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Introduction
This CDB Global Loan is designed to assist the four IDA eligible Organization of Eastern Caribbean States countries address a range of their social and economic challenges. Key challenges include the vulnerability of the countries to external economic shocks and natural disasters, their lack of competitiveness in most sectors outside of tourism, as well as high public debt levels, which require the implementation of fiscal reforms and imply an even greater need for lower cost and longer term multilateral resources.
As these countries are not members of the Bank, this facility supports these countries via the CDB’s on-lending of Global loan resources for the financing of a set of their loans to these countries. The Bank Charter was amended in 1976 specifically to allow the Bank to support non-member OECS countries via the on-lending of resources to the CDB.
Limited access to longer term and less-than-market[footnoteRef:1] rate external credit resources is an especially binding constraint for these countries, given their current fiscal difficulties. The eligible countries rely heavily on the CDB for this type of financing, given relatively limited World Bank financing. The CDB provides on average two thirds of multilateral financing. The CDB also provides half of less-than-market rate financing.  [1:   Less-than-market rate financing is estimated to be the sum of multilateral and bilateral financing.  Private sector sources finance most of the rest of the external debt.] 

The CDB would determine which projects will be selected for IDB financing based on their internal programming and country strategy processes and other factors. Moreover, the loans must meet a set of criteria specified in the Loan’s credit regulation. It is important to note that it is not possible to indicate specifically what projects will be financed by the program or to narrow their current pipeline to a more indicative list. Final decisions on which projects the CDB will request and will be approved for financing cannot be made until after both the Boards of the IDB and CDB approve the loan. The latter is scheduled for December 2011. Moreover, based on previous loans the selection and approval of loans is not an immediate process.

Assumptions and Methodology
Given the structure of the program, where specific projects to be financed are not yet identified or for which project analysis, including cost-benefits analyses have not yet been conducted, it is not possible to conduct a comprehensive cost benefit analysis of the program.  As such a cost-efficiency analysis has been conducted.  
This methodology estimates the financial cost savings to the eligible countries of financing projects from CDB resources funded from the IDB Global Loan relative to financing the projects from private financial market credits, a more costly alternative. Private financial markets are assumed to be the alternative source of financing given the limited less than market financing available from other multilateral or bilateral sources.  It should be stressed that this methodology is probably a signficant under-estimate of the net economic benefits of the Program, as one would expect that the financed projects would have significant net economic benefits.
The net present value of the financial costs for both alternatives is calculated by discounting payments of CDB loans and from private sector financing. By subtracting the second figure from the first one, gives the net present value of the costs savings of the CDB financing relative to the alternative source of financing.  If this amount is is positive, then the CDB loan alternative is more efficient.
Partial Economic Benefits(Savings)=
NPV(Private Sector credit payments) – NPV(CDB loan payments)
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Economic Costs and Valuation of Efficiency in Terms of Costs
The IDB Global Loan totals US$ 20 million loan, comprised of US$ 16 million of OC resources, and US$ 4 million FSO  resources. The CDB on-lends the Bank’s OC resources at the terms of their Ordinary Capital Resources, and their Special Fund Resources, which is their concessional source of funding, similar to the Bank’s FSO.resources at the terms of their concessional fund resources. Current terms of this financing are:
(i) OCR.  Interest rate, all-inclusive, 3.66 percent, and 15-year term loan with 5-year grace.
(ii) SFR.  Interest rate all-inclusive 2.5 percent, and 15-year terms with 5-year grace.
The expected disbursement period is seven years.
The terms of alternative external private sector loans used for the calculations, based on IMF estimates of the implied interest rates central governement external debt. [footnoteRef:2] The estimated interest rate for this exercise is higher than the average implied interest rates for central government private sector debt, taking into account the much longer term of the loans compared to mainly shorter-term financing of these countries’ private sector debt. [2:   IMF, Eastern Caribbean Currency Union, 2009 Discussions of Common  Policies of Member Countries, Staff Report. Pg. 41June 2009.   Estimated ] 

(i) Interest rate of 8%, term 10 years, and 3 year grace.
Using the standard IDB discount rate of 12%, the NPV of net savings or net benefits from using the CDB financing funded from the IDB global loans compared to using private sector financing is US$7.071 million, where the NPV of CDB financing payments or costs is US$9.356 million, compared to a NPV of private sector payments or costs of US$ 16.427 million. As would be expected from the much lower costs of CDB financing, the IDB Global loan provides very substantial benefits for the eligible countries in terms of financial savings.

Sensitivity Analysis
Given that the terms of the CDB loans are defined in the program and will not change, for the sensitivity analysis we have recalculated the difference between the net present values of costs of a private sector loan, minus the net present value of costs of the CDB loan, using different characteristics for the private sector financing.

Net Benefits of Global Loan with Different Characteristics of Private Sector Financing (US$ Millions)

	Variation of Loan Term
	NPV

	10 year
	7.071

	15 year
	6.423

	5 year (no grace period)
	7.470



	Variation of Loan Interest Rate
	NPV

	8%
	7.071

	6%
	5.28

	5%
	4.391



Sensitivity analysis indicates that the net benefits of the Global Loan are significant even when compared to private sector loans with longer terms or lower interest rates.
Conclusions
The IDB Global Loan provides significant economic benefits to the eligible countries, by increasing the availability of lower cost and longer term CDB financing, which is not available  from other sources.
Even when private sector terms are much more attractive than those currently available in the market, these economic benefits are still signficant..
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