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WORLD BANK LEGISLATION BEFORE THE 99th CONGRESS

Thé 99;hACongress has before i1t several proposals to authorize additional

U.S. contributions to multilateral development banks. These include potential
subscriptions or contribﬁtions to the International Bank for Reconstruction and
DeQeldpmént (IBRD), the International Finance Corporation (IFC),rthe African
DevelopmenE‘Fund (AFDF), and the special African aid facilityv of the Inter=-
national Development Association (IDA). There is no legislation now before
Congress to authorize new‘contributions to the International Monetaryv Fund
(IMF), the regular bﬁdgec of the IDA, or any of the other regronal development
banks. These have been dealt with 1n previous years.

" This paper provides some background on the World Bank and a summarv of

the pending legislation.

Background Information on the World Bank

The World Bank and the IMF were established as a result of a i1nternational
conference held 1n 1944 1in Bretton Woods, New Hampshire. Unlike the IMF, which
loans money to help countries cope with their overall balance of pavments prob-
lems, the World Bank lends to help finance activities and projeccs which promote
economic deveiopment. The 3ank has three "windows' through which Lt conducts
1ts operatious. The I[BRD, the original World Bank, makes loans on near-market
terms, mainly to middle-income deveioping countries, relending funds (at rates
1/2 of a percent over the BRank's cost) borrowed in commercial capictal markecs,

The IDA makes concessional loans {(no interest, 3/4 of z nercent service charge)

[l

to the world's poorest countries using “unds contributed bv s Iionor countries.
The IFC makes loans or equlCy lnvestments in new private firms Ln develiobing

countries, using Sunds borrowed from the IBRD or contributed bv 1ts donor coun-
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tries, in order to promote the growth of thé private sector in the developing
world. In 1984, the IBRD lent nearly $12.billion, while‘the IDA lent almost
$3.6 billion ana the IFC made about $700 million in new c;pitalrinvestments,

The W§rld Bank is owned jointiy by iCS’memberrcountry governmemts,‘yith
each country's vote being proportional to its éhare in thé total con;ributions.
The United States currently has authority to cést 20 percent of the vote in the
IBRD, <5 percent in the IDA, and 25 percenﬁlin the IFC. The Qnitea‘Stéteé,
Japan, Canada, and ;he Western European countries control about 60 péréent of
the vote in the IBRD, 61 percent in the IDa, ada 65 percent in the IFC. The
Soviet Union is not a‘mémber of the Worid Bank, although the Peoples’ Repubiic
of China and severél smaller communist couﬁtries are.  Approximatel§ 4.27 percent
of the IBRD's loans had gomne to counﬁries‘with communist governments, .as of June
30, 1984; -The comparable figutes‘for the IDA and IFC were 2.36 and 6.92 percent.
All of the IFC's commitments,.in this case, were to Yugoslavié;

The‘World Bank lends for hew projects and programs. I; AOes not lena £o
~refinance existing facilities, to assume‘comméréial bank debts, or to purchasel
the equity of foreign investors. World Bank loans are 5enerall§ the product of
a lengthy review process, during which the staff investigateé the economic and
technical feasibility of the propesed project. Once its Board of Executive
Directors appr@ves the loan, the Bank opens‘a‘line of credit for the borrower.
The funds are not disburéed as a lump sum. Rather,‘they are generally released
(often as direct payments to the contractors) as the project is implemented and
the bills come in for completed work.

The Wofld Bank requires that the national government of che Sorrower countrvy
guarantee the repayment of all its IBRD and IDA lcans, regardless »f whether the

immediate borrower is a private entity or an official orzanization. (IFC loans



CRS-3

and investments do not reduire such government guarantees.).  The World Bank hés
never experienced a default nor has it rescheduled payments on any of its out-
standing loans. From time to time, some borrowers haye been tardy with their
loan pavments, but the Bank has a schedﬁle of escalating penalties which dis-
courage serious arrearages. Such arrearages‘rarely run beyond 75—§O davs.
Nicaragua, with arrearéges in the neighborhood of $10-12 million on a total I3RD
debt of about 8135 million, 1s more ﬁha six months overdue 1n L1ts repavments --
the iongest arrearage the Bank has experienced to date. As a consequence, for
the first time, the IBRD has had to list the affected loan.as being on a non-l
accrual‘basis.

When countries make new capital contributions to the IBRD, only about 10
percent (or less) of their subscription takes the form of paid-in capital, that
is, direct payments.from their treasuries. The remainder takes the form of
callable capital -- pledges to provide the money later Lf the intermational
agency needs the funds to cover its own financial oblizations. The World Bank
usually treats its paid-in capital as reserves, to strengthen its financial
base. 'Its callable capital serves as backing for the Bank's borrowings on
world capital markets, helping assure the access to funds and the preferent:ial
lnterest rates the Bank needs if it 1is to successfully conduct its relending

operations.

U.S. Government Liability to the World Bank

The United States takes on a contingent liabilitv when 1t subscribes I[BRD
callable capitzl and therefore it is potentially liable for she full 2xtent of
L1ts subscription. On a case-by-case basis, however, the Unired States is liable
only for 1ts proportional share of any shorzfall the Bank is unable to cover
through 1ts own resources.

The callable capital serves %o assure the IBRD':s creditcrs that thev will
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be repaid, but.it doeélnot guarénﬁee the Bank against any'losses it'might sus-
tain if its borrower countries fail‘to repay their loans. The Baﬁk is respon-
sible for this, witﬁin the limits bf{its‘income, assets, and reserves. Only if éo,
many borrowers defaulted that the Bank no longer had}thg funds‘tc'reéay its own
créditors would the Bank Be able té eall upon i:s‘membef countries for disburse-‘
ments on the;r callable sﬁbscriptions;

As of June 30, 1984, the World Bank‘héd over $3.74 billion available‘in igs
general and special reserves, as'well as $4.97 #iilion in paid=~in capital stock.
In each year for the remainder Qf‘che decade, the IBRDfs expected income from
principal repayménﬁs on ﬁast‘loahs is.schedu;ed to be greacér thag its medium
and long—term dgbCS which mature during the yeér. The top six IBRD borrowefs
paid the World Bank $l.2,billion in pfincipal on their existing loans during the
Bank's fiscai 1985. 1If,.on a worst case baéis, all sik wefe to s@spend their
loan repayments‘at the same time; the Worid Bank would still have-the funds to
cover its.obligations for several years without any calls on callable capital.
Defaults of this magnitude‘would; of course, be symptoms of major distress in
thevworld.financial system. Whether the World Bank, thé IMF, the commercial
banks, and the major lender and debtor countries could work out theif larger
difficulties before the IBRD depleated its reserves would depend on the situation

and the will of the parties concerned.

Current Legislative Proposals

IBRD legisiarion. The Administracion has requested that Congress authorize

J.5. participation in the upcoming selective capital increase (SCI) of the IRRD.

{n

The total size or the SCI is 38.%4 bhillion, of which the U.S. shars would be S1.5

billion. Some 91.25 percent of cthis would be callable capital and the remain-
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ing 8.75 percent would be paid in, entailing a payment from the Tréésury of
about $131 million. The Administration anticipates that the paid in portion
would be éppropriated over two years, beginning in fiscal 1986.

The main‘purpOSe of the SCI ié to adjust membership sﬁares in ghe IBRD.
Raising funds is a secondary purpose. The SCI will provide for less thgn one
year's regular lending by the IBRD.

The United States will be taking a somewhat less than.proportional share in
the SCI, thus bringing about a smalllreduction in it's overall share in the Bank.
Japan is scheduled to subcribe $750 million, on the other Hand, raising‘ig from
the fifth to the second largest stockholder in ﬁhe‘inscitution.' If the Unicea
States choses not to participate in the SCI, its voting sharé in the IBRD would
shrink further and it would no longer be able to stop chaf:er amendments frow
becoming effective without its permission.

The House Banking Committee and Senate Foreign Relations Committee have
both voted to approve the authorization (H.R. 2253 and S. 684), but as yet no
action has been taken by the full House or Senate.

IFC legislation. Also before Congress is legislation requested by the .

Administration which would authorize U.S. participation in a plan for raising
the I[FC's capital base from 3530 million to $1.3 billion. The United States
would subscribe 27 percent of the $650 million increase, providing $175 million
in five annual paymeﬁts of 335 million each beginming ia fiscal 1986. The
capital increase would help fund a major expansion of IFC activity during the
next five vears, with a special =mphasis on private enterprise ia Africa and
Latin America. Insomuch as countries with 75 percent of the voting stock mnusct

approve the IFC increase, it cannot go into =ffect without U.S3. participation.
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The Senate Fo:eign Relations Committee endorsed the Administraﬁion plan
oﬁ April 25, 1985, when it reporfed the omnibus Siliv(s. 684) which also"cpn-
‘tains the IBRD‘adthorization. " The House Banking Comgittee’s Qe;sion of the -
plaﬁ, reported on May 15,-1985‘ also as a part of'Lts omnibus legiélation, would
allow the United Sta;es to vote for ghe entire‘IFC increaée,'bﬁt would authorize
only $144 million for u.s. participation‘in the plan. In effect, this would

amount to a reduced U.S. sharé in the IFC replenishment.

IDA legislation. There is no authorization legislation before Congress

18}
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this yéér for regular repleﬁishments of the International Developmén: Asso
"tion.‘ The ngée Banking Committeelhas approvéd legislation, however, authoriz-v
ing a $225 million U.S; eontribution to the IDA's special facility for Affica.
‘The con%ribution wbuid‘be made over three years, beginning in fiscal 1986; The
House Appropriations Committee has also voted that $75 million from its fiscal
1986 appropriaﬁion for the U.S. bilateral Econ§mic Support Fund should be used
as a paymenf towards.tﬁis contribﬁtion. The legislation approved by the Senate
Foréign'Relations Committee includes no such authorizations for U.S. céntribu—
tions to the IDA speciai facility for Africa.

The special facility is intended to help supplemenc the IDA's regular lend-
ing program and thereby increase its overall emphasis on Africa. The special
IDA‘facility would put special emphasis on projects which encourage economic

~policy refo;m'énd improved national ecoﬁomic policy in the African countries.
The special IDA African facility has currehtly received commitments totalling
$1.2 billion from 15 countries.

The Administration has sald that it supports the idea of a special facility

for Africa and it believes that special attention needs to be paid ro improving
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the economic policy‘environment in Africa. The Administration has not proposed
that the United States contribute to the new iDA facility, hoﬁever. Instead,
the Administration says that a new U.S. bilateral prograﬁ,.thé Ecoﬁomié Policy
Initiative for Africa (also called the African Economic Policy Reform ?rogram) o
is a‘sufficient U.s. response to the problem. It‘éncourages oﬁhers to coﬁﬁri-
bute, however, to the special IDA facility,' |

African Development Fund. The Administration has recommended, and the

House Banking and ﬁhe Senate Fﬁreign Relations Committeeé have endorsed,;, a plan
for U.S. participagion in the. fourth feplegishment.of the African Development
Fund. (The authorization is included in‘the omnibus legisiatién cited above;)
The AFDF is the concessional loan affiliate to the Africaﬁ Development Bank.
Operationally, it is very similar -- in the terms and types of its loans -- to
the IDA. The AFDF is a separate organization; however, not affi;iatéd with thé
World Bank. Under terms of che plan, the AFDF's resourcés would 'increase by
$1.46 billion. The United States would provide a total of $225 million (15.4

percent) in three annual payments beginning in fiscal 1986.



