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I, MEETING WITH DELEGATION

Date: October 3, 1963

Attended by:

IT. MEMBERS OF DELEGATION

Luis Maria Otero Monsegur#

Pedro E. Real®

Guillermo Walter Klein

Carlos S. Brignone

Alejandro Frers

Reberto Ancarola

# Likely to be at interview {frsc . pru~
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III., STATE OF RELATIONS AND TOPICS FOR DISCUSSIONS

(a) State of Relations since July 1, 1962, including lending

Erosgects:

(1)

(ii)

(141)

(iv)

Loans or Credits made since July 1, 1962:
None.
Technical Assistance:

In February 1962 Mr. Black wrote to President Frondizi
(see letter of February 1962 attached) that the Bank could
consider further loans to Argentina only within the frame-
work of a sound overall investment plan. We have since
been asked to give technical assistance to the National
Development Council to help formulate such an investment
plan, Two members of the Bank staff were in Buenos Aires
in May and June of 1963 to provide such assistance, but
found that insufficient work had been done in laying
foundations for such a plan.

Major Problems in Executing Existing Loans:

Loan No, 288-AR (Roads): Construction has been slowed
down, owing to a shortage of local funds; this is in process
of being remedied through AID financing of local currency
costs.

Loan No. 308-AR (Power): SEGBA encountered earlier
this year a serious shortage of cash to meet investment
expenditures; this was remedied in May by our also in-
cluding in the Loan the civil works for the distribution
system and thus accelerating disbursements.

Loans presently under Censideration:

We are not planning to resume lending in Argentina
until political stability has been re-established and
until the new Government, which is to take over in October,
has at least started to come to grips with the country's
economic and financial problems. If that were the case,
we have several projects that were put to us previously
and which could be taken up again, if the new Government
50 wishes,
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Amount
Purpose ($ million) Status
Acindar ~ expansion of About 70 First detailed appraisal
steel making facilities completed, Revision of this
appraisal necessary
SEGBA ~ 150 mw expansion About 5 First request received

of generating capacity

Rehabilitation of railways

Expansion and modernization
of grain storage handling
facilities at ports

International rcads between
Argentina and Chile

To be determined
after Government
has formulated an
investment program
for the railways

About 20

Not determined

Awaiting Government decision

Formal request from Argentine
Government received

Awaiting basic information

(b) [ITopics likely to be raised by the Delegation:

The Delegation, whether or not it includes representatives of
the next Government (see V), is likely to inquire about the prospects
of the Bank financing the project mentioned above. OQur position
should be that, before agreeing to go ahead with anything specific,
we must have some indication of the new Government!s general
economic policies and performance, with particular reference to
debt management and public sector programming (see ¢ below)e

(e) Topics to be raised by Management:

We should meke clear to the delegation that we need a firm
decision from the Argentinian Government on how it intends to
handle the large problem of existing debt--whether by intensive
effort to eliminate the debt service problem by containing ime
ports over the next five or six years so that loans with five
or six year grace periods would be negotiable now, or whether
by a gradual stretching out of the service of existing debt.
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We also should emphasize the urgent need for Argentina to
develop and present a realistic program of public investment
and accompanying financial plan, and a clear indication of
relative priorities.

Finally, we should make clear to the Argentinian delegation
(for the benefit of the fubure government) that our decisions
with respect to the future eligibility of Argentina for Bank
assistance depends upon the character and quality of Argentine
economic policies (particularly with respect to Argentina's
relationship to the IMF) and Argentina's economic performance
(with particular reference to reduction of the public deficit
and promotion of traditional and non-traditional exports).
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IV, BACKGROUND INFORMATION

(a) Bank loans as of August 31, 1963

Amount
Date of (equivalent
Loan Borrower Purpose in million §)
Jdune 30, Republic of Road Construction
1961 Argentina and Development 18,5
Jan, 19, Servicios Eléctricos  Buenos Aires power
1962 del Gran Buenos Aires project 95,0
Total (net of cancellations and refundings) 14305 1/
of which has been repaid -
Total now outstanding 143.5 1/
Amount sold 0ub
of which has been repaid - 0.6
Net amount now held by Bank 1h2,9 1/

1/ Includes $83,5 million not yet disbursed

(b) IDA credits as of August 31, 1963

None

(c) 18% Capital Subscription

$33.6 million, of which $6,7 million released but only $1 million
converted into dollars and used: conversion is subject to prior
consultation with Central Bank, Use or release of remainder
suspended in January 1962 because of drop in foreign exchange
reservess, We wrote Central Bank we did not plan to use or convert
remaining $32.6 million until we had consulted further with it.

No further action has been taken because of Argentine precarious
finanecial condition.
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(d)

(e)

(£)

-6 - September 18, 1963

Holdings of World Bank Bonds

No holdings

I.FaCo

IFC has three active investments in Argentina, steel (Acindar
$3,660,000), automotive transmissions ($1,500,000), and petro=
chemicals ($3,050,000), Several new projects have been held in
abeyance during the present economic crisis and may be reactivated
if the investment climate develops favorably. IFC plans a mission
towards end of year,

Acindar, in which IFC already has an investment has applied
to IBRD for a loan for a substantial expansion, and has asked
IFC to consider helping underwrite an increase in equitys IFC
has expressed willingness to consider this possibility as the
project and the Bank®s role become defined,

I.Dohs

Member
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v.

VI,

POLITICAL SITUATION

Elections were held in July 1963. The successful candidate
for President was Arturo Illia, representing the Union Civica Radical
del Pueblo party. He will assume office October 12, 1963, for a term
of six years. Hence, at the time of the annual meeting, Argentina
will be under the control of the outgoing Government headed by
President Guido, who had been Chairman of the Senate.

The new Government appears to be conservative and moderate;
but its successful candidates campaigned on certain anti-foreign and
anti-international planks, the ultimate significance of which camnot
yet be assessed.

Recent confidential discussions between a Bank Officer and
President=-Elect Illia indicate: (a) That the new Government senses
acutely the need for Bank assistance and therefore the need for a
cooperative attitude toward the Bank; (b) that no major policy de-
cisions will be announced (or even made) before the new Government
agsumes office on October 12; and (c) that therefore the new
Argentine Government will not be represented in any meaningful way
in the Argentine delegation at the annual meetings. I follows
from the above that the Argentine delegation will not be in a
position to discuss any of the points to be made by the management;
all they can do is to convey these points to the new Government.

ECONOMIC SITUATION

Population: 21 million
GNP per capita: about US$LO0

The GNP actually dropped in 1962 and first half of 1963.
Population grew at the rate of 1l.8% per year. The economy has been
stagnant for at least twelve years and its major sector (agriculture
and livestock) has been stagnant or declining for 50 years. The
drop in GNP in the last 18 months was due to the continued severe
economic depression and to balance of payments problems.

The external public debt outstanding at the end of 1962
was estimated to be at least $2.l billion, compared with $1.7 billion
at the end of 1961, Debt service payments are about 25% of export
earnings even after significant rollover of debis owed to European
and American creditors. Unless exports can be substantially in-
creased, debt service will rise to almost 30% in 1965-66 and will
not decline below 20% until nearly 1970.

The Argentine deficit on current account was $585 million
in 1961 and $205 million in 1962, In the first half of 1963, be=
cause of a recovery of exports and a sharp reduction in imports, it
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had a surplus of $200 million, The exchange rate was allowed to go
free early in 1962, whereupon it declined from 83 pesos to a level
ranging up to 150 pesos to the dollar. It has been stable in the
past four months at about 135 pesos to the dollar.

In 1962 prices rose 32% and wages 144 despite general
economic recession., This trend continued in 1963, but at a some-
what less striking rate.

The principal economic problems are: (a) an excessively
large deficit in the public finances; (b) stagnation of agricultural
and livestock production; (¢) high cost industries; (d) stagnation
of traditional, and slow rate of growth of non-traditional, exportsj
and (e) the large amount of external public debt, requiring more
than 20% of export earnings for amortization for at least five years,
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Luis Maria Otero Monsegur
Born: Buenos Aires 9-2-191l; studied at University of Buenos Aires.
As a lawyer he specialized in corporation tax law.
He took part in the National Convention held in Santa Fe in 1957 as
representative of the Federal Capital.
He was appointed President of the Central Bank in December, 1962.

Pedro E. Real
Lawyer
Entered Central Bank in 1937 as Banking Inspector
Left Central Bank in 1950 to practice law
Returned to Central Bank in 1956 as General Manager
Was appointed Vice President in 1952
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February 7, 1962

His Excellency

Arturo Frondizi

Presidente de la Republica Argentina
Buenos Aires, Argentina

Dear Mr. President:

1 am very pleased that we were able on Jamuary 18 of
this year to make a loan of $95 million to SEGBA to assist in
financing the prompt completion of the Gran Buenos Aires thermal
power plant and related facilities. I have no doubt that this
project is desperately needed to restore adequate electric service
to the Buenos Aires area after so many years of severe shortage.
The steps taken by your Government to make this loan possible
will provide a sound basis not only for the efficient execution of
this project, but also for financing and constructing the addi-
tional facilities which will be needed to serve the growing demand
for power in this vital section of the country.

This loan for power followed by some six months our
loan of $48.5 million to the Argentine Government to assist in
financing the first stage of a program of highway construction.
Both loans are helping to finance projects of the highest priority
undertaken as part of your Government's program to provide the
basic facilities needed to restore Argentina's economic strength
and to establish a basis for sound future growth. Neither of
these loans could have been brought to fruition, however, if it
had not been for the resolute and effective manner in which your
Government has been dealing with many of the very serious problems
with which Argentina was confronted when your Government came into
power,

As you know, Mr. President, it is our custom periodically
to appraise the economic position and prospects of member countries.
I am pleased to send you a copy of our most recent report on
Argentina, which was distributed to our Executive Directors for
their consideration along with the documents of the SEGBA loan.

The report points to the fact that under the new economic policy
which your Government initiated 3 years ago, much progress has been
made, In the mich-improved financial and political environment
which has been developed in this period, large sectors of the
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economy have been restored to more effective working order and
output levels have been raised. The report also calls attention
to the very difficult ard fundamental economic problems which
still remain and analyzes their effect upon the Government's
ability to achieve the economic strength and growth which are
the objectives of its program. Since the manner in which these
problems are attacked must also have a direct bearing upon our
ability to continue lending in Argentina, I feel it would be
helpful for me briefly to draw your attention to some of them
and to comment upon them.

The analysis starts with the basic observation, with
which I am sure you will agree, that to make up for the capital
consumption and misguided economic policies of years past,
Argentina must make a major investment effort. Grossly deficient
power and transportation facilities must be improved and works
already under way to enlarge the industrial base must be completed.
To achiieve the very high level of new investment needed for this
purpose, Argentina will have to borrow large amounts abroad. But
existing external debt is already a heavy burden, requiring pay-
ments during the next 3 years amounting to some 25-307% of total
current foreign exchange earnings. The present prospects for
increasing export earnings seem very limited. Agriculture, the
source of virtually all of Argerntina's exports, has not been ex-
panding and industry continues to operate on a high-cost, highly
protected basis. The difficulty of financing a high level of new
investment under these circumstances is accentuated by the very
heavy drain on the Government's budget to finance the substantial
losses of some of the state entities. In 1961, for example,
Treasury transfers to state enterprises totalled 43 billion pesos.
Transfers to the state railroads alone accounted for almost 20
billion, most of which was to cover operating deficits.

It is apparent that continued progress toward economic
recovery will require that:

(a) vigorous measures be taken to strengthen and
expand Argentina's farm economy and to in-
crease agricultural output and exports;

(b) the drain on the economy from losses by state
enterprises, particularly the railroads, must
be stopped, and in the process steps be taken
to ensure that they are operated efficiently; and

(c) new investments must be limited to projects
which will have the greatest favorable impact
upon Argentina's econcmic recovery and growth
-- i.e,, those with highest economic priority.



His Excellency
Arturo Frondizi -3 - February 7, 1962

To a certain extent these points are interrelated. DUNew invest-
ments which will contribute to (a) and (b) will have a high priority
but other important measures must be taken to enable the new
investment to be effective.

I know, Mr. President, that you are very ruch aware of
the importance of action on these fronts and that your Government
has already taken some steps to attack these problems. What I
want to stress, however, is my conviction that even more vigorous
action is required if progress made to date is not to be lost, and
if a sound basis is to be laid for obtaining the large amounts of
new loans required to finance the necessary investment program,
Because of their extreme importance, I want to comment more fully
upon items (b) and (c).

As you know, we have followed very closely the steps
that your Government initiated to rehabilitate the railroads. The
importance of prompt corrective action is evident from the magni-
tude of the losses they are incurring and the basic importance of
efficient transportation for all branches of the economy. The need
to proceed on the basis of a sound plan is underlined by the very
large amounts of new investment required for their rehabilitation.
The comprehensive report of the Transportation Planning Group which,
at the request of your Government, we organized under the sponsor-
ship of the United Nations Special Fund, is now nearing completion,
We hope that the recommendations made by the Plarning Group will
provide a basis for placing the railroads on a sound technical,
financial and organizational basis. I suggest, as the appropriate
next step, that key officials of your Government concerned with
transportation poliey ard operations study the recommendations of
the report and formulate a Government program of action. Several
members of the Bank's staff are now in Argentina for meetings with
the Transportation Planning Group and they will be discussing these
matters with officials of your Government. When your Government
has studied the recommendations and is ready to formulate a plan
for carrying out an effective program, we would be prepared to
consider how far further assistance on our part would be justified.

In addition to the large investments required for rail-
road rehabilitation, we know of the large capital requirements of
other sectors. For example, we have been requested by Acindar to
assist in financing a steel mill project and your Government has
indicated its readiness to guarantee a loan for this project.
Given the very high level of external debt service in relation to
Argentira's prospective foreign exchange earnings and the substan-
tial needs for external financing in a number of fields, I believe
it essential that future external borrowing be undertaken only
within the framework of an overall financial plan. In other words,
I would urge that your Government now undertake a thorough review
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of future investment requirements in all fields, and establish
priorities among them in the light of the financial resources
which are likely to be available for their execution. The recent
establishment by your Goverrment of the National Development
Council is a step in the right direction. I hope that this
Council -- or such agency as you consider best qualified --— can
proceed at once to prepare a program of investment, indicating
the projects to be undertaken over at least the next few years,
and formulate a plan for obtaining the funds required to finance
them. I believe that surveys ard studies already completed or
under way provide a basis for preparing a program fairly soon for
the major investments to be undertaken in the next few years.

The projects which the Bank is being asked to finance
in Argentina call for substantial additional commitments. Because
of this fact and the considerations which I have mentioned, we can
decide on these projects only within the framework of a sound over-
all investment plan, We would want to see and to be in general
agreement with such a plan tefore concluding additional loans for
projects in Argentina. '

I realize, Nr. President, that the problems with which I
have dealt are not simple and cannot be easily or quickly resolved.
They are, however, of critical importance and the splendid record
which your Covernment has made in solving many of the difficult
problems which it inherited leads me to expect that these, too, will
be effectively disposed of. The record shows that your Goverrment
has made effective use of such assistance as it has received from
the Bank to date, and if we can further assist in solving the prob-—
lems with which I have dealt in this letter, we would be pleased
to do so. We shall continue to follow with interest the actions
taken by your Government and consider how best we can contribute to
Argentina's economic recovery and development. In line with the
close and effective relation we have had to date, I intend to have
some senior officials of this Bank visit Argentina in April to
review with appropriate officials your Government's plans and to
consider how we can most effectively collaborate in carrying them
out,

Sincerely yours,

/s/

Fugene R. Black
President
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IIT, STATE OF RELATIONS AND TOPICS FOR DISCUSSIONS

(a) State of Relations, since July 1, 1962, including lending
prespecis:

(1) Loans and Credits made since July 1, 1962:

No Bank or IDA loans have been made in Belivia
date.

IDA hes under consideration a credit for power
development in Bolivia. SLC has not as yet approved
the project. :

(i1) Technical Assistances

No technical assistance has been given to Bolivia
in the past fiseal year.

Amount
Purpose (in § million) Status

Power facilities of ENDE

in various parts of

Bolivia'other than La Paz 15 = 16 see below
Power facilities of the

Bolivian Power Company

in La Pag ' L =5 see below

(b) Topics likely to be raised by the Delegations

The most important question in the minds of the
Delegation will undoubtedly be when the Bank will proceed
with the proposed IDA credits for electrical power (i.e.
the proposed credit to the new government enterprise ENDE
serving all of Bolivia other than La Paz, and the proposed
eredit to the Bolivian Power Company serving La Paz and its
immediate surroundings).

Our reply should be that we are still hoping to proceed
with both credits simultaneously as socon as we have received
the remaining technical information and as soon as progress
in the talks between the Government and the Bolivian Power
Company regarding the Company's future financial position,
(and especially regarding rates) provides a basis for us to
act. The delegation may well be instructed to ask at this
point that we separate the two credit operations and that we
proceed with the eredit to the Government enterprise first,
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(e)

- ¥ September 2k, 1963

in case there should be any delay in resolving the problems
between the Government and the Bolivian Power Company .
request may be made for two reasons: (1) the Government and
the Bolivisn Power Company are still quite far apart in their
discussions sbout the future financial status of the company,
and the Government wants to move forward with the program to
be executed by the Government enterprise, and (i1) the chief
negotiator for the Belivian Power Company, Mr. Taylor, who
visited La Paz earlier this year, apparently told the Govern-
ment that he knew Bolivia would not get the proposed IDA
credit for the Government enterprise if it did not first come
to terms with the Bolivish Power Company; this threat prompted
Mr. Gumucio (the Minister of Finance) and Mr. Linares (the
head of the Bolivien Development Corporation) to protest to
us vigorously a few months later, saying that this meant
giving the Bolivian Power Company such power to "veto" IDA
lending to Bolivia.

If the delegation were to make such a request for
separating the two operations, our reply should be as follows:
i) We have always considered this to be one operation, de-
signed not just to meet an existing power shortage, but con-
currently to provide a sound basis for finsncing the continued
expansion of facilities that will be needed to meet the grow-
ing demand for powerj ii) fo achieve this objective, the Government
and the Bolivian Power Company must reach agreement and we see
no reason for changing our approsch at this timej iii) we would
certainly hope that the Government and the Bglivian Power Company
would continue their discussions in that spirit and would make a
serious effort towards arriving at a solution, with each party
keeping us informed of the position it is taking; and iv) if
after a further serious effort on the part of both parties there
seems to be no prospect of an early agreement, we would then have
to consider whether there sre steps we could take to help work out a
mutually satisfactory agreement.

In addition the Delegation might reiterate an earlier request
from the Minister of fconomy for technical assistance to the
Bolivian railways. We have informed the CGovernment that before
making 2 decision on this point we would like to receive: (1) a
statement from the Government on the prospects of implementing
the SOFRERAIL report (a consultants' report on the reorganization
of the Bolivian Railroads undertaken by the Bank some two years
ago); and (2) a specific outline of the assistance required. If
the delegation should bring this information with them, we would
be prepared to give this request our immediate attention.

Topics to be raised by Management:

We should enquire about the prospects of the Government
resolving its present dispute with the labor unions of Comibol,
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the Government's mining corporation, which in turnm will
determine the outcome of the efforts of the Operacion
Triangular (so called because it iz a joint effort of the
Bolivian, U.5. and German Governments) to put Comibol on a
selfesupporting basis, We should peint out thet this is of
great importance to usj not only because of its effect on

the economy as a whole, but also since Comibol is 2 consumer
of electric power of both prospective electric power borrowers.
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IV. BACKGROUND INFORMATION

(a) Bank Loans as of August 31, 1963:

None.

(b) IDA Credits as of August 31, 1963:

None .

(¢} 18% Capital Subseription: ($1.,9 million)

None released. No release likely under present
circumstances.,

(d) Holdings of World Bank Bonds:
None.

(e) I.F.C.
Member.,

(f) I.D,A,
Member.
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V.

VI.

POLITICAL STTUATION

President Victor Paz Estenssoro of the Movimiento
Nationslista Revolutionario (M.N.R.) Party assumed office in
1952 for a four-year term. He was re-elected for a second
term in 1960, llew elections are scheduled for June 1964.
President Paz can be re-elected and is the most important
candidate, with a good chancé at re-election, His main opponent
will probably be the present Vice President, Juan Lechin, re-
presenting Bolivia's left and extreme left. The country is
presently going through some political turmoil caused by the
labor unions of Comibol, the Government mining corporation
(see II1I(c) above). The most recent indications are that the
Government is winning the battle; it has successfully broken
several recent wildeat strikes. The main strength of President
Paz comes from the success of his agrarian reform program and
especially from the resettlement of Indians from the plateau
to the Amazon lowlands.

ECONOMIC SITUATION

Populations 3,8 million, increasing
by 2.4% per year.

GNP per capita: about US$100, increasing
about 3% per year.

Total GNP appears to have been increasing in 1961 and
1962 at a somewhat higher rate than in immediately preceding years.
The most active sectors have been agriculture and manufacturing
which have been slowly recovering from the disastrous decline in
1957, Output of the mining sector has grown slowly, as increases
in the production of the private mines have offset the decline in
the output of Comibol.

Bolivia's external public debt outstanding at the end of
1962 smounted to about $198 million, representing only a slight in-
crease over 1961. Total debt service amounted to about $14
million in 1963, rising to about $17 million in 1966, or about
21-22 per cent of prospective net foreign exchange earnings.

The deficit on current account increased from US§35.0
million in 1961 to US$45.0 million in 1962. This deficit is largely
due to a sharp increase of imports of manufactured wheat and wheat
flour and an increased demand for consumer goods stemming from the
drawdown of counterpart fund balances., The deficit on current
account of 1962 was, as in previous years, largely financed by U.S.
AID in the formeof grantsand loans. There was some capital flight
caused by fear of inflation resulting from prospective wage adjust-
ments. Consumer prices, as measured by the cost of living index
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Vi.

ECONOMIC SITUATION (cont'd)

for La Paz rose about 8% both in 1961 and 1962. Some wage
adjustments took place in 1961 and 1962, particularly in the
public sector, but the Government has recently displayed a
tougher attitude against demands for wage increases.

The major problem in the public sector is the
performance of the Government mining enterprise, Comibol.
The proppects for its rehabilitation at present are uncertain
and it continues to rely on foreign aid funds to finance its
deficits. The Government therefore continues to depend on
foreign aid to cover part of the current expenditures of the
public sector. The relatively high level of debt service on
external public debt reduces Bolivia's margin for borrowing
abroad end forces it to rely on grants or on soft credits.

1963
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IIT, STATE OF REIATIONS AND TOPICS FOR DISCUSSIONS

(a) State of Relations since July 1, 1962, including lending
prospects:

(1) No Bank Loans or IDA Credits since 1958,

(i1) Technical Assistance since July,. 1962:
The Bank is Executing Ageney for the U.N., Special Fund
Survey of electric power in the State of Minas Gerais and
in South Central Brazil.
(iii) Major Problems in Executing Existing Loans:

Loans 11, 95 and 229<BR to Brazilian Traction (see
Appendix I).

Loan 211-BR to Central Electrica de Furnas, S.li.,
a hydroelectric power projecte

Construction delayed by about a year because of
unexpectedly poor rock conditions. A recent tunnel accident
may also interfere with generation, and costly remedies my
be requireda

(iv) loans presently under Considerationt

No loans are now under considerations

(b) Topies likely to be raised by the Delegationt

Prospects for resumption of lending operationse

(c) Topics to be raised by Management :

(1) Need for overall improvement in economic and financial
performance before resuming lending operations can be
considereds

(i1) Need to obtain more adequate rates in power, railroad
3

and other public agencies in particular to permit these
agencies to service their loans (see III(a) (iii) above)
and to become suitable borrowerss

(1ii) Inquire about status of Government!s plans for taking
over the utility companies and payment of their foreign
debts, as well as the Government's utility policy in general,
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IV. BACKGROUND INFORMATION

(a) Bank Loans as of August 31, 1963:

Total (net of cancellations and refundings) 2671 .]:/
of which has been repaid _blie6
Total now outstanding 202.5

Amount sold | Sek
of which has been repaid 5¢h -

Net Ameunt now held by Bank 20265

(b) IDA Credits as of August 31, 1963

Nene

(e) 18% Capital Subseriptien

$33.6 million of which none is releaseds No action to be
taken in present circumstances,

(d) Heldings of Werld Bank Bonds

None
(3) IeFoCo
Member

IFC (with other participants $3,175,000) has made six
investments in Brazil, three of which have been fully solde.
The three remaining investments are automotive parts ($450,000),
motor vehicles ($2,450,000), and pulp ($L4,000,000)s IFC and
participants are presently considering a request for an investment
of $4,500,000 in a $24,700,000 kraft pulp and paper projecta

In view of continued inflation and foreign exchange shortages,

IFC will consider new proposals only under very exceptional
circumstancesa

(£) ZI.Dohe
Member (since March 15, 1963)

1/ Includes $11¢5 million not yet disbursed.
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Ve

VI.

POLITICAL SITUATION

President Joao Geulart, of the Brazilian Labor Party,
succeeded to the presidency, but with severely curtailed powers, after
the resignation of President Quadros in August 1961, His term of
office expires in 1965, Until the full powers of the presidency were
restored in January 1963, & weak Cabinet governed the country, In 1963
Finance Minister San Tiago Dantas tried to come to grips with some of
the basic economic and financial problems, but failed to receive the
necessary support and resigned, His successor, Carvalho Pinto, has
earned a reputation for sound economiec policies, but it remains to be
seen whether he will assert effective leadership and whether he ean
muster support within the Cabinet and in Congress for his policies,.

ECONOMIC SITUATION

Populations 68 million
GNP per capitar US$200

The rate of economic growth in 1962 (2-3%) has been less than
half that of the preceding year and considerably below the officially
reported average annual growth rate of almost 6% for the period 19L9=
fl, The sharp decline in growth last year is only partly attributable
to poor agricultural conditions. The prevailing political uncertainties,
the drastic decline in foreign investment, the critical balance of
payments position and the rampant inflation arrested the growth of
industry, commerce, and of the rest of the economys

The external public debt of Brazil outstanding at the end of
1962 has been estimated at the equivalent of about US$205 billione
This represented an increase of approximately US$300 million since
the end of 1961, Debt service payments in 1962 due on this d ebt are
estimated at US$2L5 million, or roughly 20% of foreign exchange
earningse Debt service payments will rise o US$325 million in 1963
and U9$337 million in 196k; thereafter they decline gradually but
still eontinue to constitute more than 20% of foreign exchange
earnings,

The balance of payments situation was ecritical in 1962, With
total exports of about US$l.2 billion, the deficit on current and
capital accounts is estimated to have been US$388 million, It was
financed by gold sales, increased commercial arrears, and swap transe
actions., This deficit compared with a surplus of US$63 million in 1961,
The external pesition was further weakened during 1963, with an
estimated balance of payments deficit during the first six months in
the magnitude of about US$200 million, This was financed by some
inflow of U.S. aid, a small amount of other external debt relief,
commercial arrears, and swapse CFractically all gold holdings have
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been either sold or pledged. Gross short=term assets are believed
to be not ruch above US$50 million. Last June the official rate of
the cruzeiro was changed from L75 to US$1 to 600 to US§l, while in
the open market the rate is about 1.000, Import controls have been
tightened and imports have been running below the level of 1962,

At the same time, coffee exports have been moving better than last
year. In spite of these developments, the galloping inflation is
maintaining pressure on the balance of payments and no foreseeable
relief for 1963 is in sight.

The principal cause of Brazil's inflation has been its very
large budget deficit. The deficit of the Federal Government has been
close to 4% of Gross Domestic Producte. In the first three quarters of
1963, about two-thirds of Central Bank credit expansion served to
finance the deficit of the Treasury. The cost of living index
registered in 1962 its largest annual rise in years--~some 60%--as
compared with about 45% in 1961, These already extraordinarily high
increases are expected to be exceeded this year. During January-
July prices rose by some LO%, and the financing of the Govermment and
State economic enterprises by money creation and excessive credit
expansion to the private sector have been and are continuing to exert
severe pressure on prices.

Brazil -IMF-US consideration of Brazil's financial position
is suspended. The Brazilians have indicated to the IMF that, after
preparing a financial plan, they would like to begin further talks
but the timing is still uncertain. In the meantime, negotiations
have been completed for postponing a repurchase from IMF which had
been scheduled under an earlier IMF advance., A 90-day US Treasury
advance is due in October and the U.S. will be considering a further
extension.
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STATUS OF OUR TALKS WITH BRAZILIAN TRACTION

During the year there were two major developments, The
first was that the proposed sale of the Brazilian Traction telephone
sudsidiary to the Brazilian Government, after all details had been
apparently worked out, was suddenly abandoned when the Government
refused to go ahead, We do not know why the Government changed its
mind about the sale, (The proposed purchase by the Brazilian Governw
ment of the American and Foreign Power subsidiary was also abandoned
by the Government around the same time,)

The other principal development was the intentional default
by Brazilian Traction of the payment due on September 1 of prineipal
and interest on two loans, such default being in the total amount of
about $1,400,000, The default arose because the Government had been
reluctant to give Brazilian Traction enough foreign exechange to satise
fy its obligations over the next twelve-months period and Henry Berden
had wanted the Bank to react bitterly against the default so that
Bragilian Traction in turn could tell the Bragzilian Government how
upset the Bank was about the default, The matter never reached that
stage because upon examination of the documents we found that Brazilian
Traction was wrong in thinking that we could not premature the loan
immediately upon the default (they had thought that we could only
premature the loan after a waiting period of sixty days)s When we
told the company that we could immediately premature the loan on
September 2, they then paid up the amount due,

At the recent meeting of the Board of Brazilian lraction,
Mr, Glassco was appointed President of Brazilian Traction in place of
Mr, Borden, who became Chairman of the Board,






ForM No. 57 INTERNATIONAL DEVELOPMENT I
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

TO: Mr. George D. Woods | DATE: September 28, 1963

INTERNAT|ONAL BANK FOR INTERNATIONAL FINANCE g
CORPORAT|ON [

t
i

FROM:  Orvis A. Schmidté{f !

SUBJECT: Briefing for Meeting with Central American Countries
(Scheduled for Thursday, Oetober 3, 1963 -- l;:00 PM)

Attached for your meeting with the Central American group is some
background material on our operations in that area, You will note
that in addition to the delegates of the five Central American countries
we have invited the representatives of the two regional agencies having
observers at the Board of Governors meetings. Since there will be very
little time in the twenty minute meeting for a formal statement I have
not prepared one., Among the points which might be included in your
remarks are the following:

(a) That the Bank and IDA have made loans and eredits totalling
almost $200 million in the five countries of Central America
(of which $79 million for power and $79 million for highways).
The Bank is finanecing highways in all five countries and power
in four of them. -

(b) That we are very interested in the progress the Central American
countries are making towards economic integration and willing
to assist in any way we can in the achievement of that objective.

(¢) That although our loans have been for projects of national
importance, designed to favor the economic development of the
individual countries, most of them have also contributed to the
economic integration of the region. The principal highways
financed by us in each country have connected with those in
other countries; the power projects will soon provide the
basis for a regional power network.

(d) That we are grateful for the fine cooperation we have received
from all of them in carrying out the telecommunications survey
and extremely interested in the negotiations underway for the
establishment of a Centrsl American telecommunications authority;
we are pleased that we were recently able to finance telecommunications
projects in two countries (Costa Rica and E1l Salvador);we are
interested in following through by helping finance telecommunications
projects in other countries, as well as the regional networke

attachment
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IT. STATE OF RELATIONS AND TOPICS FOR DISCUSSIONS:

(a)

State of Relations since July 1, 1962, including lending
prospectss

(1) Loans and Credits made in Central Americas

Power Transportation Tele=s  Agricultural Wabter Total Of wWhich

Highways Ports communis Industrial Supply Di sbursed
cations Development

Costa Rica 21.3 11,0 9e5 11.5 533 17.9
EL Salvam

dor 25.h4 2kl 965 5940 3367

Guatemala 1842 18.2 18,2

Honduras 1045 18,7 292 1747

Micaragua 22¢0 700 302 5a9 3 3901 2708

TOTAL 7942 7908 302 1940 17k 3 198,8  115a3

These loans have been made to indiwidual countries, but a
large part of them are of regional interests This is txue for
the roads more than 700 miles (or 20% of the total) of them are
included in the regional network as defined by the Ministers
of Economy and Publiec Works at their recent meeting in Guatemalas,
It is also true for power projects since any signifiecant induse
trial developmenty at the regional level, requires adequate

pover supplya

At the moment the Bank is actively considering projects on
a genuine regional basis (see § loans under consideration below)a

(ii) Technieal Assistances

At the regional level the Bank has been acting as Executing
Agency for the U.No Special Fund Regional Telecommunications Studye
The Study is expected to be completed by the end of the yeara

In Honduras and Guatemala the Bank has assigned resident
economic advisers to assist the Govermment in economic planninge
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(b)

(e)

(iii) Loans under considerationg

At the regional level preliminary discussions on the
regional telecommunications network connecting the five
countries are taking place. The loan would be made to &
regional company now under studys

We also expect to exchange views with SIECA and CABEI
on the financing of a regional road program adopted by the
Ministers of Economy and Public Works at their recent meetm
ing at t he end of August in Guatemalae [This regional road
program is of special interest for Honduras

The Bank is also prepared to consider financing interw
connection of the Honduran and Salvadorean power systems for
which the feasibility study is expected by April 196Le

Topics likely to be raised by the Delegationsz

Mre Enrique Deglgado, President of CABEL, might raise the
question of technical assistance to his bank in relation with
its increasing activity in the field of economic infrastructure,
specially transportation and electrificationy Our answer might
be that this question will be considered in connection with our
financing of specific projectes and programs.

The delegations are also likely to raise questions aboub
the terms of Bank assistances In the ministerial meeting held
in Guatemala, strong emphasis was put on the financing of the
regional road pregram on special terms (period of amortization,
interest rate, od of grace)es The answer might be to remind
them of the new policy contemplated by the Managemente

Topics to be raised by Managemenbt

Long standing interest in regional development in the areaa
The fact is that a large parb of Bank/IDA operations in the five
countries helped to promote economic integratiom although they
were made t o individual countriess

The importance attached to the creation of a regional come
pany owning, building and operating the regional telecommmications
network should be stressedas

Joint finaneing with other lending ageneies of comprehensive
programs will be exploreds This has been already done in several
countries, bubt not yet in Central Americae Regional projects
seem to be a good case for such operationse
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IV. BACKGROUND INFORMATION

(a) Bank Loans as of August 31, 1963

No Bank leans have been made yet to Central America as
a region,

(b) IDA Credits as of August 31, 1963

None.

(¢) 18% Capital Subscription

See countryts briefing papers concerning El Salvador,
Guatemala and Nicaragua.

(d) Holdings of World Bank Bonds

Only E1 Salvador: $100,000
(e) IFG
Assistance to é private investment Bank for Central America

and Panama under consideration. Discussion scheduled during the
Annual Meeting,

V. POLITICAL SITUATION

See country's briefing papers.
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VI. ECONCMIC SITUATION
(a) See countryts briefing paperse
(b)
Annual Persons 1962 1962
Rate of Area Per Estimates Per
Population Population Square Square of GNP Capita External
Increase  (thousands) Miles  Mile $ Million GNP Trade
$ Million
Costa Rica 340 1,275 23,h21 5l h37 333 8547
El Salvador 248 2,810 8,257  3hO 530 185 1364k
Guatemala 3.0 4,007 42,042 95 678 180 111.6
Honduras 2.5 1,950 hh’hgz hh 335 ® 200 * 7800
Nicaragua 249 1,600 57,1L5 28 ho2 250 8245
11,652  175,3kL7 66 2,290 49le2
* 1960,

(e) Central American Economic Integration

(i) Economic integration in Central America has been promoted
with the active support of the UN Economic Commission for Latin
America (ECLA) since 1951, Teoday, the main instrument is the
General Treaty for Central American Economic Integration, which
is the product of 10 years efforte It provides for:

(1) an immediate free trade area between the sig-
natories for goods produced in Central America,
accounting for about half the value of total intraw
regional trade, Trade in other goods will be freed
according to a predetermined schedule, within 5 years.

(2) A customs union to be established within 5 years.
Import duties have already been agreed to for 50% of
the goods listed in the common tariff nomenclature.

(3) Creation of the Central American Bank for Econo~
mic Integration (CABEI) for financing or assisting
in the financing of projects ~ public or private =
that promote economic integration.

(L) A system of somcalled "integration industriesy
intended to encourage industrialigzation in Central
Americae The idea is that industrialization has
been limited by the small size of the national mare
ketse Integration industries will receive certain
privileges and protection, but will alse =
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assume obligations with regard to the guantity,
gquality and price of their production. The
désignation of integration industries is still
controversial and under fairly continuous dis-
cussion. Thus far, a tire plant in Guatemala
and a plant producing caustic soda and insecti-
cides in Nicaragua have been designated as
integrated industries.

(5) Yarious provisions concerning commercial
practices, transportation and tramsit, partici-
pation in public bids, incentives to private
investment.

(i1) The institutions responsible for the implemen-
tation of the Treaty are:

(1) the Economic Council composed of the Min-
isters of Economy of the signatories;

(2) the Executive Council composed of one rep-
resentative of each signatory; and

(3) the Permanent Secretariat (whose headquarters
are in Guatemala City).

(iii) During the recent years economic integration in
Central America has made definite progress.

(1) Trade among the five countries has increased
significantly from $12.7 million, or 3.2/ of total
imports in 1955, to $L7 million, or 11l% of total
imports in 1962,

(2) A clearing house has been established for pay-
ments among the member countries and the eventual
formation of a monetary union is under study. A
clearing arrangement between Central American
countries and Mexico is now under consideration.

(3) There has been tentative agreement on five inte-
grated industries; they include production of tires
in Cuatemala, copper wire in El Salvador, detergents
in Honduras, insecticides in Nicaragua, fertilizer
in Costa Rica.

(iv) The Central American Bank for Economic Integration
(CABEI) was inaugurated in Tegucigalpa, Honduras, on May 30,
1961, with a capital of {16 million. GSince then it made
loans in participating countries in a total amount of (L5
million. Up to date borrowers have been private enter-
prises.
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(v)

With the implementation of the Common Market
being well underway, emphasis is now being placed
on the development of a program to strengthen re-
gional integration.

(1) Some funds from the Inter-American De-
velopment Bank are now being channelled through
CABEI and the U.S. Covernment is expected to
adopt a similar policy for the financing of
regional projects.

(2) The Joint Planning Mission (headquarters
in Guatemala), created in 1962, is giving tech~
nical assistance to the five countries with a
view to strengthening their national planning
organization and help prepare national economic
development programs for 1965~1969 that are con=
sistent with regional integration.
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ITT, STATE OF RELATIONS AND TOPICS FOR DISCUSSIONS

(a) State of Relations since July 1, 1962, including lending prospects:

(i) Loans and credits made since July l; 1962
~None
(ii) Technical assistances

(A) Permanent residence mission (Havlik and Reitter)
has been stationed in Santiago for about 18 months.

(B) Special study mission on capital merkets (Thomas,
Ewbank, Den Dunnen) has been in Santiago for a little over
a year and is expected to complete its work in another six
monthse

(C) A special technical representative (Parmeggiani)
to assist on the Bank~IDA Highway Project has been in
Santiago for about five months.

(11i) Major problems in executing existing loans:

Loan No, 287 CH and Credit No. l; CH (Highways): Con-
siderable delay has been encountered in the execution of
the Bank-IDA Highway Project owing to inadequate administra-
tione. Since the assignment of the special representative
mentioned in (ii) (C) above, this shortcoming is in process
of being corrected.

Ioans lose 17 and 172CH (Coal Industry): There are
serious difficulties about the Lote and Schwager coal
industry loans. The main problems are a dwindling market,
mounting production costs, and inadequate prices (controlled
by the Government)e. The Government has asked for the Bank's
agreement to a merger of Iota and Schwager and to a re-
negotiation of the amortization schedule on the loans after
the merger. The Bank's position is that in principle it
has no objection to the merger, but is not willing to agree
at this time tc any renegotiation of the amortization
schedule unless the Govermment takes various actions to
help extricate the coal companies from their price and
market difficulties, This position has been communicated
to the Chilean Government and we are awaiting this replye.
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(iv) Loans presently under consideration:
The following projects are part of Chile's 10-Year

Development Program, which the Bank has revieweds:

Tentative date

Purpose Amount Status for negotiations
Livestock de=- $19 million Appraisal completed Initiated
velopment and SLC has approved August 193
negotiations
Meat and Milk $5 million Appraisal completed Initiated
processing plants and SLC has approved August 19;
negotiations virtually completed
ENDESA expansion About $6 million Appraisal report Uncertains
of power genera- being drafted; loan
ting capacity approval by SLC so far
as creditworthiness is
concerned.

s There is some question whether ENDESA and the Government are presently
living up to the tariff covenants of our last loan to ENDESA.

(b) Topics likely to be raised by Delegation:

Since there was a complete review of all outstanding issues
in Santiago in June and in Washington in July (see the attached
letter of July 19, 1963, which has not yet been answered), it is
wnlikely that the Delegation will raise any issues except possibly
to make another appeal for relief of repayment obligations on the
Lota and Schwager loanss

(¢) ®opics to be raised by Management:

None
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IV. BACKGROUND INFORMATION

(a) Bank Loans as of August 31, 1963:

Total (net of cancellations and refundings) 112,2 Y
of which has been repaid _2003
Total now outstanding 91,9

Amount sold Le5
of which has been repaid 3,9 0.6

Net Amount now held by Bank 91.3

1/ Includes $32 million not yet disbursed.

(b) I1.D.A, Credits as of August 31, 1963

Date Amount

of Borrower Purpose (equivalent in
Credit $ million)
June 28, 1961 Republic of Chile Road constructidn 19.0 2/

2/ Includes $16,5 million not yet disbursed.

(e) 18% Capital Subscription

No release. 18% equals $8.L million. Because of Chile's dif-
ficult balance of payments position, we should not press for re-
lease at this time,

(d) Holding of World Bank Bonds

None
(e) L.FalCe

IFC (with participants $575,000) has made four investments
in Chile, copper mining and smelting ($3,100,000), food products
($1,500,000), cement ($1,200,000) and pulp and paper ($3,000,000),
IFC is presently awaiting details of a request for an investment
in a logging, sawmilling and lumber manufacturing project.
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IFC has offered comments on a draft law authorizing the
ereation of development banks in Chile, now before the Chilean
Congress. Proposals may develop when the new law is enacted.

(£} I.D.As

Member
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V.

VI.

POLITICAL SITUATION

President Jorge Alessandri assumed office in November 1958
for a six-year term., The next elections will take place in October
196L4. Alessandri is not directly affiliated with any political party
but governs by virtue of a center coalition. At the present time the
leading candidates to succeed him are Duran, who represents more or
less the same grouping that supports Alessandri; and Frei, who repre-
sents the Christian Democrat Party but may attract many of Alessandrits
supporters. There is also a Left Wing candidate, Allende, representing
the Socialists and Communists. At the present time Duran seems to be
most likely to succeed Alessandri, but it is too early to predict with
confidence the outcome of the elections.

(In the last few days a Govermment crisis has developed
because of a difference between Congress and the Executive on wage
policies.~ All Ministers have resigned and the Radical Party -
representing almost 50 per cent of the Government total electoral
strength = has withdrawn from the Government coalition. The outcome
of this crisis is not yet known.)

ECONOMIC SITUATION

Population: 8 million
Per capita income: US$300-350
In recent years, including 1962, GNP grew at rates between L.5%
and 5%, Annual population growth about 2.5%.

The external debt is very highj; outstanding long~term publie
debt was $742 million on December 31, 1962, compared with $582 million on
January 1, 1961, Debt service payments have been around 20% of foreign
exchange earnings. They are expected to decline from 21% in 1963 to 15%
in 1965 and continue to decrease thereafter.

The balance of payments continues to be very difficult; in spite
of growing export earnings, which are now at the level of $450 million and
are expected to increase to $520 million in 196L, the current account has
a substantial deficit ($119 million in 1962), Equilibrium in the balance
of payments, however, is expected as a result of the inflow of external
public and private capital. In October, 1962, the rate of exchange was
unpegged and was allowed to fluctuate above its previous parity of E- 1.05/$1.
At present there are two official rates; one covers all trade and official
transactions (currently E° 1.8/$1) and the other is reserved for invisibles
and private capital transfers (currently E° 3/3$1).

The cost of living has risen at the rate of about 15% a year
since 1958, and it rose about 22% in the first half of 1963, Wages are
generally linked to the cost of living, which limits the effectiveness of
the Government's stabilization efforts,
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The principal economic problems are: (a) Stagnation of
public savings; and (b) Dearth of investment projects for external
and internal financing. Both (a) and (b) above were stressed heavily
in a recent letter from lMr. Woods to President Alessandri; and con-
erete actions by the Government to bring about improvement in these
two respects was made a precondition for the Bank to convene a Con-
sultative Group to organize external assistance to Chile, We have
not yet had any indication from the Chilean Govermment of what they
intend to do about these two matters.



July 19, 1963

Jorge Alessandri
Presidente de la Republica de Chils
Santiage, Chile

Deax Mr. Presidmmt:

Ihummmozmddtammumm
-mthbmthcyhvnmhdhuﬁntmmunm
wwnum,ummmunﬁmm“u
your . We have now had en opportunity to eonsider the findings
of the mission snd, although a few points are still to be reselved -
relating chiefly to our loams %o leota and Schwager, sbout which we will
mumwaxrdtlwmhmumuwﬂhm
cmluiﬂnbutt“clpﬂlhﬁmtihﬂlhwmmm
interested. I am transmitting berewith for your perscmal attentiomm a

The first point to which we gave our atiention was whether
m'smdpuiﬁqndprmpﬁt&-mtopromdat
this time with additional losans tetaling sbout $30 milliem for the
Chilesn projects whish are before us. In resching a decision on this
pdnt,nmmurmiﬁummumwmtmm
to increase the rate of eesnumic growth, to brimg sbeut financial ste-
bility, and to strengthem Chils's externmal pesitiom. We took imto accomnt
mrmmtmnunuw-mmxutmmn

high, corresponding
m'hMSdmh,httm:mnmtmmunb
mumuuﬁmnum-amdm
the level of debt service payments declines to more moderate lavels with-



His Excellency
Jorpe Alessandri -2 e

appraisal of an ENDiSA project for expanding jenerating capacity in the
southern parts of Chile by the installation of several small power plants.
I know that members of our recent mission expressed to you, and to
sppropriate officials of the Government, our serious conocern that steps
have not yet been taken to enable ENDESA to esrn the rate of return to
which it is entitled by Decree No. L of July 2k, 1959 as had been agreed
between Chile and the Bank in the documents for our recent loan for the
Rapel and Huaseo projects, It is our hope that corrective measures will
have been taken by the time our appraisal is completed so that failure
to comply with this undertaking will not be an obstacle to prompt nego=
tiations of a losn for this project.

We have considered whether the Bamk could now call a meeting
of interested Governments and institutions to review the external re-
quirements of Chile's development procrsm and to co-ordinate arrangements
for providing external assistance. ¢hile substantial progress has been
made in formulsting and executing a public investment program along the
lines envisaged in Chile's lO-year plan, there are two points which
serious]y concern ust (2) the recent stagnation in the level of Chile's
public savings; and (b) the paucity of projescts to be presented for cone
sideration by members of a consultative group. Unless corrective action
is taken these shorteomings would seriously impair our ability to have a
successful meeting.

A basic premise of the prosram, as prepared by Chile, was that
the level of public savings would steadily rise, enabling Chile to finance
from its own resources a steadily increasing proportion of total publie
investment. The attached economic report indicates that although the
level of public savings in terms of constant prices increased substantially
from 1960 to 1961, it has since then stagnated. Unless measures are taken
to bring about the type of upward trend that was contemplated im the pro-
gram, external resources required by Chile for investaent needed to carry
out the program will represent an ever-increasing proportion of publie
investment. These results are in prospect even assuming the tax measures
‘contemplated for this ycar are enacted scom. Unless measures are taken

| to raise the level of public savings, we seriously doudbt that mesbers of
| a consultative group would be prepared to provide the external assistanos
L_nndod to0 finance the required lovels of future invesimemt.

We know that your Government has also beem comcerned about this
problem and is currently considering remedial steps. In evaluating the
sise of the increase that would make a satisfactery impressiom on pro-
spective mesbers of a consultative group we have taken as a premise that
in the early years of the program Chile should provide from public savings,
after external debt amortisation, at least 50% of total public investment.
This goal would be achieved were Chile now to take measures which would
increase the level of public savings by sbout 100 million escudos (1963
values) above the levels now in prospest,



His Fxcellency
Jorge Alessandri - J e

Our examination of the projects which mi, ht be placed before
a consultative group indicates that much of the investment being made
by Chile in 1963 and likely to be a basis for disbursement in 196} is
already under way, and those projects to be started anew for which ade-
quate feasibility studies have been prepared do not involve substantial
investment relative to the total. There is accordingly little prospect
that a substantial part of the external assistance needed in 196k could
be made available by agencies financin; the external costs of projects
on a conventional basis. In order to provide a more adequate basis for
interesting Governments and finaneial institutions in providing external
asaistance, Chile should now select a number of high-priority projects
on which vork would be started in 1965 and 1966, for which studies are
already under way or can be initiated promptly, and prepare information
on them which could be presented to a consultative group. This would
enable members of the group to begin to consider what projects they
might be prepared to sssist in financing and also to consider whether
they micht be interested in providing technical assistance in the prepa-
ration of some of the projects.

Fulfillment of these two conditions, coupled with continued
implementation of Chile's stabilismation program, would provide a satis-
factory basis for a consultative group meeting. I know your Government
is now engaged in the process of preparing its budget for 1964 and it is
our hope that measures incorporated in the budget, and other related
decisions beins taken, will constitute a program for increasing publie
savings to levels to which I have referred. Our resident mission will
be pleased to work with apcpropriate representatives of your Government
in preparing the type of project information which would be needed for
the comsultative group.

During his recent visit to Washin:ten we were pleased to have
a number of discussions with Minister Pinto about the highway project
being financed jointly by the Pank and ILA. During the ccurse of these
discussions various protlems were resolved snd a better basis provided
for accelerating progress in the execution of this important project.

In bringing this letter to a close, Mr. President, I want to
report that our recent mission to Chile noted with zratification the
actions which your Government has already taken, or is about to take, to
promote financial stability and sccial progress. I note witn particular
interest your Government's sgreement with the International Monetary
Pundy the tax and tax administrstion reforms which have been enacted or
are about to be enacted; amnd steps to promote land reform and wage
stabilisation. These actions, particularly when viewed in relation to
the severe monetary and financial difficulties which Chile has been facing,
sugur well for Chile's ecomomic prospects and future financial stability,

Sineerely yours,

Cleared w/Mr. Nurick (Legal)
ce? Mr, Loftus George D. Woods

JALoftus/OASchmidt/jim
July 18, 1963
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MEETING WITH DELEGATION

Date: September 25, 1963

Attended by:

MEMBERS OF DELEGATION

Carlos Sanz de Santamaria

Eduardo Arias~Robledo

Jorge Mejia Salazar

Eduardo Soto

(B)
(F)

(B)

(F)

Times L4200 p.m,

Management: Mr, Woods
Mr. Knapp

Staffs Mr, Schmidt
N[TQ Matter

Others to be designated
by Mre Schmidt,

Finance Minister

Generel Manager -~
Banco de la Republieca

General Manager -~
Banco de Bogota

General Manager =
Banco de Colembia
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STATZ @F RELATIONS AND TOPICS FOR DISCUSSION

(a) State of Relations since July 1, 1962, including lending

prospectss
(1) Loans and Credits made since July 1, 1962:

(i1)

Date of Loan/Credit

Bank Loans
June 3/63

June 21/63
June 28/63

July 16/63

TsDeAs Credits

None
¥* Not yet effective.

Technical Assistances

Borrower Purpose
CVC and Power
CHIDRAL

Ferrocarriles Rehabili=
Nacionales tation

Acerias Paz Steel Plant

del Rio Expansion
Electrifi- Power
cadora de

Bolivar

Amount
(emivalent in
$ million)

8.8 =
30.0
30.0 =

5.0 =

73.8

Executing Agent for the UN Special Fund Cauca Valley

Coal Burvey,

DAS members Conger and Laurenti stationed in Cali for
two years to assist Cauca Valley Corporation (CVC) in

regional planning.

Resident mission (Kerr and Frost) stationed in Bogota.
Consultative Group organized (one meeting in January 1963).
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Major Problems in Executing Existing Loans:

Loan 295 CO and Credit 5 CO (Highways): Substantial
delays in construction, primarily due to insufficient
appropriations, poor organization of Ministry of Public
Works, and lack of cooperation between Ministry and
consultants. In last few months there has been some
improvement.

Loan 217 CO (CHEC, Cdl das Electric Power Co.): Delays
in completion and disbursements (we had to grant three
6-month extensions of the closing date) due to poor
management and delay in rate increase. The project is now
to be completed in October, after which date rate increase
is expected.

Loans Presently under Conslderation:

Amount Tentative date for
Purpose ($ million) Status Negotiations
Medellin L2 Appraisal report Late 1963
power expan- being prepared
sion (Nare)
Private Invest= 10 Awaiting further Late 1963
ment Fund discussion with
{Financieras) Govt and Financieras
CVC Power 22.5 Report being prepared Early 1964
expansion by Borrower
(Calima II)
Telecommunica- 275 Appraisal mission Early 1964
tion expansion scheduled for Fall '63

In addition, for possible later consideration by the
Bank, the following projects are in early stages of
discussion: interconnection between the three main power
companies (Bogota, Cali and Medellin), further expansion
of Bogota Power (Collegio II), further expansion of CVC's
facilities (Salvajina power and agricultursl project),
Barranquilla (waterworks), University del Valle (expansion
program), University de Los Andes (expansion program), and
secondary education (Ministry of Education).

SLC decided in January 1963 that Colombia, for the time
being, should not be considered for IDA credits.
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(v) Consultative Group:

In January 1963 a Consultative Group meeting was held
to review Colombla's development program and exchange
information on external lending plans for the program,

Since then the participating Washington agencies (IBRD,

IDB and USAID) have lent §182 million in total. European
participants, Japan and Canada are willing to make sub-
stantial contributions, mostly in the form of suppliers’
credits. The Govermment, in collaboration with our resident
mission, is attempting to restrict the use of these credits
for projects within the program and to lengthen amortization
terms, Last June the Bank started to issue a quarterly
Status of Projects list. An updated 2-year project list

and a more tentative 5-year project list are being prepared.
(see also (c) (iv) below)

Topics likely to be raised by Delegation:

The Finance Minister is primarily concerned with the
difficult budget situation. Despite the sdveral measures adopted
to increase tax revenue, the Government had to restrain expendi-
tures severely in order to keep the budget deficit within
manageable proportions (about 300 million pesos in 1963). The
Government hopes to obtain assistance from the U.S. Govermment
on a non-project basis in order to be able to inerease investment
expenditures and bring them closer to the levels envisaged in the
development program. The Minister may wish to inform us of his
discussions with the U.,S5. Government on a program loan. In this
connection, we might raise the questions on financial policy
listed below.

Topics to be raised by Management:

(i) Govermment Financial Policies:

A recent law authorizes the adjustment of wages every
six months in relation to the increase in the cost of living
index, which is likely to prove very hamful to the
Government's efforts at stabilization in general and balancing
of the budget in particular. We should ask the Finance
Minister whether and how he intends to put this law into
effect, and what the prospects are of its repeal.

Congress has recently approved increases in various
taxes, We should congratulate the Finance Minister on this
very important step and say that we hope Congres would also
approve promptly the one remaining tax increase, namely, on
petroleum products, which has run into serious opposition,
(The gasoline price is very low--12¢ per gallon-- and should
be increased to meet at least part of the relatively large
expenditures on highways).
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(1ii)

(iv)
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Railway Loan:

In connection with the last loan to the Railways,
the Government has agreed to propose legislation that
would give the Board of Directors of the Railways the
anthority to adjust its tariffs without further approval.
We should enquire what action the Government has taken
in this regard.

Loan to the Financieras:

Since the return of the recent Bank and IFC missions
we have given further thought to the various aspects of
the proposed loan to the Private Investment Fund, and
will soon be prepared to discuss the proposed loan
further with the Government, the Central Bank and the
Financleras.

Consultative Group:

We are planning to send an economic mission in late
October to help prepare the new 2-year project list and
to review the progress made up to date in the execution
of the development program. We are considering to call
a Consultative Group meeting after completion of the
new 1list and the mission's report. We should ask the
Finance Minister whether he has any particular views
as to the approach to, and the results of, the
Consultative Group so far, and whether he has any
suggestions as to the approach that we propose te take.
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IV, BACKGROUND INFORMATION

(a) Bank Loans as of August 31, 1963:

1/
Total (net of cancellations and refundings) 34349
of which has been repaid 58.5
Total now outstanding / 28564
2
Amount sold 13.6 ~
of which has been repaid 8.3 5e3 2/
Net amount now held by Bank 280.1
1/ Includes $103.1 million not yet disbursed.
Includes $L3.8 million not yet effective.
g/ Includes §B8million agreed to be sold =
portions of loans not yet effective.
Date Amount
of Borrower Purpose (equivalent in
Loan $ millions)
1961 Colembia Highway construction 19.5
1962 Fmps de Energia Power 5040
Electrica de Bogota
1963 CVC and GCHIDRAL Power 8.8
1963 Ferrocarriles Nacionales Rehabilitation 30,0
1963 Acerias Paz del Rio Steel Plant Expansion 30,0
1963 Electrificadora de Power 50
Bolivar
(b) IDA Credits as of August 31, 1963
Date Amount
of Borrower Purpose (equivalent in
Credit $ millions)
a7
August 28/61 Colombia Highway construction 19.5

3/ Includes $1L.I million not yet disbursed,
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(e)

(d)

(e)

(£)
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18% Capital Subscription

US$#1.7 million released in dollars, The Government has
agreed to release balance of subscription ($6.7 million) in
semiw=annual installments to be completed by December 1966,
On November 23, 1962, the Bank agreed to reschedule until
Degember 1, 1966, the installment which was due on July 1,
19562, e

Holdings of World Bank Bonds

None

IFC Management plans meetings at the Annual Meeting with
the Presidents of the two Colombian financieras, ‘

IFC (with other participants $1,725,000) has made six
industrial investments, two of which have been sold or agreed
to be solds The four remaining investments include fibrew
board ($500,000), foed products ($1,000,000), home furniture
($1704000), and cotton textiles ($2,000,000), IFC is presently
considering an invesiment in a forge plant in which the two
financieras have already invested, A further investment of
$500,000 is being considered in the food products company,

IFC has made investments in two financieras (Bogota
$2,023,730 and Medellin $2,042,000) and is considering
further investments in the remaining three financieras
(Caldas, Valle and del Norte),

I.D.A.

Member
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Ve POLITICAL SITUATION

President Guillermo Leon Valencia, Conservative, assumed
office in Augmst 1962 for a Li-year term as head of the Coalition
Government. President Valencia has been focussing the Government's
efforts primarily on overcoming the problem of violence and on
economic stabilization and development. The effectiveness of the
Government has been strengthened by unification of the Conservative
Party and by a reorganization of the Cabinet in June.

VI, ECONOMIC SITUATION

Population: 15 million
GNP per capita: US§250

Gross National Product increased 5.3% in 1962, compared with
Lo7% in 1961, and with annual populsation growth of about 2.8%.
The accelerated growth of the GNP in 1962 was mainly due to a
construction boom and to increases in the service categories greater
than in 19610

The outstanding long~term external public debt at the end of
1962 was $639 million, compared with about $185 million at the end of
1961, Service payments on outstanding external public debt were about
12% of export earnings during 1962; they will rise to 16% in 1963 and
fall to 11% in 1965 and L% in 1970.

The deficit on current account was $120 million in 1962, compared
with {148 million in 1961, Current prospects are that the deficit will
rise to about $170 million in 1963 because of rising imports under the
development program, but most of the increase will be financed by
external credits, The peso was devalued in November 1962. The effect of
the devaluation (34%) was substantially offset by price and wage increases
(20~25% through April 1963).

The cost of living increased about 4% in 1962, compared with
8% in 1961, and the increase in wholesale prices was also less than in
19613 both prices and wages increased very rapidly between December 1962
and April 1963. The price advance has now slowed down and a further
round of wage increases has been postponed. The minimum wage legislation
which became effective in January provides for upward revision of wages
each six months with advances in the cost of living. The Government's
interpretation of the law was that the initial revision need not be made
in July but could be postpeoned until Jamuary 196L.

Government revenue has increased substantially in 1963: roughly
600 million pesos of additional revenue are being obtained from the
exchange differential, and under recent authorization several taxes are
being introduced or increased, including a 20% income tax surcharge, a
3-10% sales tax, inheritance tax, a gasoline tax (increasing the price of
gasoline by about 15%), etc. However, tax revenue and external assistance
have been insufficient to enable the Govermment to increase investment to
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the level envisaged in the program. This year, in order to keep the
budget deficit within a memageable amount the Government had to

restrain severely current and investment expenditures, e.g. investment
expenditures are 20% below 1962 in real terms. An important factor
underlying the deficit is the larger than expected current expenditures
associated with the development program, as well as several internal
security measures. The indications are that it will not be possible

to provide sufficient external assistance for the program entirely

on a project basis, and that there is some scope for general program
support such as is under discussion with the U.S5.
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Briefing Paper Supplement

for Meeting with Colembian Minister of Finance on September 25, 1963

i This memerandum reports briefly on a meeting held by Mr. Schmidt and
members of the staff with the Colombian Minister of Finance, Carlos Sanz de
Santamaria, and the Head of the Planning office, Diego Calle, on Monday,
September 23, and supplements the material on Colombia in the briefing book.

2¢ The Minister expressed the view that economically Colombia is surging
forward and he believes that policies being followed are condueive to reasonable
stability and a high rate of growthe He handed us a comprehensive report which
he, as Minister, had recently presented to Congress concerning policies and
proposed measuress We are studying the report in preparation for another
meeting to be held later (see Paragraph 3 below)s Some of the steps reported
by the Minister are:

(a) With the authority recently granted, he has already increased
the surtax on incomes and is arranging for the sale of bonds to
private Colombian bankse A sales tax will be imposed as soon
as arrangements are worked out for its administrationas The
Minister has authority for a 10% tax (12 1/2 centavos) on gasoline
which he will impose if the Minister of Publie Works fails to
obtain legislation for an even higher new tax on gasolines
(The Minister of Public Works proposes a 50% (60 centavos) gas
tax to be put into effect in three successive stepss Most of
the proceeds of this tax are to be used for a new road program
carried out over and above the Bank-financed projects)

(b) The Government has under way an intensive program to impreve
tax enforcement and close tax loopholes.

(¢) To ensure a coordinated and austere monetary policy (free of
_ pressure by the private banks for credit expansion) a new
monetary board has just been createds Members are the Ministers
of Finance, Development, and Agriculture; the Head of the
Central Bank, and the Head of the Planning Offices

(d) Price inflation is at least temporarily halted, the indices
not having risen during June, July and Augusta

(e) A new board has been established to review all budget expens-
ditures to determine whether they cannot be cut by at least 10%+

Because most measures will have little effect in 1963, his fiseal situation is
still difficult, but he expects it to be muech better in 196L. He expressed
satisfaction with the policy of permitting utilities to earn satisfactory rates
and said that no utilities in Colombia are today receiving an operating

subsidy (though some get budgetary funds for capital investment ).
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3e The Minister expressed great satisfaction with the Bank's operations
in Colombia during the last yeara. He asked that we make a list of all the
major problems we had in Colombia and have another workingelevel meeting to
go over them in detail, The list of subjects we prepared for discussion at a
future meeting includes the followings

(a) Preparations for next meeting of the Consultative Groups:

To prepare for this meeting we need to send a mission to
re~appraise Colombia's economic position and review the prejects
to be undertaken during the two years ending June 30, 1966.

(b) Bank-Financed Road Program:

(1) The Minister = and Calle = are aware of our concern about
the slow progress with the execution of the Bank/IDA highway
program and want to discuss in greater detail how corrective
action can most likely be obtaineds A Bank mission is presently
in Colombia and we will consider now we can use its findings
most effectivelys

(ii) We have been concerned about reports that the Minister of
Publie Works is proposing that Colombia embark upon a large
highway program over and above the Bankefinanced program and
financed at least in part by contractors! ecredits., The Minister
and Calle share our concern and we plan to consider in some
detail possible tactics for forestalling such financing,

(¢) Private Investment Funds

Since the return of recent Bank and IFC missions, we have
prepared a draft statement of the terms and conditions under
which a Bank loan might be made to the Private Investment Fund
to be relent to the Financieras., We plan to have a meeting in
whieh IFC would participate to aiscuss with the Minister the
principal terms and conditions,

(d) Cost of Resident Mission:

Our present agreement with the Govermnment concerning its
contribution to the cost of the mission expires on September 30
of this year. We plan to discuss arrangements for the Government
centribution to these costs for the coming 12 months,

La An important objective of the Minister's visit to Washington is to hold
discussions with the U.S. Government concerning the prospects for further U.S.
aid to Colombia, When we met with Santamaria, he had not yet been in contact
with the Us.S. Government. During the pending meeting, the Minister may report
on his talks,

From our contacts with the U.S5. Government, we were given to understand
that the UsS. is favorably inclined to extend further aid but is likely to insist
that the Colombians take steps to reduce the capital flight which has been
substantial this yeare These steps may include changes in the exchange rate



a8 3 e

structure which the U.S. has been discussing with the IMF. The U.S. may also
tie future assistance to the achievement of a surplus of budget revenues over
operating expenses of a specifie amount (to be mutually determined) for use

in financing investments We have as yet no indication what further U,S. aid
would be forthcoming if the Colombians accepted these two conditionse One U.Se
commitment, however, is likely going to be the release of the second half of
the $60 million general budget loan they extended to Colombia last years

Cw In view of the foregoing and of the fact that we will be meeting again
with the Minister (at staff level) for detailed discussions of the type indicated
in Paragraph 3, the subject most appropriate for the meeting on Wednesday
afternoon would appear to be the Government economic and fiscal policiess

We should eongratulate the Minister on his success in obtaining from
Congress special fiseal powers, including power to levy new taxes, and express
our confidence that he will continue to do all within his power to strengthen
the fiscal position of the Government.

In response to the report he will probably make about his talks with
the U.S. Government and the IMF, we should support the general position of the
U.3. and the IMF .

We should also:

Stress the importance of encouraging exports and of keeping a
tight control on external borrowing to ensure it is used only
for high priority projects and is on long term,

Make such general comments as seem appropriate about the items
listed in Paragraph 3s

September 24, 1963

GKWiese/OASchmidt smr
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I. MEETINGS WITH DELEGAT ION

Datet October 3, 1963 Time? 4200-4:20 p.m.

(Jointly with delegations from El Salvador, Guatemala, Honduras and
Nicaragua).

Attended byt Management: Mr. Woods
- Mr. Knapp

Staff: Mr. Schmidt

Mr. Matter

(to be designated
by Mr. Schmidt)

Datet September 30, 1963 - Timet 5:00-5:40 p.m.
Attended byt Staff: Mr. Schmidt
MI‘ * Ma.t‘ter

(to be designated
by Mr. Schmidt)

II. MEMBERS OF DELEGATION
Alvaro Castro * (B-F) Manager, Central Bank.

Augusto Carballo * temp.(B-F) Member of Board of Directors,
Central Bank.

Rufino Gil * Economic Minister Counselor.

* likely to be at interviews.
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ITI. STATE OF RELATIONS AND TOPICS FOR DISCUSSIONS

(a)

(b)

State of Relations since July 1, 1962, including lending
progpectg?

(1) Loans and Credits made since July 1, 19623

Date of Ioan/Credit  Borrower Purpose Amount
(equivalent in
$ million)

Bank Lo
July 10363 ICE Electric power 22,0

and telecom-
muanications
development

I.D.A. Credits

None
(ii) Technical Assistance:

The Bank has agreed to act as Execubting Agency for a
general port and railway study in relation to a port ex-
pansion project at Puntarenas on the Pacific Coast. The
study is expected to commence in OUctober 1963 and be com-
pleted by April 1964.

Studies on long-term telecommunications development
are being carried out by French experts as part of the U.N.
Special Fund Central American Telecommunications Study,
for which the Bank is Executing Agency. This study is ex-
pected to be completed by the end of 1963.

(iii) Major Problems in Executing Existing Loans:

The Bank/IDA financed highway project has been delayed
by about one year principally due to the lack of local
funds. This problem is now being resolved.

(iv) Loans presently under Consideration:

None.

Topies likely to be raised by the Delegation:

During a recent visit by Bank staff to Costa Rica, the
Central Bank asked what the prospects were of the Bank's making
another loan for relending to new or expanding industries in
Cogta Rica for financing imports of capital goods, and the
delegation might take this question up again. Our reply should
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be that in principle we are interested in pursuing this pogsi-
bility, but that before doing so we would like to make an end-—
use inspection of the past industrial loans, which is now
scheduled for later this year.

Documents in fulfillment cof conditions of effectiveness for
the Power and Telecommunication Project Loan were received on
Segtember 23 and are presently under study by the Bank. The
delegation might inquire as to when the Loan would become effective.
We should reply that certain defects have been encountered in the
documents and that the Bank would be writing shortly to ICE about
them.

(e) Topics to_be raised by Management

We might inquire about the Government's attitude toward
creating a regional telecommunications organization, and express
our great interest in this scheme and willingness to finance it
if' a suitable organization and financing plan could be worked out.

The outstanding Irench debt was only partly settled in
connection with the signing of our last power and telecommuni-
cations loan. We may wish to inquire how the Goverrnment plans
to settle the rest of the debt. (Our latest information is that
they are still undecided between an outright cash payment and the
issue of new bonds).

Finally we might wish to reiterate some of the points made
in our letter to President Orlich transmitting the economic
report (see copy attached) and inquire what steps the Govermnment
is taking in regard to the major concerns expressed in that letter.
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1v.

BACKGROUND INFORMAT ION

(a)

(b)

(e)

Bank Loans as of August 31, 1963:

Total (net of cancellations and refundings)

of which has been repaid
Total now ocutstanding

Amount sold 2.7
of whieh has been repaid 1.9

Net amount now held by Bank

September 18, 1963

41.8 1/
4.6
43.2

1/ Includes $7.9 million not yet disbursed.
Includes $22 million not yet effective.

Date Amount
of Borrower Purpose (equivalent in
Loan $ million)
Sept. 6/61 Banco Central de Costa  Industrial equipment 5.0
Rica
Oct. 13/61 Republie of Costa Rica Road construction and
maintenance b D
Jil. 10/63 T.0.%. flectric power and 22.0
telecommunications
development
IDA Credits as of August 31, 1963
Date Amount
of Borrower Purpose (equivalent in
Credit illio
Oct. 13/61 Republic of Costa Rica Road construction 5.5 2/

and maintenance

2/ Includes $5 million not yet disbursed.

18% Capital Subscription ($720,000)

Only the original ($360,000) has been released (all paid and
lent in dollars.) In view of Costa Rica's present difficulties, it
is not recommended to press for an additional release.
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(d) Holdipgs of World Bapk Bopds
None

(e) I.F.C.
Member

IFC (with other varticipants $89,848) has invested in a
concrete products plant ($269,529)

(f) I.D.A.

Member
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V. POLITICAL SITUATION

President Francisco J. Orlich, of the National Liberation Party,
assumed office on May 8, 1962 for a term of four years. Reversing the
pogition of the preceding government, it has recently completed the gteps
for Costa Rican participation in the Central American Common Market.

VI. ECONOMIC SITUATION

Population: 1.35 million
GNP per capita: US$285

Costa Rica has one of the highest rates of population growth in
the world (4.3%); with the stagnation of export prices after 1955, per capita
income has slowly declined. However, the trend appears to have been reversed
in 1962; continued acceleration of industrial growth, and increased agri-
cultural output, the result of successful government policies in previous
years, were responsible for this. An informed guess might be that GNP grew
by 5% in 1962,

Costa Rica has a high rate of investment (20% of GNP), but the high
rate has increasingly been maintained by foreign capital inflows. Costa
Rica's external public debt doubled in three years to reach $84 million in
December 1962. Service on this debt will absorb about 11% of gross foreign
exchange earnings in 1963.

In 1962 foreign capital inflow, particularly long-term loans, has
been bridging the small deficit on trade account. Prospects for exports are
now better than in previous years and the prospects are for a small surplus
on current account. In 1961, the colén was devalued from 5.60 to 6.62 to
the dollar and has been maintained at this level with relative ease. There
are few exchange restrictions.

Prices have remained basically stable in Costa Rica in the last
decade.

Due to the slow growth of government revenues, largely dependent
on import duties and indirect taxes, and rapid increases in expenditures
(particularly for education), Costa Rica has suffered increasing budgetary
deficits. Although the deficits have been financed by non-inflationary
borrowing and have only very recently begun to create some pressure on
prices, the fiscal position gives cause for serious concern because of its
implications for external financing. The deficit in 1961 was 91 million
colones (almost 25% of expenditures); in 1962, it was reduced by temporary
expedients, but in 1963 a deficit of 70 - 80 million colones can be ex—
pected. The government has taken sporadic action but does not appear to
have a program to face the situation. For 1963, the situation will be eased
by some budgetary assistance from the U.S.. The [iscal situation of Costa
Rica remains the main problem of the economy, which, unless tackled with
vigor by the authorities, might imperil the cguntry's improved prospects for
growth.
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Biographical Notes for Members of the Cogta Rican

Delegation

Mr. Alvaro Castro J., (Manager, Banco Central de Costa Rica)

A career official of the Banco Central, Mr. Castro was appointed
Manager (for a four year term) in 1958 and is now serving his second term.
Graduate of University of Costa Rica, C.P.A. Attended several Annual
Meetings and is well known to the Bank.

Mp. Augusto Carballo (Member of Board of Directors, Banecc Central de
Costa Rica)

Formerly President of Banco Nacional de Costa Rica (one of
the commercial banks). Graduate in Business Administration, Ameriean

International College, Springfield, Mass. Influential businessman in
Costa Hica.

Mr. Rufino Gil Pacheco (Economic Minister Counselor, Embassy of Costa Rica)

Formerly President of Board of Directors, Banco de Costa Rica
(one of the commercial banks). Appointed Eeonomic Counselor of Embassy
early this year.



July 11, 1963

His Excellency

President Francisco Orlich
President of the Republic
San José

Costa Rica

Dear Mr. President:

I was pleased to be able on July 10 to participate in the
signing of loan documents for a $22 million loan to assist in
financing power and telecommunicaticn projects to be carried out
by the Instituto Costarricense de Electricidad. This loan, which
is our second loan to ICE, brings the total of Bank loans to Costa
Rica to $47.8 million. You will recall that the International
Development Association, an affiliate of the Bank, has also made
a credit of $5.5 million to the Costa Rican Government to assist
in finanecing its highway program. .

On this occasion I should like to call your attention to the
¢ .tached copy of the report on the "Current Economic Position and
! "ospects of Costa Rica", which was distributed to our Board of
Directors as part of the documentation for the power and tele-
comrmunication loan. It is our general practice to prepare reports
of this type periodically on all countries in which we are engaging
in lending operations. This report was prepared by a mission which
visited Costa Rica during November and December last year.

The economic report notes that as prospects for major exports
worsened after 1955, the Costa Rican authorities adopted and carried
out, with some success, policies for diversifying the economy and
increasing production for the local market. Production of staple
foodstuffs has risen to the level of self-sufficlency, meat and
dairy output has grown rapidly, and there has been a rapid expansion
of manufacturing output. After a slow decline of per capita real
income levels since 1955, the prospects for a resumption of per
capita economic growth are now enccuraging; the outlook for Costa
Rica's exports is also improving, and a moderate growth of export
earnings can be expected in the years ahead.

The report also discusses, in some detail, the fiscal
difficulties encountered by the Government in recent years, prineip-
ally because of its inability to raise sufficient revenues to meet
mounting expenditures. Because the public sector has been unable to
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increase savings to the levels needed to finance development pro-
Jjects, there has been increasing recourse to external borrowing.
The external public debt doubled in three years to reach $84
million in December 1962. The service on this debt for 1962 re-
presented more than 10 per cent of gross foreign exchange earnings
for the year, a fairly high percentage.

The demand for capital for investment by the public sector
igs likely to increase substantially in the coming years. The
various agencies within the public sector at present have invest-
ment plans for the years 1963 to 1965 totalling over $100 million.
As the report points out, preparations for starting most of the
projects within this public investment program are relatively well-
advanced.

Your Government has already taken measures to raise public
revenues, and the deficit in 1962 was noticeably reduced below its
peak of 1961. The revort indicates, however, that further measures
to increase revenues and to control current expenditures will be ’
required if the public investment program is to be implemented
without undue strain, or excessive reliance on foreign borrowing.
The report stresses that if adequate domestic resources cannot be
obtained, the start of lower-priority projects should be deferred
until the necessary resources are available. Costa Rica should
also endeavour to limit its external borrowing on conventional
terms in coming years, so as to keep debt service from rising above
present levels. In this connection, the Planning Office recently
established by your Government to plan and coordinate public invest-
ment should make a very useful contribution to the orderly develop-
ment of the oublic sector of the Costa Rican economy.

The economy of Costa Rica is a vigorous one, and enjoys a
dynamic private sector. This, together with the various measures
taken by the public authorities should enable the country to over-
come the present difficulties and to lay firm bases for future
economic growth. I am proud that the Bank and its affiliates have
been able to assist by financing projects of key importance to the
development of Costa Rica, and I sincerely hope that our close and
effective working relationship will continue.

I am taking the liberty of sending copies of this letter, for
their information, to the Minister of the Presidency, the Minister of
Economy and Finance, the Director of the Planning Office, and the
President of the Central Bank of Costa Rica.

With my best wishes,
Sincerely yours,

George D. Woods
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DOMINICAN REPUBLIC

BRIEFING PAPER

I. MEETING WITH DELEGATION

No meeting scheduled with Management.,
Date: October 1, 1963 Time: 9:20-~10:00 a.m,

Staff: Mr, Schmidt
Mr. Matter
(others to be designated
by Mr. Schmidt)

IT. MEMBERS OF DELEGATION

Diogenes H. Fernandez # (F) Governor, Banco Central de la
Republica Dominicana

Inis M. Guerrero Gomez (F) Manager, Banco Central de la
Republica Dominicana

Jacobo Majluta (B) Minister of Finance

Julio Estrella ¢ (B) Economic Counselor, Dominican

Embassy in Washington

# Likely to be at interview.
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11X, STATE OF RELATIONS AND TOPICS FCR DISCUSSIONS

(a) State of relations since July 1, 1962, including lending
prospects:

(i) Loans and Credits made since July 1, 1962:

None
(ii) Technical Assistance:

In April, at the Government!s request, an engineer
from the Bank reviewed conditions in the Port of Sante
Domingo., His conclusion was that the port was in need
of administrative reorganization and operational improves
ment rather than of large scale investment, and we have
given the Govermment draft terms of reference for a fure
ther study of the problems

(iii) Loans presently under Consideration:
None

(b) Topies likely to be raised by the Delegation:

The President reguested in March that the Bank send a
Resident Mission to the Dominican Republic to advise the Governw
ment in matters of development planning, We have offered to send
Mre Bochenski for an initial periocd of 3=l ménths and said that
based on this initial experience we would then decide as to whether
the mission should be established and what its position should be
(see attached letter dated August 9, 1963), We have not yet had
a reply to this letter, but the mission might have instructions to
discuss ite

The -Delegation may enquire about the prospects of the Bank
financing the Yaque del Sur Projectes Its planning and engineering
are far from ready for an appraisal and we have offered to help
them in preparing terms of reference and guiding the study which
was to be paid for by AIDe, Most recently AID has, however, brought
TVA into the picture and they are now the most likely to carry out
the study, This does not exclude our ultimately considering finane~
cing the project,

The Delegation might also enquire about the prospects of IDA
assistance, We recently had an inquiry from the Embassy about the
possibility of IDA financing prejects in the fields of housing,
water supply and feeder roadss We have informed the Embassy that
considering the level of GNP per capita and the relatively low debt
burden it might be difficult for IDA to start financing projects in
the Dominican Republic, but that we might well consider projects in
the field of feeder roads and water supply (not housing) for finane
c¢ing by the Bank and we encouraged them to have these projects pre~
pared and submitiede
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(e) Topies to be raised by Management:

We might enquire about the Governmentt!s reaction te our
recent letter transmitiing the economic report (see attached
letter of September 13, 1963).
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IV, BACKGROUND INFORMATION

(a)

(b)

(e)

(d)

(e)

(£)

Bank Loans as of August 31, 1963:

None

IDA Credits as of August 31, 1963:

None

18 per cent Capital Subscription (amounting to $720,000)s

No release as yeto, It would be appropriate to raise this
issue at the time when the foreign exchange position improved
further or, perhaps, when we shall be considering the first lean
to the country.

Holdings of World Bank Bonds:

None

IQE £ [
Member

IFC Management plans discussions at the Annual Meeting with
the Finance Minister of the Dominican Republic on a proposed dee
velopment bank in which Chase International Investment Company
and Kuehn~loeb, as well as groups of Dominican businessmen, are
interested,

I,D!ég
Member
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Ve

POLITICAL SITUATION

President Juan Bosch of the Partido Republicanc Dominicano
assumed office on February 27, 1963 for a four~year term. The new
Government was elected on a platform emphasizing economic and social
reforms. In its first months, the new Administration has taken a
variety of measures in that direction.

On September 25, 1963 President Bosch and his Government
were overthrown by a military coup led by Generals Antonio Imbert
and Iuis Amiama, who were, apparently, supported by the commanders
of the Armed Forces., The coup was preceded by increasing criticism
from the right of President Bosch's policies and, in particular,
his alleged weakness in face of communist infiltration. On
September 26, a three men civilian junta was sworn in by the Army
command, It is headed by Dr. Emilio de Los Santos, the former presi-
dent of the Electoral College who, early this year, had pronounced
Bosch to have been elected. Other members are Manuel Enrique
Tavares Espaillat, an American educated industrialist, former head
of the Development Corporation, and Ramon Tapia Espinal, a former
member of the Council of State which ruled the country before the
Bosch Administration. All three have, probably, strong leanings
towards the Union Civiea Nacional, the conservative party which
played a leading role under the Council of State but was only
second best in the last elections.

ECONOMIC SITUATION

Population: 3.2 million
GNP per capita: Us$240

In 1962, GNP grew by about 9 per cent, a significant re=
covery from the depressed years 1959-1961, the last years of the
Trujillo Administration. Previously, from 1950 to 1958, the economy
had grown at an average 8 per cent annually. The population growth
is about 3.5 per cent.

As of December 31, 1962, total external public indebtedness
amounted to $36.6 million, almost all contracted in 1962, Debt ser-
vice in 1963 will amount to less than 2 per cent of export earnings.
In March 1963, the Dominican Government entered into a $150 million
line of credit agreement for multi~purpose water resources projects
with European suppliers (some as yet unspecified). The extent to
which this line of credit will be utilized is not clear.

With high sugar prices, exports reached arecord $173
million in 1962 and are likely to exceed $200 million in 1963, There
was a surplus on current account in the balance of payments in 1962,
The expected level of exports of the Dominican Republic in the next
years will be sufficient to cover imports at least as high as the
record level of 1962 and leave a modest balance of payments surplus,
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Following the fall of Trujillo, very substantial wage in-
creases were granted = up to 150 per cent. These increases led to
a sharp rise in imports in 1962, and were only to a small extent
reflected in higher domestic prices.

Although the economy is not beset with any major immediate
problem, there is the danger in the future of a possible fall in
sugar prices. In particular, the state~owned sugar complex, which
accounts for 60 per cent of production, has become a high~cost pro~
ducer: if no preventive measures are taken, it is likely to become
a drain on the budget if sugar prices falle.



DOMINICAN REPUBLIC APPENDIX

September 18, 1963

Biographical Notes for Members of the Dominican

Delegation

Diogenez H, Fernandez (B~F) (Governor, Banco Central)

Has been for some time with the Economic Studies Department
of the Banco Central; helped to set up import controls in 19593
Vice-Minister of Finance under Consejo de Estado (1962); nominated %o
present position by President Bosch, Seems to enjoy confidence of
business community. ILimited English,

Jacobo Majluta (B) (Minister of Finance)

Has been manager of chocolate factory under Trujillo. Does
not seem to have much previous experience in the field of government
finance, Limited English.

Julio Estrella (B) (Economic Counselor of Embassy in Washington)

Previously author of good economic articles published in
"El Caribe", Santo Domingo's leading daily. Good English.
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25, D. C.

August 9, 1963

Dear M. Presidents:

In the absence of Mr. VWoods who, as you may know, is recuperating
from an operation, I write to report to you on steps we have taken and
convey our sugcestions as t0 how we may best work together along the
lines requested by you during the visit of ocur Mission to Santo Domingo
last lMarch and April.

During the visit of the Mission you requested the Bank's help on
three matters:s (a) in examining whether additional facilities would be
needed in the port of Santo Dordngo; (b) in financing a rezional develop=-
ment of the Yaque del Sur river basing (o) in providing a resident
Mission to advise and assist the Government and its planning organizations
in matters of economic development,.

In April, shortly after the ligslon returned to Washington, an
engineer from ouwr Transportation Division reviewed conditions in the Port
of Santo Domingo. His conclusion that the port was in need of administrae
tive reorganization and operational improvement rather than large scale
investnents, was given to the Minister of Finance along with terms of
reference for the type of study required to provide a basis for bringing
about the needed changes. Ve have not heard from your Government sincs,
but are ready to assist further in thiz matier, if so requested.

Whnile our Mission was in the Dominican Republic, little information
was avallable about the Yagque del Sur projecte Since the return of the
Mission to Washington, a study by the French group, SCET, became
available to use Our technical staff has reviewed this study and found
that although it repressnts a good compilation of the data availzbhle on
the region, it was not intended to provide a basis for the CGovermment to
decide on the size and nature of the investment which would be reguired
to develop the region or to detormine the stages into which a progran of
developmont might be divided. The data provided by SCET, however, lock
sufficiently promising to justify a comprehensive study of this large
river basin,

If you agree, we are prepared to send a technical mission to make an
on=the=cpot review of the region and help prepars terms of refercnce for
the additional work needed to determine cosis, benefits, order of priority
and more dstailed plans for the exccution of a regional developmeni
project, Knowing of youwr interest in proceeding with the least possible
delay with projects which would have a favorable impact on the growth of
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national output, the Mission would assess the possibilities of phasing
the investment so that work on certain justified parts of the progran can
be started even before the master plan for the entire area is completed.

We were pleased to learn from AID that your Government has concluded
arrangements with the U.S. AID lission o provide for joint financing of
studies our Technical Mission is likely to recommend. Should your Coverne
ment so desire, our Mission would work c¢losely with the U.S. AID Mission
in preparing the terms of reference for the studies.

With regard to your request for an advisory mission, the Bank is pre=-
pared to station Mr, Feliks Bochenski, whom you know, in Santo Domingo for
a period of three to four months to assist your Covernnent in work on its
economic development program and in the preparation of high priority ine
vestment projects. At the end of this period, we would be in a betlcr
position to form an opinicn as to the need for and the role and composi-
tion of a more long term advisory missicne.

We would expect that in carrying ocut his functions, lMr, Bochensld
would have direct access to you, lMr. President, and to eppropriate merbers
of your Cabinet and that he would cooperate closely with the organizations
engaged in plamning. It scems to us that he right be usefully attached to
the Ministry of the Presidency but this, of course, is somesthing for you
to decide. The assignmsnt of our staff member on this advisory mission of
three to four months would not recuire any direct financial contributicn
from your Government. We would expect, however, that the Govcrament would
make available to him a suitable office, a qualified, bilingual secretary
and a car with driver.

We are looking forward, Mr, President, to having your reactions to
the above suggestions.

With highest perscnal regards,
Yours sincerely,

Orvis A, Schnidt
Director of Operations
" VWestern Hemisphere

His Excellency
Professor Juan Bosch
President of the Republic

Santo Domingo
Republica Dominicana »



September 13, 1963

His Excellency

Professor Juan Bosch
President of the Republic
Santo Domingo

Republica Dominicana

Dear Mr. President:

I take pleasure in submitting to you herewith a copy
of the report of the Bank mission to the Dominican Republic
dated August 13, 1963, and entitled "The Economy of the Dominican
Republic”,

This being the Bank's first full report on the economy
of your country, it dwells at some length on past history in order
to provide a basis for a better understanding of the present
gltuation. The mission's visit took place during the first month
of your administration, when the objectives and policies to be
pursued were still being formulated, and for this reason the
comments in the report relating to these matters are of necessity
only tentative and subject to revision. The report does, however,
contain a certain number of basic comments which it might be use-
ful to summarize in this letter.

On the whole, the report takes a favorable view of the
prospects of the Dominican Republie for economic growth in the
coming years. It contemplates that the main impetus for this
growth will come from an increase in agricultural and industrial
production for the internal market.

As regards the agricultural sector, the report suggests
that production is being limited by a severe shortage of technical
manpower, which the Government should make an immediate effort to
overcome. As to further investments in agriculture, the report
suggests prompt planning of several irrigation projects and con-
siderable emphasis also on land settlement and road maintenance.

In reviewing the industrial sector, the report points to
the great importance of efficient management of the enterprises
controlled by the Corporacion de Fomento Industrial. It suggests
that in order to ensure efficiency in the managements as well as
further development of these enterprises, the Government or the
Corporacion might be well advised to have independent studies made
to determine the most effective ways of managing and financing the
enterprises,
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Respecting wage and fiscal polieies, the report calls atten-
tion to the need for exercising restraint, particularly in view of the
probable future decline of sugar prices below the 1963 levels. In this
connection the report comments favorably on the new tax on sugar exports
and on the efforts to reduce the Government's administrative expenditures;
it also stresses the importance of reducing Rio Haina's high production
costs.,

Finally, in commenting on the country's external debt, the
report makes the point that the service on this debt is still rather low
in relation to expected foreign exchange earnings, and that there is,
therefore, room for further borrowing, provided that the economic situa-
tior of the country is well maintained and that additional borrowing is
on favorable terms.

Based on the findings of this report, I am glad to be able to
say that the Bank would be willing to consider loans for well prepared
projects of high priority in your country with the understanding that
the burden of external debt does not increase rapidly through excessive
borrowing at unfavorable terms while such projects are being prepared
and are under consideration by the Bank., I would also hope that your
Government will favorably consider the numerous suggestions made in the -
enclosed report designed to further strengthen the economy of the country.

I am taking the liberty of sending a copy of this letter
together with additional copies of the report to the President of the
Central Bank.

With highest regards,

Sincerely,

George D. Woods
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I. MEETING WITH DELEGATION

Date: September 30, 1963 Times 1e00 pama

Attended by: Staffs Mro Schmidt
Mr. Matter
(others to be designated
by Mr. Schmidt)

II., MEMBERS OF DELEGATTON

Enrigue AMADOR MARQUEZ (B) Minister of Commerce and Banking
Guillermo PEREZ CHIRIBOGA (F) General Manager, Banco Central del
Ecuador

Jose C, CARDENAS (B) Minister of Development



ECUADOR

i September 23, 1963

ITI, STATE OF RELATIONS AND TOPICS FOR DISCUSSIONS

(a) State of Relations since July 1962, including lending vrospects:

(1)

(i1)

(iii)

(iv)

Loans and Credits made since July 1, 1962:
None
Technical Assistances:

Transportation Survey: Report expected to be completed
in Hovember,

Advisers to National Electrification Institute:
Stationed through 1963. Bank studying INICEL's request for
extension of technical assistance by 6 months.

Major Problems in Executing Existing Loans:
Debt service payments are often made with delays

Failure of past governments to authorize substantial
tariff increase has left Company in critical financial
position and unable to pay its debts. New government has
informed us of its decision to shortly increase tariffs
by 30% and has meanwhile taken drastic steps to reduce
personnel and operating costs and for this purpose appointed
a new General Manager,

Loans and credit presently under considerations

Amount Tentative date for
Purpose ($ million) Status Negotiations
National 9 (Bank) Project ready for Nove = Jan.
Highway 8 (IDA) negotiations pro-
Program %/ vided Government

adopts measures to
finance its share

Empresa 68 (Bank) Awaiting study re- -
Electrica de vised financial
Quito position and effec-

tiveness 30% tariff

increase

1/ Further funds for this program would be provided by AID
~  ($18 million) and the Inter-American Development Bank
($8 million).
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(b)

(c)

- 23 = September 23, 19463

Topics likely to be raised by the delegations

Highway Project

The question of greatest concern to the delegation will be
when the Bank will be prepared to enter into negotiations for
the highway loan; they will be pointing out to us that AID and
IDB are apparently prepared to proceed. We should indicate that
we are likewise willing to proceed, but that we would first like
to review (a) the report of the September 1963 Bank mission
which reviewed the measures the Government is planning to adopt
to finance its share of that program (i.e. an increase in the
gasoline tax and the establishment of a separate highway Fund),
and (b) the steps the Government is planning to take in regard
to the difficulties with the loans to Quito Electric and
Guayaguil Port (see below).

Quito Power Project

Request for re-appraisal of financial position in light new
rates to be put in force and economy measures put into effect,
Possible request for re-appraisal of Cumbaya II project (20,000 kw)
for which they claim there is only water enough for 5,000 kw more
during the dry season,

New Projects

As national development plan has now been delivered to
Committee of Nine, delegation may ask Bank to review and assist
in finaneing certain sectors of plan,

Topics to be raised by Management:

Necessity for prompt payment debt service on Banlt loans
(because of past delays).

Necessity for Govermment to respect contractual obligations
to Bank (case of appointment of new Manager to Port Authority
without Bank approval),

Bank willingness to review Quito Power project and changed
financial situation to determine if we ecan proceed with new loan.
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IV. BACKGROUND INFORMATION

(a)

Bank Loans as of August 31, 1963:

Total (net of cancellations and refundings) L5, 1/
of which has been repaid D43
Total now outstanding 3547

Amount sold Oult
of which has been repaid Oely -

Vet amount now held by Bank 3547

1/ Includes $0,2 million not yet disbursed.

(b)

(c)

(a)

(e)

(£)

I.DeAs Credit as of August 31, 1963

None

18% Capital Subscription

$1.2 million of which all released and paid in dollars.

Holdings of World Bank bonds

None
TP 0

Member

IFC has made no investments but would consider investinge
Preliminary inquiries have recently been received concerning
possible investments in caustic soda and salt plants,.

T.DeAs

Member
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VI.

POLITICAL SITUATION

A military Junta assumed office in mid-July and quickly
rallied support from the people for its avowed program of national
planning, structural reforms and suppression of communist and leftist
elements., In the few months in which it has been in office, the Junta
has accelerated completion of the nalional development plan, reduced
administrative bureaucracy, and has taken the first steps in elimina-
ting, consolidating and controlling the 700-odd autonomous agencies,
The new govermment faces an immediate problem because of a staggering
1963 deficit of some S/LOC million and considerable unemployment,

ECONOMIC STTUATION

Populations is7 million
GNP per capita: US$163

The gross national product increased 3.6% in 1962, compared
with 3.,0% in 1961 and with an annual growth of populztion of about
3.1%., The more rapid growth of the GNP in 1962 over 1961 resulted
mainly from a revival of exports after a slump in 1961,

Ecuador's external public debt outstanding at the end of 1962
was roughly $125 million compared with $111 million at the end of 1961,
Service payments on outstanding long-term external public debt were
about 11% of export earnings during 1962 and decline to about 5% by 1967.

The deficit on current account was $21 million in 1961, $1L
million in 1962 and is expected to rise to about $19 million in 1963.
The sucre was devalued in mid-1961 and as a result there has been a
substantial inflow of short-term capital,

The cost of living increased 1,9% in 1962 compared with l.9%
in 1961, and a small further increase is in prospect for 1963. Wages
were practically stable in 1962, after increasing about 2% in 1961,
Continued stability is in prospect for 1963,

A budget deficit of roughly LOO million sueres was in prospect
for 1963, prior to the change in government. Autonomous agencies re-
ceive a disproportionately large share of public revenue and often incur
expenditures for low=priority projects. The new government has stated
it intends to improve the situation by strengthening its control over
the decentralized agenciese.
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EL SALVADOR

BRIEFING PAP.

I. MEETING WITH DELEGAT ION

Datet October 3, 1963 Time: £300-4:20 pom.
(Jointly with delegations from Costa Rica, Guatemala, Honduras and
Nicaragua).
Attended by? Management: Mr. Woods

Mr. Knapp

Staff: Mr. Schmidt

Mr., Matter

(to be designated

by Mr. Schmidt)
Datet October 1, 1963 Time: 4220-5:00 pom.
Attended by: Staff: Mr. Schmidt

Mr. Matter
(to be designated
by Mr. Schmidt)

IT. MEMBERS OF DELEGATION

Francisco Agquino * (B-F) President, Banco Central de Re-
serva de El Salvador

Luis Poma (F) Member of the Board, Banco Capi-
talizador
Luis Escalante Arce * (B) President, Banco Agricola Comercial

de FEl Salvador

Francisco R. Lima ¥ (B-F) Ambassador to the United States

¥ Likely tc be at interviews
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ITI. STATE OF RELATIONS AND TOPICS FOR DISCUSSIONS

(a)

(b)

Stete of Relations since July 1, 1962, including lending
prospects?

(1)

(ii)

(1i1)

Ioans and Credits made since July 1, 19623

Date of Loan/Credit  Borrower Purpose Amount
(equivalent in
$ million)
Bank loang
June 19/63 Comisién del Electric power 6.0
Rio Lempa development

I.D.A. Credits

Nov. 2/62 Fl Salvador Highway ime 8.0
provement, con-
struction and
maintenance

Technical Assistances

Studies on long-term telecommunication development are
being carried out by French experts under the U.N. Special
Fund Central American Telecommunications Study, for which
the Bank is Executing Agency. This study is expected to be
completed by the end of 1963.
ILoans presently under considerationt

The following loan is to be signed on October 1t

Amount
Purpoge ($ million)
Expansion and improvement of tele- 95

communication services

Topics likely to be raised by the Delegationt

The Government has previously inquired about the possibility

of obtaining IDA assistance ($2 - $3 million) for an Irrigation
Project in the Zapotitén Valley. Cur reply should be that it
would probably be difficult to justify IDA assistance to El Sal-
vador, but that we would be willing to consider this project for
possible financing by the Bank.
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(c) Topics to be raised by Management:

We might inguire about the Government‘'s attitude towards
the proposed Regional Telecommunications scheme and indicate our
strong support for such a scheme and our willingness to finance

it in case a suitable framewerk and financing plan can be worked
out.
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IV. BACKGROUND INFORMATION

(a)

(b)

(e)

(d)

Bank Loans as of August 31, 1963:

Total (net of cancellations and refundings) a2 1
of which has been repaid 9.9
Total now outstanding 31.3

Amount sold 1.6
of which has been repaid 1.4 0.2

Net amount now held by Bank 31.1

1/ Includes $1.5 million not yet disbursed.
Includes $6.0 million not yet effective.

Date Amount
of Borrower Purpose (equivalent in
Loan $ million)
June 19/63 Comisién del Rfc Lempa Electric Power 6.0
Development

IDA Credits as of August 31, 1963:

Date Amount

of Borrower Purpose (equivalent in
Credit $ million)
Nov. 2/62 Fl Salvador Highway improvement, con= 8.0 2/

struction and maintenance

2/ Includes $7.9 million not yet disbursed.

18% Capital Subscription:
The subscription is now $540,000. Only the original ($180,000)
has been paid and lent in dollars. In view of the fairly favorable

exchange position of the country, an attempt could be made to
raise the question of an additional release.

Holdings of World Bapk Bonds:
$100,000
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() 1.8.Cs
Member
IFC made an investment in a textile plant ($140,000), which
has been scld. Preliminary information is presently being studied

on a shrimp fishing and processing project.

() LDk
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V. POLITICAL SITUATION

Lt. Col. Julio Rivera, President, assumed office on July 1, 1962
for a term of five years. He is of the National Coneiliation Party and was
the only presidential candidate for the relatively quiet electicns held in
April 1962, The President holds middle-of-the-rocad views and advocates
moderate social and economic reforms.

VI. ECONOMIC SITUATION

Populationt 2.8 million
GNP per capita: US$220

GNP grew by an estimated 8% in 1962 as compared with 4% in 1961.
Population increased by about 3.5%. The favorable growth in 1962 was due
in part to increased exports which, at $136 million, was just short of the
record high of 1957. It also reflected the restoration of political
gtability and the success of the Government's stabilization program.

El Salvador's external public debt totalled $51.3 million at the
end of 1962 which compares with $49.4 million at the end of 1961. Peak
service payments on this debt plus the recent Bank loan to CEL are $6.6
million in 1964, which is about 5% of 1962 export receipts.

El Salvador's foreign exchange reserves rose by $10 million to
$23 million at the end of 1962. This improvement was largely due to an
improvement in the capital account since the afore-mentioned notable rise
in exports was matched by a substantial rise in imports. Prospects for
1963 are reasonably good.

The cost of living indexes for the years 1961 and 1962 were
virtually the same, at a level lower than that for 1960. A slight rise
in the index has been seen in the early months of 1963,

In view of the large population and scarcity of available land
resources, greater efforts tc industrialize are essential. Projects for
both private and public investments towards this end will require substantial
capital both for internal and external costs. Although prospects of the
economy in 1963 are generally favorable, serious Government efforts will be
required to mobilize the domestic funds required for these investments.
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Biographical Notes for Members of the Salvadorean
Delegation

Mr. Francisco Aguino (President, Banco Central de Reserva de El Salvador)

Prior to his present office, Mr. Aquino was Minister of Agri-
culture. A graduate of the School of Agriculture and Engineering of the
University of El1 Salvador, he has alsc a degree in eccnomics from Yale
University. He attended the Bank Annual Meetings in 1961 and 1962.

Mr., Iuis Escalante Arce (President, Banco Agricola Comercial de El Salvador)

Mr. Escalante is a professional banker, well known to the Bank.
He regularly attended the Bank's Annual Meetings.

Mr. Francisco R. Lima (Ambassador of El Salvador)
Mr. Lima is concurrently Vice-President of the Republic and hsas

been in office since lMay 1962. Graduate and former Dean cf School of
Economics of the University of El Salvador; lawyer.
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MEETING WITH DELEGATION

Date: October 3, 1963

Time: ly200~4:20 peme

(Jointly with delegations from Costa Rica, El Salvador, Honduras

and Nicaragua)

Attended by:

Date: October 3, 1963

Attended by:

MEMBERS OF DELEGATION

Carlos E,Peralta Mendez * (B)
Arturo Perez Galliano * (F)

Jorge Iucas Caballeros Maza~ (B)
riegos *

J. Francisco Fernandez Rivas * (F)

Antonio Palacios # (B)

Manuel Rubio Sanchez

Antonio Perez Calderon (B)

3# Likely to be at interviews

Managementz Mr, Woods

Mr. Knapp
Staff: Mr. Schmidt
Mr, Matter

(to be designated
by Mr. Schmidt

Time: 9:20=10:00 a,me
Staff: Mr., Schmidt
Mr, Matter

(to be designated
by Mre. Schmidt

Minister of Economy
President, Banco de Guatemala

Minister of Finance and Public
Credit

Manager, Banco de Guatemala

Adviser, Secretary General,
National Economic Planning Board

Adviser, Chief of Public Relations,
Banco de Guatemala

Adviser, President of INFO



GUATEMALA -2 - September 18, 1963

ITI., STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a) State of Relations, since July 1, 1962, including lending
prospects: ;

(1) Loans and Credits made since July 1, 1962:

No loans or credits were made.
(ii) Technical Assistance:

The Power and Irrigation Survey financed by the
UN Special Fund, and for which the Bank is the Executing
Agency, was started in 1961 and is now approaching comple-
tion.

In March 1963, the Bank assigned two planning advisers
(Deriaud and Parker) to the Planning Council for a period
of two years,

(iii) Major problems in executing existing loans:

The only Bank Loan to date has been the $18.2 million
Loan for Highway construction and maintenance made in 1955.
Maintenance of the roads financed by this loan as well as of
other roads in the country has been unsatisfactory and the
Bank has urged the Government for years to remedy this sit-
uation. OSome improvements are now being made and some funds
have been allocated, but the situation is not satisfactory.

(iv) Loans presently under consideration:

The Bank informed Guatemala some time ago that it is
not prepared to consider any further loans until (1) the
Sterling debt has been satisfactorily settled and (2) some
further progress has been made in the implementation of the
above-mentioned highway loan.

In case these two points could be satisfactorily settled,
the first project to be considered for a new loan would be
the investment program of INDE (the Government~owned electriec
power corporation), with a total foreign exchange cost of
about US$13 million. This program is based on a study of the
UN Special Fund for which the Bank was Executing Agency, and
we are thoroughly familiar with ite A final appraisal of the
project could be made on short notice.

Another project that has been mentioned to us on various
occasions is a project by INCO (the International Nickel
Company of Canada). The initial investment in the provosed
nickel mining and processing facilities would be on the order
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(b)

(e)

- 3 - September 18, 1963

of magnitude of US$50 million, Several aspects of the
project are, however, still quite vague, in particular
the mining concession and the willingness of the Govern-
ment to guarantee what would be a rather large loan.

Topics likely to be raised by the Delegation

The Delegation will most likely again ask that the Bank
proceed with lending to Guatemala without awaiting settlement
of the sterling debt, but this is no reason for theBank to
change its position.

The new Government has by now been fully informed of the
Bank's pesition in this matter, most recently through a personal
visit of Dr. Machado. As far as the claim of the bondholders
is concerned, it is still in the court and is now scheduled
to come up on October 1, 1963, with a decision expected later
that month. The Govermment might appeal. It, however, confirmed
to Dr. Machado that it would comply with the final decision of
the court. He did not question the existing understanding
between the Guatemalan and the Belgian Governments that claims
of the other bondholders shall be settled on the same basis.
There is thus for the first time some prospect of the whole
matter being resolved,

Topics to be raised by Management

The sterling debt mentioned above is the most imporant
point affecting the Bankls relations with Guatemala, and it
is suggested that we raise it if the Delegation does not do so
on its owne.
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BACKGROUND INFORMAT ION

(a)

(b)

(e)

(d)

(£)

Bank loans as of August 31, 1963:

Total (net of cancellations and refundings) 18.2
of which has been repaid 6.4
Total now outstanding 11.8

Amount sold 0.6
of which has been repaid 0.6 0.0

Net Amount now held by Bank 11.8

IDA Credits as of August 31, 1963:

None

18% Capital Subseriptiont

$720,000, of which only the original 18% ($360,000) paid
and lent in dollars. In view of the fairly favcorable exchange
position of the country an attempt could be made to raise the
question of the additional release - but because of the status
of Bank's operations in Guatemala - held up by the Sterling
Debt question - a favorable reaction from the delegation is
rather doubtful.

Holdings of World Bank Bonds
None

I.F.C.

Member

IFC has an investment of $200,000 in a flour milling
project in Guatemala.

I.D’A.

Member
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V.

VI.

POLITICAL SITUATION

On March 31, 1963 the Army overthrew President Ydigoras,
called off elections and established a new administration headed by
Cols Peralta. A new Basic Charter was issued by Peralta's Govern-~
ment on April 10, 1963, In the opinion of the Bank's lawyers, any
new loan and gusrantee agreements with the Bank could legally be
entered into by the head of the Govermment after their approval by
the Council of Ministers« The new Government is generally accepted
by the country and considered an improvement over the previous admine-
istration. It intends to increase the efficiency of the public admin-
istration, to develop the country's productive capacity and to achieve
social progress. Apparently little has been done, until now, to imple=-
ment these intentions.

ECONOMIC SITUATION

Population: L0 million
GNP per capita: US§L76

GNP in real terms rose very slightly if at all in 1962. In 1961,
GNP increased by 1% and L% in 1960. Except for cotton and coffee,
agricultural production was sluggish in 1962 and industrial output de-
clined, Population is growing at a rate of 3% per year.

External public debt totalled $68.8 million at the end of 1961,
Scheduled service payments in 1962 were $11l.6 million or nearly 10%
of export earnings; they are scheduled to decline steadily to $5.8
million in 1966, (No debt information has been received for 1962.)

Exports in 1962 remained at the 1961 level of %11l million:
increases in cotton and meat exports were offset by declines in
bananas and "other" exports. The rise in imports together with a
sharp reduction in U.S. grant aid produced a decline of $11 million in
foreign exchange reserves in 1962. A marked improvement in Guatemala's
balance of payments position is expected in 1963 as a consequence of
higher cotton and coffee exports. At the end of July, foreign exchange
reserves totalled $60 million, or $15 million above the same date in
1962,

The stagnation of the industrial sector and the fiscal position
of the Central Government are the two main problems facing the Guate=
malan economy. The sharp drop in receipts in fiscal 1962-1963 (largely
due to a large cut in U.S. grant aid) produced a cash deficit of $3.5
million and much lower investment outlays. According to the 1963-196L
budget, revenues are expected to rise from Q83 million to Q94 million
through tax increases and new taxes, but the projected increase in
expenditures is somewhat higher, so that the budget deficit will be
greater than in 1962-1963. It is very doubtful that revenues will rise
by the amount estimated in the budget.
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Biographical Noteg for Members of the Guatemalan

el io

Arturo Pérez Galliano (F) (President, Banco de Guatemala)

Has been in this position for about 3 years. Knows the Bank
and has always been very helpful to Bank Mission. Intelligent and
competent. Excellent English.

Jorge lucas Caballeros Mazariegos (B) (Minister of Finance and Public
Credit)

Career officer, also graduate of Polytechnical School. He is
the only Ministerial hold-over from the Ydigoras Administration where he was,
consecutively, Minister of Economy and of Finance. Regarded as fairly
competent. Speaks some Englishe.

Carlos F. Peralta lMéndez (B) (Minister of Economy)

Cousin of Chief of the Government. By background, Guatemalan
trained economist. Has served in 1957/58 as Minister of labor and repre-
sented his country in meetings of the UN General Assembly and of ILO.

In his present pogition regasrded as being difficult. Has stopped some of

the projects started under his predecessors but hardly started any new
ones. Little English.

J. Francigco Fernfndez Rivas (F) (Manager, Banco de Guatemala)
No information available.

Manuel Rubio S&nchez, Advisor (Chief of Public Relations, Bancc de Guatemala)
Has been very helpful to varioug Bank missions.

Antonio Palaciog, Advisor (Secretary General, National Economic Planning
Board)

Formerly Econcmic Counselor of Guatemalan Fmbassy in Washington.
Well known in the Bank where he worked for some time on the Capital Market
Study.
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I. MEETING WITH DELEGATION

No meeting scheduled with Management.
Date: September 30, 1963 Time: 932010 asme

Attended by: Staff: Mre Schmidt
Mre Matter
Mro Vignes
Mre. Sirken
Mro Bochenski
Mr, Steuber

IT, MEMBERS OF DELEGATION

Vilfort Beauvoir (F) Vice President, Bangue Nationale
de la Republique dfdaiti

Roger Aime (Tempe ) (F) Legal B.epresen‘hati#e and Chief

of Personnel, Banque Nationale
de la Republique dtHaiti

#Tikely to be at interview.
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III. STATE OF RELATICONS AND TOPICS FOR DISCUSSLON

(a) State of relations since July 1, 1962, including lending
prospects:

(1) Loans and Credits made since July 1, 1962:

Date_of Loan/Credit Borrower Purpose Amount
(equivalent in
$ million)
Bank Loans
None.

I.D 0‘. Credits

Republie of Interim
Nove 2/62 Haiti  Highway Credit $350,000

(ii) Technical Assistance:

Following a technical assistance grant of $130,000 made
by the Bank in December 1961, two firms of consultants (Gibb
and Partners of Toronto and Buckley of New York) were engaged
to study the reconstruction and reorganization of the port of
Port~au~Princes The Gibb part of the repart had been ready
for some time but the Buckley contribution had unfortunately
been delayed for more than six monthse Both have now been
cleared by the Bank and printed copies are to be available
before the Ammual Meetinge

(1ii) Major Problems in Executing Existing Loans:

Both on the Bank Loan and the IDA Credit for highways,
the performance of the Government and of the "Service®
directly in charge have on the whole not been satisfactory,
to the point where earlier this year we considered suspending
the Credit (mainly because of the large scale diversion of
equipment for other purposes). The Govermment recently
asked for an extension of the Closing Date of the IDA Credit;
we have decided that we would not extend but simply pay for
the completion of the two bridges, construction of which is
underway, and cancel the balance (the amount to be cancelled
will probably be no more than about $25,000).

(iv) Loans presently under @onsideration:

Noneo
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(b)

(e)
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Topics likely to be r aised by the Delegation:

On the occasion of a recent visit of a Bank staff member to
Haiti, t he Government inquired whether the Bank would be willing
to renegotiate the amortization schedule of Bank Loan lll-HA
(the next semi~anmual amortization payment in the amount of
$21);,000 plus $36,000 interest is due on Jznuary 1, 196k)e

We have indicated to the Government the kind of data that
the Bank would require regarding their existing debt and their
capacity to service it, before considering this matter furthers
In case the delegation raises this question, our reply should
be that we are still prepared to consider it, but that we would
want to receive the above-mentioned data before discussing it
any furthere

The delegation may also raise the question of f urther
asgsistance by IDA « the country not being creditworthy for
Bank loanse Our reply should be that before considering any
new projects, political stability would have to be established
in Haiti and at least the first steps taken towards reviving
the economye

Topice to be raised by Management:

Nonee
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IV. BACKGROUND INFORMATION

(a) Bank Loans as of August 31, 1963:

Total (net of eancellations and refundings) 2a6
of which has been repaid 1.0
Total now outstanding 1le¢b
Amount sold Ooly
of which has been repaid 1,9 -
Net Amount now held by Bank 1eb
ﬁate Amount
of Borrower Purpose (equivalent in
Loan $ million)

Hay 2/56 Republie of Haitd Highway maintenance
and wehabilitation 206

(b) IDA Credits as of August 31, 1963

Date Amount
of Borrower Purpose (equivalent in
Credit $ million)

Nove2/62 Republic of Haitd Interim highway credit 035 1/

1/ Includes $63,295 not yet disbursede
(e) 18% Capital Subsoription (§1,350,000)

No releases Considering that the country is in a wvery
difficult economic position and in default with practically
all external creditors, except the Bank, it would not be
realistic to press for a release nowe

(d) Holdings of World Bank Bonds

None
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(6) I.Folo
Member

IFC has made no investments in Haiti and there are no
applicationse

(£f) ToDohe

Member
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POLITICAL SITUATION

On the basis of an Melection® in 1962, the President of the
Republie, Dr. Francois Duvalier began his second six-year term
in May 1963

ECONOMIC SITUATION

Populations: 365 million
GNP per capita:t About $70

Haiti®s economy, one of the poorest in Latin America, has
stagnated since the midefifties due to the fall in coffee prices,
unsettled political c onditions, and the levelling off of e arnings
from tourisme 1962 was a relatively good year, since there was a
record coffee crop (good and bad coffee years alternate regularly)a
Population has been growing at an e stimated 1.7% per annume

The outstanding external public debt as of September 30, 1962
is estimated at $Ll million, comparedio $L32 million one year befores
Service payments actually made on this debt in 1962 amounted to $2.1
million (or 5% of export receipts); for 1963, the authorities plan to
make service payments of dout $l.)t millions Except for payments to
the IBRD, the rest of the external debt is either being serviced
partially or not at all.

Exports in 1962 (a good coffee year) reached $42.5 million com-
pared to $32o5 in 1961 (a poor coffee year)s For 1963, exports may
reach $35 millions Haiti has a chronic deficit on trading account,
and at present balance of payments prospects are bleak: U.Se capital
assistance has practically ceased (it averaged $7 million per year
from 1956 to 1961) and tourism earnings have dropped sharply. Never—
theless, with continued IMF assistance, the authorities have managed
to maintain the free convertibility of the gourdes

Prices and wages haye not altered materially in recent years and
are likely to remain stable for the rest of 1963,

Haitils chief problem is its difficult politiecal situation. Should
the political situation improve, the most immediately feasible task
would be to restore tourism earmings at least to their level of two
years agoo This would give the country some of the muchwneeded foreign
exchange to start again on essential investment in agriculture and roadse
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Biographical Notes for Members of the Haitian Delegation

Vilfort Beauvoir (F) (Vice President, Banque Nationale de la Republique dfHaiti
and Professor of Faculty of law at University in Porte
au~Prince)

Previously held various jobs under Duvalier, who seems to have
confidence in him. WNot known to have ever expressed any original views, Plays
hardly any role in running the Bank, Speaks English.

Roger Adme (F) (Legal Advisor and Chief of Personnel of Banque Nationale
de la Republique d'Haiti)

Hardly known to me or to any of my sources, Probably a political
appointee.
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I. MEETING WITH DELEGATION

Date: October 3, 1963 Times L4200k 220 pemo

(Jointly with delegations from Costa Rica, El Salvador, Guatemala
and Nicaragua)

Attended by: Management: Mro Woods
Mre Knapp

Staff: Mre Schmidt

Mro Matter

(to be designated
by Mre Schmidt)

Date: October L, 1963 Time: 9:20-10:00 aome
Attended by: Staff: Mra Schmidt
Mro Matter

(to be designated
by Mra Schmidt)

II, MEMBERS OF DELEGATION

Celeo Davilas (8) Ambassador to the United States

Jorge Bueso Arias¥ (F) Minister of Economy and Finance

Ricardo Alduvin Abaunza# (B) Minister of Communications and
Public Works

Felix Je Lloverasi Adviser of the Delegation

Presidenty Banco Atlantida

#ikely tobeat intervieus
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ITI. STATE OF RELATIONS AND TOPICS FOR DISCUSSIONS

(a) gState of Relations gihgg July 1, 1962, including lending
prospectg:

(1)

(ii)

(iii)

(iv)

Loans and Credits made since July 1, 1962

None
Technical Assistance:

In 1961 the Bank provided a technical assistance grant
for a port expansion and reorganization study for the port
of Puerto Cortés. The study was completed in March 1963.

On request of the Government, the Bank assigned Mr.

C. J. Thomag as economic advisor in April 1963 for a period
of two years.

Studies on long-term telecommunications development
are.being carried out by French experts as part of the U.N.
Special Fund Central American Telecommunications Study, for
which the Bank is Executing Agency. The study is expected
to be completed by the end of 1963.

Major problemg in executing existing loans:

None

loans presently under considerationt

Amount
Purpose ($ million) Status
Expangion and re=- 4ol Appraisal mission sent in
organization of port April 1963, PFurther in-
of Puerto Cortés formation from Government

and resolution of problem
of local costs financing
awaited to complete
appraisal report.

In addition, it now appears that the second stage of the
Ric Lindo hydroelectric development could be justified earlier
than expected, due to the possibility of power sales to El
Salvador. A loan request is likely to be made fairly soon.

(b) Topigs likely to be raised by the Delegation:

The delegation may well ask whether the Bank would now be

prepared to release the small balance left in loan 195-HO (High-
ways ), which has so far been withheld pending settlement of the
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CICSA claim. A separate memorandum is being prepared concerning
the present status of this claim and suggesting the kind of reply
that we may want to give to the delegation.

Topics tc be raised by Managementt

The Highway Planning Survey financed by our IDA Credit has
recently been completed and recommends a ten year program which
ineludes the construction of thirteen highways (about 1,300 km)
and feeder roads as well as highway maintenance and improvement
during the program period. Total cost is estimated at about $134
million, of which about $57 million would be in foreign exchange.
We may want to raise the question as tc what the Government plans
to do in regard to carrying out this program. This may in turn
prompt the delegation to ask whether the Bank would be willing to
organize the financing of this program jointly with other agencies
such as IDB and AID. Our reply to the latter questiocn should be
that we would be prepared tc consider this possibility on condition
that the Government would be willing to meke a substantial contri-
bution of its own.

In this connecticn we may alsc inguire what the Government is
planning to do about the delays encountered in the construction of
the Western Highway Extension Project, which is in part due to a
lack of local funds.

The Bank is awaiting further information on (i) the steps
contemplated for the establishment of a port authority in Puerto
Cortéds, and (ii) plans for the financing of local costs, to complete
the appraisal of the Puerto Cortés project. We may wish to
inquire about the progress made on these matters.

Finally we may wish to inguire of the Government about its
attitude towards the proposed Regional Telecommunications Organi-
zation, emphasizing that we strongly favor the establishment of
such an organization and would be prepared to finance it provided
that a suitable organization and finanecing plan can be worked out.
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IV. BACKGROUND INFORMATION
(a) Bank loaps as of August 31, 1963t

Total (net of cancellations and refundings) 19.9 1/
of which has been repaid 3.8
Total now ocutstanding 16.1

Amount sold Towily
of which has been repaid 12 0.2

Net amount now held by Bank 15:9

1/ Includes $2.2 million not yet disbursed.

(b) IDA Credits as of August 31, 1963t
Date Amount
of Borrower Purpose (equivalent in
Credit $ million)
May 12/61 Honduras Highway construction and 9.0 2/

maintenance and feeder roads

2/ Includes $6.3 million not yet disbursed.
(e) 18% Capital Subscription: ($540,000)
Entire 18% paid and lent in dollars.
(d) Holdings of World Bank Bonds:
None

(a) I.P.l.

Member

IFC Management plans discussions at the Annual Meeting with
the Honduran delegation on a pulp and paper project.

(2) I.Dudks

Member
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V. POLITICAL SITUATION

President José Ramén Villeda Morales, of the Liberal Party,
assumed office on December 21, 1957. His term of six years expires in
December 1963.

Presidential elections are to be held on October 13, 1963. The
two prinecipal candidates for the presidency are Mr. Modesto Rodas Alvarado,
member of the Liberal Party and the present President of Congress, and Mr.
Ramén Cruz, of the Nationalist Party.

It is generally accepted that Mr. Rodas will be elected president
with a comfortable margin. Although of the same party, Mr. Rodas is reported
to be at odds with the present President and wide-spread personnel changes
are predicted.

VI. ECONOMIC SITUATION

Population: 2 million
GNP per capitat US$210

In 1962, GNP grew by an estimated 5 percent. This represents
an improvement = spurred by inecreased industrial activity and a substantial
growth of agricultural production - in comparison with the relative stag-
nation of previous years, when GNP increased barely faster than the 3.5
percent rate of population growth.

At the end of 1962, outstanding rublic external indebtedness
amounted to $36.3 million, compared to $30 million at the end of 1961.
Service on the debt in 1962 amounted to less than 3 percent of export
earnings; in 1963, service will be about 3 percent of export earnings.

Exports in 1962 reached a record $82 million - despite the
sluggishness of banana exports = compared with $74 million in 1961. For
1963, exports may reach $85 million. With a modest capital inflow for
development projects, the balance of payments position should be fairly
satisfactory. Prices and wages have remained stable in recent years.

The country's main economic problem is to raise enough domestic
resourceg for high-priority development projects coming up in the near
future. Government revenues have not kept up with the growth of the
economy, and the Government is having to intensify its already heavy
reliance on foreign borrowing. Although some new taxes are being intro-
duced, a general restructuring of indirect taxes in particular (which
provide 85 percent of revenue) may be needed.
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Biographical Notes for Members of the Honduran

Delegation

Mre Celeo Davila (Ambassador of Honduras to the United States)

Mre Davila has been Ambassador to Washington for the last six
yearse He is well known to the Bank as he has taken part in loan nego=
tiations and in general has followed closely the Bank?'s operations in
Hondurase Formerly Minister of Finance and Minister of Public Instruction.
Graduate of University of Tegucigalpa; lawyere

Mro Jorge Bueso Arias (Minister of Economy and Finance)

Mro Bueso is thoroughly familiar with the Bank and has been very
helpful in maintaining cordial relations between Honduras and the Bank. Has
degree in business administration from U.S. university. Attended several
Annual Meetingse

Mre Ricardo Alduvin Abaunza (Minister of Communications and Public Works)

Mre Alduvin has been Minister of Public Works for about one yeara
A graduate of the University of Mexico in civil engineering, he was

formerly engaged with a private housing construction firm in Mexico.
Attended the last Annual Meetinge

Mro Felix Jo Lloveras (Adviser of Delegation)

Mre Lloveras has been President of the Banco Atlantida de Hone
duras, acommercial bank, for several years. Businessman; studied for
several years in UaSa
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I. MEETING WITH DELEGATION

Date: October 2, 1963 Times 9:40=10:00 a.m. Rm.B320
Management: Mr. Woods
Mr, Wilson
Staff: Mr. Schmidt
Mr. Matter

Others to be designated
by Mr. Schmidt

II. MEMBERS OF DELEGATION

Rodrigo Gomez (F) Director General, Banco de Mexico, S.A.
José Hernandez Delgado (B) Director General, Nacional Financiera, S.A.
Ernesto Fernandez Hurtado (F) Subdirector, Banco de Mexico, S.A.

Alfredo Navarrete, (B) Subdirector, Nacional Financiera, S.A.
José Saenz Arroyo (F) Director General, Secretariat of Fimnce

and Public Credit
Mario Ramon Beteta (F) Manager, Banco de Mexico, S.A.

Gustavo Petricioli Iturbide (F) Counsellor to General Management,
Banco de Mexico, S.A.

Javier Marquez (B) Director, Centro de Estudios Monetarios
Latinoamericanos

Juan Gallardo Moreno (B) Coordinater, Allisnce for Progress

Vietor L. Urquidi (B) Consultant, Banco de Mexico, S.A.

Francisco Ruiz de la Pena (B) Chief, Department of Various Deposits,

Nacional Financiera, S.A.
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ITT. BSTATE OF RELATIONS AND TOPICS FOR DISCUSSIONS

(a) State of Relations since July 1, 1962, including lending

prospects:

(1)

(1)

(111)

Loans and Credits made since July 1, 1962:

Date of Loan/Credit Borrower Purpose Amount
(equivalent in
% million)
Bank Ioans
April 29/63 Nacional Seceond 12.5
Financiera Irrigation
Project
Sept. 20/63 Nacional Third L0.0
Financiera Hichway
Project

I.D.A. Credits

None

Technical Assistance:

In response to a request of the Mexican Government, a
Bark mission visited Mexico for two months beginning Janu-
ary 20, 1963 to appraise Mexico's three-year development
program., The mission consisted of 18 professionals, of
which 1l were regular Bank staff. The mission's draft re-
port was mailed to the Mexican Govermnment in August, and
will be discussed in Mexico City with the Govermment in
October.

Major Problems in Executing Existing Loans:

The only loan with which we have had a major problem
is the last loan to the Comision Federal de Electricidad in
the amount of $130 million, signed in May 1962, for financing
its current expansion program. Work is proceeding satisfac-
torily but the Comision is rumning into financial difficulties,
principally because of lower than expected sales but also
because of slightly larger than expected operating expenses.
To some extent this problem was aggravated for a bime by
slower than expected disbursements of the Bank locan, which
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were in turn due to administrative problems within
CFE, but this has now been corrected, The Comision's
cash shortage will be particularly serious next year,
and it is evident now that it can only be resolved
either by an increase in tariffs or a drastic increase
in the contributions fram the Govermment budget. The
tariff covenant of the Loan Agreement requires a first
review of CFE's tariffs late in 196li,, We have,
however, suggested to the Govermment to initiate this
review now, and to base it not only on CFE but on the
financing plan for the electric power sector as a
whole (of which the Camision represents by far the
largest portion). We should continue to urge the
Govermment to prepare this revised financing plan and
on that basis to face the gquestion of the amount and
timing of a further tariff increase., Politically, to
increase tarlffs will be a very difficult decision in
the light of next year's Presidential elections,.

(iv) Loans Presently under Consideration:

At present there are only two informal requests
before the Bank, one for finaneing the expansion of
Mexlight's distribution system (involving a possible
loan of US$25 million), and the other to finance
Telefonos de Mexico's program of expansion of the
country's telephone facilities (involving a possible
loan of US$25 million)., Telefonos de Mexico is
privately owned and serves all of Mexico, For the
reasons outlined below consideration of any new
projects is being postponed until we have received
the views of the Govermment on the report of the Bank
mission appraising the current three~year investment
program,

(b) Topics likely to be raised by the Delegation:

The Delegation will probably ask what the prospects are of
further Bank lending for projects within the Govermment's current
three~year investment program. Our reply should be that we would
want first to review with the Govermment the conclusions of the
Bank mission's report, now scheduled for October in Mexico City.
(We had suggested that this review take place in September, but
the Govermment, for internal political reasons, postponed it to
October). As the outcome of this review we would expect an
understanding as to the size of the investment program and as to
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the plan for financing it, and further Bank lending would have
to fit the financing plan. We might already indicate now that
as the "quid pro quo" of further substantial Bank lending, we
would expect the Govermment to take same of the specific
measures recommended in the report, especially those regarding
increases in certain taxes and increases in rates of Govermment=
owned public utilities.

The Delegation might specifically ask whether the Bank would
be prepared to organize a consortium or Consultative Group to
finance the three-year investment program, Our reply should be
that discussion of the mechanism of financing this program should
be postponed until after the above-mentioned review of the Bank
report, scheduled for October, but that as of now we see little
Jjustification for establishing such a mechanism.

Topics to be raised by Management:

The points mentioned under (b) above are the most important
ones presently affecting the relations between the Bank and
Mexico, and should be raised by the Management in case the
Delegation should not raise them in the first instance,
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Total (net of cancellations and refundings) 399.3 v
of which has been repaid 5.9
Total now outstanding 353.h
Amount sold 24,0
of which has been repaid 16.9 Tl
Net amount now held by Bank ihé'i
1/ Includes $139,2 million not yet disbursed,
Includes $12,5 million not yet effective.
Year Amount
of Borrower Purpose (equivalent in
Loan $ million)
Loans made since July 1, 1961
1962 Federal Toll Road Authority Toll transport
and Nacional Financiera facilities 30,5
1963 Nacional Financiera Irrigation re=-
habilitation 12,5

(b) IDA Credits as of August 31, 1963

None,

(e) 18% Capital Subscription

Entire 18% ($15.6 million) released and used in Bank loans,

(d) Holdings of World Bank Bonds

$36 . 25 mil]ion.
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(6) I.F.C-

IFC Management plans discussions at the Annual Meeting with
the Mexican delegation,

IFC (with other participants $1,826,300) has made six
investments in Mexico, one of which has been solds The other
five include an autamobile parts and industrial equipment plant
($600,000), an aircraft engine overhaul plant ($520,000), a steel
mill ($1,127,302 purchase of shares and an underwriting commite
ment of $2,9L),856 equivalent of shares issued), a sodium sulphate
plant ($750,000) and a steel pipe plant ($250,000 purchase of
debentures and standby commitment of $750,000 of debentures issued).
An application is under active consideration and is expected to be
put to the Board in September, A proposed purchase of shares of
Mex$ 20 million ($1.6 million) in Industria del Hierro, a Company
to manufacture construction and industrial equipment is to be con=-
sidered by the Board in September,

A proposed share purchase ($250,000 equivalent) in a private
financiera (Intercontinental S.A.) is under study,

(£) L.D.A.

Member.
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V.

POLITICAL SITUATION

President Lopez Mateos' six-year tem of office expires at
the end of 1964. Since the official party (P.R.I.) is practically the
only effective political party, his successor will also be a member of
that party and, according to tradition, very likely one of the present
Cabinet Members, The Party's presidential candidate will be selected
in October of this year, elections will take place in July 196L, and
the new President will take office in December 1964. The leading
candidates at the present time are said to be the Minister of Finance,
Iic, Raul Ortiz Mena, and the Minister of Interior (Gobernacion), Iic,
Diaz Ordaz., As the candidate must enjoy the support of widely
divergent sectors within the official party, whoever is elected will
probably again be a moderate who would continue to emphasize policies
for economic progress and gradual social reform, as has been
characteristic in Mexico for at least two decades,

ECONGMIC SITUATION

Population: 37.2 million, growing by 3.1% annually,
GNP per capita: about US$350

Since 1957 Mexico's economy has been growing by an average
5% per year, and in 1961 and 1962 by L.l#. These rates of growth are
lower than those prevailing during the earlier period 1954~57 (8% per
year), and also somewhat lower than the average growth rate for 1950-62,
The main factor underlying this slight slowdown in growth was the decline
in international primary commodity prices which began in 1957. Mexico's
export earnings declined briefly as a result, They soon resumed their
expansion, but much less rapidly than in earlier years.

In 1961 and 1962 foreign exchange earnings staged a remarkable
recovery, expanding by about $170 million or 12¢ in two years., But
unfortunately, the effect of this recovery on the economy's growth was
largely offset by a substantial outflow of capital, provoked mainly by
the political uncertainty created by the Cuban situation, The capital
flight now appears to have diminished greatly, if not ceased. In 1962,
there was a current account surplus in the balance of payments and also
some accumulation of exchange reserves.

Balance of payments prospects for the next few years are satis=
factory, although it is unlikely that exchange earnings will in the future
expand as fast as they did for many years until 1957. External investor
confidence in Mexico's financial management and econamic prospects is
high, The $L0 million Govermment bond issue floated successfully in
July 1963 was its first in many years,
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Mexico's external public debt has been increasing. At the
end of 1961 the external debt was $1,076 million., At the end of 1962
it was $1,35h million, and there were another $1ll) million of reported
additions during Jamuary-July 1963. About one-fourth of this debt is
held by the Bank ($354 million as of July 31, 1963). Due to the rela=-
tively short maturities of much recent borrowing, the service burden
of this debt is fairly heavy - as of the end of July 1963 it amounted
to $295 million or 16,15 of prospective 1963 current account exchange
earnings - but it declines rapidly to about 6.6% of expected exchange
earnings by 1967.

Further econamic growth at rates higher than those of the
past few years is still possible in Mexico, provided the Govermment
maintains appropriate development policies. In recent years, in spite
of substantial fiscal deficits, the Govermment has been able to avoid
undue monetary expansion and doamestic prices have remained stable,
increasing by less than 2% a year in 1961 and 1962, The Govermment
also stepped up expenditures and increased public investment to com-
pensate for same lag in private investment. The Bank is working
closely with the Mexican authorities in the formulation of the new
three~year (1963-65) public investment program, and of a financing
plan that will prevent excessive external borrowing and help improve
the average tems of new borrowing. The most important recammenda-
tion will be to raise taxes and utility prices to increase annual
public savings by 1 to 2 billion pesos. Other recommendations of the
mission are to reduce the use of official bank credit and to make
available to the private sector more internal credit at lower cost.
The Mexican Goverrmment has already taken steps to reduce interest
rates,
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Biographical Notes of Members of the Mexican

Delegation

Rodrigo Gomez:

José Hernandez Delgado:

Ernesto Fernandez Hurtado:

Alfredo Navarrete:

José Saenz Arroyo:

Mario Ramon Beteta:

Gustavo Petricioli Iturbide:

Javier Marques:

Juan Gallardo Moreno:

Victor L. Urquidi:

long-time Director General of Bank of
Mexico; able and highly respected leader
of financial community; very helpful to
Bank Mission which appraised Mexico's
development program.

Director General of the Bank's co-borrower
on all loans to Covernment and official
agencies.

Able second man in Bank of Mexico; long
known and friendly to Bank staff.

Assistant Director, Nacional Financiera;
particularly responsible for its industrial
investment policies; well-known and helpful
to Bank staff.

Director of Public Credit, Ministry of
Finance., Bank deals with him in all matters
pertaining to external debt. Friendly and
helpful to Bank Mission.

Widely known as publisher of a leading
newspaper and son of former Finance Minister.

Senior staff economist of Bank of Mexico;
very helpful to Bank Missions.

Well-known to Bank staff as Director of
regional "staff college" for latin American
Central Banks.

Ministry of Foreign Affairs, 2‘mbassador's
rank. Close to official party; was official
"liaison officer" for Bank Mission appraising
Mexico's development program.

Leading Mexican economist; Senior Adviser
to Minister of Finance; former Bank staff
(about 1948); very well-known and friendly
to Bank staff; official "coordinator" for
the preparation of Mexico's development
program and Bank's channel for review of
program.
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MEETING WITH DEIE GATION

Date: Oectober 3, 1963

TiTl'le: lL:OO—J.l.:EO P.m'

(Jointly with delegations from Costa Rica, El Salvador, Guatemala

and Honduras)

Attended by:

Date: October 3, 1963

Attended by:

Mhnagement: Mr. Woods
Mr. Knapp

Staff: Mre Schmidt
Mr, Matter
(to be designated
by Mr. Schmidt)

Time: l}220=l1:40 pems
Staff: Mr. Schmidt
Mr, Matber

(to be designated
by Mr, Schmidt)

MEMBERS OF DELEGATION  (tentative)

Guillermo Sevilla Sacasa #*

Rodolfo Bojorge

Andres Garcia #

Alfredo Cole

Jose Maria Castillo ¢

+# Likely to be at interview

(B) Ambassador of Nicaragua
to the United States

(F) Manager, Banco Central de
Nicaragua

(B) Minister of Economy

(F) General Manager, Banco Nacional
de Nicaragua

Adviser, Minister Counselor for
Economic Affairs, Embassy of
Nicaragua
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III, STATE OF RELATIONS AND TOPICS FOR DISCUSSIONS

(a) State of Relations since July 1, 1962, including lending

Erosgectsz

(1)

(i1)

(iii)

(iv)

Loans and Credits made since July 1, 1962:

Date of
Loans/Credits  Borrower Purpose Amount
(equivalent in
$ million
Bank Loans
Mar, 1763 Republic of Rivas Irrigation 246

Nicaragua Project

I.D.A. Credits
Septe T/62 Republic of Managua Water 3.0
Nicaragua Supply

Technical Assistance:

The Egricultural Division provided de facto technical
asgistance in the preparation and setting up of the Rivas
Irrigation Project.

Major Problems in Executing Existing Loans:

The Rivas Irrigation Project is not effective yet,
pending the appointment of consultants and the issuance
of by~laws, both to be satisfactory to the Bank.

Loans presently under Consideration:

None.

(b) Topics likely to be raised by the Delegation:

None.

(c) Topics to be raised by Management:

The Rivas Irrigation Project is not yet effective and we

might raise the question as to what steps the Government is
taking in this regard.

Since we do not have any loans under consideration in

Nicaragua, and none in prospect to be submitted to us e=
while the country is obviously creditworthy for further Bank
loans -~ we might inquire from the Government about the
reasons for this lack of interest. We may want to go further
and express specific interest in financing telecommunications
for the expansion of which there is a great need,
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Another good way to explore the prospects of starting
new operations in the country would be to enlarge the
economic mission which is scheduled to visit Nicaragua soon,
by adding a loan officer and an agricultural specialist.
The terms of reference of such a mission, apart from up-dating
the last economic report, might include: (a) reviewing briefly
what progress has been made in the various sectors since the
Bank's comprehensive report has been prepared and what impact
Bank loans have had on that progress; (b) identify new
projects which may be suitable for Bank financing and to make
an intensive review of the agricultural sector where most of
these projects are likely to be found.
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IV. BACKGROUND INFORMATION

(a) Bank Loans as of August 31, 1963:

Total (net of cancellations and refundings) 30,1
of which has been repaid 1246
Total now outstanding 2545 y

Amount sold 1.9
of which has been repaid 1.8 _ el

Net Amount now held by Bank 254l : Y/

1/ Includes $10,5 million not yet disbursed.

Date Amount
of Borrower Purpose (equivalent in
Loan $ million)
Mar. 1/63 Republic of Nicaragua Rivas Irrigation 246 g/
Project

2/ Not yet effective.
(b) IDA Credits as of August 31, 1963

Date Amount
of Borrower Purpose (equivalent in
Credit $ million)
R bli f
Sept. 7/62 léara%ug Managua Water Supply 360 el

3/ Includes $ 2,8 not yet disbursed.
(e) 18% Capital Subseription

No release of 18%($540,000) Considering the improvement in
the economic situation, the question of a release of at least 50%
of the subscription could be taken up with the Delegation.

(d) Holdings of World Bank Bonds

None
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(e) IeFe.Cs
Member. IFC has made no investments in Nicaragua. It has
been invited to participate in a proposed new private finance
corporation and to assist in finalizing its charter and policies.
In this conmnection an IFC mission visited Nicaragua in September.
(£} I.Dubks

Member
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V. POLITICAY SITUATION

President R. Schick of the ILiberal (Somoza) Party was elected
in February 1963 for a foursyear term, Former President Somoza, mow
in the Senate, undoubtedly continues to exercise influence on public
affairs. "Tachito" Somoza, the former President!s younger brother,
remains as head of the armed forces and seems to have already started a
campaign to be elected President in 1967. But there are indications
that there is at least a beginning of a transition from the long rule
of the Somoza family to more normal conditions,

g &

VI;. ECONOMIC SITUATION

Population: 1.6 million = annual growth of 3.3
percent
GNP per capita: $250

The BNP rose by 1l.3 percent in 1962, compared with 8,5 percent
in 1961 and 1.5 percent in 1960, Per capita GNP in 1962 exceeded the
previous peak reached in 1955, The rapid growth of the past two years

has been due largely to higher production and exports of cotton, coffee,
and beef and to a lesser extent manufactures, mainly for domestic use.
The other economic sectors have grown less rapidly than the GNP.

External public debt amounted to $LT7.L million at the end of
1962, and 1962 service payments were $5,6 million or 6.1 percent of ex~
port receiptss Service payments will rise to $640 million in 1963 and
decline to $344 million in 1968,

Exports rose by 31 percent in 1962 to an all~time peak of $91.5
million, While imports increased by approximately the same amount, a
substantial capital inflow helped to increase foreign exchange reserves
by $h million, The heavy increase in exports was due mainly to larger
shipments of cotton; higher exports of cottonseed, meat, and sugar also
contributed significantly to the rise in total exports. The balance of
payments outlook for 1963 is favorable as a consequence of higher exports
of cotton and meat, The fiscal situation is expected to improve: tax
inereases and new taxes, and better collection should produce a 10
percent increase in revenues.

There are no particular economic problems.



NICARAGUA APPENDIX

September 27, 1963

Biographical Notes for Members of the Wicaraguan

Delegation

Guillermo Sevillam~Sacasa (B) Ambassador of Wicaragua to the United
States.

Dean of the diplomatic corps in Washington, D, C. Very well
known in the Bank,

Rodolfo Bojorge (F) Manager, Banco Central de Nicaragua

Will be a participant in the first E.D.I. Project Evaluation
course in Spanish.

Andres Garcia (B) Minister of Economy

Has been Minister of Economy once before under the administra=-
tion of General Somoza, but resigned and moved to Mexico where he was
Professor of Economics and Statisties and, apparently, also worked for
the Mexican Government. Is one of the new cabinet members appointed by
President Shick and not yet known to the Bank,.

Alfredo Cole, General Manager, Banco Nacional de Nicaragua

Has been with the Banco Nacional for several years, No special
information available.

Jose Maria Castillo, Advisor, Minister Counselor for Economic Affairs,
Embassy of Nicaragua.

Previously Secretary of Economic Council in Nicaragua. Has
now been for several years Minister Counselor for Economic Affairs at
the Embassy of Nicaragua in Washington. Very well versed in Bank
matters; our regular and efficient contact whenever it is necessary to
clarify or expedite matters.
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MEETING WITH DELEGATION
No meeting scheduled with Management.
Date: October 3, 1963 Time: 5:00=5:10 pelie

Staff: Mr, Schmidt
Mr. Matter
(others to be designated
by Mr. Schmidt)

MEMBERS OF DELEGATION

A, G Arango (B) Ambassador of Panama to the
United States
Rene Arillac (F) General Manager, Banco Nacional
de Panama
Carlos F, Alfaro (F) Director, Banco Nacional de
Panama
Carlos A, Velards #* (B) Director of Internal Revenue
Carlos Sucre 3* Minister of Finance (as of September

27 not listed by Joint Secretariat
but will participate according to
Ambassador Arango)

# Likely to be at interview
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ITTI. STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a) State of Relatiops since July 1, 1962, ipcluding lending
prospects:

(1) Loans and Credits made since July 1, 1962:

Date of Loan/Credit Borrower Purpoge Awmount
(equivalent in
$ million)
Bank lLoans
Sept. 14/62 Electric Central 4.0
Power Provinces

Institute electrification

I.D.A. Credits

None
(i1) Technical Assistance:

The Bank is presently providing two advisors to the
Government, Habib on publie investment and fiscal matters,
and Buri to assist in land settlement and agricultural
development. Both adviscrs are scheduled to be stationed
in Panama until March 1964.

(iii) Major problems in executing existing loans:

With regard to the 1960 Road Construction and Improvement
loan the performance of the highway organization (CAM),
although recently improved, is still not satisfactory. ILand
settlement in the project area has started but should be
speeded up.

The execution of the 1962 power project suffers from
inefficiency of the power ageney in charge (IRHE), whose
General Manager is not well qualified for his position.

(iv) Loans presently under considerationt

The relatively more advancedroad project is part of
Panama's tentative ®ven year development program, not yet
discussed with the Bank; the Bank has agreed to consider the
project under certain conditions. Very little is known
abcout the Bayano project.
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Amount Tentative date for
Purpose (% million) Status Negotiations

Supplementary 5.0 = Further consideration First half
road projects 70 awaiting fulfillment of 196l
of certain conditions

Hydropower 30,0 Feasibility study by
development of consultants to be re-
Bayano River ceived by Bank

Topics likely to be raised by the Delegation:

The delegation is most likely to ask about the prospects of
the Bank financing the two new projects mentioned above. As
regards the proposed new highway loan, our reply should be that
we would be prepared to consider such a loan, but that before
going very much further there would have to be considerable im~
provement in the performance of CAM, the agency in charge of the
road project, and further progress with the land settlement in
the project area.

As regards the electric power project, our reply should be
that we would like to see first a better performance of the
agency in charge (IRHE).

Topics to be raised by Management:

The performance of CAM and IRHE as mentioned above.

Re the road project, attention should be drawn in particu=-
lar to the need for further progress with land settlement
in the project areas. The areas Alanje~Divala and Tonosi
are priorities one and two. It is particularly important
to speed up cadastral surveys and intensify extension
services in Alanje.

Re the power project, if Mr. Alfaro, who is a member of
IRHE's Board, should be present, we may ask (a) whether
the Board is satisfied with the performance of the
Managing Director (Morales), and (b) whether a technical
director has been appointed (to replace Mr, Arosemena).

Re new projects, we should inquire when we shall get the
Consultantst feasibility report on the Bayano river hydro
power project. This report was financed by an AID grant
but it was agreed some time ago that the Bank, as a
possible source of financing the Project, will examine the
report at an early stage. We know that the report has been
completed, at least in its English version, but we did not
receive the report yete (On September 27 a cable was re~
ceived from Mr. Habib informing the Bank that he was

forwarding IRHE!s request to the Bank for financing the
Bayano Projects)
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IV. BACKGROUND INFORMATION

(a)

(b)

(e)

(d)

(e)

(£)

Bank Ioaps as of August 31, 1963:

Total (net of cancellations and refundings) 18.5 1/
of which has been repaid _a8.)5
Totel now outstanding 12.90

Amount sold 2.27
of whiech has been repaid 1.70 0.57

Net amount now held by Bank 12.33

1/ Tneludes $6.9 million not yet disbursed.

Year Amount

of Borrower Purpose (equivalent in
Loan $ million)
1962 FElectrie Power Institute Power generaticn 4e0

and distribution

IDA Credits as of August 31, 1963:

None

18% Capital Subseription:

Entire 18% ($36,000) has been released and lent in dollars.

Holdings of Werld Bank Bonds

None

Member

IFC has no investments in Panama and there are no active
applications.

I.D.A.

Member
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V. POLITICAL SITUATION

President Chiari was inaugurated in October 1960 for a four-year
term. Elections are scheduled tc take place in May 1964 and there is a
good chance for the Liberal Party, to which President Chiari belongs, to
win the election provided that none of the coalition parties, now in support
of the Government, go over to the opposition. Samudioc, Ramirez, Robles and
Quijano from the Liberal Party are being mentioned as candidates for the
Presidency. The only serious opposition may be presented by Arnulfo Arias,
although he has not indicated officially that he would run at this time.

IV. ECONOMIC SITUATICN

Populations 1.1 million (1962)
GNP per capital: US$H435 (1962)

During the decade ending in 1962, Panama achieved noticeable gains
in national income with GNP growing at 5.5% annually. In 1962, econcmic
growth was especially pronounced with GNP 8.1% larger than in 1961. This
was well in excess of population growth, of about 2.6% per year, providing
an increase of over 5% in average per capita income. This was achieved by
sound fiscal and social policies which resulted in increased domestic in-
vestment; foreign capital inflows and sizeable income from the Zone also
contributed to the noted sharp rise in income. The 1962 fiscal year ended

in balance, with public savings on current account more than double the
1961 level.

As of December 31, 1962, Panama's outstanding long-term debt
totalled $64.4 million. Annual service of that debt will reach a peak of
$6.1 million in 1966-67, equivalent to 6=~7% of prospective Government
revenue, and less than 5% of prospective foreign exchange earnings.

The eredit situation continues to remain tight. A Publie Invest-
ment Program for 1963-70 has been prepared by the Department of Planning,
and the Government has approached the lending agencies and the U.S8. Govern-
ment for financial assistance. However, further economy measures, fiscal
discipline and improved public administration are crucial to the success of
the Program.
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Biographical Notes for Members of the Panamanian

Delegation

A. G. Arango (B) (Ambassador in Washington)

One of the signatories at Bretton Woods (where he was also one
of the few who dared put questions to Sir Maynard Kaynesl). Has been, in
the past, Contralor General of Panama., Has business experience in stock
brokerage. Excellent English,

René Orillac (F) (General Manager, Banco Nacional de Panami)

Has previously been Manager of the Banco Central for some time
under Obarric, whom he replaced when appointed by his brother=in-law,
President Chiari.

Carlos F, Alfaro (F) (Member of the Board of the Banco Nacional de Panami)

Experience in export import trade. Excellent English.

Carlos A. Velarde (B) (Director of Internal Revenue)

American trained economist. Teaches eccnomics at Panama Uni-
versity. Enjoys reputation of valuable civil servant. Excellent English,
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I, MEETING WITH DELEGATION

Date: October 1, 1963 Times: 3:20=3:40 pum,
Attended by: Management: Mr. Knapp
Staff: Mr. Schmddt
Mr. Matter

Others to be designated
by Mr, Schmidt

II, MEMBERS OF DELEGATION

General Cesar Barrientoss (F) Minister of Finance

Cesar Romeo Acostai (B) President, Banco Central del Paraguay

Edgar F. Taboada (F) Undersecretary of Finance, Ministry
of Finance

Oscar Stark Rivarola (B) Manager, Banco Central del Paraguay

# ILikely to be at interview
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IIT. STATE OF RELATIONS AND TOPICS FOR DISCUSSIONS

(a) State of Relations since July 1, 1962, including lending
prospects:

(b)

(1)

(i1)

(iii)

Loans and Credits made since July 1, 1962:

None
Technical Assistance:

The Bank has agreed to act as Executing Agency for a
UsNo Special Fund road survey expected to be completed in
1965.
Loans or Credits presently under considerations:

SLC approved consideration of a series of projects on

July 25, 1961, subject to certain actions being taken by
the Governmente

Amount Tentative date for
Purpose ($ million) Status Negotiations
Livestock 300=345 Appraisal report Late October 1963
Improvement being studieds.
(Credit)
Port 300=5,0 Awaiting informa~ Uncertain
Expansion tion from Goverm-

ment on conversa-
tions with Argen-
tina on renegotia-
ting navigation
treaty.

Topics likely to be raised by the Delegations

The Delegation will most likely enquire about the prospects of
the Bank's proceeding with the Livestock and Port of Asuncion Fro-

Jjects.
missio

Our reply should be that regarding the Livestock Project the
n is just finishing its report and that we would have to re-

view it further before giving a definite reply, but as of now we
see no major obstacle. As regards the Port of Asuncion Project we

would
tina,

have to await the outcome of their discussions with Argen~-
gince it was our understanding that that Government's agree-

ment was required even before they could proceed with the feasibil-
ity study.
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(c) Topies to be raised by Management:

We may wish to indicate our support of the rather strong
position that the Monetary Fund has taken regarding the need to
devalue the Guarani. The Fund has maintained for some time that
Paraguay will not be able to increase its exports much further
in the face of the substantial devaluation of her two large
neighbors (Argentina and Brazil) without an adjustment of the
Guarani rate which is now at G/126 = US$l,

We may also wish to express our concern that after several
years of sound fiscal management, the budgetary situation has
seriously deteriorated in 1963, largely as a result of over-
estimation of revenues. OSince performance is an important
factor under IDA criteria we urge that the fiscal situation
be rectified as soon as possible.
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IV, BACKCROUND INFORMATION

(a) Bank Ioans as of August 31, 1963:

$ million
Total (net of cancellations and refundings) °
of which has been repaid el
Total now outstanding 0.8
Amount sold ol
of whiech has been repaid 1 0.0
Net Amount now held by Bank 0.8
(b) IDA Credits as of August 31, 1963:
Date Amoutt
of Borrower Purpose (equivalent in
Credit $ million)
Oct. 26/61 Republic of Paraguay Road improvement 6,0 :-L/

and maintenance

I/ Includes $5.0 million not yet disbursed.
(¢) 18% Capital Subscription ($540,000)

No release. Paraguay appears in no position to make a release
for the time being,

(d) Holdings of World Bank Bonds:

None
(e) L.FuCe

Member
(£f) I.DeAe

Member
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VI.

POLITICAL SITUATION

President Stroessner of the Colorado Party began his secend
full five-year term August 15, 1963, He heads a strong central Governe
ment which is attempting to create conditions favorable to economic
development and to encourage free enterprise,

ECONOMIC SITUATION

Populations: 19 million
GNP per capita: US$L00

The rate of economic growth in 1962 is estimated to have been
in the order of magnitude of W, This was high by Paraguayan standards
and was largely due to a bountiful harvest, The growth rate in the
years irmediately preceding 1962 is estimated to have been only about
2.5% amually, or roughly equivalent to the estimated annual increase
in populaticn,

The outetanding external public debt of Paraguay repayable in
foreign exchange at the end of 1962 was equivalent to about US$30 mil~
lion, Service payments on existing debt in foreign exchange amount to
some 7% of foreign exchange earnings in the next few years and would
d;gp to between 47 and 5% of estimated foreign exchange earnings in
1965-66,

Although production for export developed favorably in 1962,
the value of exports amounted to only US$LO million - a 10% declins
from 1961, This may be explained by an overvalued exchange rate and
by the deterioration of the economic situation in Argentina whieh is
Paraguay's largest single market, Since the decline in exports was,
however, accompanied by an even larger decline in imports, the balance
of payments position on goods and services improved in 1962 in compars
ison with 1961, Continued msintenance of a rigid overvalued exchange
rate in 1963 has caused the foreign exchange reserves of the country to
be completely depleted and has led to accumulation of arrears in ex—
ternal payments, No prospects for improving the balance of payments
sitvation in 1963 are now in sighte

Prices continued to rise in 1962, Because of the suspension
of the publication of the official price index, no comparisons with
1961 are possible, According to informed sources, however, the increase
in 1962 was somewhat less than the 15% increase realized in 1961, The
minimum wage was increased by 15% and union salaries were raised by 10%
in 1962; this compared with 21% in 196l. According to unofficial ine
formation, prices have continued their upward trend during 1963, but
no adjustment in wages has so far been announced,

Paraguay's main problem is to raise its output and to increase
exports. Investments in agriculture and in transport, combined with ime
proved govermment economic policies toward business enterprise, have
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already helped increase output somewhat and give promise of further
growthe The livestock industry has a very great potential and if it

is favored with both investment funds and with favorable govermment
policies, it may be expected to make a major contribution to Paraguayan
economic growthe As for increasing exports, Paraguasy must face up to
the fact that as a result of the very substanmtial devaluations carried
out by her two larger neighbors = Argentina and Brazil = she camnot
continue to maintain the Guarani rate at ﬂ 126 = US$l,
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I, MEETING WITH DELEGATION

Date: October 3, 1963

Attended by:

IT. MEMBERS OF DELEGATION

Fernando Berckemeyer*(B)

Emilio Barreto (F)

Tulio De Andrea (B)

Carlos Gibsoni#*

Juan Ramirez Valdeavellano

Isidoro Korngold.

#Likely to be at interview

Time: 3:40=4:00 pam.
Management: Mr. Woods
Mr. Knapp
Staff: Mr. Schmidt
Mr. Matter

Others to be designated
by Mr. Schmidt

Ambassador of Peru to the
United States

Director
Banco Central de Reserva del Peru

General Manager
Banco Industrial del Peru

Adviser Commercial Minister
Embassy of Peru

Adviser Alternate Executive Director
Inter-Aimerican Development Bank

Adviser
Banco Central de Reserva del Peru
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III, STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a) State of Relations since July 1, 1962, including lending
prospects: ‘ :

(1)

(11)

(ii1)

Bank Loans and IDA Credits since July 1, 1962,

Date of Loan/Credit Borrower _  Purpose Amount
(equivalent in
$ million)
Bank Loans
1983 Peruvian Railway
Corporation Rehabilitation 13.25
and
Modernization

T.D.A, Credits

None
Technical Assistance:

In July the new Govermment asked the Bank for assistance
in preparing its capital budget for 196L4. In response we sent
Mr, Jonas Haralz, a former member of the Bank's staff, to Lima
during the month of August, He was not able to be of much
help in preparing a capital budget, because the National
Planning Institute had not done enough preparatory work, but
his mission proved very useful in informing us about the new
Govermment and in particular about the problems facing the
National Flanning Institute.

The Bank has also had a staff member (Mr, Paul Craig-
Martin) stationed in Peru for almost three years to assist
the Govermment in carrying out land settlement and colonization
in the area of the San Lorenzo irrigation project (financed by
the Bank in 1955 with a loan of US$18 million).

Major Problems in Executing Existing Loans:

Loan No, 11l for the San Lorenzo Irrigation Project

This Bank loan financed the major civil works = dam and
main canals - which were completed in 1958, The progress in
the related settlement and colonization of the land, which
was to be the responsibility of the Peruvian Govermment, has
been disappointingly slow, The real reason for this slowmess
was an unwillingness of the successive Govermments (up to the
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Coup d'Etat of the Military Junta in July 1962) to go
through with the project in the face of resistance fram
the large land owners within the area (whose land was to
be sold) and from those outside the area (who wanted the
water to be diverted to their land). Despite strong
representations from the Bank to the Military Junta which
was in power fram July 1962-July 1963 (including a letter
from Mr, Woods, copy of which is attached), there was
1ittle further progress during that period, and as of
today no more than 15% of the land has been settled, The
new Govermment of Mr, Belaunde is, however, strongly in
favor of land reform as a matter of policy, and we have
received many indications from Mr, Paul Craig-Martin that
it will vigorously tackle the remaining problems at San
lorenzo. This matter may, therefore, no longer need much
more pushing on our part.

(iv) Loans presently under Consideration:
Tentative
Purpose Amount, Status Date for
($ million) Negotiations
Power Technical Report October
Development 15,0 ready for pres- 1963
entation to SIC
Port
Development 2.85 Technical Report December
under 1963
consideration
Agricultural Appraisal mission Early
Development 500 scheduled for 1964

October 1963

(b) Topics likely to be raised by the Delegation:

Mantaro Hydroelectric Project

The Delegation might reiterate the Govermment's request to
the Bank to provide technical assistance in the further study of
this project. The Bank has long criticized the launching and
method of financing of this project. (Shortly before going out
of office in 1962, the Prado Goverrment entered into suppliers'
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credits totalling some US$65 million with a group headed by
Siemens and English Electric without much of any studies of
the technical, economic and financial aspects of the project).
The Military Junta subseqguently had a study made of the
technical and finanecial aspects of the project. The Belaunde
Government sent this report to the Bank for review, and our
reply was that this study still did not include a systematic
comparison of the Mantarc project with alternatives, both
hydro and thermal, that might supply the same amount of
electric power at lower costs. We have now been asked, and
have agreed, to help Peru make this further comparison with
alternatives by drawing up terms of reference for the
consultants who will carry out the study and, if requested,
by helping Peru obtain suitable consultants.

Santa Corporation

The delegation might also emphasize again the need for
technical assistance to the Santa Corporation which the
Government asked for early in August. The Santa Corporation
is a Government corporation owning and operating a medium=-size
steel mill, a railway and an electric power plant at Chimbote
(see the attachment for details). We have tentatively agreed
that we should probably render this assistance, and a Bank
mission will visit the Santa Corporation as soon as staff can
be made available, to establish the outline of the type of studies
required. After the return of this mission, we will be submitting
the Goverrment specific suggestions in this regards In the course
of their visit to Washington we will be discussing with the
Peruvian delegation how to proceed in this matter.

Highway Expansion Program

During 1961-1962, the Bank undertook a comprehensive
transport study of Peru, and the delegation might well raise
the question as to what extent we would be willing to finance
the program that the study recommends. We have made previous
highway loans to Peru, and when this same question was raised
by the Military Junta earlier this year, our reply was that we
would be prepared to consider further highway financing provided
that it would be within the framework of a comprehensive
national program with a definite finaneing plan and clear=-cut
allocation of priority of different roads. The same reply would
still seem appropriate now.

Technical Assistance to the National Planning Institute

The delegation might well ask the Bank again, as did the
Military Junta, to provide technical assistance to the
National Planning Institute. Mr. Haralz? report recommends.
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that we should provide such assistance, but rather than doing
so through a Resident Representative it should be done through
small groups of experts, preferably frem the Bank's staff,
assisting the Govermment through periodic visits, to work out
specific investment programs in the most important public
sectors, such as highways, electric power, telecammunications
and agriculture. If the delegation should raise this question,
our answer should be that we would be prepared to discuss this
matter along these lines,

Togcs to be raised by Mggement:

The most important points affecting the relations between
the Bank and Peru are those mentioned under (b) above. In the
unlikely case that the delegation should not raise these points
themselves, we should do so at least as regards the Mantaro
Project and the Santa Corporation. The emphasis should be on
the fact that these two enterprises play such a large role in
the econamy and in the budget that the Govermment should face
the problems of both without delay.
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IV, BACKGROUND INFORMATION

(a) Bank Loans as of August 31, 1963:

Total (net of cancellations and refundings) 105.2 ¥
of which has been repaid 21,
Total now outstanding 83.9

Amount sold 9.1
of which has been repaid 6.l 2.7

Net Amount now held by Bank _81.2

1/ Includes $3L.3 million not yet disbursed.

Date
of Borrower Purpose Amount
Loan ($ million)
Nov. 3/61  Republic of Peru Highway Maintenance
and Improvement 10,0
Mar,13/63 Peruvian Railways
Corporation (Modermization and
Rehabilitation) 13425

(b) IDA Credits as of July 31, 1963

None

(¢) 18% Capital Subscription

The entire subscription amounting to $3,150,000 has been
released and used on loans,. ’

(d) Holdings of World Bank Bonds

None .
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(e) I.F.Ce

(£)

IFC Management plans discussions at the Annual Meeting with
the Peruvian delegation.

IFC (with other participants $2,26L,000) has made five invest~
ments in Peru, metal products and household appliances ($250,000),
brick manufacture ($280,000), building materials ($300,000), ammonia
and fertilizers ($h,083,290), and cement ($2,400,000), Two of these
investments are in default. The brick producer has defaulted in
payment of principal and interest and a financial reorganization
plan is being discussed, The building materials campany has been
closed for approximately one year and is in default of interest
payments to IFC, A study is being made of a proposal by the share-
holders to build a lightweight aggregate plant using a part of the
present facilities, Applications for IFC investment in a copper
mining project and in an expansion of a cement plant are under
active consideration. There are also possibilities of IFC's joining
in an underwriting of an issue of cammon shares in Iima Light and
Power in association with a proposed IBRD loan and also of IFC
participation in a plan to rationalize and develop the fislmeal
industry.

A new private finance corporation is to be organized from a
merger of two holding companies., Foreign participation is planned
and IFC has informed the sponsors of its interest in the project.
I.D.A.

Member,
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POLITICAL SITUATION

President Fernando Belaunde Terry, leader of the Accion
Popular Party supported by the Democrato Christiano Party, was
inaugurated on July 28, 1963, for a six-year term. The Vice
Presidents are Edgardo Seocane, of the Accion Popular Party, who is
older than Belaunde and of more conservative inclinations, and Mario
Polar of the Democrato Christiano Party. President Belaunde has
appointed Oscar Trelles as his Prime Minister, who in a speech to
both the houses of Congress has stressed the Govermment's intention
of carrying out an agrarian reform program.

The Accion Popular-Democrato Christiano coalition supporting
Belaunde does not command a majority in the Congress. This will make
it difficult for Belaunde to implement his programs. Whether he can
push these through would depend largely on his handling of Congress
and on the programs themselves, It is too early to predict how the
situation will develop,.

ECONOMIC SITUATION

Population: 11 million
GNP per capita: US$190

The Gross National Product is estimated to have increased
during 1962 by 6.5%, about the same rate as in 1960 and 1961, following
a recession in 1959, The main impetus came, as in previous years, from
exports and the damestic manufacturing industry. An important contribu=-
tion was made by agricultural export crops, especially cotton and sugar,
The increase in public investments during 1962 and planned for 1963
should, together with continued favorable prospects for the export
sector, and a generally favorable climate for private investment,
provide the basis for a further fairly rapid growth.

Peru's external public debt amounted to about $520 million
at the end of 1962, This was almost double the total debt at the end
of 1961, which amounted to $287 million. The rapid increase is due
among others to the large suppliers' credits entered into for the
Mantaro Project and for the Santa Corporation. The debt service in
1963 is estimated at $6L million, equivalent to about 10% of estimated
gross foreign exchange earnings. The debt service burden on existing
external debt will diminish to a level of about 7% of expected gross
earnings in 1967 and 6% in 1970.
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The surplus on current account of $21 million achieved in
1960 was wiped out in 1961 when a deficit of $13 million was recorded,
This deficit increased to $30 million in 1962. These deficits are
largely due to a rapid increase in imports of capital goods covered by
foreign private and official credits. Exports rose from $500 million
in 1961 to $556 million in 1962, the major impetus caming from fishmeal
and minerals. Imports rose fram $393 million in 1961 to $463 million
in 1962, During 1962 the gold and foreign exchange reserves increased
to a level of $103 million, equivalent to about two months' imports.
A certain amount of capital fled the country in mid-1962, as a result
of political events, but fim policies by the monetary authorities led
to a reversal of this situation and the country's reserves position
appeared to be stronger at the end of the year than at the beginning.

The financial situation has remained stable; price increases
have been limited to 5-6% per year and the free market rate of exchange
has been stable over the past three years,

Although Peru's economy has continued to expand, the large
amounts of external credits contracted in 1962 give rise to same
concern., The bulk of these credits were for projects thal are cone
sidered in the Bank to be either of low priority or insufficlently
prepared and on termms inappropriate to the project, The new Govermment
is, however, reviewing these projects and appears willing to defer a
final decision whether or not to utilize the financing offered until
after a careful study of the feasibility of the projects.
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BIOGRAPHICAL NOTES OF MEMBEWRS OF THE PERUVIAN

Tulio de Andrea

DELEGATION

General Manager of the Banco
Industrial del Peru. An industrial
engineer and economist, and has been
with the Banco since 1946. He worked
with CEPAL for a five-year period on a
leave of absence from the Banco. Able
and respected leader of financial com~
munity and has represented Peru at a
number of international conferences
and meetings on economic development.
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January 29, 1963

His Exczllency

General Ricards Perez Gadoy
Frasident of the Junta
Lima, Pern

Zear Hr. Pros 1dent:

I o2 vriting you on o naticr vhieh I kaow has teen of
much eoncorn to oy predecesszor, !, Dlack, and which sccording
to the roport of our rocent mlssion 4o Peru continues to prege
ent a serious problen, namely, tho lack of progress ia bringing
the San loronzo rrigation projeet 4nto onuration,

iz you know, the Dank made a losn of UST18 million to
the Covernuent of Pepu for this rrojeet in April 1955, These
furds, plus a comparable amovnt Lfroa the fovernnent budzet,
vere spent by 1953 and all the tasle works commleted,

Todsy, somo five years later, only about 107 of the
plunned aren of 435,000 hectnres has boon sold and settled, end
bos tecn brousht wnder cultivation, Thus Yeru ig roceliving only

£l

a cupll fractlon of the benefit it should rocoive from this proj=-
Cala

The inndequate pragress Yo date 4s not duo to phyeical
causes, The layout, desim end project works are sultnble; the
siunply of water is sdequato, and the yields of the goil when
irrigated aro above expeclation,

As shovn 4n the ilde~"tmaire presinted to your Governrcnt
ty the recont Dank nlssion, tho lack of progress to dete ia dne
%o the Covernvent's failure sinee 1953 to take a numbor of adain-
iatrative measures end to allocate the funds needed to brin;: the:
Frojeet dnto full operation, The 8ane Alde-lmoire also points
@t that with the work donmo to date, it tnles only a relatively
Fow Covornmont decisions, the appoinizent of an efficiont oimine
iutration, and ralgtively modent furticp elloeations of funds to
-Tiag up to 504 of tho total ares wader effective cultivation
yitkin a years : ‘



&ia Zxcollency
- Ganeral Licardo Poreg ‘Codoy -2 - January , 1963

I sinceroly rope, thercfora, that vour Sovernmont will seco
1% way to making thesc necesasery decisions and allocadions of funds
prorstlye To bo of ascistoneo to your Cavermment in this natisr, wvo
ere prezared to esntinue nainteining in Peru Mr. Paul Craig=ilertin,
Lron the Pank a%alf, as technicel advisor,

Az you know, the Bank has 8o for uade 13 loans to Feru,

L3%alling 05792 millfon, ALl of the rrojects, other than San lorenzo,:

have elthep

already beon brought to g salislzelory eonelunion gnd are

grently benefiting the econonyy of Teru, or are.vell nuleruny. Yo are
dzreply diasturbed by the failure of Pori, over tho course of Yyecars, to
ti¥o the steps neoded to being this project into suceecsiul opcration,
&3l I sirongly urge that you give this natler your imssdiate sergonal

aitoation,

The unsatlsfactory status of the project will make it in-

crensingdy difficult for me to recorimond that the Dank make edditfonal
lzans to Peru, AR S £ ;

Cleared with and ceci

1

Sincorely yours,

-------
<

Mr, Reid/Mr. Creyke
Mr, Webb .. .
Mr. mrz‘ . :

R
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THE_CCRPORACION FERUANA DEL_SANTA

History and Background

(A) History

The Corporacion Peruana del Santa (Santa), created in
1943, is a government corporation. Its rescurces are budgetary revemues
created by Law 10090, royalties from the Marcona Mining Comnany and
foreign and local credits mostly of short term. It is not clear how
much Santa has received from these sources. Its original purpose was
to take cver the construction of a hydro-nower nlant on: the Santa River
and to set u~ an industrial ccmplex to use the power. This comnlex
was to include, among other things, a steel plant.

The power plant with an initial capacity of 50,000 kw was
completed in 1955, as was a rail link between Chimbote and Fuallanca.
A road wss subsequently built from Fuallanca to Huaylas to establish a
link with the pepulated urnper valleys.

At one time the /"inistry of "ublic ‘orks took cver the ad-
ministration of the Chimbote-Huzllance railrocad. It would, however,
appear that losses on this railrocad ~rommted the Ministry to hand it
bac to Santa. The hydroelectric nlant apparently has also changed
hands, and is at present back with Santa. The steel nlant is, however,
not directly operated by the Santa.

The steel nlant to be located at the port of Chimbote, was
designed by Ramseyer and iller, Inc., end in March 1951 a ccntract was
signed with the Banque de Paris et des Pays Bas to finance the purchase
of equinpment. The equirment supplier was Delattre et Fronard Reunis.

In March 1955, after considering a nurber of bids, the same
French groun that in 1951 hed provided the finzneing and equipment was
retained by the Santa to assist in financing and compléting“the steel plant
itself. The corresponding ccntracts required the setting up of a new
comnany to overate both the hydroelectric and the steel nlant. The
onerating company, called the Sociedad de Gestion (SCGESA) was to be
owned about 755 by the Santa and about 25% by the French grouv; its
present ownership is nct nown. The French group undertock to complete
the steel plant (total production 53,000 tons) within 24 months end to
adninister these facilities for & neriod of 15 years.



To surmerize:

(2) The Santa owns and operates the Chimbote-Huallanca
railroad;

(b) The Santa owns (not clear how ruch) and orerates the
hydreoelectric plant.

(¢) The Santa controls SCGESA which in turn owns and operates
the steel plant at Chimbote.

(B) Financial Situztion

No informaticn is available in the Bank on the present
financial condition cf Santa. lie have, however, had a chance to examine
the balance sheet of SCGESA for 1962, For whatever it is worth, the
informaticn contained therein may be summarized as follows:

SOGESA's authorized capital is (50 million. Its paid-in
capital amcunts to 37 million, of which 4 million represents common
stock and 33 million preferred stock. It had a "Canital Reserve" of
about $1.0 million. Its net fixed assets amounted to ,23.6 million, but
the besis on which these assets are valued is not known. Its long-term
debt is listed at $158.9 million, but the details of this debt are not
known. In December, 1960 it obtained frem Ferrostaal A. G. Germany a
letter of credit of [130.5 million. The service nayment on this credit
vas 3.0 million in 19€1 and $3.2 million in 1962. In 1963 it will be
$4,.4 million and will jur to a maximum of "22.8 million in 15€4. There-
after the anmial debt service charges would remain constant at 422.8
millicn until the end of 1970.

In 1961 SCGESA apmeared to have had a net operating loss of
abcut ¢2.1 million and in 1962 of about “2.3 million. It also had losses
in the previous yesrs, but it is not clear for how long, and how much.
Santa is supmosed to meke up SCGESA's losses, but apparently it has not
done so. Most likely it does not have the necessary funds.

The Santa's financial vosition nrobably is no better than
SCGESA's, becsuse neither the hydroelectric plant nor the railway have
been nrcfiteble. [lost likely it is worse, because of the numercus
liabilities it hes aequired over the years. It is, however, not possible
to determine, from the informetion available, the nature znd amount of
these lisbilities. Some of Santa's considerable and continual require-
ments for cash to cover the completicn of constructicn of the steel plant
were met by snecial advances from the Banco Industrial del “eru which
were discounted by the Central Bank.



(c) Bank's Past Association With the Santa Cormoration

When late in 1958 Santa could not meet the payments due to
the French suppliers, the Fanco Industrial and the Central Bank, while
agreeing to provide the necessary funds, asked the Bank to stud: Santa's
problems. #és a result lessrs. fustin and Demuth made a preliminary
investigation which confirmed the earlier belief that Santa's affairs
were in a state of utter confusion, and that the accounting wes so
sketchy and far behind that it was not nossible to get at the facts with
any certainty. The Bank iiission prenared a memcrandum on what should be
done to improve Saenta's situaticn and gave it to the president of Santa,
the rerresentative of the Bank of raris, the Central Bank, and the
Minister of Finance. The salient points of this memorandum follow:

(a) 4 commlete zudit of all Santa's and SCGESA's property
should be made "to fully renort and propose a simple,
practical method of keeping costs and other accounts in
the future." It was vointed ocut that reliable figures were
not available tc make a judgment on the finanecial situa-
of Santa and SCGESA and that "no nerson was available within
the Corporation or SCGIS* capable by experience of nroducing
them." It was sugrested that Price Waterhouse be retained
to conduct the audit and to review Santa's accounts as a
whole.

(b) A capable firm of steel consultants should be retained to
make a feasibility study of the steel nlant. It was
snecifically recommended that neither Ramseyer and Miller,
Inc., nor the French grour be asked to make this study.
The chosen firm should nct be an equipment supplier or
related to an equipment supplier. Further investments
should be deferred until such a study is made.

(c) 411 possible action should immediately be taken by both
the Senta and SCGZIS4 managements to reduce current costs
of the steel nlant and to increase efficiency of opera-
tion and mansgement.

(d) A new corporation should be formed to which only the
assets of the steel nlant should be transferred (thus
divorcing the steel wlant operations from the hydro
nlant).

It does net aonear that any action was taken on the Eank
Mission's recommendations. On the contrary, a large European credit was
obtained in 1960 for further expansion of the steel plant. 4 commitment
has alsc been obtazined from the Eximbank to expard the hydroelectric nlant.



(D) Proiect of Expanding the Steel Plant

Santa has presently a project of expansion to make the
steel nlent & visble snd econcmic unit by increasing the preduction
capacity from about 50,000 tons per year to 350,000 tons per year and by
diversifying its production. Apnarently no market study has been made
to determine whether there is a market for its precducts.

The project is divided intc two parts, one to expand pro-
duction with an investment of about $72.7 million, &nd the other to add
a rolling mill at a cost of about :57.8 million. This project would
be financed by the Ferrosteal credit of $130.5 million obtained in
December 1960. The interest rate on this credit is 8% and the term
10 years. An arrangement has been worked out for the period 1561 to
1€63, in effect delaying the bulk of the debt service until 1964.

The exnansion program is at present underway under the
suvervision of Ramseyer and iller, Inc., but no decision appears to have
as yet been taken on the rolling mill. It is not clear who prenared
the expansion nroject.

(E) “roject of Expanding the Bydroelectric Plant

Santa is also presently nlanning to edd two more 25,000 kw
units tc increase the generating camacity of this nlant to 100,000 kw.

The totel cost of the expznsion project is estimated st $11.95 million.
The Eximbank hes aprroved & credit of 4.7 million to cover the foreign
exchange cost and U.S. AID has been asked tec finance a part of the
locel currency cost amounting to ebout “2.75 million. It would apnear
that the balance of about .4.5 million has already been provided by
Senta.
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I. MEETING WITH DELEGATION
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ITII. STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a)

(b)

State of Relations since July 1, 1962, including lending
prospects:

(1) Loans and Oredits made since July 1, 1962:

Date of Loan/Credit Borrower Purpose Amount
(equivalent in
$ million)
Bank Loans
Oct. 26/62 Republie Highway 18,5
of
Uruguay

I DDQA. Cl‘BditS

Nohe
(ii) Loans presently under Considerationt
On August 3, 1962 SLC agreed Urugusy creditworthy for

additional $L40 million of loans over next two years, in-
cluding power project.

Amount Tentative date for
Purpose ($ million) Status Negotiations
Power 15-20 Awaiting Parliamentary Uncertain

approval of UTE's
power expansion

program.
Livestock About 10 Awaiting answers to Uncertain
Improvement guestionnaire

Topics likely to be raised by the Delegation:

The Delegation may ask the Bank to review the economic develop=
ment program being prepared by the Planning Office (CIDE) with the
assistance of OAS, IDB, ECLA. We might reply that we expect to have
a mission visit Uruguay before the end of 1963 to review the economic
position as well as end-use inspections of the Highway and Live-
stock Projects. The members of the mission would be instructed to
investigate what assistance we might be able to give.

If the Delegation includes Minister of Public Works Vejo, it
may ask about the possibility of the Bank financing other trans-
port projects including the proposed bridge to Argentina. We
might reply that their consideration should await the highway
survey being financed under our Highway Loan.
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(c) Topics to be raised by Management:

Release of 18%: In September 1962, the Uruguayan Govern-
ment agreed to release its 18% over five years beginning March
31, 1963. It then requested postponement of the first payment
until May because of financial stringencies. The payment of
$189,000, however, has not yet been received. We might express
our concern at the Covermment's failure to live up to its under-
taking.

Increase in capital subscription and membership in I.D.A.
and I.F.C.: We might inquire about prospects of passage of a
bill authorizing increasing of Uruguay's capital subscription
(100% increase of $10,5 million and "small quota" increase of $7
million) and membership in I.D.A. and I.F.C. We might point out
that President Fernandez Crespo and leading members of the
Government had told our mission in April they were ready to
support the bill,

Power project: We might inquire about the status of the
proposed UTE power expansion programe

The Management should express concern over the very large
recent increase in the volume of short~term extermal debt,
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IV. BACKGROUND INFORMATION

(a) Bank loans as of August 31, 1963

Total (net of cancellations and refundings) %
of which has been repaid 17.6
Total now outstanding T1l.9 }/

Amount sold 2,8
of which has been repaid 2.8 _0.0

Net amount now held by Bank T1.9 !:/

Includes $ L.l million not yet disbursed.
Includes $18.5 million not yet effective,

(b) IDA Credits as of August 31, 1963:

None

(¢) 18% Capital Subscription ($1,890,000)

The Government agreed to release over five years beginning
March 31, 1963, However nc payments yet received, We should
press the Delegation on this matter. ‘

(d) Holdings of World Bank Bonds:

None
(e) I.F.C.
Not yet a member, Legislation now before Parliament.

(f) I.D.A.

Not yet a member, ILegislation now before Parliament.
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V.

Via

POLITICAL SITUATION

President Fernandez Crespc, of the Union Blanca Democratica
began his one~year term as President of the newly elected National
Council of Government on March 1, 1963, The Couneil, the presidency
of which revolves among the four leading members of the majority
coalition, will be in power until 1967,

In August 1963, the Senate passed a resclution criticizing
the Ministers of Finance and Agriculture, About half the Blanco Senators
supported the resclution, The Ministers tendered their resignations, as
did the Ministers of Commerce and Defense, but the National Council re=
fused to accept those of the latter three Ministers and has not yet acted
on that of the Minister of Finance (Ferrer Serra)s The support given the
resolution by Government Senators appears to be due to bitterness at
Ferrer Serra's harsh criticisms of his predecessor (Azzini), The Coune
cil's delay in acting on his resignation indieates that efforts are
being made to pateh up the rift in the Government coalition,

ECONOMIC SITUATICN

Population 2,9 million
GNP per capita: US$500

It is estimated that since 1955 GNP has grown by less than 0,5%
per year, Population is increasing about 1.,8% per year.

At the end of 1962 long~term external public debt stood at $15C
million, an increase of $15 million over 1961, However, short-term sta-
bilization credit estimated at $200-$250 million was incurred in an ef=
fort to maintain the exchange rate. Export earnings in 1962 were $153
million compared with annual debt service of about $12 million.

Import surplus rose to $76 million from $33 million in 1961 due
to devaluation in neighboring countries, In May 1963 Urugusy was forced
to devalue by more than 60%, Since the devaluation exports have returned
to more normal levels, Long-term export growth prospects are still
modest and depend largely on Urugusyt's ability to increase agricultural
preduction,

The cost of living rose about 11% in 1962 compared with 22% in
1961 and 31% in 1960,

Uruguay'!s major ecoromie problem is to create and maintain
adequate incentives for the expansion of agriculturazl preduction. Also,
Urvuguay should mount an intensified preogram to improve agricultural prow
duction and at the same time to promote expansion of mamifacturing. To
cope with the problem an Economic Planning Commission has been set up.
An agricultural development program designed to introduce, with the help
of an IBRD loan, modern production techriques is under way,
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President
Banco Central de Venezuela

President
Corporacion Venezolana de Guayana

Director General
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President
Corporacion Venezolana de Fomento

Adviser Counsellor
Banco Central de Venezuela

Adviser, Economic
Ministry of Petroleum and Mines

Adviser, Superintendent of Banks
Secretary of the Uelegation

Chief, Int'l Organizations Division
Banco Central de Venezuela
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IIT. STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a) State of Relations since July 1, 1962, including lending
prospects:

(1) Loans and Credits made since July 1, 19622

Date of Loan/Credit Borrower Purpose Amount,
(equivalent in
$ million)
Bank loans
Sept. 17, 1963 EDELCA Eleectrie 85.0
Power
Development

I.D.As Credits

None

(ii) Technical Assistance:
Nene

(1ii) Major Problems in Executing Existing Loans:
None

(iv) Loans presently under Considerations

The following projects are part of Venezuela's L~year
development program, which the Bank has reviewed:

Amount Tentative Date for

Purpose ($ million) Status Negotiations
CADAFE 14,0 Negotiations
Transmission completed

Line

Telecommuni= 3040=40.0 Appraisal Dec ember
cations mission in 1963

Caracas

Second Highw 18.0 Appraisal in January

way Loan early Octeober 1964

INGS, Caracas 25,0=30,0 Appraisal in Marech

Water Supply December 1963 1964

Zulia Flood Preliminary investigation indicates that
Control. and further studies on the feasibility, size and

Drainage phasing of the project will require at least a year,



VENEZUELA

(b)
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Topics likely to be raised by the Delegation:

A question likely to be raised by the Delegation will be
when would the Bank proceed with the proposed CADAFE loan. Our
reply should be (i) we were quite disappointed that at the last
moment the Government should decide to replace the board and
management of CADAFE, which over a pericd of two years of worke
ing together we had come to know and which had come to know us,
and (ii) before procedding with the loan we would want to know
of the Govermment's own plans in regard to this matter and, if a
new management were to be appointed, we would want to get
acquainted with it first.

In addition, the Delegation will undoubtedly alse ask how
soon would the Bank be able to proceed with the other loans
mentioned above. Our reply should be that we are working on
all of them as fast as we can, but that each will require some
further study either on the part of the prospective borrower or
on our part. Frankly, none of them are likely to be negotiated
before the elections (see V).

The Delegation might also ask whether the Bank would be willw~
ing to consider other projects in addition to those listed above.
Qur reply should be that we would prefer to await the new Govern-
ment taking office in February 1964 before going into any new
projects. Our plan is to meet with the new government shortly
after it takes office and lay the ground-work for & new program
of Bank lending in Venezuela, This new lending program would
have to be based on an updating and review of the present long=-
range investment program. At that time, we would also want to
review with the Government our whole approach to further lending
in Venezuela.

Topics to be raised by Management:

It is suggested that the Bank raise two main questions,
namely Venezuela's membership in IDA, and release of the 18% of
the special increase of 1961 in the Bank's papital. In the past,
the Government alweys refused to participate in IDA on the
grounds that it would not qualify for IDA lending. But with
the recent signing of the %5 million Bank loan for Guri, and
with the prospect of another $100 million worth of Bank loans
in the next 6 - 12 months, the Government might be more receptive
now to becoming a member of IDA (its total contribution to IDA
would be $7.06 million of whieh 10% is in gold and foreign exchange).

As regards the additionsl release of the 18%, it is worthe
while recalling that Venezuela was the first country in Latin
Emericsa to release the original 18% (amounting to $1.9 millien),
whieh has been fully drawn. In the case of this original release,
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the Venezuelans asked that the funds be used only for loams to
Latin America., Of a special increase for Venezuela of $119
million, (bringing Venezuela's total to $LLO million) $10.7
million is eligible for release. It is suggested that we press
them rather hard om this, possibly again accepting the limita~
tion that the funds be loaned to Latin Americas
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IV. BACKGROUND INFORMATION

(a) Bank Loans as of August 31, 1963:

Total (net of cancellations and refundings) L5.0"

of which has been repaid -

Total now outstending L5.0
Amount sold $9k3, 000

of which has been repaid - 943
Net Amount now held by Bank Ll 057

y Includes §$38,300,777 not yet disbursed.

Date - Amount

of Borrower Purpose (equivalent in
Loan $ million)
Dec, 4/61 Republic of Venezuela Express highways L5.0

(b) I.DeAe Credits

None

(c) 18% Capital Subscription:

Original 18% subscription of 1,890,000 fully released; 18%
portion ($10.7 million) of special increase has not been released
(see ITII(C))e

(d) Holdings of World Bank Bonds

None

(3) I1.F.Ce

Member

IFC has made two investments in Venezuela one of which has
been solde The other is an ingestment in a steel plant ($3,000,000).
The only application from Venezuela under consideration at this
time would involve an investment by IFC of approximately $l.3
million in a proposed finance corporation and it should be
presented to the Board shortlye

(f) I‘DOL.

Not a member. See Comments III(c)e
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Vo

POLITICAL SITUATION

President Rémulo Betancourt was elected in November 1958 for a
five-year term. He cannot succeed himself, and a new President will
be elected in November 1963 to take office in February 1964, Betancourt
will be the first elected President in the country's history to serve
out his full term of office, This is in itself a good indication of

the political stability that Venezuela has achieved during the last
four years.

At present the political scene in Venezuela is dominated by the
elections scheduled for late November 1963. It appears that the
Accidn Demoerftica farty of Betancourt has enough strength to elect
its candidate, Dr. Rafl Leoni. He does not appear, however, o be as
strong and dominant a personality as Betancourt. Furthermore, it is
unlikely that the Accign Democrética alone will be able to obtain a
majority in Congress, and it will probably seek a coalition with the
Christian~Socialists for that purpose. For both these reasons, the
next regime might not be as strong as Betancourt's has been. The situ-
ation is, however, quite fluid, and ome has to wait until the next
election before making any predictionse

ECONGMIC SITUATION

Population: 8 million (approx.)
GNP per capitar $500~600

In 1962, the GNP has grown about 6% versus 1% in both 1960 and
1961. Population growth is about 3% per year. Fetroleum output has
increased sharply %9.5%) and revival of the construction industry has
provided a considerable impetus to the economy.

The external public debt of Venezuela as of the end of 1962
amounted to $362 million, most of which is short term. Service on
total external debt amoupts to $11h million in 1963 or 7% of net
foreign exchange earnings of $1.7 billion in 1962, and it declines
very rapidly after 196li dropping to $1l million after 1966,

Venezuelals external financial position has continued to improve
from 1961 to the present, and the substantial surplus on current
account registered in 1962 may even increase in 1963. Following the
de facto 30% devaluation of the Bolivar to Bt's L.S5k = §l, and the in-
stitution of direct import and exchange controls, the fall in foreign
exchange reserves was arrested and the rate of capital outflow was
reduced to a manageable level,

The overall level of prices, as measured by the wholesale price
index, appears to have risen less than 5% in 1962 which is a very
small increase in view of the change in the exchange rate during the
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year, In view of the existing monetary and fiscal sitwation, the pros-
pects are good that prices will remain stable for 1963. Venezuela's
main economic problems are: (a) the continued lag: in the expansion

of the private sector, with a picke~up in investment unlikely muntil
after the elections in November of this year; and (b) the continuing
flight of private capital, although at a lower rate than before. Shaild
the coming elections, as now expected, provide for continued pelitieal
stability, there is every reason to believe that private investment

will revive and the rate of increase in overall production will improve
further in 196l



TO: Files September 2L, 1963
FROM: Ce B. Straut

SUBJECT: VENEZUELA - The CADAFE Dispute

The Bank learmed from Col. Alfonzo during his recent visit to sign
the Guri loan, some of the background to the CADAFE dispute. In particular Col.
Alfonzo indicated that the man responsible for the last minute controversy was
the newly appointed Minister of Fomento, Perez la Salvia, who refused to agree
to the reelection of CADAFE's Board and the reappointment of the Presidente
Ejecutivo (Galavis) both for three year terms without further study. Appar=-
ently Col. Alfonzo and Minister Otero were to put it mildly "displeased" with
the new Minister's action but after listening tc their opinions, Perez la
Salvia remained obdurate and insisted that this was his province and peroga-
tive. The Colonel added that now that the Guri loan was signed, he would re~
turn to Caracas and take up the CADAFE matter with President Betancourt.

While some "feelings" might get hurt in the process, as he put it, the Colonel
hopes to bring with him some clear indication of his govermment's policy on
CADAFE when he comes for the Annual Meeting.

While it may be accurate that Perez la Salvia was the "villain of the
piece," we have known that Luis Vallenilla, the head of CVF (Corporacion
Venezolana de Fomento) which owns CADAFE, and Dr. Galavis, the latter'!s Presi-
dente Ejecutivo, have been at odds for some time. The Vallenilla=Galavis
struggle apparently centers around Vallenilla's continuing efforts to run
CADAFE by remote control and Galavis! insistence on independence. Furthermore,
CADAFE has been growing rapidly and there has even been cabinet level discussion
of the possibility of separating it from CVF. However, Vallenilla was able to
block serious consideration of this, since CVF would not look like much without
CADAFE,

At present, there would appear to be three general avenues of approach,
one of which the Venezuelans may present to the Bank at the Annual Meeting as
their decision on CADAFE,

(1) The new Minister of Fomento may "decide" that the CADAFE Board
and the Presidente Ejecutivo are acceptable for three year terms. Obviously, this
would be the simplest solution from the Bank's point of view.

(2) More likely, the new Minister of Fomento will "decide" that the
Board and Presidente are acceptable but will propose some compromise on the
time period i.e. one year or two years instead of three. The Bank would then
have to make up its/mind whether a two year period say would be acceptable.
Since what we were striving to achieve was continuity of management during
the construction and reorganization period, two years i.e. 196L4-1965 would
Just cover that, and therefore might be accepted by the Bank,

(3) A third possibility would be that an entirely new Board and a new
Presidente would be put up for our consideration. This alternative seems less
likely than (2) since it would mean that the new group would be appointed just
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prior to the Presidential election slated for late November and it is stated
Government policy per Col. Alfonzo, that President Betancourt does not want

to make = new term appointments until the President-elect can be consulted. Add
to this the fact that the Venezuelans, particularly in view of the nature of

the case, could not expect the Bank to make a speedy judgement on the new groups!
acceptability, and it becomes obvious that the presentation of the CADAFE loan
would be delayed until say January. To be sure, the loan is only for $1k million,
and the Government would not have to slow down construction of the project because
of lack of funds.

In sum, as hazardous as it is to try to anticipate the Venezuelans!
reaction, number (2) might be their choice and then if a decision has not been
reached by the time of the Meeting, number (3) may well win out by default.

cc: Messrs. Schmidt/Matter
Kaupisch
Straut
Cancio
Lithgow/Howell
Hasal

CBStraut:pcm
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BIOGRAPHICAL NOTES OF MEMBERS OF THE

VENEZUELAN DELEGATION

Col. Rafael Alfonzo Ravard

Dr, Luis Vallenilla

Governor of the Bank for Venezuela,

About LS5 years of age.

MIT graduate. President of the
Corporacion Venezolana de Guayana

(CVG), a regional development authority.
Also President of EDELCA, newly created
subsidiary of CVG, which just signed
$85.0 million Bank loan for Guri hydro-
projects CVG also owns and through a
subsidiary operates, the large Venezuelan
steel mill at Ciudad Guayana. The Colonel
is wvery close to President Betancourt.

President of Corporacion Venezolana de
Fomento (CVF). CVF owns CADAFE to which
Bank proposes to loan $1L.0 million for

a high voltage transmission line. See
material on CADAFE dispute. Through
Fomento, Vallenilla has played an
important role in the proposed financiera,
(CeA. Venezolana de Desarrollo) in which
IFC may take a B's 6 million equity par=-
ticipation.




