly think that this is too modest, given our 

large membership and the needs of the poorer countries which have growing 

expectations from IFC. I believe we ought to consider instead a plan to 

double the annual number of IFC's operations from 33 this year to about 

in 1982, and I would suggest that we look at our budget for FY78 as the 

first step in that direction. At this time, it is not feasible for me· to 

be very precise about the financial implications of such a target as I 

!/ You may recall that at the recent FY77 mid-year budget review, I referred 
to the $2 billion target mentioned in the Capital Increase Paper. ~/~ 

r ~,./\.. 
/( .c.,/J 

J.i 

L.A,..I~"' 
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expect that two contrary trends will affect the average size of an IFC 

investment. First, inflation and economic growth are likely to make 

the average size of transactions bigger, especially in the semi-industrialized 

countries where we shall support more complex projects, often requiring 

syndications. On the other hand, increasing emphasis on the small, least-

developed countries, and on African countries in general, will be reflected 

in relatively small financial commitments in relation to staff. On balance, 

it is not an unsafe assumption that these two factors will offset each 

other and the average size of financial commitments will not change much. 

On this basis, IFC could aim by 1982 to have an annual volume of approximately 

$700 million in current dollars (and $500 million in FY77 commitment dollars) 

and total IFC commitments over 1978-82 would be about $2.5 billion in 

current dollars. 

6. Assuming that IFC's capital increase is forthcoming, I should 

like to reorient the focus of our attention from the volume of IFC's 

operations to the number of its investments. In regard to volume, my 

approach would be to do whatever is necessary, within the framework of 

our exposure and other established financial policies, to get an economically 

sound project going. This may mean a willingness to take a somewhat larger 

share of project costs than we have traditionally done in countries with 
) 

poor access to the financial markets and, by contrast, putting an even 

greater emphasis than hitherto on syndications in the case of countries 

with better access. However, a two-fold increase in IFC's business in 

real terms is required primarily to enable IFC to have more effective 

coverage of its member countries and to become a factor in their thinking 

and planning for private sector development. At present, IFC's focus is 

on too few countries. A two-fold increase would permit us to have an 

9 
v 



- 5 -

operation in virtually every Part II member country at least once every 

two years, after allowing for more than one operation in a few countries. 

It should also be our aim to have made by 1982 an IFC investment in every 

Part II member country that wants such an investment. 

7. While a doubling of IFC business in real terms together with a 

major reorientation in its direction and focus over the next five years 

should be our aim, I must confess that I cannot at this time give you the ~ 
) ~ ~ 

assurance that IFC is capable of achieving this target or to indicate v 

precisely what resources I would need to meet this objective. Over the 

next six months, I shall be reviewing all aspects of IFC's organization, 

procedures and other requirements with a view to determining how we can 

approach this task. As indicated elsewhere, I shall be submitting to you 

to increase the target with respect to the number of operations for 1978 

r 
_f~J 

? 
~fi\ 

t' 
7)/ 

specific proposals in each area. For the time being, I should merely like 

to 40, retain our latest financial projections which are not inconsistent 
% 

with those in our Capital Increase Paper for presentation to the Board and 

to come back to you around the time of the mid-year review for FY78 with ) v 

a more detailed and definitive five-year program. I shall have a better 

feel at that time of our capacity and our needs, and the signals on the 

capital increase will already be in~ 

8. Because staffing patterns in FY78 will affect operations in the 

following year, we have to start thinking now about our program beyond 

FY78. This is because there is a lead time of approximately one year before 

new staff, particularly in the investment departments, can be fully productive 

to IFC. Therefore, in order to reach even a figure of approximately 44 opera-

tions in FY79 (the target in our Capital Increase Paper), I would like to 

start building up the staff in the coming year and to hold back somewhat 
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the rate of growth in FY79. In terms of positions, this policy would imply 

23 additions over the 145 higher level positions authorized and expected to 

be filled as of June 30, 1977. Over the two-year period FY78-79, the 

proposed additions to higher level staff would work out to an increase 

in terms of man-years of approximately one quarter, compared to an increase 

in the number of transactions of one third (i.e. from 33 to 44 commitments). 

9. A key assumption in our programming is, of course, that our capital 

increase will make satisfactory progress in the next few months. If by any 

chance that should not turn out to be the case by May or June of this year, 

particularly as far as the u.s. vote on the increase is concerned, we 

would have to revise our targets downward substantially for the coming 

year, especially as far as equity investments are concerned. In order 

to give myself some flexibility and leeway, I am proposing that the staff 

increases planned for FY78 take place largely in the second half of that 

year, so that we could slow down our recruiting effort in the first half 

of the fiscal year if the need to do so should arise. 

Small and Industrially Least Developed Countries 

10. A major priority is clearly to intensify our effort in the small 

and industrially least developed countries, most of which are in Africa. 

Of the 40 countries identified in the paper on IFC's Activities (Table 

reproduced as Annex 2), 12 are so far not IFC members, and 13 of the 

remaining 28 have so far received investments. Our immediate program 

is to increase as rapidly as possible our activities in the countries 

where IFC has no outstanding investments where viable opportunities exist, 

of which 5 (Papua New Guinea, Haiti, Honduras, Madagascar and Swaziland) 

are realistic candidates for investments in FY78. Altogether, we are 
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likely to make 6 investments in the small and least developed countries in 
1:_1 

FY77, and about ten in FY78, so that we are likely to overtake the minimum 

target of doubling the number of operations in such countries from an annual 

average of 3 in FY75-76 to 6 "by the late 1970s" (para. 27 of the Activities 

Paper). In addition, we are likely to make our first investment in · 

Bangladesh in FY77 and a further investment is likely in FY78, together 

with investments in Mauritius, Sudan, and the Ivory Coast, which 

are poor countries that do not fall within the definition of "small and 

least developed" used in the Activities Paper.l/ A project is also planned in Gabon. 

11. In the longer run, however, the important point is to develop 

mechanisms so that we can generate a continuing program in such countries. 

I have spoken with the Directors representing African countries, and 

several means of action appear to deserve priority. First, we ought to 

use more actively the format of investments in promotional companies, in 

cases where a project is likely to develop but where the size and duration ~ 

of the task are such as to require a continuing injection of technical 

assistance by IFC staff. In such cases, IFC could make an equity invest-

ment, together with others in a promotional company which would be responsible 

for undertaking th~ necessary project preparation and development, including 

the organization of the necessary feasibility studies, before the project 

can be financed. If the project comes to fruition, then the IFC investment 

in the promotional company would be incorporated in the new enterprise. 

1:_/ The possibilities are: 1 each in Afghanistan, Nepal or Sri Lanka, 
Madagascar, Malawi, Swaziland, Cameroon, and Liberia; and 2 in Bolivia, 
El Salvador, Haiti or Honduras. Of these 13, ten operations may materialize 
in FY78. 

11 Defined as having a GNP in 1975 of under $2.5 billion and a per capita GNP 
of less than $520. See Annex Table 1 for list of countries. 
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This approach involves additional costs for IFC but these must be accepted 

as a part of a more effective promotional role. Within the next few weeks, 

I shall submit to you suggestions for certain changes in our procedure for 

handling such transactions. Secondly, we should actively explore the 

possibility of assisting the medium and smaller sized enterprises typical 

of these countries by working more closely with local development banks and 

making investments jointly with them. The basic idea is to package a few 

relatively small projects together for financing purposes, and to then let 

the local development bank undertake the detailed field appraisal as well 

as the normal administration and service of IFC's loans. IFC would reach 

understandings, and furnish technical assistance wherever necessary, on the 

manner in which project appraisal should be done. In Egypt, for example, 

we are envisaging financing several small projects together with DIB (industrial 

bank), which would be restructured with the help of an IFC investment. I 

shall be sending you separately for your approval the outline of the scheme 

which we intend to negotiate with DIB in Egypt. Third, our technical 

assistance in the economic area will be intensified. For example, the Sudanese 

Government has asked our economics group to help in devising a program to 

identify the existing obstacles to private investment. A somewhat similar 

exercise is contemplated in the case of some of the Sahel countries. Fourth, 

the African Directors (and particularly the French-speaking Directors) have 

urged me very strongly to strengthen the European Office of IFC and to 

establish an office on the West Coast of Africa. Although I do intend 

to review and reorganize the activities of the European Office, I am not ') S) ~ 
persuaded at this time that it would be worthwhile adding any manpower to ~ 
the European Office. I do believe however that stationing a good technician 
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in Abidjan as Representative for West Africa (who I would hope could be 

located physically in the Bank Office) would assist in project identifica-

tion, promotion, and supervision in the West African countries, and I 

propose that we do so. 

12. I have been agreeably surprised by the interest which several 

of the Part II Country Directors have expressed in an expansion of IFC's 

capital markets work and especially in IFC's business-oriented approach to 

financial institution development. My own judgment is that while we have 

done remarkably well in particular cases, our capital markets work still 

lacks a program focus. Also, we have only just begun to tap the possibili-

ties for assisting the smaller countries in this field. In this connection, 

we have some new initiatives under consideration,and I shall submit to you 

a detailed program of IFC's capital markets activities by the end of April. 

13. Another issue which concerns the African Directors is how IFC 

can help to upgrade the management capacity of African enterprises and 

industries. This is rather a tall order and, in my view, belongs more 

in the field of the Bank than IFC. However, Messrs. Razafindrabe and 

Kpognon are insisting that IFC should bring more "businesslike" orienta-

tion to this task. Since I am not clear as to the precise requirements 

and the dimensions of the task, I have agreed with Mr. Kamarck of EDI that ')~ 

a consultant should be retained to prepare a study which would identify the ( 

nature of the problem and possible ways to attack it. 

Semi-Industrial Countries 

14. It is, of course, a gross oversimplication to divide our clients 

into small least developed economies, since there is a whole group of 

countries which are in between, whether because of their large population 
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(for example, Indonesia, where we have in the last year attempted with 

little success to generate alaFgerprogram) or because of their higher 

income level (for example, several of the medium-size Latin American 

countries). Nevertheless, the eight countries which, as of the end of 

FY76, accounted for 62% of the IFC portfolio (Brazil, Turkey, Korea, 

Yugoslavia, Philippines, Indonesia, Mexico and India) are semi-industrialized 

countries with the exception of Indonesia, Annex 3 shows our expected 

exposure in these eight countries as of the end of FY77 and FY78. 

15. Historically, IFC has been most active in the semi-industrialized 

countries. While the aforementioned effort on the least developed countries 

will lead to a marginal decline in the proportion of our resources committed 

to the former, I believe that our role in such areas continues to be of 

prime importance but that it should be tailored to the priorities and 

requirements of each country. In general, because of the need for rapid 

export growth in order to make more manageable the heavy debt service 

burden of some of these countries, our investments should emphasize export~. ;J~ 
related projects, and should be focused on enterprises which - with our 

assistance - have a better chance of developing their access to the inter-

national capital markets. There is also a case for our lending a hand in 

the development and financing of projects which have an important contri-

bution to make in the furtherance of the industrialization process itself 

-- either be~ause of technological aspects or because the projects create 

important economies of scale within the industrial sector. In some of 

these countries, such as Brazil, Turkey and Yugoslavia, there is in 

addition a case for paying special attention to their least developed 

areas, and our operations have already been moving in this direction. 
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However, we should be aware of the fact that the governments of these 

countries sometimes see priorities differently, so that a special dialogue 

is required with the authorities in order to agree on a useful program. 

Project Supervision 

16. I am concerned that while a major move forward and redirection 

of activities is both desirable and feasible for IFC, there should be no ~ )~ 
deterioration in our standards and quality of supervision. In this connection, 

I have to bear in mind that our portfolio is growing at an accelerated 

pace. From 174 projects at the end of FY75, our active portfolio will 

reach 226 projects at the end of FY78. In FY77 direct portfolio super-

vision work is estimated to account for about 18% of total higher level 

staff time in the investment departments, compared to about 20% in FY76. 

There is a heavy and rising load of supervision work and it is likely to 

be augmented by the increasing number of complex projects and of projects 

in poorer countries, both of which require constant care. We need to 

streamline such work and make it more economical of staff time. I have 

asked Mr. Parmar to head up a task force to thoroughly review our super-

vision procedures and to come up before the end of the present fiscal year 

with recommendations for a new system of project supervision within IFC. 

Finance and Programming 

17. Substantial improvements have taken place in our financial work 

in terms of more efficient management of IFC's liquidity and in terms of 

more effective internal financial controls and procedures. However, one 

area which needs strengthening concerns the programming of IFC's activities. 

There are two aspects to this work: the organization of operations and 

the relationship which they have to staff and financial resources (in 
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other words, the type of work now being done by P&B for the Bank) and a 

closer link between economic priorities and IFC prospective operations 

(an activity similar to that of the Program Review Division of the Policy 

Planning Department in the Bank). As a first 

of our work, I propose to create a small unit 

Finance and Management Department. This unit 

step in more effective planning 

of two professionals in the ~~ 
would upgrade the existing ~ 

project programming work of IFC and provide the basic input into the work 

of P&B. At the same time, however, it is vitally important to link more 

closely the work of our economics group with operations. For that purpose, 

I propose to create a Program Review Committee which would periodically 

(every year for major countries and less frequently for other countries 

or group of countries) review the major priorities of IFC in particular 

areas and countries. The secretariat to the Committee would be our economic 

staff and the members would consist of myself as Chairman and the two Vice 

Presidents and the heads of Economics, Legal and Engineering. As in the case 

of the Bank, where P&B and the Program Review Division provide the basic 

parameters for CPP reviews, so in this case the new programming unit and 

our economics group would fulfill the same function, although each, of course, 

of the three regions of IFC would be responsible for recommending priorities 

and a plan in each case. 

Project Pipeline 

18. The project pipeline has improved substantially in recent months, 

after a slump during the past year (see table below). The major reason 

for the decline was obviously the lagged impact of the 1974-75 inflation 

and recession upon investment dec i sions in developing countries. The 

recovery is partly the result of a mild uptrend in the business cycle in 

most developing countries, (although some major countries, such as Brazil 

and Mexico, are in fact entering a recessionary phase), and of a more 
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intense promotional effort on our part. Significant progress is being 

made in the small least developed countries. As indicated earlier, 

we hope this, together with further intensified efforts, will result in 

more projects in such countries next year. 

IFC - PROJECT PIPELINE 

Estimated 
End FY75 End FY76 Dec '76 End FY77 End FY78 

Total projects in pipeline 

Preliminary 

Pending Appraisal 
Completion 

Pending Investment 
Committee Review 

Pending Board approval 

Projects in 

Small least dev. countries 

Other countries 

Percentage change from 
previous date in 
total pipeline 

160 114 

135 88 

12 8 

5 10 

8 8 

16 12 

144 102 

-29% 

145 175 250 

120 150 210 

10 8 14 

8 9 14 

7 8 12 

21 25 38 

124 150 195 

27% 21% 33% 

19. We are still at present below an acceptable numbe~ of new project 

proposals coming to the Corporation. In recent years we have obtained about 

6 proposals for every project approved. As explained above, the business 

upturn and our intensified promotional effort later this year and during 

FY78 should adequately increase the pipeline to permit the business targets 

to be achieved. I am aiming at having about 210 projects at a preliminary 

stage at the end of FY78. A more definitive indication of the business we 

are able to bring to fruition is the number of projects we have appraised 
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over the past two years. Our data indicate that about 1-1/2 projects 

need to be appraised for every project finally approved. This suggests 

appraising some 60 projects next year as compared to some 45 that we are 

working on this year. Indeed, we may have to increase the figures of both 

preliminary projects and appraised projects above these estimates since 

the wastage rate in the poorer countries - where we are intensifying our 

efforts - is likely to be higher than the average. 

Participations and Relations with Part I Countries 

20. The task of obtaining participations from other financial institutions 

in IFC investments is becoming an increasingly more complex task. Our 

projections in the capital increase paper envisaged that approximately one­

third of IFC's future business commitments would be so financed. As you 

know, the participations activity is related largely to projects in the 

more advanced developing countries. But even in these cases we find that 

international private financial institutions are becoming increasingly more 

demanding with respect to the conditions and terms (e.g., the right to 

premature a loan) which they would like to see applied to an investment 

in which they take a participation. This has implications for IFC's role 

and relationship with its clients and member countries. Another problem 

is that the conditions in financial markets which determine the availability 

of participations tend to change suddenly and sharply in a way unrelated to 

the needs of the developing countries or to our own program objectives and 

targets. I have asked Mr. McClure to head up a task force to make a 

comprehensive review of our participation activity and to come up with 

specific recommendations on our targets and methods of operation in this 
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area. I hope to be able to send you a paper defining our activities and 

program in this area by the end of this fiscal year. 

21. A related area is that of our relations with Part I countries -

governments, institutions and enterprises. This has increased importance 

principally because of the pending action on our capital increase, but 

also because of the possibility of our undertaking some market borrowing ') ? 
in the future, and because contacts with enterprises in Part I countries, 

who might serve as technical partners, are an essential requirement for 

our promotional work in the developing countries. I intend to devote some 

of my own time as well as that of my senior colleagues to this task in the 

coming year. 

Major Departmental Priorities 

22. For planning purposes, we can look upon the geographical areas 

of IFC as divided into three centers of responsibility: Africa and the 

Middle East, Asia, and Latin America and Europe (consisting of the Invest-

ment Departments for South America and for Central America, Mexico and 

Europe). 

23. In the case of Africa and the Middle East, the major additional 

effort for FY78 will be in the area of promotion, where we are planning 10 

major country promotional missions, of which four would be undertaken with 

the help of UNIDO staff. The countries to be covered would be ten of the fol-

lowing: Lesotho, Botswana and Swaziland, three of the five Sahel countries, 

Rwanda, Zambia, Ghana, Mauritania, Burundi and Oman. In addition, a mission 

will visit the Arab Republic of Yemen in the next few weeks. A number of smaller 

promotional efforts are envisaged in other countries. Frankly, we should not be 

overoptimistic about the possible results of these efforts,although they should 
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in time lead to promotional investments and, then, hopefully, to actual 

transactions. Clearly, we will have to rely on cooperation from Bank 

staff and resident missions to the extent possible and on outside help, 

such as that which we are discussing with UNIDO. 

24. We have at present three major projects under active considera-

tion in this area, all three of which have a reasonable chance of materializing 

into actual investments in FY78: the LAMCO iron ore project in Liberia where 

we are actively engaged as an intermediary in the discussions between the 

Government and the sponsors; the Swaziland sugar project, in which the 

staff has already invested considerable time,needs a clearer financial 

package but is likely to come forward early in the next fiscal year; 

finally, we are trying to resolve a variety of problems in the case of 

$300 million Jordan Fertilizer Industry project. Altogether, with a 

major effort in the next few months and early in the coming fiscal year, 

the Africa and Middle East group should be able to generate 11 to 13 

investments in FY78 compared to 10 in FY76 and probably 8 in FY77 

(see Annex 3 attached). With the intense promotion effort planned, 

further growth can be expected in FY79. 

25. In the case of Asia, we expect to put more promotional effort 

into the small least developed countries (Afghanistan, Nepal, Sri Lanka 

and Papua New Guinea). Major countries in this area with potential for an 

IFC contribution are India, Philippines, Malaysia, Indonesia and Korea. 

We intend to make a systematic new effort in India in close consultation 

with the Government. With an improvement in the prospects of private 

enterprise in India and in the attitude of the Government towards IFC, we 

should be able to play a role in the area of export industries and certain 

major industrial facilities requiring joint ventures with foreign technical 
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partners. Two projects for a total of about $20 million are envisaged 

there. We are also making a special effort in Bangladesh, and expect to 

do one project in FY78. In the case of the Philippines, where our South 

East Asia mission will begin operating at the end of March, we are giving 

emphasis to natural resource development and we are contemplating at least 

two investments - possibly both in the mining sector - for a total of $25 

million. Our operations in Malaysia may reactivate as a result of the 

fact that local financial institutions are no longer able to meet the 

investment needs of the industry on their own. Our Manila Office will 

undertake a major effort in Indonesia and one investment can be expected 

in that country. In Korea, our problem is not lack of projects. A recent 

economic mission of IFC has had fruitful discussions with the Government, 

and we are in the process of working out a medium-term strategy where a key 

point would be to work with substantial Korean groups to increase their 

access to external capital markets; we are planning two transactions for 

FY78 for a total of $20 million. Altogether 11 to 12 investments are 

envisaged in Asia - of which three would be in small least developed 

countries or the same number as in FY77. 

26. In the case of Latin America and Europe, we have . active promotional 

efforts in the case of Colombia and Mexico. In the case of Colombia, one 

operation in downstream industry made possible by our investment in the 

natural gas pipeline should be possible in FY78. In Mexico, we have 

several possibilities which should materialize in the next few months and, 

in addition, we are actively discussing with the authorities several possible 

investments in the capital goods areas which were studied last year by an 

IFC economic mission, although these possibilities are unlikely to materialize 
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before the end of FY78 or FY79. There are several projects identified 

in Argentina, and I think that we should plan on up to two investments 

there in FY78 for a total of about $15 million. Given the fairly high 

rate of inflation which still characterizes Argentina_, these would be 

straight loans in established companies, with a relatively low risk 

profile, but with the expectation of a major impact in terms of increased 

production and favorable balance of payments effects. In the case of 

Brazil, in addition to our focus on the Northeast, helping enterprises 

gain access to the external markets should constitute a major priority. 

The constraint on our operations is exposure, so that for FY78 we are 

only planning two investments for a total of $20 to 30 million. We have 

not done anything in Chile for quite some time although we have several 

requests pending on our books. If you feel that we can now start in a 

selective way, we would be prepared to move ahead with consideration of r 

a major LNG project, all for export. 

27. In the European area, the two countries where IFC has been most 

active are Turkey and Yugoslavia. The same general operational strategy 

as in the case of Brazil (access to external markets, focus on less developed 

areas) is true for these two countries. We would plan on no more than two 

projects each for Turkey and Yugoslavia, for a total of about $15 million 

and $20 million, respectively. In Greece, one of the higher per capita 

countries in the region, we hope to complete a syndication in NIBID in 

the summer of 1977, and we expect to do one project in FY78, hopefully of 

significant" national economic priority involving a. ~ajar devel<:>pment in 

bauxite mining, asbestos mining and magnesite. In Portugal, we intend 

to join with the proposed Bank economic mission and hope to develop a 
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basic understanding with the Government and with the private financial 

community. Contingent upon the improving environment, we may be able 

to make a first investment in Portugal. 

28. We have devoted considerable promotional effort on the Central 

American countries (El Salvador, Guatemala, Costa Rica, Panama, Dominican 

Republic) and the Caribbean countries (principally Haiti, Guyana, Jamaica) 

during the past year, and we plan to step up the effort during FY78. As 

in the case of Africa, the main emphasis is on project identification and 

development. I am hopeful that we shall make at least two investments in 

this area during FY78. 

29. Altogether, the Latin American and European area is in a reason-

able position to generate 17-18 investments in FY78 - of which I would 

expect that three would be in small . least developed countries. 

Manpower Implications 

30. If you approve of the basic approach and orientation of the 

program outlined above, then the budget that I would propose to submit 

to you for FY78 would envisage a substantial growth in staff over the 

next two years. I estimate that as a minimum we shall need 154.5 man-years 

in FY78, and an increase of about 20 man-years from FY77. And assuming only 

44 investments in FY79 (in line with the financial projections in the . 

Capital Increase paper) the figure for FY79 would be 168 man-years. You 

will note that in terms of the overall effort of the Corporation - projects 

to the Board, project review and appraisal, technical assistance, portfolio 

and management - I envisage a marked increase in productivity in the sense 

that more tasks would be done per man-year. The table below compares total 
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man-years available with the growth in commitments, without counting other 

aspects of the effort mentioned above. 

IFC - COMMITMENTS AND MANPOWER 
FY77-79 

Annual % 
Increase FY79 

Compounded 
Annual % Anpual Rate 

FY77 FY78 Increase FY77-79 

Number of Commitments 

Shown in FY77 Budget 
Revised Estimate 

Number of Man-Years 

Shown in FY77 . Budget 
Revised Estimate 

35 
33 

139.1 
134.0 

41 
-v}j40 

153.1 
154.5 '? 

17 
21 

10 
15 

44 
44 

166.8 
168.0 

7 
10 

9 
9 

12.1 
15.5 

9.5 
12.0 

31. A more detailed analysis of IFC's productivity indicators is shown 

in Appendix Table 4 which also indicates the coefficients of manpower per 

commitment directly involved in the task of doing new business and supervision. 

Here we must recognize that the additional effort to be devoted to the smaller 

countries, plus our increasing developmental focus regarding operations in 

the larger countries, will inevitably require, for some time to come, 

additional man-years per commitment in the Investment Departments. Sub-

sequent to the increase which occurred in FY77, I have made the somewhat 

bold and as yet untested assumption that over the next two fiscal years 

we shall be able to offset the additional manpower per commitment to be 

devoted to work in the smaller countries by greater efficiency in operations 

in the larger countries. Similarly, I have assumed that we will be spending 

only slightly more man-years (from 0.14 M/Y to 0.15 M/Y) per portfolio 

investment than we have been doing so far. If we can meet these targets 

I shall be more than satisfied. 
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32. If the basic premise of this program is accepted, in the sense 

that we should staff up now for a higher and reoriented rate of growth in 

the future, I would request 23 additional positions in FY78. It assumes 

that all of our authorized positions in FY77 (145) are filled by the end 

of the year and that we shall recruit at a rate during FY78 resulting in 

a fill rate for new positions of 54% (i.e. actual additional man-years in 

FY78). An addition of 23 positions in FY78 would also be well within the 

manpower requirements implied in the business estimates projected for FY79 

in the Capital Increase p~per. The positions would be divided as follows: 

IFC HIGHER LEVEL STAFF 

Investment Regions 
Africa & Middle East 
Asia 
Latin America & Europe 
Capital Markets 

Support 
Legal 
Engineering 
Economic 
Special Projects 

Executive~ Finance & Management 
& Other 

Total 

Authorized 
FY77 

69 
15 
15 
30 

9 

47 
14 
21 

6 
6 

29 

145 

Planned 
On Board Request 

6/77 FY78 

72 85 
17 23 
15 17 
31 35 

9 10 

47 53 
15 17 
20 23 

7 8 
5 5 

26 30 

145 168 

7 

33. My immediate Office includes 13 at present. This figure includes 

Marketing (basically our participations and co-financing work), Information 

(known as "Business Relations"), two representative offices and advisers for 

DFC's and for special assignments (primarily projects in severe difficulty). 

This organization will, I would hope, substantially change as part of the 
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reorganization which I would like to consider with you sometime before the 

middle of the year. That reorganization and the extent to which I can 

feel more assured in the course of the first half of FY78 that we can 

indeed meet our long-term expanded targets - a function both of the 

progress on the capital increase and of the success of our promotion 

efforts - will determine the extent to which we effectively staff up to 

the extent suggested here. In order to be effective under uncertain 

circumstances, however, I would very much welcome the flexibility which 

an authorized staffing pattern such as that suggested here would give me. 

Financial Implications 

34. The rate of expansion proposed for FY78 will obviously lead to 

higher administrative expenses than projected on page 21 of the paper on 

"IFC's Activities". The revised projections would be as follows: 

Original 

Revised 

IFC ESTI~~TED EXPENSES 
(Current US$ millions) 

FY76 FY77 

11.4 13.8 

11.4 13.5 

FY78 

16.4 

16.9 

FY79 

19.2 

19.6 

Such a projection does not in my view present a problem for the Corporation 

and is within the bounds of our most recent financial projections. 

Conclusion 

35. In brief, I believe we should plan for an IFC program in FY78 that 

might be the first step towards a doubling of IFC business in real terms over 

the next five years. The proposed expansion should involve a major reorienta-

tion of strategy with an emphasis on projects rather than volume, on expanding 

our country coverage, on better identification of the needs and priorities of 



• - 23 -

our members with a view to meeting their requirements in a flexible and 

innovative manner, and on a reinforced program of assistance to the 

smaller and least developed countries. 

36. I do not underestimate the considerable obstacles which confront 

this task. IFC would be moving into countries and activities which are 

likely to prove both more costly and more risky, and the effort is bound 

to stretch our capacity to the full. It will take time and organized 

effort to recruit and train new staff. Even more important, as you know, 

I have a serious shortage of senior and experienced colleagues to provide 

the direction and supervision that is necessary at various levels. Never­

theless, having thought carefully on all these aspects, I have come to the 

conclusion that the objectives and targets I have outlined are not out of 

reach, that the member countries are expecting a great deal from IFC in 

the context of the capital increase, and that it is therefore incumbent 

upon us to move in these directions and justify more fully IFC's promise 

as a development institution. 

March 3, 1977 



IFC - PROJECT COMMITMENTS FY78 

Regions 

Africa & Middle East 

Eastern Africa 
Western Africa 
Middle East 

of which Jordan 

Asia 

Small and least developed countries 
included above 

India 
Philippines 
Korea 
Indonesia 
Other 

Small and least developed countries 
included above 

Latin America & Europe 

Argentina 
Brazil 
Colombia 
Mexico 
Turkey 
Yugoslavia 
Central America & Caribbean 
Other 

Total 

Small and least developed countires 
included above 

of which small least developed 

Number 

3-5 
5-7 
3-6 
[1] 

11-13 

5-6 

2 
2 
2 
1 
5 

11-12 

3 

1-2 
2 
1 
2 
1-2 
2 
5-4 
3 

17-18 

2 

39-44 
10-11 

ANNEX 1 

Total IFC Commitment 
$ million, including 

participants 

20.0-25.0 
15.0-20.0 
25.0-35.0 
[20.0] 

60.0-80.0 

30.0-32.0 

20.0 
25.0-30.0 
20. o-25·. o 
4.0 

21.0-26.0 

90.0-105.0 

8.0-10.0 

'J 
15.0 
20.0-30.0 
10.0 
20.0-30.0 
15.0 
20.0-25.0 
15.0 
35.D-25.0 

l i O .0-165.0 

10.0 

300.0-350.0 
48.0-52.0 



Countries 

Afghanistan 
Benin 2/ 
Bol i v(a 
Botswana 2/ 
Burundi 27 
Cameroon 
Central African Republic~ 
Chad 2/ 
Congo~ People's Republic of ~ 
El Sa lvador 
Equa torial Guinea ~ 
Ethiopia 

Gambia 2/ 
Grenzda 
Guinea 2/ 
Haiti 
Honduras 
Jordan 

Lesotho 
Liber ia 
~1adaga scar 

Malawi 
Mali 2/ 
Maur itania 
Nepa l 
Niger 2/ 
Papua New Guinea 
Rwanda 
Senegal 

Sierra Leone 
Soma I ia 
Sri Lan ka 
Swazi I and 
Tanzania 
Togo 
Upper Vo Ita 
Western Samoa 
Yemen Arab Republic 
Yemen P.D.R. 2/ 

Tota l IFC Members 

Total Non- IFC Members 

GRAND TOTAL 

IFC COt1t11TI1ENTS 1~1 St1/\LL COUt-iTRIES P.ND COUi.JTKIE.S AT AN 
EARLY STAGE OF II·IDUSTR I AL DEVELOP~1tllT 1/ 

Popu I at ion 
1975 

(m i 11 ions) 

17.3 
3.1 
5.7 
0. 6 
3.6 
6.4 
1.8 
4.0 
1.3 
4.1 
0.3 

27.2 

0.5 
0.1 
5.5 
4.5 
2.9 
2.8 

1.1 
1.6 
8.3 
4.8 
5.5 
1.4 

12.5 
4.5 
2.7 
4.3 
4.2 

2.9 
3.2 

13 . 8 
0.6 

14.7 
2.2 
5.9 
0.2 
6.5 

__!_:_I 

162.4 

~ 

J94.8 

GNP 
1975 

<c ur:rent 
$billion) 

2.3 
0.4 
1.9 
0.2 
0.4 
2.1 
0.4 
0.5 
0 . 7 
1.8 
0.1 
2.7 

0.1 
0.1 
0.7 
0.8 
1.0 
1.3 

0. 2' 
0.6 
1.6 
0.7 
0.5 
0 . 4 
1.4 
0.6 
1.2 
0.4 
1.6 

0.6 
0.3 
2.1 
0.3 
2.5 
0.6 
0.5 
0.1 
1.4 
0.4 

30.5 

--2.:..Q. 

35.5 

Per Capita 
GNP 1975 

(1975 $) 

130 
140 
320 
330 
100 
330 
230 
120 
500 
450 
320 
100 

190 
370 
130 
180 
350 
460 

180 
400 
180 
150 
90 

310 
110 
130 
450 
90 

370 

200 
100 
150 
470 
170 
270 
90 

320 
210 
240 

188 

_J2! 

182 

IFC 
Comm itments 

FY66- 76 
($ mi l1ionsT 

0.3 

1.3 

0.5 

0.9 

1.9 
9.0 
0.6 
1.7 

1.8 
3.2 

0.3 

6.0 

20.0 
3.2 

0.5 
3.5 
0.2 
0.1 
0.7 

3.2 

58.9 

58.9 

Total 
Projec t 

Cost 
($millions) 

13.4 

2. I 

6.7 

3.7 

8.7 
22.5 
5.0 
4.5 

7.2 
63.0 

4.5 

12.4 

60.0 
7.3 

1.6 
12.4 
4.0 
3.9 
6.5 

13.8 

263.2 

263.2 

1/ Defined as having 1975 GNP of under $2.5 billion and per capita GNP of less than $520. IJ Not a member of IFC. 

ANNEX 2 

F i sea I Year 

1973 

1973, 1976 

1975 

1969 

1966 
1968 
1970 
1973 

1974 
1975 

1966 

1976 

1963 
1975 

1976 . 
1967 
1974 
1974 
1976 

1970 



Portfolio Held b~ IFC1./ ANNEX 3 

12/31/76 & Projected to 6/30/78 
(in millions of US$) 

PortfoLio held by Net change~/ Projected Portfolio Net change.~/ Projected Portfolio 
IFC 12/31/76 In Portfolio held by IFC 6/30/77 In Portfolio held by IFC 6/30/78 

Country Amount Percentage 1/1/77-6/30/77 Amount Percentage 7/1/77 to 6/30/78 Amount Percentage 

Brazil 94.4 12.2 36.1 130.5 14.3 13.1 143.6 13.4 

Turkey 86.6 11.2 6.8 93.4 10.2 8.1 101.5 9.4 

Korea 69.3 9.0 9.9 lJ9.2 8.7 16.9 96.1 8.9 

Yugoslavia 67.6 8.8 15.5 83.1 9.1 9.5 92.6 8.6 

Philippines 52.7 6.8 6.5 59.2 6.4 14.8 74~0 6.9 

Indonesia 35.7 4.6 0.4 36.1 4.0 0.9 37.0 3.4 

India 32.0 4.2 (1.1) 30.9 3.4 12.9 43.8 411 

Mexico 31.8 411 (0.2) 31.6 3.4 18.5 50.1 __!!.J_ 

470.1 60.9 73.9 544.0 59.5 94.7 638.7 59 ~ 4 

Others 300.8 39.1 69.1 369.9 40.5 ·66. 9 436.8 40.6 

Total held 770.9 100.0 143.0 913.9 100.0 161.6 1075.5 100.0 

ll Includes disbursed and undisbursed commitments held by IFC. 

ll New commitments less repayments, sales and exchange adjustments. 

SJM :3/4/77 
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IFC PRODUCTIVITY INDICATORS 

(Man-Years by Type of Work Activity) 

FY76 

Work on new business work 49.3 

Work on portfolio 24.3 

Country strategy studies & tech. asst. 5.1 

Subtotal 

Management, Administration & 
Overhead 

as a percentage of total work 

Total 

Memorandum Items 

Commitments during year 
(number of commitments) 

Pipeline at beginning of year 
(number of projects 

New business man-years per 
commitment 

Portfolio man-years per company 

Total man-years per commitment 

78.1 

44.8 

36% 

123.3 

33 

160 

1.49 

.14 

3.74 

FY77 FY78 

54.2 64.8 

26.1 30.3 

5.4 6.1 

85.7 101.2 
, ,--

48.2 53.3 

36% 34% 

134.0 154.5 

33 "'J): 40 

114 175 

1. 64 1-,-t- 1. 62 

.14 .15 

4.06 3.86 

ANNEX 4 

FY79 

71.9 

33.0 

7.1 

112.0 

56.0 

33% 

168.0 

44 

250 

1.63 

.15 

3.82 



TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 91't I,_ 1r 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION ~~ 15 

OFFICE MEMORANDUM 
DATE: March 12, 1976 

There are several issues on which I would like to bring you 
to date or ask for your decision: 

1. On the U.S. Legislation for the IFC capital increase, the Draft 
Legislation has been transmitted by the Treasury to the House and I 
understand that the first discussion will take place on March 16 in 
the Appropriations Committee, when matters concerning other inter­
national institutions (!DB, ADB, IDA) will also be considered. Other 
hearings are not yet set and will probably not be held until the IFC 
Board approves the capital increase. We are working on various 
papers which the Treasury has requested as background material. 

2. We have checked with the Australian authorities on their 
position with regard to IFC's capital increase and we are told that 
while a full review of Australia's aid policies is being undertaken 
the basic attitude towards IFC is quite favorable. You may wish to 
refer to the IFC capital increase when you see the Australian 
Secretary of the Treasury next week. 

3. You will recall that you have told the Israelis that while the 
Bank would stop lending to Israel IFC would continue to consider 
commitments. We have made one commitment of $7 million this year 
in Israel and I would like to proceed with a second commitment for 
about $8 million in this Fiscal Year. The project is the expansion 
of a fertilizer operation in Haifa to produce a special product 
mainly for export. May I have your approval to proceed, subject to 
a satisfactory appraisal. 

4. You will recall the long standing request for IFC to become a 
shareholder in Banco Unido de Fomento, the newly established develop­
ment bank in Chile. We again have been requested by the Chileans to 
go ahead. I am told that the Inter-American Development Bank is 
completing negotiations for a loan to the Central Bank of Chile, part 
of which will be relent to BUF. The matter is to be considered by 
the IDB Board towards the end of April. I also understand that the 
Bank is sending in April a mission to investigate the possibilities 
for a similar loan by IBRD. As I told you before I feel that IFC 
has a real institution·· building role in this case. Chile lacks a 
system of sound industrial financing institutions and BUF is intended 
to be the most important institution in this field. The IFC equity 
investment would be of the order of $0.8 to $1 million and BUF has 
also asked us to consider a loan of $3-4 million since it is a 
condition of the !DB financing that they obtain matching loan funds 
from other sources. If you agree that we should now proceed I would ~ 
try to coordinate the Board presentation with that of IDB. 
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5. If our present plans for Board approvals are met, we will have to 
obtain a loan from IBRD in April or in May. We are still checking our 
numbers but it appears that we would seek a loan of $70 million which 
is consistent with what we have told the Board earlier about our FY1976 
needs. 

6. I am attaching copies of an exchange of letters with Rep. A. Johnson 
which are self-explanatory. 

7. I have seen Chadenet's memo to you of March 9 regarding the 
housing allowance for Strobl. I am not aware that the Bank has 
concerned itself with the question of whether itsoverseas staff lives 
in a better area of any particular city or not. It seems to me rather 
that the question is what amount of money do we consider appropriate 
and consistent with allowances given to other overseas staff in similar 
locations and it is none of our business where anyone chooses to live. 
I have the impression that Mr. Strobl's case is being judged by dif­
ferent standards than others, perhaps because the transfer of the IFC 
office to London has been quite unpopular with a number of people in 
the Bank, or perhaps because people feel more strongly about comparisons 
in London than elsewhere. If the issue is that the Bank overseas staff 
compensation and allowance policy needs to be reviewed, I fully agree, 
as from the limited experience of IFC, and from what I hear, I think 
we are perhaps overly generous. However, this is a general matter 
and we now have to make a decision on Mr. Strobl's arrangements, 
which we have discussed with Personnel for some six months.· The question 
in my view is not whether Mr. - Strobl is going to live in this part or 
that part of· town, but whether the proposed housing subsidy, which 
has been discussed and agreed wj th the Person~ Department' is 
consistent with what the Bank is doing 1n other comparable places for 
its overseas staff. From what I am told, it is. I would appreciate 
your decision, since we owe it to Strobl to enable him to settle down, 
for which he must know the financial arrangements which we are willing 
to make. 

LvH/mjl 

Attachments 



'J~he Honorable 
Albert W. Jo~nson 

U.S. House of Representatives 

1818 H Street, N.W. 
W( shington, D.C. 204.33 
U.S.A. 

March 12, 1976 

Committee on Banking, Currency and Housing 
2129 Rayburn House Offi ce Building 
\-Jashington, D.C . 20515 

Dear Mr . tTohnson: 

(202) 393-6360 
Cable Address: CORINTFIN 

Thank you :t_:or your letter of Ha:rch 9 in11uiring about IFC' s 
position l·ri th regard to the cold storage project in ·Egypt prop sed 
by the Carla nd Company of Frankf ort, J'.1ichigan. 

IFC -vras first approa.ched by t h e U. 8. s pons0rs vri th this pror~os o..l 
in the summer of l9r(5 a t the suggestion of OPIC. From ov.r quick revie"\·7 

·of 1-rhat the sponsors told us at tl.tat time, it u a s evident t1 at -vrhile the 
pr oject might have some merit, its f easibility -vrould be greatly affec t c~d 
by the condit i ons under which it 1-rould ·be licensed by the Egyptian 
authorities. As you may know, every foreign invc tment venture in 
Egypt, even a joint venture with local state a gencies as in this ease ~ 

requires a variety of Gove rnment autlorizatinns , o f which one of the 
most important is the basis on '\·Thich the project, once in operation, 
1-rill be able to acq_u.ire foreign e xchange to pay for imports, debt 
service and profit trans f ers . 

From the documentation submitted to us by the sponsors , it becam~ 
apparent that t here were some unus ua l featur e s in the Government licence 
issued, which needed clarification . TFC s~·. af l' told tbe' sp onsors that 
before proceedj ng l·ri th a. deteiled stl:.dy , \•TC -vr:i.shed t o a scertain th e 
position of t be appropriate Egy~ptiau · aut hori-L j e ;,ti th r ego.rd t o the 
pro ject. Tl:.is i s q_uite a u sual procedure , ' 'G it would b e a -r,.ras t e of 
everybody's t ime to process an invest ment a.ppJ. i cat ion for pro,ject 
-vrhich did n o c hav e the appropriate a uthor i zat i 1n from l oc a.l author i t i es 
f or a successful operation . 

It h a.s taken many mont h s to c l a r ify r.1at ters on t he Egypti a n c;i CJ e 
and we 1-rere f i nall y a.dv is ""' c1 a round the n d cf th.e y ear t hs.+ the Go ve-r 'lmlent 
had is sued a mod i f i -·d licence. In pract i c .J. ter:rr1s ~ the m-: a ... ~ i.n,a: o-r:' t ll e 
licence i s t hat the bulk of the foreign exch~nge necdeJ fo~ tlw proje~t t s 
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operation must either be earned through exports or bough"t1 in the open 
marl~et at a substantially higher exchange rate than that applicable 
to official transactions. Obviously, this condition, which was not 
taken into account in the sponsors' study presented to us, can have·a 
most serious impact on the viability of a project, such as this .one, 
which is designed to serve the local market at rates regulated in local 
currency and vrhich has no significant pqtential to earn foreign 
exchange. 

I then asked my staff to review the information which the sponsors 
gave us to see whether a detailed study was v.rarranted , or \.vhether vre 
should decline now to participate. From this review I have great doubts 
as to the viability of the proposal, but to be helpful I have concluded 
that vre should examine the matter more closely and vre have told the 
sponsors that we are willing to do so. I am enclosing for your information 
a copy of our letter to the sponsors . 

\fJhile all this may appear rather protracted, I am certain that 
you will appreciate the responsibility which v.re feel for making sure 
that our resources are not only invested in economically useful projects, 
but that there also be reasonable prospects of recovering these re­
sources. Under the difficult circumstances which prevail in Egypt at 
this tiY!le, which so far have made it impossible for IFC to conclude 
a commitment in that country, investment decisions require special care 
to make sure that both these criterja are met. 

Please let me kno1.; if you would like to ha,ve any further explanation 
in this matter. 

Enclosure 
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HCNRY 5. t CU·.,s, WI S .. C HAI RMAN 
WRIGHT t'AT~Vd~ . ·rEX. 
V/ILL! fd-11 A. BARR c:TT, PA. 
LEONOR K : .. <5 .!OHN a.) SULLIVAN. MO. 
n OMAS ' ... ASHt £ '{,OH IO 
W ILLIA ·! S. f.liOOl<HE AD, PA. 
"OEE:RT G. STE:P :-lENo, Jrt., GA. 
F E1 NAND J . Sf CERMA!l', R .I. 
HENRY B. GO! ZALEZ, TC:X. 
JOSE:PH G . ~·1 lNl SH, N.J. 
FRANK At'NUNZI O, ILL.. 
T H OMAS f-t.. R E.ES, CALIF. 

· J AMES M . H.I\NLEY, N.Y. 
PARREN J. M ITC HELl., MD; 
WALTER E. FAUHTROY, D.C. 
LINDY (Ml~S . 1-:1\LC, B0GGS, LA. 
S TEPHEII t.. Nr::l\ , H.C. 
J ERR Y M . P/\<!'!:::.t'<SON, CALIF. 
JAM ES , SLAt.:CH 1-~D. MICH . 
HAROLD E . !"'ORO, Tt:NN. 
CARROLL HU i3BA R D, JR .. KY. 
JOHN J. LAFALCE, N. • 
GLADYS NOON SPELLMAN_ •. MD. 
LE:S AUCO IN, OREG . 
PAUL E. TSONGA$, MASS . 
SUTLER DERRICK. S .C. 
P H ILIP H. HAYES, IND. 
M/.R K W. H ANNAFOR D, CALIF. 
DAVID W. EVANS, I ND . 

U.S. HOUSE OF REP ESENTATIVES 
COM MITTEE Or~'.>sANKlNG, CURRENCY AND HOUSING 

NINETY-FOURTH CONGRESS 

2129 RAYBURN HOUSE O FFICE BUILDING 

WASHINGTON, D.C. 2051 5 

March 9, 1976 

Mr. Ladislaus Von Hoffman 
Executi ve Vice President 
l nt~rnationa l Finance Corporation· 
1818 H Street, N.W. 
Washington, D ~ C. 20433 

Dear Mr. Von Hoffman: 

ALBERT W. JOHNS ON, F'A. 
J. WILLIAM STANTON, OHIO 
GARRY BROWN, M ICH. 
CHALMERS P. WYLIE, OHIO 
JOHN H. ROUSSELOT, CALIF. 
STEWARI B. McKINNEY , CONN. 
JOHN B. CONLAN, AR IZ. 
GEORGE V. HANS EN, IDABO 
RICHARDT. SCHULZE, PA. 
WILLIS D. GRADISON, J R ., OHIO 
HENRY J. HYDE, ILL. 
RICHARD KELLY, FLA. 
CHARLES E. GRASSLEY, IOWA 
MILLICENT FENWICK, N.J. 

225-4247 

I am writing to you in regard to a pending application 
before th~ In terna tional Finance Corporation of a j~int venture 
for construction and operation of cold storage and related facilities 
in Cairo, Egypt, as proposed by the Carland Company, Frankfort, Michigan. 
Mr. Custer T. Ca rland, of Michigan, is a cosponsor of this application, 
and it is my unde rstanding that _the application has been under consideration 
for a number of months. 

As l am informed that this proposal has a great deal of merit, 
I wou ld be most appreciative of being advised of the current status, . 
as wel 1 as when _ a final decision might be rendered • 

Thank you for your interest and cooperation . 

With best regards , 

. 

-- -' L , - _]... . --·'*; 

~ ~ / 
ALB ERT W. JOHNSON 

jm 



• a c Corporati·on 

Mr. Custer T~ Carland 
President 

1818 H Street, N.W. 
Washington, D.C. 20433 
U.S.A. 

Carland Marine & Construction Co., Inc. 
Frankfort, Michigan 49635 

-------Dear Mr. Carland, 

Cairo Cold Store 

(202) 393-6360 
Cable Address: CORINTFIN 

March 12, 1976 

_. ,~ 

As you know, we have been reviewing during the past few weeks your 
proposed Cold Store project, to the ext.ent feasible on the basis of project 
information which ·we have in Washington, much of which you supplied· o u • 

We would, therefore, like to tell you how we see the situation and 
what we would be willing to do. We see three principle issues in the Cairo 
Cold Store project that result in considerable risk that IFC's investment 
criteria might not be met. First, there are serious risks that given t he 
project's basic domest~c market orientation, foreign exchange earnings 
needed for operations and debt services would be .difficult to_ generate and 
could not be forecast with reasonable certainty. This would mean the co -
pany would be left to the vagaries of the so-called "own" exchange market . 
One risk is how this market will operate in the future. Another is that 
assuming the. present pattern of the foreign exchange market remains, t he 
purchase of needed foreign exchange by the projec.t at the · higher exchan e 
rate has extremely serious implications for the cash flow of the projec • 

Second, the project concept, i.e. a large centralized facility with 
its resultant logistical and managerial problems might . appear difficult t o 
implement successfully in the present Egyptian environment. Profitabili y 
will be largely dependent on rates, which can be Government controlled. 
Solutions to these problems need clear demonstration. 

Third, we require that goods and services purchased for projects 
ffnanced by us be competitive in price and this is sometimes diffic lt to 
es t ablish in turn-key jobs, as is proposed in this case. We would have to 
clearly establish the reasonableness of the cost of services, construction, 
and equipment. 

If, in spite of the reservations noted above you wish to pursue the 
project with IFC, we are prepared to proceed with an examination of project 
issues in Egypt. We would send a member of our staff, t _ogether with a 

ITT 440098 • RCA 248423 • Western Union 64145 
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suitable consultant, to Egypt as soon as it could be arranged. We woul 
expect that it may take two-three months to arrive at firm conclus ious. 

I should also note t1at, at this stage, we do not s~e that an ~~uity 
participation by IFC would be likely. Also, you are aware that the fi~~~c~~: 
plar1 origin.:1lly proposed required other foreign excha_nge and domestic Ci.::-:..~..::.-.. 1cy 
lenders besides IFC and, were the · p:coj ect to move ahead, those requi:.:e~c.~:-L·;:s 

still stand. 

An added ;!:actor in these deliberations has been uncertainty wi-;:l-.. res­
pect to gen.e:ral issu-es facing the Corporatim.l. as an investor in Egyp·i.: . 

, Although \ve expect these issues to be resolved, they have prevented t·:,-~; 
Corporation from concluding any investment in _Egypt to date. 

If you _agree to this _plan, \ve will move forward in schedul~ng the 
sion and would advise you of the-dates as soon as they arG &vailablee 

With best ~egards, 

"'; ......... 
U.~o..L-U 

Sincerely r{0\.1.rs :J 

~ \\ \.~· 1._~ --c7\)\ J~-...w;.;;;.·-~--:.;... 
Douglas Gustafson 
Deputy Di~ector of 
Investments ·, Africa & 
Y.Liddle East· 
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I· 
MIMOJWmUH FOR Ml. VON HOFFMANN 

Thia ia in reeponae to your aaaorand , dated January 2 
eubj ct: "IPC Capital lncreaaeu. 

Aa I explained to you thia morniD&, the United Stat .. baa 
auu ted. drutk chani • in the future 1 ndi progr of the Bank. 
If the US 1m were to bold to tbia poaition 1n the Board. it would 
caua other Directors to aeri ly queation proceedtna at tbia time 
with the propo•ed incr · • of $480 .aillion in IFC capital. Therefore, 
I do not believe w can achedule a Board .. eting on tb Ire capital 
iner •• until this 11Atter hae been ruolved. I hope will make 
proarea toward tbat end on Saturday of thia w · k. 

The dec1a1on e mad• thia momina to elildoate th propoaed 
I~C atock dividend will per.it ~be United Statea to .ov ahead with 
IFC legielation. I und ratand that the Governaent plana to do eo. 

Robert s. KeN ra 

RMcN:bmm 

• 
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