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The practices of other international financial institutions
IFAD compared with other international financial institutions
· IFAD relies on replenishment contributions, supplemented by investment income and loan interest/reflows, to finance its lending activities, grants, and programme management and administrative costs.

· primarily financed through capital provided by their shareholders and borrowing from the market; and the “fund” entities, which are mainly financed through replenishments
· The fund entities typically provide loans on highly concessional terms.
Lending products offered by the IFIs
· Loans on ordinary terms that have a variable reference interest rate and a maturity period of 15 to 18 years, including a grace period of three years
· Loans on intermediate terms that have a rate of interest equivalent to50 per cent of the variable reference interest rate and a maturity period of 20 years, including a grace period of five years.
Methodology for determining the IFAD reference interest rate for 2010
· The Governing Council decided in 1994 that IFAD should determine its lending rate on the basis of the variable ordinary interest rate of IFls concerned with development.
· Establishing a reference rate, as decided by the Governing Council and the Executive Board, has ensured transparency of methodology for borrowers and has facilitated both cofinancing and harmonization of approaches in the same sector.
· Management reaffirmed the principle of alignment with the IBRD variable interest rates.
· The IBRD product that resembles the IFAD ordinary term loan is the IBRD variable spread loan – a type of variable base rate loan.
· IFAD will determine its reference interest rate by applying a composite spread directly derived from the IBRD variable spread for the four SDR currencies to the six-month composite SDR LIBOR rate.
· The interest rate for intermediate loans would be 0.47 per cent, i.e. lower than the service charge of0.75 per cent applied by IFAD to highly concessional loans. Intermediate/ordinary term borrowers would have to pay a significant premium to have a guaranteed fixed-interest rate over the life of their loans.
· The Fund will seek guidance from the Board and will be guided by factors of both supply (the cost of funding) and demand (the need for financing in the area of IFAD’s mandate).
Long-term implications of the revisions
(a) The periodicity of the update of the IFAD reference interest rate will be amended from 12 months to 6 months;
(b) The applicable rate will be based on the SDR LIBOR six-month composite rate (instead of the SDR LIBOR 12-month composite rate);
(c) Until decided otherwise, IFAD will apply a composite spread directly derived from the IBRD variable spread for the four SDR currencies to the six-month composite SDR LIBOR rate.
The analysis provided in this paper is limited to the methodology for the setting of agreed interest rates.
