Agefi Borrower Profile
The World Bank shopping basket — FRNs and swaps top the list

The World Bank for the first time is moving into floating interest rate narkets for
its funding, with the launch in the near future of US domestic FRMs with margins
linked 1o Treasury bills,

Thas is part of its strategy to enter several new markers in its current fiscal year,
sccarding to uts Treasurer, Eugene Rotbery, who spoke 10 Agefi in London last
week (see accompanying illusiration). The other new borrowing vehicle being
devised by the World Bank 15 the launch of short-term instruments, vifered to
Central Banks around the world, which will be geared 1o the yield on one-year Us
Treasuny iInstruments.

“There are no Hnancial constraints an the Bank as workd financial markets are
concerned and as we look lor a substantially increased role as a major borrowing
and lending agency,” Rotbery declares. n the past year, a nuinber of lactors have
resulted 10 a step up in the Bank's operations, “The siymificant thyht 1o fuality, as a
result of international flinancial uncertainty, has helped us with our funding. The
development of new Hnancing technigues is anuthier factor. Thirdly muany
COVETIINNES AFe QIving us griater accass (o their Hitancial markets,” Reibery says.

The new FRNs the World Bank will be offenng will be confined s the US market
“Because we are concerned aboul the histone volatlity of the Eurodollar Libor rate
as a benchmark level for funding.” he adds. In September last yaar, Libor rose to a
level as high as 270 basis polnts over [reasury yields, while in the mid- 19710Fs the
differential widened o 400 500 basis points beeauswe of a celatively minor banking

crisis at that ume, Rotbera recalls.
What margin over TB's would the World Bank expect o pay on its FIINs? Rotberg

will not be specific, but says anywhere near the 15 hasis points over Treasuries
which its 5-year bond issues in the US command “would be antractive to us.”

A ajor “Cross currency- interdst rate
swap” arrangement will be
undertaken by the World Bank to

swap oul both the interest and
currency elements in its FRN
horrowing programme, Rotbery
says. The hint from the Waorld

Bank s thal a swap

programmae could be effective
enough to make the
possibility of a Euradellar
FRM taunch a lkelihood
sunie (e b Ui Tutur,
In the meantme, the US
FRM programname will
probably be conlined to
around $500m initially.

The new Central Bank
facility, described by
Rotbery as a “window” for
nonetary avibonijes wonned
the weeld Inowhich o lodge
their reserves, will probably
start with a towal o $750m. It
will be structured in U Jdollars
with an mnlerest rate ser over
the one-year L5
lreasury rate, and
re-set every maonih
Frobable margin
wili ba around 30
basis puints ovier the
equivalent TH instrument,

The ane-year inslruments can
be dispused of casily. Minimum
deposit s 55m and no Central Bank
=it Bl prsre than & Mildym ool the
tactlity, Hothery says
e
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Why Eugene likes Swaps

The World Bank has undertaken swaps in
financial mstruments rased as part of Ls
berrowing programme totalling some

£2 5hn in the last few months, and the
technigue of swapping will play an
increasingly large role for the Bank i the
future, says its Treasurer Eugene Rotberg.

The Bank's worldwide borrowing is now
running at about LOU bond issues each
yuar, and some 70 of these are related 10
swap transactions - with iypically
Deutschemarks and Swiss francs buing
scired as thid low Cosl Counterpart to ity
prinary burrowings.

Rothbery says swapping resulls in
stgniticant cost savings which can be
passed on t the Third World countris
wluich typicably are the e wsers ol
World Bank linance. In the opaning
months of it current financial year, thie
Bank has ratsed 500060 Lo thie fooed aned
roveddiumm - turn cund markets, plus 5500
through its U5 based discount nolg
Pregralnmi.

Thie average cost of these Iransaciinn has
een ') 6575, with an average lite for dach
deal of some 7 o years. However, with
swaps undertaken on these deals,
including rransactions in ECU and US and
Canadian Jollars, their average cust has
Pagwin peducad o B33

Last year's average cost of debr, by
contrast, was 5. 72%, and such savings are
passed directly on o Waorld Bank chents
a5 thee agency's lending rate 1s set eveny
six months,

I parsuit of increasing debt management
sills, the World Bank also intends 1o
enter the financial futures markets,
concentrabinng mitially on nedging via the
vartous LS Treasury 0l instrumenes
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[le World Hank 15 an target to aise
Detween 5 106BR - $ LS50 this Hinancial
year compargd with $ 110 3bn the previcus
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it biagigen cash position, an which s rate
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Becoming increasingly necaessary o
averall debt management. The World
Bank's outstanding debt this year 15 doe
ter b B50b0. He repects suggestions that
the Bank should reduce us cash holdings
it arder o direct more tunds o the iy
and cash-hungey Third World,

This cash holeling was the subject of
micreastimgly aciive tradiodg by thie Bank,
sty rurned over 32 trillan i dealiing
15l adal pirvsliecinng e ol iBierdal
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