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Peter Montagnon 6n how innovation broadens choice for borrowers
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mood of a market-
place that iz now deeply con-
cerned with. breaking down old
barriers developing a con-
Unuous = bllsiness free of
constralots- of time, national

dary and market sector.

World Bank I no
stranger to the ploneering role.
In 1981 it was the first to
ArTRnge & currency swap when
it exchaoged dollar obligations
with Swiss franc bonds launched
by 1BM the computer manu-
facturer. More recently it has
attempted to launch fAoating
Tate noteg priced at a margin
over the US Treasury Bill Rate,
which It regards as less volatile
fhan 'lhi conventional London
intérbafdk rate {Libor).

ot That, b[ll not,,been  such a
suce experimént. | This
time round, however, the World
Baok has agaln introduced new
ideas which could well have a
.greatér jmpact and could well

tators élsewhere
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The Aetnaz deal will greatly
expand the range of counter-
parties with awhich the bank can

@ In #vap transacticss. Al
present these elther have to be
triple A rated, or else the swap

to be guaranteed by a top
xl;u:lyly commercial bank. The
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Aelna insurance schwme will up-
grade other horrowers to this
status al minimal coest, spread-
ing the risk inte 1he insurance
industry  and, incidentally,
squeezing the commercial banks
which have becomse used to
earnings guaraniec fees on swap
business,

H‘JIEIJI'-'ET. the Lank says the
insurance scheme  creales a
counterparly with a credit rat-
Ing even better than a straight-
forward triple A status. Fpr the
bank to be a1 risk, Lhe insured
counterparty would have 1o de-
fault at the same Line a5 Aelna
itself was in difficnliws,

The Wourld Mank intends 1o
arrange about %2bn worth of
swap flransaclions a year, Mr
Rotberg adds, That gives it a
relatively small share in the
market, but the impact of its
move could be preal.  First, it
croates a new depree of stan-
dardisation of swap counterpar-
ties. Second, the fact that one
bank—Morgan  Guarantiy—has
been appoinied to clear pay-
ments under the scheme cpuld
glve 3 boosi to e growing
secondary markel in swaps.

The World Bank's second
Innovation is one which it has

christendd  Cuolis, or con-
tinuously offcred longer-lerm
securities. Up 1o an  loftial

1 Fresh techniques by World Bank
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OVATIVE techaiqués Kid .
ﬂ the last refuge of bor

amount of $500m the bank will :
sell interest-bearing fixed rate
securlties in the US domestic
market. The idea has grown

out of the [astexpanding
market in medium-term noles

In which two to [four year
paper has untll now pre-
dominated.

In a beold applicatlon, of

commercial paper market tech-
nigues to the bund market, the
World Bank Is now to offer
securitles of up to 30 years and
e¢ven longer through four
sgents—Goldman Sachs, Merrill
Lynch Capital Markels, Salomon
Brothers and Shearson Léhman.
Investors will be able to choose
the precise day of maturity,
though Interest payment dates
will be pre-set to ensure that
paper s tradeable,

Eventually the bank hopes
{o offer variable rate securities
and rero coupon paper as well
through this mechanism. But it
glready offers a glimpse into &
brave new world in which
borrowers ralse money, not
through one particular deal but
through a continual relatlon-
ship with Investors wishing to

match their portfolios with
precisely  tallored  cash-Aow
needs.

“We will contlnue to do large -
bond Issues, but this glves us

#

Mr Eugene Rutberg: constant
access 1o the market

constant access to the market,”
Mr Rotberg says. * You have an
immediate respense dally to
any maturity.”

That, of course, makes the
traditional process of bond syn
dicatlon |ook eumbersome and
out of date. So far the World
Bank is only dipping its toe in
these waters, yet a glance at the
way the syndicated ican mar
ket has been overwhelmed by
the advent of Eurccommerclal
paper ought to be enough Lo
make any bood syndication
oranager sif up and think.

In the longer run, what the
World Bank iz doing could
easily put them under the same
sort of pressure as their col-
leagues in the moribund loan
markel: e - L
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