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Finally, Mr. Chairman, I should like to express the opinion
of the countries on whose behalf I am speaking, with respect to the
Draft Convention regarding Conciliation and Arbitration.

The resolution submitted for the consideration of the Board
of Governors recommends and entrusts the Executive Directors of
the Bank with the preparation and drafting of an international
convention to create a Conciliation and Arbitration Center to which
private foreign investors may have access to settle their differences
with contracting states without, necé}éarfly, having to exhaust
proceedings and remedie%;%ggg;;7local tribunal. It is believed that
this would stimulate privﬁte investment in the underdeveloped countries.

The legal systems of all the Latin American countries, members
of the Bank, offer the foreign investor at this time the same rights
and protection as nationals; confiscation and discrimination are
forbidden and all expropriations for a justified cause of public
policy must be accompanied by fair compensation fixed, in the last
instance, by the courts of justice.

The proposed new system could give a private investor, by reason
of being a foreigner, the Tight to claim against a sovereign state

W
outgide its national territory:4$f2§;§§:é€ing to the national tribunals,
—

This provision goes against the traditional juridical norms of our
countries, and, in fact, would establish a privilege in favor of the
foreign investor and place the national in a situation of inferiority.

The suggested procedure, Mr. Chairman, does not carry the sympathy
of our countries, because we believe that this matter, of so delicate
political - legal importance, should be approached in a different manner,
taking into account the political norms, including the constitutional

ones which prevail in our countries.
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QUTLINE FOR STATHIENT BY iR, VOODS

AT LATTN AMERICAN CAUCUS

Introduction

1 Always a pleasure to meet with Latin American Governors. Want
to use this occasion to review briefly our operations in the past year
and discuss informally our plans for immediate future.

2 Brief characterization of Latin American economic situation:

We are meeting at a time when export position is strong.
Strength and recovery of prices of coffee, metals, sugar, meat and wool.
Despite improvement in primary export earnings, continued need for
export diversification. We stand ready to work with countries in the
diversification of their economies and expansion of their export
production,

Service on external debt remains high in a number of countries,
particularly Argentina, Brazil and Chile. Ve are keenly aware of this
situation in working out finanecing plans for their development, Where
economic considerations of this nature warrant it, I am prepared to
recommend special terms for Bank loans, In this connection we also
consider utilization of IDA resources in Latin America, taling into
account availability of aid on special terms which Latin America can
obtain from other sources.

Countries continue to face difficulties in achieving an increase
in savings adequate to sustain investment at satisfactory levels. This
reflected in scarcity of funds to supplement external finance in scme
countries; and in strong inflationary pressures and price rises in others.
On the other hand we are glad to notice the continuing stability in
Mexico, Central America, Peru, Venezuela and Ecuador,

Last Yearts Activities

3e Main outline of 1963/19¢L lending. (See Table) Draw attention to

(2) Bank's first loan on 35-year term (Colombia, $)5 million
for Nare)

(b) Bank/IDA lending jointly with others (IDB and AID), for
Ecuadorian highway program and for Bolivian power projects.

(c) Given projects now under active consideration I believe
that 1964/65 lending activity will substantially exceed
the 1963/6lL level. loreover, I want to call your attention
to the fact that in the last two years we have greatly
expanded our actual dishursements on loans in Latin America,
so that our net contribution after deducting repayments,
reached - $200 million in this past fiscal year,
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Bank's Work in Formulation of Lending Programs for Latin American Countries

L. In my speech to the Governors' meeting last year I mentioned
that the Bank wanted to make more loans for education, agriculture and
industry. I also said that because of its strong financial position the
Bank could start making loans with longer periods of grace and/or
amortization.,

5e In order to broaden our operations in Latin America we feel we
must formulate lending programs rather than consider projects in isolation.
These programs to be based on an understanding with the Governments of
investment plans and priorities and of means for financing. To further
our operations on this basis we are collaborating closely with CIAP.

Orvis /L. Schmidt, formerly Director for Western Hemisphere operations, is
now the Bank's special representative to CIAP., Essential characteristics
of such lending programs are:

(a) Selection of projects on the basis of their priorities
within a program stretching out over several years;

(b) An understanding of the total financing requirements
and of the contribution to be made by domestic sources
and by external finance;

(¢) An understanding with the Government of the measures it
is taking to increase savings, concentrate investment on
high priority projects, and manage the balance of payments;

(d) Have understanding with other lenders on the amount
and terms of their financing of the program.

6. Have attempted to follow this approach in Colombia and Mexico.
In both cases our efforts started with a thorough appraisal of countries!
programs and policies, carried out by a broad economic mission:

Colombia in 1962, Mexico in 1963.

Ts These missions found, in both countries, the investment plans
well oonceived and recommended measures to provide a financial basis
for the program. Colombia, in 1962 and 1963, followed our advice,
enabling use to proceed with Consultative Group for cocrdination of
external finance and policy advice. Colombia now receiving continuous
flow of long-term finance for high priority projects. New mission
planned this fall., Bank proposal for joint financing to Colombia.

8. Mexican mission report has been discussed with Government which
is now considering recommended measures to increase public savings.
Understanding on investment program enables Bank to lend in several
fields, in cooperation with other lenders. Pace and scope of Bank
financing dependent on Government action to increase savings.

e We hope to do similar work on other countries. Our efforts to

be guided by the availability of staff, readiness of individual

countries'! plans and policies, and by the ability of other lending
institutions to take the lead in appraising country programs and policies,
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Brief reference to work in Argentina and Brazil

(a) An economic mission is now in Argentina to appraise
creditworthiness and study development problems in
several sectors., Parallel with this mission a technical
assistance mission is helping Argentina draw up a
public investment plan for 1965;

(b) During October and November we plan to have in Brazil
a mission to study Brazil's development plans and
financial policies.

10, ¥We are also planning to have a mission in Costa Rica to take

stock of the possibility of the Bank assisting in drawing up a financing
plan and are considering to do the same in some other countries

Special Points for Attention

(1) Local Currency Financing

The recent decision of the Executive Directors has clarified
Bank policies; the Bank is able to select high priority projects within
a program for investment external financing, even if such projects may
require some local currency financing., The extent of local currency
finaneing to be determined within the frame-work of a country program
setting forth development priorities and measures to increase savings.

(2) Mobilization of Savings

The Bank's lending programs are, in practice, contingent upon
measures taken by the Government to increase public savings, e.g. tax
increases or tariff increases by public enterprises, The Bank stands
ready to work with countries in their efforts to increase domestic
savings. In this connection we must mention the Machado Proposal for
Bank guarantee of value-linked bonds. This proposal, which we have
been studying intensively, would be one of the ways in which we might
help countries to mobilize savings for high priority productive purposes,

rvihEtway=the=provesil=may-hest-be~appliedin the. lestern Hemisphere.

(3) Lending for Agriculture

As we proceed in the formulation of our lending programs I hope
that lending for agriculture in Latin America will increase in importance,
I am thinking not only of loans for irrigation and flood control projects
but also of financing more directly geared to assist the growth of
commercial agriculture. In some situations the Bank will find it possible
to extend such loans through existing financing and agricultural
institutions, In others, lending may be conditional on such institutions
being strengthened, reorganized or newly established.
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dd.a Last year we made only three loans and credits for agriculture
in the Western Hemisphere totalling $27 million - two in Chile and one
in Paraguay. We have, however, been working on many more agricultural
projects than in previous years: an agricultural credit loan in Peru;

a livestock development program in Nicaragua; two projects in Venezuela;
and an expanded livestock credit program in Uruguay. We are discussing
with the Guatemalan Government the possible financing of an irrigation
program. There are also severcl irrigation projects in the Mexican
program. Moreover, we are discussing with the Mexicans, the Colombians,
and the Costa Ricans the possibility of providing finance for agricul-
tural credit programs to be carried out through existing financial
institutions under more simple procedures than we have employed in the
past.

12, Lending for education: Under our cooperative agreeuwent with
UNESCO, a project identification mission went to Colombia in July and
another will go to El Salvador in Kovember. We have under active
consideration education projects in Chile and Feru.

Role of IDA in Latin America

e e IDA has to ration its relatively small resources among countries

throughout the world. By and large preference has been given to poor
countries, with a per capita income of clearly less than $200. In ILatin
Americs this means Bolivia, Honduras, Paraguay, Haiti and Ecuador. All
but Haiti, where development policy performance and debt servicing

record has been poor, have received substantial amounts. On a per capita
basis, these countries have received $2.53 per capita, compared with
$0.67 per capita in all other countries with a per capita income of

less than $200. In addition we have extended IDA credits in Latin
America to Chile, Colombia, Costa Rica, Nicaragua and El Salvador. If

we include all of Latin Americe in calculating per capita credits
extended by IDA, we find that Latin America has had a substantial share,
as shown in Table 2B.

Bank Lending Policy

/14. It is now clear that IDA resources are not sufficient to cover
the whole range of less developed countries reguiring external agsistance
on non-conventional terms. The Bank is, however, in a position to
provide in certain cases loans on specizl terms. Those less developed
countries with somewhat higher per capita incomes are now being given
special consideration in considering whether the Bank's loans should

be extended on special terms. My thinking is that the somewhat richer
countries which have fairly good long-term prospects and may therefore

be creditworthy, but whose near-term capital reqguirements are heavy

at conventional rates but wight receive the benefits of more liberal
repayment terms, particularly in the form of longer grace periods.

In some extreme situations external debt refinancing may be needed in
addition to extension of special terms, and in other cases development
policy performance may have to be improved before such loans can be
safely extended.

/:relative to debt servicing capacity, should be able to pay interest



Teble 1. -~ IBRD LOANS TO WESTERN IEMISPHERZ IN 1963/196L

Country Purpose Us % million
Chile Agriculture 19

" " 5
Colombia Power L5

f H 5
Costa Rica Pover & Communications 22
Ecuador Roads 7
El Salvador Communi cations s
Mexico Roads LO
Peru Port - 4 §

u Power 15
Venezuela Pover i

Total 257- 6




Table LA - IDA CREDITS TO WESTERN HEMISPIERE 1963,/196L

Country Purpose US ¢ million
Ecuador Highways 8
Paraguay Cattle Project 3.6

Total 11.6




Table 2: WORLD BANK LOANS TO LATIN AMERICA, 19L7-1964

(In millions of U.S5. dollar equivalents)

Loans
eggg;g - t.ig:in:e d authorized Tg: :‘1‘ Total Net
Jane 30 ——— (net of can- SR e repayments outflow
cellations)

1947 - - - -

1948 16.0 16.0 - - =
1949 109.1 109.1 19.3 - 19.3
1950 58.5 LLB-S 38.5 - 38-5
1951 85.3 85.3 h2.2 0.5 1.7
1952 78.9 69.5 65.4 1.0 6l.L
1953 29.3 29.3 56.6 B3 £h3
1954 98.7 98.6 62.3 o 57.0
1955 123.0 123.0 70.5 10.5 60,0
1956 75.1 7h.1 86.0 15.1 70.9
1957 50.1 25.0 95.0 172 77.8
1958 120.8 119.3 69.3 22.h L6.9
1959 136.5 136.5 66.2 36.6 29.6
1960 13L.4 118.8 3.7 38.5 35.2
1961 147.2 147.2 6.4 LO.L 36,0
1962 388.5 388.2 102.1 L0.8 61.3
1963 125.6 125.6 203.7 L5.7 158.0
196l 257.6 257.2 2LL .8 51,9 192.9
Total 2,034h.7 1, 9712 1,372.0 328.2 1,043.8

Statistics Division
IBRD-Economic Department
August 11, 196L



Table 24: IDA DEVELOPMENT CREDITS TO LATIN AMERICA, 1961-196L

(in millions of U,S. dollars equivalent)

Year Credits
ending authorized Total
June 30 (gross) disbursements
1961 28,0 s

1262 31.0 3.0

1963 11.35 6.5

1964 11.6 8.2

e v N

81.95 17.7_




Table 2B: IDA CREDITS TO JUNE 30, 196l PER HEAD
OF POPULATION FOR VARIOUS CATEGORIES
OF COUNTRY, BY GEOGRAPHICAL AREA

($ per head)
All Present Part II
underdeveloped members and over- Countries which
Area countries in seas territories have received
area of Part T menmbers credits
Middle East &
South Asia 0.89 0.90 1.05
Far East 0.11 0.18 0.75
Western Hemisphere 0,37 0.L0 1.95
Africa 0.24L 0,25 1.06
Europe 0.26 0.29 0.88

e — B et s

All areas 0,52 0.58 1.08




Table 3: TOTAL WORLD BANK LOANS MaDBE 10 17 LATIN AMELRICAN COUNTRIGS CLASSTIIED

BY NUMBER AND MAJOR PURPOSE AS OF JUNE 30, 196l

(Gross amounts in millions of U.S. dollars)

Totoal Original Purpose
Ttem ng?ber principal  Power and
loans amount, Communi- Tﬁ:ﬁiggr' Azriculture Industry
cations

Number 133 57 W 23 9
Amount 2,03L,73 1,186.71 631458 122,14 94,30
Percentage distribution

of amount of loans 100 58 31 6 5
Argentina 2 143,50 95,00 48,50 = -
Brazil 12/1 292499 264,09 28400 - -
Chile 11 136,60 61.00 6,00 22,30 L16.80
Colombia 25 388.98 205,83 143.15 10,00 30,00
Costa Rica 7 L7.80 30.80 5450 6450 5,00
Ecuador /2 55460 10,00 45.60 - -
El Salvador 7 50.99 3L.89 16,10 - -
Guatemala i 18.20 - 18.20 - -
Haiti XL 2,60 - 2.60 - -
Honduras L 19.95 10.25 9.70 - -
Mexico 1L/3  L58.80 261480 156450 27.50 10.00/L
licaragua 12 38,10 22.05 10.20 5.85 -
Panama 5 18 -59 o l? «10 1 t!-l»9 =
Paraguay 1 5.00 = - 500 -
Peru 1;[5 138.43 39.00 60,93 36.00 2.50
Uruguay 89.50 6L, 00 18,50 7.00 -
Venezuela 2 130,00 85,00 L5.00 - -

195? ]

é% Includes Loan Ol BR (power) of 25 million which was cancelled as of June 1O,

Includes Loan 181 EC (transportation) of $600 thousand which was cancelled as of

July 1k, 1959.

Of which j9.47 million was cancelled.

éé Includes Loan 13 ME (power) of $10 million which was refunded by Loan 2L IiiE.

Includes Loan 190 PE (transportation) of $15 million which was cancelled as of

August 13, 1959,

Statistics Division
I3RD=Economic Department
August 11, 1964



Table l:

TOTAL IBRD LENDING FOR DEVELOPMENT AS OF JUNE 30, 196L

(In millions of U.S. dollar equivalent, initial commitments
net of cancellations and refundings)

% of
%ﬁ:?? Area A?ﬁ:2§ development
lending
129 Latin America 1,971.2 27
50 Africa 981.6 U,
116 Asia and Middle East 2,619.9 36
70 Europe /1 and Western
Hemisphere Possessions 1,226.6 17
9 Australia 4,58.0 6
370 257, 100
Total development loans 7,257
L reconstruction loans L56.7
Total loans 7,750.1

/1 Cyprus included in Europe.

Statistics Division
IBRD-Economic Department

August 11, 196k



Table 5: LOANS TO LATIN AM:RICA CLASSIFIED BY MiJOR PURPOSE /N.u TYPR OF BOuiOW=ZR, AS OF JUNL 30, 1964

(Millions of U.S. dollars, initial commitments net of cancellations and refundings)

pa Page 1
Type of borrower
Nat'l govt. or Spoks g
Purpose of loan and country e zgz;:gy Municipal entity Private company Total
No. of Noe of No. of No. of
loans Amount 4,54 Amount  15ans MEUES. 4 s Amount
Electric power and communications
Argentina 1 S gg «00 - $ -66 - 3 - /e Zé. $ 95 -CXLJJ
Brazil 2 «00/a 3/b 30. 3 120.39/c 23940
Chile 3 61.0()[' -L - & - - 3 61.00
Colombia 10 10423 L 101,60 - - 1l 205.83
Costa Rica 2 30. 80 - - - - 2 30. 80
Ecuador - - 2 10.00 - - 2 10.00
El Salvador 5 3L.28 - - = " 5 3L.28
Honduras 2 10822 - - - - 2 10.22
Mexico lg& 217.80/a - - 2 27,00 6 25k .80
Nicaragua 22,0 ... - - - g 22,05
Panama - Ll - - 1 L'- «00 1 'l-l «00
Peru - - - - 2 39,00 2 39.00
Uruguay 3 63+96/c - - - - 3 63496
Venezuela 1 85400 - o = - : 85400
Total Lo $ B1e.3h g $ 112,28 ] $ 200.39 TE § 1,150.99
As % of total power loans (70%) (12%) (18%) (100%)
Transportation
Argentina i | $ L8.50 - $ = - $ - 1 $ LB.50
Brazil 3 2?.98 - - - - 3 27 098
Chile 1 6.00 - - - - 1 6400
Colombia 8 1h3,.15 - - - - 8 143615
Costa Rica 2 11.50 - - - - 2 14450
Ecuador 1/e 1l.50/e 2 20650 - - 3 35.00
El Salvador 2 16,10 - - - - 2 16,10
Guatemala i 5 18.20 - - - - i1 2 18.20
Haitd 1 2460 - - - - T 2.60
Honduras 2 970 - - - - 2 9.70
Mexico L 156450 - - - - N 156450
Nicaragua 3 10.20 - - - - 3 10420
Panama 2 13.10 - -~ L - 2 13.10
Peru 6 3_2.58 - - 1[2 13.25£ 7 L15.83
Uruguay 1 18.50 - - - - 1 18.50
Venezuela __]_: 115 00 . - == - 1 h «00
Total 39 7711 ? 20.50 1 13.25 T2 610.56
As % of total transportation loans (95%) (3%) (2%) (100%)

See footnotes at end of table.



Table 5: LOANS TO L.TIN .MERICA CLASSIFIED BY MAJOR PURPOSE AN} TYPE OF BORROUER, 1S OF JUNE 30, 1964 (CONT.)

(Millions of U.Se dollars, initial commitments net of cancellations and refundings)

Page 2
Type of borrower
Nat!l govt. or Shatis: G
autonomous enti i ompany
Purpose of loan and country controlled th:;.:gy Municipal entity Frivate © fovet
No. of No. of No. of No. of
loans Amount  1,,pg Amount 1,4 Amount 5 s Amount
Agriculture
e 3 $ 22.35 - - - - 3 $ 22.35
Colombia 2 9.93 - - - - 2 993
Costa Rica 2 6.50 - - - - 2 650
Mexico 2 27 050 - - - - 2 2? ‘50
Nicaragua l 5e84 - o - - kL 5¢8L
Panama 2 0.95 - - - - 2 0.95
Paraguay 1 behi9 - . - - 1 L9
Peru 6 36000 = = - - 6 360(1)
Uruguay _l 7400 o ., i) = _]_.. 700
Total 23 $ 120.56 un - - - 23 $ 120.;3
As % of total agriculture loans (100%) (100%)
ﬁﬁe 2 $ 5000 - - 3 ‘ hl-BO ,.J. s h6.80
Colombia - - - - h 30.00 n 30-00
Costa Rica 2 5.00 - - - - 2 5.00
Mexico - - - - 1 0453 1 0453
Peru = = - - 1 2450 _1 2,50
Total 3 $ 10.00 - - 8 $ 70.B3 9 $ 8L.03
As % of total industry loans (12%) (88%) (100%)

a The govermment has the majority share holding in the stock of these companies.
Excludes loan #6l BR which was completely cancelled.

c Small amounts of these loans were used to finance expansion of telephone systems owned and operated by the borrower.
Excludes loan #13 ME which was completely cancelled.

e Excludes loan #181 EC which was completely cancelled.
Excludes loan #190 PE which was completely cancelled.

Statistics Division
IBRD=Economic Department
August 11, 1964
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OUTLINE FOR STATEMENT BY MR. WOODS

AT LATIN AMERICAN CAUCUS

Introduction

1. Always a pleasure to meet with Latin American Governors. Want
to use this occasion to review briefly our operations in the past year
and discuss informally our plans for immediate future.

2. Brief characterization of Latin American economic situation:

We are meeting at a time when export position is strong. Strength
and recovery of prices of coffee, metals, sugar, meat and wool. Despite
improvement in primary export earnings, continued need for export diversif-
jcation. We stand ready to work with countries in the diversification of
their economies and expansion of their export production.

Service on external debt remains high in a number of countries,
particularly Argentina, Brazi?;\Chile,ané—Gelﬂm%éa, We are keenly aware
of this situation in working out financing plans for their development.
Where economic considerations of this nature warrant it, T am prepared
to recommend special terms for Bank loans. 1In this connection we also
consider utilization of IDA resources in Latin America, taking into
account availability of aid on special terms which Latin America can
obtain from other sources.

Countries continue to face difficulties in achieving an increase
in savings adequate to sustain investment at satisfactory levels. This
reflected in scarcity of funds to supplement external finance in some
countries; and in strong inflationary pressures and price rises in others.
On the other hand we are glad to notice the continuing stability in

Mexico, Central America, Peru, Venezuela and Fcuador.



Insert
Moreover, I want to call your attention to the fact that in the last two

years we have greatly expanded our actual disbursements on loans in Latin
America, so that our net contribution, after deducting repayments, reached

almost %200 million in this past fiscal year.



Last Year'!s Activities

3. Main outline of 1963/196L lending. (See Table) Draw attention to
(a) Bank's first loan on 35-year term (Colombia, $35 million
for Nare)
(b) Bank/IDA lending jointly with others (IDB and AID), for
Feuadorian highway program and for Bolivian power projects,
(e) Given projects now under active consideration I believe
that 196L/65 lending activity will substantially exceed
the 1963/6L level, (Insert)

Bank!s Work in Formulation of Lending Programs for Latin American Countries

L, In my speech to the Governors! meeting last year I mentioned

that the Bank wanted to make more loans for education, agriculture and
industry, I also said that because of its strong financial position the
Bank could start making loans with longer periods of grace and/or
amortization.,

5y In order to broaden our operations in Latin America we feel we

must formulate lending programs rather than consider projects in isclation,
These programs to be based on an understanding with the Governments of
investment plans and priorities and of means for financing, To further

M

our operations on this basis we are collaborating mgme closely with CIAP, ( ,-‘.3;4.':? . (‘ )
Essential characteristics of such lending programs are:
(a) Selection of projects on the basis of their priorities
within a program stretching out over several years;

(b) An understanding of the total financing requirements

and of the contribution to be made by domestic sources

and by external finance;

(¢) An understanding with the Government of the measures it
is taking to increase savings, concentrate investment on

high priority projects, and manage the balance of payments;



(d) Have understanding with other lenders on the amount
and terms of their financing of the program.

6. Have attempted to follow this approach in Colombia and Mexico,
In both cases our efforts started with a thorough appraisal of countries!
programs and policies, carried out by a broad economic mission:
Colombia in 1962, Mexico in 1963.
Te These missions found, in both countries, the investment plans
well conceived and recommended measures to provide a financial basis
for the program. Colombia, in 1962 and 1963, followed our advice,
enabling us to proceed with Consultative Group for coordination of
external finance and policy advice. Colombia now receiving continuous
flow of long-term finance for high priority projects. New mission
planned this fall. Bank propeosal for joint financing to Colombia.
B Mexican mission report has been discussed with Govermment which
is now considering recommended measures to increase public savings.
Understanding on investment program enables Bank to lend in several
fields, in cooperation with other lenders. Pace and scope of Bank
financing dependent on Govermment action to increase savings.
9. We hope to do similar work on other countries. Our efforts to
be guided by the availability of staff, readiness of individual
countries' plans and policies, and by the ability of other lending
institutions to take the lead in appraising country programs and policies.

Brief reference to work in Argentina and Brazil

(a) An economic mission is now in Argentina to appraise
creditworthiness and study development problems in
several sectors. Parallel with this mission a technical
assistance mission is helping Argentina draw up a

public investment plan for 1965;
(b) During October and November we plan to have in Brazil
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a mission to study Brazil's development plans and

financial policies.
10. We are also planning to have a mission in Costa Rica to take
stock of the possibility of the Bank assisting in drawing up a financing
plan and are considering to do the same in some other countries (Peru,
Ecuador and Venezuela).

Special Points for Attention

(1) Local Currency Financing

The recent decision of the Executive Directors has clarified
Bank policies; the Bank is able to select high priority projects within
a program for investment external financing, even if such projects may
require some local currency financing. The extent of local currency
financing to be determined within the frame-work of a country program
setting forth development priorities and measures to increase savings.

(2) Mobilization of Savings

The Bank's lending programs are, in practice, contingent upon
measures taken by the Govermment to increase public savings, e.g. tax
increases or tariff increases by public enterprises. The Bank stands
ready to work with countries in their efforts to increase domestic
savings. ZEE this connection we must mention the Machado Proposal for
Bank guarantee of value-linked bonds. We have been studying this
proposal and consider that in a number of situations in Latin America L N
it may be worthwhile to give it a try. We are thinking of the sale of
bonds for the financing of Bank projects in countries which have programs _;@i
for financial stability. I am hopeful that further discussion will
confirm our tentative conclusions and expect we will recommend that the

-

proposal be adopted in selected cas?fzz
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(3) Lending for Agriculture

As we proceed in the formulation of our lending programs I hope
that lending for agriculture in Latin America will increase in importance.
I am thinking not only of loans for irrigation and flood control projects
but also of financing more directly geared to assist the growth of
commercial agriculture. In some situations the Bank will find it possible
to extend such loans through existing financing and agricultural
institutions. In others, lending may be conditional on such institutions
being strengthened, reorganized or newly established.

11 Last year we made only three loans and credits for agriculture
in the Western Hemisphere totalling $27 million ~ two in Chile and one
in Paraguay. We have, however, been working on many more agricultural
projects than in previous years: an agricultural credit loan in Peru;
livestock development programs in Nicaragua and Uruguay; two projectis
in Venezuela; and an expanded livestock credit program in Paraguay.
There are also several irrigation projects in the Mexican program.
Moreover, we are discussing with the Mexicans, the Colombians, and the
Costa Ricans the possibility of providing finance for agricultural

credit programs to be carried out through existing financial institutions.




Table 1A: IBRD LOANS TO WESTERN HEMISPHERE IN 1963/196l

Country Purpose $
Chile Agriculture 19
: " 5
Colombia Power L5
: " 5
Costa Rica Power & Communications 22
Ecuador Roads 9
El Salvador Communications )
Mexico Roads LO
Peru Port 3
Peru Power 15
Venezuela Power “EE
Total 25y




Table 1B:

IDA CREDITS TO WESTERN HEMISPHERE 1963/196L

Country Purpose $
Ecuador Highways 8
Paraguay Cattle project 3

Total 11




Table 2: WORLD BANK LOANS TO LATIN AMERICA, 19L7-196k
(In millions of U.S. dollar equivalents)

' Toans ; '
Year Loans Total
wilng  avthorised seiberkont ds.  Total et
- payments outflow
June 30 (gross) mﬁallﬁﬁéﬁﬂﬂ) bursements
1911? - - - -
1948 16.0 16.0 - - -
1949 109.1 109.1 19.3 - 19.3
1950 5805 hats 38-5 - 38-5
1951 85.3 85.3 k2.2 0.5 h1.7
1952 78.9 69.5 65 .4 1.0 6h.h
1953 29.3 29.3 56.6 2.3 Sh.3
1954 98.7 98.6 62.3 5.3 57.0
1955 123.0 123.0 70.5 10.5 60.0
1956 75.1 Th.1 86.0 15.1 70.9
1957 50.1 25.0 95.0 17.2 77.8
1958 120.8 119.3 69.3 22.h4 k6.9
1959 136.5 136.5 66.2 36, 29.6
1960 13h.k 118.8 73.7 38.5 35.2
1961 1h7.2 7.2 764 Lo.4 36.0
1962 388.5 388.2 102.1 40.8 61.3
1963 125.6 125.6 203.7 k5.7 158.0
19&{ 2 -6 2 7.2 2 .8 51;2 }.2202
Total 2,034.7 1,971.2 1,372.0 328.2 1,043.8

Statistics Division
IBRD-Economic Department
Auvgust 11, 196l



Table 3¢ TOTAL WORLD BANK LOANS MADE TO 17 LATIN AMERICAN CCUNTRIES CLASSIFIED
BY NUMBER AND MAJOR PURFPOSE AS OF JUNE 30, 1964

(Gross amounts in millions of U.S., dollars)

Total  gripinal Purpose
Item number  principal ~ Power amd | e
Losns amount gamitim* Setton Agriculture Industry

Number 133 57 Ll 23 9
Amownt 220 &166:11 631 ,.58 1224 94430
Percentage distribution

of amount of loans 100 58 31 6 5
Argentina 2 113450 95400 48,50 - -
Chile 11 136,60 61,00 6,00 22,80 16,80
Colombia 25 388.98 205,83 1L3.15 10,00 30,00
Costa Rica 7 47.80 30,80 5.50 6450 5.00
Ecuador T/2 55460 10,00 b5.60 - -
El Salvador 7 50.99 34.89 16.10 - -
Cuatemala p § 18,20 - 18,20 - -
Hai'hi 1 2060 - 2960 - -

mduras N 1995 10.25 9.70 - -
Nicaragua 12 38,10 22,05 10.20 5«85 -
Panama 5 1B¢59 - 17.10 lohg -
Paraguay 1 500 - - 5.00 -
Peru 1¥2 133 -M 39 «00 6{)-93 360 00 2 ,SQ
Uruguay 59450 él4.00 18,50 7400 -
Venezunela 2 lmom 35.00 1&5000 - -

acludes Loan OL 1 (power) of 925 million which sas cancelled as of June 10, 1957e
Imlmllzs La;m 181 EC (transportabtion) of $600 thousand which was cancelled as of
July i, 1959.
Includes Loan 13 IE (power) of $10 million which was refunded by Loan 2l ME.
Of which $9.47 million was cancelled.
Includes Loan 190 PE (transportation) of §15 million which was cancelled as of
August 13, 1959.

Statistics Division
IBRD=liconomic Department
Angust 11, 196k



Table Lt TOTAL IBRD LENDING FOR DEVELOPMENT AS OF JUNE 30, 196k

(In millions of U.S. dollar equivalent, initial commitments
net of cancellations and refundings)

T of
Loans Amount
Area development
(net) (net) 1 gndine
129 Latin America 1,971.2 27
50 Africa 981.6 1k
116 Asia and Middle East 2,619.9 36
70 Eurcpe /1 and Western
Hemi re Possessions l,fﬂg.é 3.2
Auvstralia 0
b1 T ™
Total development loans 7,257 .4

i reconstruction loans
Total loans

“/1 Cyprus included in Burope.

Statistics Division
IBERD-Economic Department
August 11, 196k



Table Es LOANS TO LATIN AMBRICA CLASSIFIED BY MAJOR PURPOSE AND TYPE OF BORRUWER, AS OF JUNE 30, 196k
(Millions of U.S. dollars, initial commitments net of cancellations and refundings)

“Type ol borrower
E, 2% v State or |
Purpose of loan and country 23&011@34 P y Municipal entity Private company Total
Eo 0! . ﬁ& Bf ﬁﬂo Of 'gﬁs B?:
loans Amount  yoans Amount  yoang Amoun® 4 gans Amoseut
Electric ;mg and communisc ations
Bras i ° gg.ool_ 3 6 3 120,39/ 8 e
azil «00/a 30. 3 0.39/¢ e
Chile 3 61.00 - - - - 3 61.00
Colombia 10 10k.23 k 101.60 i - 1k 205.83
Costa Rica 2 30,80 - - - - 2 30.80
Feuador - - 2 10,00 - - 2 10.00
Fl Sal vador 5 3&.28 - - - - 5 %028
Honduras 2 10.22 e - - - 2 10.22
Mexico gﬁ ﬂ?cyﬂ_ - - 2 3700 é 251480
Nim 224 - - - - 5 22005
Panama - - o - 1 h-OO b kiw
Peru - - - - 2 39.00 2 39.00
Uruguay 3 63496/c - - - ~ 3 63496
Venesuala E% 85401 - - - - % 85400
Total $ 12, ] $ L2728 ] $ 200.35 § 1,154
As % of totdl power loans (70%) (12%) (18% (100%)
rtation
na 1 & UB8.50 - § = - $§ = 1 § L8.50
Brazil 3 27.98 - - - - 3 27498
Chile 1 64,00 - - - - 1 6400
Colombia 8 13415 - - - - 8 14345
Costa Rica 2 14450 - - - - 2 1h.50
Ecuador 1/e 1h.50/e 2 20450 - - 3 35400
El Salvador 2 16010 - - - L 2 16010
Cunatemala i 18.2@ - - - - ) i 1802&
Haiti 1 2,60 - - - - 1 2.60
Honduras 2 2.70 - - - - 2 270
Mexico L 156450 - - - - L 156450
licaragua 3 10.20 - st - - 3 10.20
Panama 2 13.10 - - - v 2 13.10
Paru 6 33 -58 - - 1££ 13 02512 ? 115 083
Uruguay 1 18.50 - - - - 1 18,50
Venezuela 1 00 - - e - be
Total % 7 "] ww 1 oE B e
As % of total transportation loans (95%) (3%) (2%) (100%)

Bee Tootnotes at end of table.



Table 52 LOANS TO LATIN AMERICA CLASSIFIED BY MAJOR PURPOSE AND TYPE OF BORROWER, AS OF JUNE 30, 1964 (CONT.)

(Millions of U.S. dollars, initial commitments net of cancellations and refundings)

Page z
T pe ol Dorrower
Hat'l govt. or R
tonomou tit sompany
Purpose of loan and country :gngmua: ::,,,gz Municipal entity FA: i
% Wo. of Wo. of ¥o. of
Seoas Amount 3 oans Amount loans Amovnt oans Amount
Agriculiture
: 3 $ 22.35 - - - - 3 § 22.35
Col 2 993 ~ - - - E 9493
Costa Rieca 2 6450 - - = - 2 6450
Mexico 2 27450 - - - - 2 27450
Nicaragua b S8l - - - - h 58k
Panama 2 0.95 - - - - 2 0s95
Paraguay 1 k9 - - - - 3 hek9
Peru 6 36.00 - - - - 6 36.09
Uruguay «00 - - -~ - +00
S A s mm = : = S, SPY .~
As % of total agriculture loans (100%) (100%)
2%!#«; 1 $ 5.00 - - 3 $ ln.%0 L $ L6.B0
Colombia - - - - - 1 30,00 1 30400
Costa Riea 2 5400 - - - - 2 5400
Mexico - - - - i 9-53 i 3 0053
Peru = - . . _% 2450 1 20
Total 3 $ 10.00 - - $ 7h.03 K] $ k.
As £ of total industry loans (12%) (88%) (100%)

a The govermment has the majority share holding in the stock ol these companies.
Excludes loan #6 FR which was completely camcelled.

© Small amounts of these loans were used to f'inance expansion of telephone systems owned and operated by the borrower.
Excludes loan #13 ME which was completely cancelled.

e Excludes loan #1581 EC which was completely cancelled.
Excludes loan #1590 PE which was completely cancelled.

Statistics Division
IBRD-Economic Department
August 11, 196k
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ITI. STATE OF RELATICNS AND TOPICS FOR DISCUSSICNS

(2) State of relations, including Bank/IDA lending prospects:

4

(1) Loans or credits made since July 1, 196lL:

(ii)

i [l

)

None
Major problems on existing loans:
Highway Loan (288 AR)

Progress on this project is still unsatisfactory for
a nmumber of reasons, the most important ones being
the unsatisfactory performance of the Government
agency in charge (Vialidad) in regard to planning,
contracting and supervision. Based on the most
recent visit to Buenos Aires by Mr. Loftus and

Mr. Alexander of TOD, we are presently preparing a
letter to the Govermment proposing a minimum of im-
provements necessary in order for the Bank to con-
tinue to disburse on this loan., We have suggested
that these improvements be discussed in the near
future either in Buenos Aires or in Tashington.

SEGBA Loan (308 AR)

The position on this loan continues essentially as

it was left at the time of the visit of three mem-
bers of the new Board of Directors to the Bank in
late lMay of this year. The tariffs have not been
increased but the campany still maintains that it
will be earning the rate of return provided in the
concesslon. The Government has made the first pay-
ments of additional share capital to the company in
order to allow the investment program to continue,
The appointment of a new Executive Vice-President is
still pending, The so-called "1l partidos" have still
not been legally transferred to SEGBA, but for all
practical purposes they are part of the enterprise,
including their revenues, and there is no move under-
way to change any of this. And as regards the
so-called "political" clauses of the Loan and
Guarantee Agreements, the Govermment has not raised
any new issues or made any new approaches.

Loans presently under consideration:

The only loan that we have presently under active
consideration =~ but even that only with the reserva-
tions mentioned below -~ is the proposed expansion
of the steel plant of ACINDAR, for which we have a
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request for a Bank loan in the order of $20-25
million, with another $L0 million to come from
European banks, Another group (Propulsora)

backed by the Italian firm Techint, subsequently
asked the Bank to finance a steel plant that they pro-
pose to build in lieu of or in addition to the
ACINDAR expansion. We have asked the Argentine
Government to determine the priority between these
projects before we proceed with an appraisal.

During their recent visit to the Bank, Dr. Elizalde
and Dr, Carranza inquired what additional Bank
lending the Government could expect and they were
told that the Bank might go as far as lending up to
$100 million a year for the next few years provided
(i) that the Bank was satisfied with the country's
economic and financial position and policies; and
(ii) that the Government were to come forward with
a list of suitable projects (it was understood at the
time that the two most likely projects to be ready
first would be one of the two above-mentioned steel
projects and the further expansion of SEGBA).

(b) Topics to be raised by us:

General

The most important topic to be raised by us is the
economic and financial situation. The chief of the Bank
economic mission (Mr, Ross) which is now in Argentina will
return to Washington a few days before the Annual Meeting for
an interim report., Based on his report we will prepare a
supplement to this briefing paper, which will summarize the
main problems confronting the economy and suggest a series of
specific questions to be raised with the delegation.

Highway Loan

We should mention to the delegation how we are proposing
to deal with Vialidad in order to obtain a more satisfactory
performance on the Bank's Highway Loan, and ask the Government
to instruct the Director General of Vialidad to cooperate with
the Bank's efforts in this direction and specifically to desig-
nate a senior official of the Ministry of Public 'lorks to be
responsible for ensuring effective utilization of this loan.
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(¢)

- 33~

Topics likely to be raised by the delegation:

The delegation will most likely want to discuss the
same topics already mentioned above, namely the prospects of
the Bank financing the ACINDAR project and considering
further lending to Argentina.

Should the delegation bring up SEGBA, we might
reiterate that the most important and most constructive
steps which the Government could take in this matter
would be (i) to make sure that SEGBA will be allowed such tariffs
that will give it the rate of return provided in the concession
(ii) to make the transfer of the "1l partidos" final and (iii)
make a really first class appointment to the position of
Executive Vice “resident in order to assure SEGRA a competent
and efficient management.,



IV. BACKGROUND INFORMATION

(a) Bank loans as of July 31, 1964
Amount
Date of (equivalent
Loan Borrower Purpose in million $)
1961 Republic of Argentina Road Construction
and Development L8.5
1962 Servicios Electricos Buenos Aires power 95.0
del Gran Buenos Aires project
Total (net of cancellations and refundings) 143.5 }/
of which has been repaid -
Total now outstanding 143.5
Amount sold &
of which has been repaid -
Net amount now held by Bank 142.9

1/ Includes $ 51,8 million not yet disbursed

(b)

(c)

(d)

IDA credits as of July 31, 196L

None.

Disbursement problems

Loan No. 280 AR (roads): The shortage of local currency
which had hampered construction was overcame in January 1964 with
the start of disbursement of funds from an AID loan., But
progress continued to be slow owing to the weak administration ol
the Argentine executing agency.

Technical Assistance Activities

At the request of the Government and following a
preliminary Bank mission in May, 196, the Bank sent two staff
members to Buenos Aires in August, 196L for about three months
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(e)

()

(g)

(h

(

'..Jl

‘\

)

-

to assist the National Development Council in the preparation
and rationalization of an inventory of current public investment
projects as a basis for a 1965 development plan, Additional
staff members are visiting Buenos Aires in August and September
to advise on particular aspects of this work.

9% 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 reserves. ‘le then wrote Central Bank we did not plan
to use or convert remaining $32.6 million until we had consulted
further with it. Mo further action has been taken because of
Argentinal's precarious financial conditions.

Holdings of World Bank Bonds

$8,000,000
IFC

Member, IFC management plans meetings at the Annual Meeting with
the Argentine delsgation,

Industrial Investments

IFC has four active investments in Argentina, stecel
(43,660,000), automotive transmissions ($1,500,000), petro-
chemicals ($3,050,000), and pulp and paper ($2,500,000). IFC
is presently negotiating with the petro-che-ical company the
prepayment of the outstanding loan and the cancellation of the
balance, No current applications.

Io4

Member. Not approached re release of 90% local currency
subscription.

Access to Private Capital Markets

The last external bond issue was in 1961: $25 million
at 62%, 1961-73, issued at 95 in Switzerland, Germany, Belgium,
U.K., France, Italy, and Netherlands. The issue was placed by
an international banking syndicate, consisting of 17 banks in the
above countries and led by Swiss Credit Bank and Deutsche Bank A.G.
The external debt and internal financial position preclude new
issues at present.
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V. POLITICAL SITUATION

President Arturo I1lia (Union Civica Radical del Pueble)
took office on October 12, 1963 for a six years temm. The President
appears to be a moderzte; but his Govermment is in a weak position
having approximately 257 of the popular vote and being in a minority
in the Chamber of Deputies. His cabinet includes a wide spectrum of
political opinions; so far the more nationalistic and dirigiste
members appear to have prevailed with respect to the anmulment of oil
contracts, the refusal to raise public utility rates, and the passing
of legislation providing the Goverrment with sweeping powers of price
and other control.
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VI.

ECONCMIC SITUATION

(1)

(i1)

(i1i)

(iv)

Population: 22 million
GNP per head: about US$ L50

Economic growth: GNP fell by approximately 5% in 1963; but
this overall Ilgure conceals an even greater fall in the first
part of the year followed by a slow recovery continuing into
196l. Population grew at the rate of 1.8% per year. Revised
national income data, published in April 1964, give a more
favorable impression of economic performance in recent years.
Excluding the serious slump of 1962 and 1963, GNP rose about
3% per year between 1950 and 1961, yielding a rise in income
per head of approximately 1% per year.

External debt position: The external debt outstanding at the
end of 1903 was estimated to be $2.3 billion, compared to
$2.4 billion at the end of 1962, Debt service payments
(interest and amortization) due in 196k ($L497 million for
public debt and $22 million for guaranteed private debt) will
absorb some 38% of export earnings at the 1963 level, The
corresponding figures for 1965 and 1966 will be 36% and 27%
respectively, unless there is an increase in exports. From
1967 onwards the ratio falls below 20%.

Balance of payments position: A sharp fall in imports and a
rise in exports resulted in a current account surplus, accord-
ing to official data, of $210 million in 1963, compared to
deficits of $585 million in 1961 and $273 million in 1962.
Helped by excellent grain crops, the prospects are good for a
surplus in 196lL, provided that the Government's exchange rate
policy does not curb exports unduly. Since October, 1963 the
Government appears to have been following a policy of holding
the peso as high as possible. The exchange rate had been held
stable at around 137 pesos per dollar until early August when
it was permitted to move to 1Ll; in the meantime there has been
a substantial rise in domestic costs. In April, 196k, a
system of exchange regulations was introduced designed to
conserve Argentina's foreign reserves. Since then the regula-
tions have been tightened.

Prices and wages: Prices rose 28% in 1963, and wages 38%.
Monetary expansion has been more rapid in 1964 than in 1963;
but this additional inflationary pressure has not been fully
reflected in the official price index since this is now
influznced by the various price controls imposed on foodstuffs
in 196k,
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(v) Principal economic problems: The principal economic problems
in the shorter term are (a) the budget deficit, which is
estimated to be about 507 of public expenditure in 196k and
thus appreciably above the already severe deficit of 1963;

(b) a high rate of monetary expansion; and (c) the heavy debt
burden in the years 196l through 1966. The heavy reserve loss
of $10L million in June 196k, resulting apparently from the
Govermuent's attempts to hold the exchange rate and from
domestic inflation, raises the question of whether the Govermnment
will be able to keep to its declared policy of paying off the
external debt without further refinancing. Over the longer
period there is the problem of whether Argentina can sustain a
high rate of growth where agricultural output has shown little
sign of expansion in the past decade and mamufacturing appears
to be ‘high cost.
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BOLIVIA

ITI.

August 12, 1964

STATE COF RELATIONS AND TOPICS FOR DISCUSSION

(a)

State of Relations since July 1, 1963, including Benk/IDA
lending nrosnects,

(i) Loans and Credits made since July 1, 1963.

Date Borrover Purpose Amount
($ million)

Loans
Mone
Credits
July 1964 Republic of Electric Power
Bolivia (EVDE) 10
July 196l Republic of Electric Power
Rolivia {BPC) 5

(ii) Major Problems in Executing Existing Loans.

HNone.

(iii) Loans presently under consideration.

Hone.

Topics to be raised by us.

Technical fssistance for Railroads.

In s letter to the Minister of Public Works dated August 7,
1956];, the Bolivians were advised that a mission would

arrive in La Paz on Sentember 12 to update the Bank's under-
standing of the status of the railvays. At Bank expense,
the supervisor of the SOFRERAIL study will join the Bank
mission. Based on the findings and recommendations of the
mission, the Bank will then be in a position to explore

with the Bolivian Government the external assistance that
would be most effective in implementing the rsilroad
rehabilitation program.



BOLIVIA

{e)

August 12, 1964

Tonics likely to be raised by the Delegation.

The need for technical assistance for the railvays.

We should ermhasize our mutuzl agreement on the importance
of the rehabilitation of 3wlivia‘ts railways and that as

soon as the recommendstions of the above-mentioned mission
are evsilable, the Bank will be in touch with the Government.
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Iv.

August 12, 196l

BACKGROUND TNFORMATION

{a) Bank Losns as of July 31, 196L.
Hone.
(b) IDA Credits as of July 31, 196k,
Date Borrewer Purpose Amount
(8 million)
196y  Republic of Bolivia Power Development 10.0%
196l Republic of Bolivia Power Development S.0%

# TIncludes US $15.0 million not yet disbursed.

(c)

(d)

(e)

(£)

(g)

(r)

Disburzement Problems.

Hone.

Technical Assistance Activities.

The Bank financed a2 study by SOFRERATL in 1962 of the
Bolivian railrozds, and a Bank mission is arriving in
La Paz to determine what external assistance would be
most effective (see III (b)).

9% Capital Subscription

None released. HNo release likely under present circume
stances.

Holdings of World Bank Bonds

MNone.

Te¥Fs Ca

HMember. No activity.
I Ds As

Member. MNo approach for release of 90% local currency
subscription contemplated at this time.
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(i) Access to Private Capital ifarkets.

lone.
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v.

VI.

August 12, 196l

PCLITICAL SITUATION

Dr, Paz Wsteassoro of the Movimiento MNetionalista

Revolucionario was reelected in liay 196l for a second con-
secutive four-year term as President. As a result of the

split between Dr. Paz and #r, Lechi, leader of the Miners!
Union, it seems likely that the political power of the miners
will decline. The newly elected Vice President is the Chief

of the Air Force 2nd his election marks the return of the Armed
Forces to political prominence for the first time since 1952.

ECONOMIC SITUATION

(a)
(b)

Population: L.l million GNP per capita: about $100

Economic growth has avera-ed 3 - 5% since 1960 and may reach
% in 196l. Agriculture, nrivate mining, and industry are
the lezding sectors. Production of the stzte mining cor-
poration has inecreased, and with better tin prices, its
cash position is imnroving, but the company still has a
long way to go toward a scund position. Bolivia has a
considerable potential for growth in agricultural and
mineral output. Continuation of recent growth depends

in part on improvement in the position of state enter-
prises, esnrecially the mining company, vhich will be

slow at best. The deficit of the stete enternrises has
caused a npublic sector deficit of 10 - 15% of nublic
expenditures. There has been a gradual improvement in
Central Government financial performance, and its credit
policy is relstively cautious. In 1963 nrices were
stable; this year prices are increasing at a rate of
about 6%.

High prices of minerals and some incresse in export
volume led to an incresse in export earnings in 1963.
Imports also increased, but U.S. aid and other aid
disbursements more than covered this increase so that
there wes 2 net rise in foreign exchange reserves from

%6 million as of June 1963 to %18 million as of June 196kL.

Until there is a decisive improvement in public sector
finances, Bolivia will need substantial external sssist-
ancce In the past 7 years external debt has more than
doubled, reaching about . '218million in 1963. Last year

the payments deficit was .50 million, more than 107 of

GNP, compared with 72 million net export earnings. Debt
service, about 197 of export earnings in 1964, will continue
about. 19 - 2% for several years to come.






August 13, 196h

Desy Fr. Hinister:

Your letter of August §, comtelning your
kind invitstion to pey & visit to Bresil, has

rusched me Just as I am sboutl to loave om some
overscss visita befors going to Tokyo for owur
Govarnors' Bostings.

I hope I may have the pleasure of soue
ing you in Tokye and, if you ars to be thare,

thet will afford sn opportunity for us to talk
further sbout youwr invitstion.

With best personal regards.
8inceprely,
(Signed) George D, Woods

Goorge D. Woods

Octavio Gouvea de Bulhoss
Hinister of Finsnce of Bresil
Rio de Jemeiro, Brasil

ces  Mr. Knapp
Mr. Schmidt
Mr. Alter

OCW4shartsal @
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Rio de Janeiro, August ) , 1964,

The Honorable George Woods

President of the International Bank for
Reconstruction and Development

1818 H Street, N.W,

WASHINGTON, D,C,

Dear Mr., Woods,

I have the honor to refer to the conversation
between you and the President of Banco Nacional do Desenvolvi-
mento Economico, Dr,., Garridoc Torres, during the latter'!s visit
to Washington last June, As you will recall, Dr, Garrido Tor=-
res on that occasion expressed the hope of the Brazilian Gov-
ernment that you might find time in the near future to visit

our country,

May I now formally confirm Dr., Garrido Torres!
invitation and, in the name of the Brazilian Government, invite

you to visit Brazil, at your earliest convenience, as its guest,

I would be delighted to hear from you as to
the time that would suit you best, as well as to the places and
people that you would be interested to know and see, so that

the necessary arrangements may be started,
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May I also seize the opportunity to stress
once again how gratified I was to receive the visit of Mr,
Orvis Schmidt and the accompanying IBRD team and that the
Brazilian Government looks forward to the announced early

return of the Bank!s mission,

In the hope to welcome you soon in Brazil, I
remain

Very sincerely yours

LQ-\.J-M MA:‘—; .

OCTAVIO GOUVEA DE BULHOUES
Minister of Finance of Brazil

MMM/ nbm,
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September 4, 1964

BRAZIL -- Supplementary Briefing on
Economic Situation.

The Government economic and financial program, submitted to
Congress in early August, gives top priority to the restoration of
financial stability and resumption of economic growth. The Govern-
ment hopes to achieve stabilization gradually over a period of two
years by improving the budget position and by keeping wage increases
below the price increases of the recent period.

The Government expects the 1964 budget deficit to be some 20%
below 1963 in real terms. The Government expects a further 30%
reduction in its defieit in 1965. However, the program is not
specifie about the measures affecting state enterprises, especially
the railroads, which are essential in achieving fiscal balance.

The program also sets forth specific targets for credit expan-—
sion to the private sector which, it is expected, will enable
private industry to expand production while the economy is being
stabilized. These targets would be imereased in the event of utiliza-
tion of new external credits.

Other pointes in the Government policy statement:

(1) Expanded role of private foreign capital
through more liberal treatment of remittances (cf.
recent enactment of changes in the profit remit-
tances law).

(2) Centralization of Central Banking functions
in SUMOC (the Brazilian monetary agency), monetary
policy being formulated in recently established
monetary councily.

(3) Expansion of agricultural production through
improved credit facilities, storage, use of
fertilizers, etc.

(4) Greatly increased efforts to expand exports
through realistic exchange rate policy, tax
rebates, credit facilities, administrative
simplification, etc.

Al

o
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I. MEETING WITH DELEGAT ION

Date: September 6, 196l Time: 3:40 p.m. - 4:20 p.m.

Attended by: Henagement: Mr. Woods
Mr. Knapp
Mr. Wilson
Mr. Cope

Staff: Mr. Alter

Mr. Schmidt
Mr. de Vries

II. MEMBERS OF DELEGATION

Otavio Gouvea de Bulhoes (B-F) Iinister of Finance
Governor
Denio Chagas Nogueira (B~F) Executive Director of SUMOC

(Superintendencia da Moneda
e do Credito)
Alternate
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i T August 19, 196L

STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a)

(b)

State of Relations since July 1, 1963, including Bank/IDA
Lending Prospects:
(i) Bank loans and IDA credits since dJuly 1, 1963:

None
(ii) Major problems in executing existing loans:

None

(i1i) Loans presently under consideration:
Approximate
Purpose Amount Status Tentative date
(millions $) for Negotiations
Estreito Power 45,0 Appraisal Late 196 -
Project (FURNAS) mission for early 1965
August
Xavantes Power 1440 Appraisal Late 1964 =
Project (USELPA) mission for early 1965
August

Power distribution 16,0 Appraisal Late 196L =
in Rio and Sao mission for early 1965
Paulo August
(Brazilian Traction)

The disbursement of the proposed loans would keep the Bank's
net investment in Brazil at the present level.

A mission is going to Brazil about August to appraise the
projects.
Topics to be raised by us

(1) Government!s financial policies

The Government submitted in August to the Congress its
1965 budget proposal and its plans for public investment during
the next few years, The Government has taken several measures
to improve the budget position and to reduce inflation.
Nevertheless, inflation is still progressing at a rapid pace.
(See Section VI)
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We should ask the Minister what he considers the prospects to be for
stabilization. We might inquire in particular into
a) the prospective budget deficit in 196L and 1965

b) the main outlines size and composition of the
Government investment plans for 1965

¢) the prospects for measures to reduce the railroad
deficit
d) +the prospects for keeping down industrial wage

increases to be negotiated in September and October.

We might also ask the Minister what amount of external
financing he is seeking from the US Government, the IMF and other
creditors in support of the Government'!s financial program and
investment plan,

(2) Electric Power

A Bank mission is at present in Brazil to appraise
power projects for which we intend to lend $75 million. We
expect the Mission'!s report in October. We might inquire into
two relevant points:

a) Prospects for increasing electric power tariffs
and obtaining budgetary support for electric power investment.

b) Prospects for agreement on the purchase of
American and Foreign Power properties which we hope will be in
effect before the negotiation of new Bank loans for electric
power,

(c) Topics likely to be raised by the delegation

The delegation may ask what the prospects are of the
Bank resuming lending operations in Brazil over and above the
$75 million for electric power,

Suggested reply: We are encouraged by the posture of
the present Government but hope that more progress toward
stabilization will be made in coming months, The Bank mission
in October and November will review Brazil's financial and
development plans and problems, In early 1965 we expect to be
in a position to discuss the scope and nature of further
operations in Brazil,
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IV. BACKGROUND INFORMAT ION

(a) Bank Loans as of July 31, 196L: (Millions $)
Total (net of cancellations and refundings) 267.C 4
of which has been repaid _76.4
Total now outstanding 190.6
Amount sold 5.4

of which has been repaid 5.4 -

Net Amount now held by Bank 190.6

/1  Includes 4.8 million not yet disbursed.

(b) IDA Credits as of July 31, 196L

None

(¢) Disbursement Problems

None

(d) Technical Assistance Activities

The Bank is Executing Agency for the U.l. Special Fund
financed power survey of South Central Brazil. The preliminary
report covering a lj-year construction period has been released
and accepted.

(e) 9% Capital Subscription ($33.6 million)

None released. No action to be taken in present circum-
stances.

(f) Holdings of World Bank Bonds

Hone

(g) I.F.La

Member

IFC management plans meetings at the Anmual Meeting with
the Brazilian delegation.
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(h)
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Industrial Investments

IFC (with other participants $3,175,000) has six in-
vestments in Brazil, three of which have been sold. The three
remaining investments are automotive parts ($L50,000), motor
vehicles ($2,450,000), and pulp ($4,000,000). IFC is presently
considering a request for financing of a steel project in Brazil.

IlD.Aﬁ

Member (since March 15, 1963)

No approach to Government on release of 90% local currency
subscription contemplated at this time.
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V., POLITICAL SITUATION

President Humberto Castelo Branco, former Army Chief of 3taff,
took office after the revolution of April 1964, He had promised
presidential elections for October 1965, Later, the President pro-
posed and Congress approved a constitutional amendment which extends
his present term in office to March 15, 1967, thus postponing the
elections to October 1966, Another amendment proposed by the Presi-
dent and spproved by Congress alters the rules for the election., A
majority of votes instead of a plurality, will be required for the
direct election of the President, If no candidate receives a majority
of votes, the election of the candidate with the most votes will have
to be ratified by a majority of Congress. If there is no majority
vote in Congress, a run-off election between the two candidates with
the highest vote will be called.

With former President Kubitschek stripped of his politiecal
rights, Carlos Lacerda, the Governor of Guanabara, has become the
front runner for the presidency.

Castelo Branco has assembled an able group of technicians in his
cabinet who are attempting to formulate sensible investment and ex-
penditure policies to cope with the inflation, The govermment has
proposed and introduced several reform measures.

VI. ECONOMIC SITUATION

Population: 77 million
GNP per capita: US §200-250

According to preliminary estimates the Brazilian GNP in-
creased by only approximately 2% in 1963, compared with a
population growth of 3. Thus, the slow~-down in economic
growth from an average growth rate of 7% over the years from
1957 to 1961 to 5% in 1962 became even more pronounced in
1963, The explanation for the change in the pace of develop=-
ment must be sought in the consequences of an accelerated
inflation reaching a rate of 80% in 1963 as compared to about
50% in 1962; in poor crops due to bad weather which was only
partly offset by improved export prices; in the decline of
foreign direct investment from US $136 million in 1962 to US $30
million in 1963, and last but not least in the uncertsinties of
the political situation,

Before last spring, the internal economic scene was
characterized by a large, growing budget deficit which amounted
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to CR4500 billion for 1963. About three~fourths of the deficit
can be attributed to payments to autonomous government agencies,
the most prominent of which are the railroads and the merchant
marine, Wage demands went beyond adjustment for past changes
in order to defend and possibly improve the real income posi~
tion of wage earners,

The new Government is attempting to reduce progressively
the budget deficit and le ep wage adjustments from exerting new
inflationary pressures. Measures taken include: elimination of
the preferential exchange rate for imports of wheat, petroleum
products and newsprint; certain tax increases; attempts to re-
duce the operating deficits of government enterprises through
cost savings, wage restraints, and rate adjustments in the fields
of power, transportation and communication; and a cut of non~
personnel budget expenditures by about 23%.

In 196L inflationary pressures, although less than under
the last phase of the Goulart administration, will still be
considerable, averaging perhans as much as 70% for 196k as a
whole, One weak element in the financial situation has been
the 196)/65 coffee policy under which the effective tax on
coffee has been reduced in comparison with 1963/6k.

lMostly due to an improvement in coffee prices, total foreign
exchange earnings increased by 15% in 1963 to a total of
Us$loh billion. The external position of Brazil continued to
be burdened by a highly unfavorable external debt structure,
Without a rescheduling of debt payments 56% of the total
Brazilian external debt of US$33.6 billion (including swaps
and arrearg) would fall due before 1968 with a peak of repay—
ments in 196l. Scheduled service of compensatory and project
loans would have zbsorbed LO% of export earnings.

In the meetings of the Hague Club it has been agreed that
European creditors would refinance 70% of amortization and
interest payments due in 196l and 1965, providing for the first
repayments to begin in January 1967, with total repayments being
spread out over five years., The U, S, Government is planning to
provide relief on similar terms. As a result debl service on
project and compensatory loans would be reduced from US$670 million
to US$270 million in 196L, compared with foreign exchange earnings
which amounted to $1.4 billion in 1963 and which may improve in
196L, The Brazilian Government hopes to be able to roll over
the short-term swap and commercial arrears debts totalling about
$500 million at present., On the basis of the new debt schedule;
service on external debt (excluding swaps and arrears) amounts to
about 1L% of projected export earnings in 1965, 25% in 1966 and
falls to the 15~20% range in 1967«69.
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I. MEETING WITH DELEGATION

Date: September 8, 196k Time:

Attended by: Staff:

IT. MEMBERS OF DELEGATION

Felix Ruiz (B-F)

Alvaro Orrego (B-F)

"9:30 a.m. - 10:00

Mr. Alter
Mr. de Vries

Vice President
Banco Central de Chile

Vice President
Banco del Estado de Chile
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III. STATE °F RELATIONS AND TOPICS FOR DISCUSSION

(a) State of relations since July 1, 1963, including Bank/IDA
lending prospects:

(i) Loans and credits made since July 1, 1963:

December 18, 1963 $19.0 million loan for livestock
development

December 18, 1963 $ 5.0 million loan for meat and milk
processing plants.

(ii) Major problems in executing existing loans:
None

(1ii) Loans presently under consideration:
The following projects are under consideration: they
have not been submitted to SIC.

Tentative date
Purpose Amount Status for negotiations

ENDESA electric $L4-L.5 million Appraisal report September 1, 196l
power generation being completed
and transmission

Vocational $2-L million Pre-appraisal December 1, 1964
training mission visited

in early July.

Full scale appraisal
mission is scheduled
for mid-September.

(b) Topics to be raised by us:

Since the Chilean delegation will at best be a lame-duck
one, designated by the outgoing Alessandri administration and
en route to the Anmual Meeting during the September Lth
presidential elections, there seems to be no reason for raising
any questions of substance with the Chileans. The Bank is
tentatively scheduling a mission in early November for general
discussions with the new Govermment.

(c) Topics likely to be raised by Delegation:

None.
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IV. BACKGROUND INFORMATION

(a) Bank loans as of July 31, 195L

Y/
Total (net of cancellations and refundings) 136.2
of which has been repaid 25.8
Total now outstanding 110.L
Amount sold liap
of which has been repaid L.2 0.5
Net amount now held by Bank 109.9
1/ Includes US$50.0 million not yet disbursed.
Date Borrower Purpose Amount
($ million)
1963 CORFO ILivestock develorment 19.0
1963 CORFO #ilk and meat processing 5.0
(b) IDA Credits as of July 31, 196L
Date Purpose Amount
($ million)
2F
June 28, 1961 Road Construction 19.0

2/ Includes US$15.5 not yet disbursed.

(c) Disbursement Problems

US$9.6 million and US$12.2 million loans of July 2L, 1957
to coal campanies Lota and Schwager, (171 CH and 172 CH):

The serious difficulties which confronted these loans
and delayed disbursements were resolved during the past fiscal
year. On June 16, 196l the Bank approved a Supplemental
Agreement which provides for revised amortization schedules
and an extended period of grace in order that the merged
campany may be able to service the loans from its own earnings.
The revised project is now expected to be carried out proaptly
and disbursements to proceed as scheduled.



(d)

(e)

(£)

(g)

CHILE -b-

US$6 million Highway Maintenance Loan and US$19 million
Road Construction Development Credit, both of June 28, 1961
(Loan No. 287 CH and Credit No. L CH): Because of inadequacies
in administration of the project, Bank and IDA disbursements
were temporarily suspended by mutual agreement. The short-
comings have, however, been eliminated and the project is now
expected to proceed without any additional delays.

US$19 million Livestock Development Loan of December 10,
1963 (366 CH): Disbursements were delayed about six months
because the loan did not become effective until July 2, 196L.
A Bank mission to Chile is now planned to consider the Chileans'®
request for a modification of the sub-lending terms of this loan.

Technical Assistance Activities

(i) A permanent resident mission (Havlik and Reitter)
has been maintained in Santiago since April 1962.
Mr. Reitter has returned to headquarters and Mr.
Havlik will return by September 15, 196L. Replace-
ments for them are still under consideration.

(ii) Capital Markets Study Mission (Thomas, Ewbank,
Den Dunnen) were in Santiago, from September 1962
to March, 196L. Final report of mission expected
to be transmitted to Chilean Govermment not later
than early November 196l.

(iii) A special technical representative (Parmeggiani)
to assist on the Bank/IDA Highway Project has been
stationed in Santiago since January 1963.

% Capital Subscription ($8.4 million)

No release. Because of Chile's difficult balance of
payments position, we should not press for release at this
time.

Holdings of World Bank Bonds

None

L.F.C.

,' IFC management plans meetings at the Annual Meeting with
the Chilean delegation.

Industrial Investments

IFC (with other participants $770,161) has made four
investments in Chile, copper mining and smelting ($3,100,000),
food products ($1,50C,000), cement ($1,200,000§, and pulp and
paper ($3,000,0005. No applications are under consideration,
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(h) I.D.A.

Member; no approach for release of 90% local currency
subscription contemplated at this time.

(i) Access to Private Capital Markets

None
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v.

POLITICAL SITUATION

President Jorge Alessandri, an Independent supported by a
coalition of conservatives, liberals and radicals took office in
November 1958 for a six-year term.

Presidential elections will be held on September L, 1964. The
two major contenders for the presidency are (1) Eduardo Frei of the
Christian Democratic Party -- a left-of-center, non-marxist, pro-
clerical party and (2) Salvador Allende of the Popular Front Action
which is backed by a Socialist-Communist coalition. A third candi-
date, Julio Durdn, is also in the race on the Radical Party ticket.
The Liberal and Conservative Parties are backing Frei. According to
reliable political observers Frei had the edge as of the beginning of
August. The new President will take office on November L, 196L.
Congressional elections are due in March 1965.



CHILE ~ § =

Vi.

ECONOMIC SITUATION

Total populationt 8 million
GNP per capita: US$ 300-350 (in terms of purchasing power
parity)

The Chilean economy continues to experience serious inflationary
pressures, a difficult budgetary position and a very substantial
balance of payments deficit.

The cost of living index increased during the first half of
196L by almost 25% and under the expansionary stimulus of the forth-
coming elections is expected to rise by some 50-60% by the end of
196k as compared with L5% last year. Recently enacted tax reforms
and improved tax administration have contributed much toward increasing
government revenues but inflation has been eroding the current account
budget surplus and the earnings of the state economic enterprises for
financing public investment. As a result, savings of the public sec-
tor are hardly expected to exceed last year's level in real terms.
The deficit of the public sector for 1964 will be of the order of
US$200 million and corresponds to roughly 50% of public investment.
The deficit in the balance of payments is of the same order of
magnitude, Thanks to U.S. aid of US$115 million, IMF drawings of
US$25 million and draw-down of the foreign aid pipeline, both gaps
are largely being filled.

The difficult balance of payments position and the very heavy
external debt service requirements (about 25% of foreign exchange
earnings) impose Serious limitations on Chile's creditworthiness for
any additional sizeable external borrowing on conventional terms.
Only if the new administration comes to grips promptly with the urgent
need to increase exports, to create a climate favorable to private
foreign investment, to raise the level of domestic public savings in
support of the growing investment requirements, and to arrest the
inflation, would Chile become creditworthy for large-scale external
borrowing on conventional terms, There are indications that among
its first few steps the new administration will be seeking a
renegotiation of Chile's external indebtedness.
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DECLASSIFIED

MEETING WITH DELEGATION

Date: September 10, 1964

Attended by:

MEMBERS OF DELEGATION

Hernando AGUDELQO VILLA (Temp.) (B)
Eduardo ARIAS ROBLEDO (F)

Jorge OSPINA (Temp.) (F)

Advisers
Alvaro LOPEZ

Augusto RAMIREZ MORENO

Jorge MEJIA SALAZAR

Eduardo SOTO P.

Guillermo HERREPA CARRIZOSA

Vincente URIBE

Camilo HERRERA
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Time: 11:40 awm. = 12:00
Mr, Woods

Mr. Knapp

Ur, Cope

Management :

Mr. Alter

Mr. Schmidt

Mr. de Vries
Top Reprecemtanive

Staff:

Former Minister of Finance
Alternate

Manager, Banco de la Republica
Governor

Member, Board of Directors -
Banco de la Hepublica and
President, Banco Cafetero
Alternate

Adviser to the Monetary Board

Member, Board of Directors,
Banco de la Republica

President, Banco de Bogota and
Member, Board of Directors,
Banco de la Republica

President, Banco de Colombia
and Member, Board of Directors,
Banco de la Republica

President, Corporacion Financiera
de Desarrollo Industrial

President, Banco Comercial
Antioqueno

Manager, Banco del Comercio
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ITI. STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a) ©State of Relations, including Bank/IDA lending prospects:

(1) Loans and Credits made since July 1, 1963:

(ii)

Amount
Date of Loan/Credit  Borrower Purpose (equivalent in
$ million)
§§gk Loans
July 16/63 Electrifi-  Power 5.0
cacora de
Bolivar
Feb. 7/6L Empresas Power h5.0
Publicas de
Medellin
50.0

I.D.A. Credits

None

Yajor problems:
Loan 295-CO and Credit 5-CO (Highways):

There are substantial delays in construction, primarily
due to poor organization of the Ministry of Public Works and
lack of cooperation between the Ministry and the consultants.
Despite constant Bank urging, the improvement has been very
slow. On July 14 we sent to the Government a letter explain-
ing in detail what should be improved in the administration
of the loan and credit and indicating that when an agreement
is reached on the necessary improvements, the Bank will be
prepared to start discussing a new loan. We have received
since then a letter from the Government proposing certain
modifications in the Ministry of Public Works. A mission
(Springuel and Lacayo) is scheduled to go to Bogota at the
end of Avgust to discuss the detailed improvements to be
made by the Ministry.

Loan 343-CO (National Railroads):

When the loan was signed, Mr. Knapp informed the Govern-
ment of the serious concern expressed by the E.D.'s about the
shortcomings in the railroad's maintenance. As feared at
that time, new equipment financed by the Bank is often
seriously damaged after a few months of operation because of
repeated derailments. The situation has been repeatedly
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brought to the attention of the Government which has con-
tributed, after much delay, 60 million pesos and has
promised an additional 26 million for the end of the year.
We are now preparing cash flow projections on the basis of
which we hope to propose to the Govermment a financial plan
which will permit progressive reduction and final suppre-
ssion of its yearly payments. In the meantime, the Govern-
ment should be prepared to make additional payments to the
railroads.
(iii) Loans Presently under consideration:
SLC decided in May 196L that the Bank should be prepared
to lend about $150 million to assist financing various pro-
jects between July 1964 and June 1966.

Amount Tentative date

Purpose ($ million) Status for Negotiations
Power Expan- 8-10 Appraisal report  Late 196k
sion Program belng prepared.
of CVC
Telecommuni- 23-25 Appraisal report Early 1965
cation being considered,
Expansion awaiting 50-60%

rate increase.
Financieras 10-20 Awaiting position First half of
(through PIF) of the Government 1965

on the Guarantee

Agreement.
Pilot Loan for 3-5 Being discussed First half of
Agricultural with Government. 1965
Credit
Power Inter- 25-30 Appraisal mission [IMiddle of 1965
connection tentatively

scheduled for

early 1965.
Irrigation 10-12 Appraisal mission Fall of 1965
(Atlantico tentatively
Sur) scheduled for

spring 1965.

In addition, for possible later consideration by the
Bank, the following projects are in early stages of dis-

cussion:

Additional hydro capacity for the Interconnected
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System (San Francisco and/or Colegio II and/or Canoas),
further expansion of CVC facilities (Salvajina multi-
purpose project), road construction (including the Medellin-
Santuario road), Paz del Rio (expansion program, possibly
including a second blast furnace), Magangue thermal power
station (Electraguas), grain storage, secondary education

in Anticquia, and agricultural education (Instituto
Colombiano Agropecurario).

Consultative Group:

In June 196l the second meeting of the Consultative
Group was held to review the progress of Colombial's develop-—
ment program and exchange information on external lending
plans for the program, Another meeting at the working level
is being convened for August 25 for discussion of possible
participation by members of the Group in the financing of
three projects being considered by the Bank (Telecommunication,
CVC Power Expansion, and Power Interconnection), As of
June 1, 196lL, participants in the Group had committed $255
million in total. An economic mission is scheduled to go to
Colombia in September to update the economic information.

(b) Topics to be raised by us:

: -

% &k

(ii)

Economic Policy Measures in Support of Development Program:

Domestic price increases are the main obstacle obstruc~
ting the progress of the development program., They are
persistently increasing the cost of operating public enter~
prises, and the local cost of capital investment. To cover
these rising costs, rate increases are required at too
frequent intervals, The Government should, therefore, take
steps first to hold the domestic price level, then to esta~
blish realistic tariff rates which will hold for a substantial
period. It is of the essence that the Government take
measures to prevent slippages of tax revenue,

Government Policy on Rates and Tariffs:

Several applications for rate increases have been pending
with the Government for a long time (CVC (50%4) and Telecom
(50-60%) more than one year, Bogota Power (35%) nine months ).
The Government refuses to act on these applications for fear
of the political consequences., As a result, Bogota Power has
a severe liquidity problem (slowing down the rate of conshruc-
tion of the distribution network, thereby further aggravating
the financial difficulties because of shortfalls in sales),
and negotiations on the proposed loan for CVC and Telecom
could be delayed. A letter was sent in July to the Minister
of Finance, explaining the general need for adequate tariffs,
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We should remind the delegation of this need and of the
consequences any lack of action on this front would have for
Colombia's public savings and its ability to obtain long~term
development financing., The need for increasing the user
charges in the transportation sector should also be emphasized,

(¢) Topics Likely to be Raised by Delegation:

(1) The Finance Minister is likely to inquire about the results
of the informal Consultative Group meeting of August 25.
Information on this item will be available at the Tokyo
meeting,

With regard to the more general question of Bank leader~
ship in the Consultative Group, the Minister should be reminded
that a prerequisite for an active rols by the Bank is a better
management of the financial affairs of Colombia, in particular,
by taking the tax measures necessary to prevent a decline in
tax revenus, and by permitting reasonable rates and tariff
increases, limiting imports financed by suppliers! credit.

(i1 )Proposed Loan to the Financieras:

Briefing to be provided later.
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Iv,

BACKGROUND INFORMATION

(a) Bank Loans as of July 31, 196l: (ii1lions $)
Total (net of cancellations and refundings) 388.9 3
of which has been repaid 63.9
Total now outstanding 325.0
Amount sold
k.3
of which has been repaid 9.6 Lh.7
Net amount now held by Bank 320.3
/1 Includes 149.6 million not yet disbursed.
Date Amount
of Borrower Purpose (Equivalent in
Loan $ millions)
1962 Empresa de Energia Power 50.0
Blectricz de Bogota
1963 CVC and CHIDRAL Power 8.8
19€3 Ferrocarriles llacionales Hehabilitation 30,0
1963 Acerias Paz del Rio Steel Plant
Expansion 30.0
1963 Electrificadora de Bolivar Power 5.0
196 Empresas Publicas de
Medellin Power h5.0
(b) IDA Credit as of July 31, 196l:
Date
of Amount
Borrower Purpose (Equivalent in
Credit e
$ millions)
Aug. 28/61  Colombia Highway construction 19.5 43

/3 Includes 12.0 million not yet cdisbursed.
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Major Disbursement Problems:

(i) Loan 295-CO and Credit 5-CO (Highways): Because of the
delays mentioned above (par. III (a) (ii), the project is about
35% completed while 70% of the construction period has elapsed
with corresponding delays in disbursement. It is not expected
that the project will be completed before December 1967, more
than two years after the original Closing Date (June 30, 1965).

Technical Assistance Activities

Executing Agent for the U.N. Special Fund Cauca Valley Coal
Survey. The final reports of the consultants are now being
translated.

Conger and Laurenti of DAS have been stationed in Cali since
April 1963 and October 1963 respectively, on two-year assignments
to assist Cauca Valley Corporation (CVC) in regional planning.

Resident lMission in Bogota: Lacayo began assigmnment in
August 196l and Iverson due in October.

Consultative Group meetings in June and August 196L.

Considering candidates for one to be stationed in Bogota for
two years to assist the Planning Office in project preparation.

9% Capital Subscrintion

US$3.h4 million released in dollars. The Government has
agreed to release balance of subscription ($5.0 million) in semi-
annual installments to be completed by December 1966. On
November 23, 1962, the Bank agreed to reschedule the July 1, 1962
installment to December 1, 1966.

Holdings of World Bank Bonds

None
TaFula

Member

(i) Industrial Investments

IFC (with other participants $1,725,000) has made seven
industrial investments in Colombia, two of which have been sold
or agreed to be sold. The five remaining investments include
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fibreboard ($500,000), food products (%1,000,000), home furni-
ture ($170,000), cotton textiles ($2,000,000), and a forge
plant (%1,336,005). IFC is presently considering an investment
in a livestock breeding and meat packing plant and is con:.
sidering a further investment in the food products companye

(ii) Development Finance Companies

Bank Loan to the Financieras. Discussions are cone~
tinuing regarding the basis of a proposed Bank loan to the
Private Investment Fund, guaranteed by the Republic of Colombia,
whose proceeds would be available for long-term operations of
Colombian financieras approved by the World Bank,

CFC and CFN. The relationships between IFC and the
financieras of Bogota (CFC) and Medellin (CFN) are cordial and
the financieras are making satisfactory progress.

Caldas Financiera, On March 31, 1964, IFC invested
Col.$7,000,000 in the share capital of Corporacion Financiera de
Caldas, a private development finance company established in
1961, to encourage the development of the Caldas region in
Colombia. Soon afterward, four U.S. financial institutions
invested Col.$8,000,000 in the capital of the financiera.

Financiera del Norte. IFC has agreed to follow the
progress of the new private development finance company operating
on the Northern Coast region of Colombia, but it has decided not
to invest in the share capital for the time being,

Financiera del Valle. A proposed IFC investment of
Col.$7,000,000 in the share capital of the Financiera del Valle
is awaiting the appraisal by IFC of an unusually large investment
which the financiera has made in a sugar project "Ingenio del
Cauca",

Leledie
Member

No release of 90% local currency subscription (§3,2 million)
has been made, Ve feel that Colombia should, in principle, start
releasing its 90%, but that we should not press at this time in
view of Colombia's current schedule of releasing 9% Bank capital
(see IV (e)).

Access to Private Capital Markets

Kuhn, Loeb & Co. have informed the Bank that they would be
interested in helping Colombia to market a public bond issue,
They are thinking of a registered issue of three, four and five
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years serials in the amount of $10 million to $15 million. Mr.
Miller has had some short exploratory talks on the subject in
London with Schroder and the Bank of London and South America.
Schroder (whose relationship with Colombia is mostly via Schroder
Trust, N. Y.) doubts that much could be done without a consi-
derable education campaign, but Sir George Bolton of BOLSA is
enthusiastic and ready to help Colombia,
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VI,

POLITICAL SITUATION

President Guillermo Leon Valencia, Conservative, took office in
August 1962 as Chief of the Second Coalition (National Front) Adminis-
tration, for a four-year term, His administration continues the basic
national front policies of economic development and social betterment
within a framework of monetary stability. This Government has also
been successful in cleaning up pockets of rural violence and banditry.,
It has been strengthened by the selection of an excellent team of
ministers, and by the unification of the Conservative Party which,
until 1963, was split into three factions. On the other hand, the
Government has lost some political ground on account of increases
in the cost of living, which have been exploited by political
factions outside the National Front coalition system,

ECONOMIC SITUAT ION

Population: 15 million
GDP per capita: US$ 220

(a) Economic Growth:

Population is increasing at 2.8% per annum, Cross Domestic
Product increased 3,6% in 1963 (in real terms), compared with
an annual increase of 5% in the two preceeding years. The de~
cline in the rate of economic growth in 1963 was due to a fall
in agricultural output (on account of drought), in public
sector expenditures, and in construction activities. National
product is expected to increase this year on account of a boom
in private sector investment.

(b) External Debt Position:

The outstanding long-term external public debt at the end of
1963 was $7L0 million compared with $6L0 million at the end
of 1962, Service payments on outstanding external public debt
will be about 15% of export earnings in 196l and are expected
to decline to 6% of projected earnings in 1970. However, in-
cluding service on new debt to be contracted for the Colombian
orogram (roughly $200 million per year) total service payments
are expected to remain in the 15-20% range for several years to
come o

(¢) Balance of Payments Position:

Tkhe Balance of Payments deficit on current account was
#12l) million in 1963 compared with $120 million in 1952, The
deficit is projected to increase to 5140 million in 196l. This
is not the effect of a deterioration in the balance of payments
position, which is in fact rapidly improving on account of
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higher coffee prices; net international reserves increased by
$38 million in the first half of this year, compared with a
decline of $30 million in calendar 1963. The projected in-
crease in the balance of payments deficit is the result of the
planned acceleration of the development program, with rising
capital goods imports financed in advance by foreign project
and program loans. Since the devaluation of Hovember 1962,
there has been no alteration in the official exchange rate of
9 pesos to the U,S. dollar; and the free market rate has been
maintained by official intervention at a fixed rate of 10 pesos
since Jamuary 1963.

Prices and Wages:

After four years of relative price stability ending in
1962, the cost of living increased by 27% in 1963, and is
expected to rise by another 11% this year. There were sub-
stantial wage increases last year. Official policy is con-
cerned to restrain wage increases.

Main Economic Problem:

A principal concern is the recent acceleration in the rate
of domestic price increases. The Govermment is taking steps to
correct the situation by maintaining balanced budgets in both
1963 and 1964, and by firmly restricting monetary expansion in
the private sector under a newly established monetary authority
with broad powers.

Public savings are falling short of the domestic financing
requirements of planned investment: there is a continuing need
for maintaining adequate tariffs of state enterprises, for
maintaining the level of tax revenue in relation to GNP and for
restraining operational expenses.

Colombia should take more vigorous action to diversify and
expand its exports through encouragement of production
(especially in agriculture) and giving proper price incentives.
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III. STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a) State of Relations, including Bank/IDA lending prospects:

(i) Bank loans made since July 1, 1963:

Date Borrower Purpose Amount
July 10/63 Instituto Costarricense Power and = $22.0
de Electricidad Telecommuni- p3illjon
cation
Developrment

(i1) Major problems in executing existing loans:

1. $5.5 million (Highway Project) Ioan and $5.5 million
(Highway Project) Credit of October 1961l: Due primarily
to the failure of the Government to provide local funds
as required and to insufficient engineering capacity the
Bank/IDA financed highway project is now about twenty
months behind schedule and cost estimates have increased
substantially, Meanwhile the Government has contracted
a 3l million loan from the IADB for a local road project
and is negotiating a loan of about S5 million with the
CABEI for the improvement of the Inter-American Highway
between E1 Coco and San Ramon, The Bank has asked the
Government to make a comprehensive review of these various
road projects with a view to determining thelr priorities
and adjusting them to the techhieml aud finahcial.gapa-
city of the Government.

2. $3.0 million (Second Industrial Dquipment Project) Loan
of September 1961l to Banco Central de Costa Rica: Only
$2.0 million has been c.mmibed to date under this Loan.
The delay has been principally attributed to the lack
of qualified persomnel and of proper coordination among
the local parties concerned. Corrective steps have been
taken by the Banco Central on these matters and absorption
of the loan is expected to improve.

(iii) Loan presently under consideration:

1, Uone. However, projects may shape up in the course of the
next year in the fields of transportation (based on U.N.
Special Fund Port and Railway Study), industry (a third
industrial equipment loan) and agriculture.
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(b)

(c)

2. The Government has also inquired about possible Bank
assistance in education. The Bank has replied that it
would be prepared to discuss the means of identifying
and developing €ducation projects in Costa Rica.

Topics to be raised by us:

1. Highway Ppgg;am: In case it has not yet been received; we
should inquire into the status of the Government's review of the
highway program (mentioned in III (a) (ii) 1).

2. IADB Road Loan: We might also point out that the Government
signed the 5l million loan with IADB for a local road project
without showing us in advance the draft loan agreement. This
was contrary to repeated promises by the Governmment that it
would dow us the draft agreement before signing it.

3. Second Industrial Equipment Loan: With reference to the
utilization of Loan 296-CR we might inquire about the effect
of the corrective measures taken by the Central Bank.

L. Telecommunications: e might inquire about the status of
Costa Rica's approval of the Convention for the Central American
Telecormunications Company and, if it is being delayed, urge that
it be expedited.

Topies likelv to be raised b delegation:

During the visit of President Orlich to Vashington in July, 196,
the Rank offered to assist the Covernment in its planning of
public investment and in drawing up a financing plan. The dele-
gation may inguire about our plans. The Bank might indicate that
an economic mission is expected to visit Costa Rica in September
which would discuss with the Government the means by which it
could hest assist in the matter.



COSTA RICA - b - ALugust 10, 1964

IV. BACKGROUND LIFORMATION

(a) Bank loans as of July 31, 1964

Year R Amount
of Borrower Purpose (equivalent i
Loan " 3 million)
1956 Banco Central de Costa Agricultural development -
Rica and light industry 3.0
1959 Banco Central de Costa Agricultural development
Rica. and light industry 345
1960 Banco Central de Costa Industrial equipment
Rica 2.0
1961 Instituto Costarricense Ilectric power
de Electricidad development 8.8
1961 Republic of Costa Rica Highway construction
and improvement 55
1963 Instituto Costarricense Electric power and
de Electricidad telecommunications
development 22,0
Total (net of cancellations and refundings) L7.8 1/
of which has been repaid 5.8
Total now outstanding 42,0
Amount sold 3.2
of which hss been repaid 2.2 1.0
llet amount now held by Bank 41,0
1/ Includes $25.5 million not yet disbursed
(b) IDA Credits as of July 31, 196L
Amount
Date Borrower Purpose (equivalent i
$ million
Oct, 13/61 Republic of Costa Rica Highway construction ‘
and improvement 5sb 2,

2/ Includes Hh.3 million not yet disbursed.
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(e)

()

(e)

(£)

(g)

(h)

(1)

Disbursement Problems

Delays in disbursements under Loan 296-CR (Second Industrial
Equipment Project) and Loan 299-CR and Credit 10-CR (Highway Project)
have been explained in Section III (a) above,

Technical Assistance Activities

1. The Bank is acting as Ixecuting Agency for the U.l. Special
Fund Port and Railway Study in Costa Rica. Field work for the study
was completed in March 196l and the final report is expected to be
completed in September 196l.

2, Studies on long-term telecormunications development were
carried out by French experts as part of the U, Special Fund
Central American Telecommunications Study, for which the Bank
was Executing Agency. The study was completed in March 196L.

9% Capital Subscription

$360,000 released and lent in dollars, $360,000 not yet
released. In view of unfavorsble external reserves and payments
position at present, the Bani should not press for release.

Holdings of World Bank Bonds

None,
LilaCa

IFC (with other participants $89,8u8) has invested in a
concrete products plant ($269,529). 1ilo applications are pending.

LBl
liember. We do not propose to approach Costa Rica for release
of 90% local currency subscription.

Access to Private Capital Markets

Hot applicable.
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V.

POLITICAL SITUATION

President Francisco J. Orlich of the National ILiberation Party
assumed office on May 8, 1962, for a term of four years. Reversing
the policy of the previous Government, Costa Rica formally joined the
Central American Common Market in September 1963. The President
follows an anti-communist, liberal pelicy.
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VI.

ECONOMIC SITUATION

Population: 1.h miliion
GNP per capita: U.5.5290

After a decrease of per capita income in Costa Rica in the
late fifties, it has resumed its growth in recent years as a result of
buoyant industrial production and the growth of exporis other than
coffee, such as bananas and sugar.

Another contributing factor to economic growth in the last two
years has been the increasing levels of public investment. At the same
time, however, the Government has had to support rapidly increasing current
expenditures, not only in education (which uses up one-third of the budget)
but in most other fields also. Sizeable budget deficits have ensued in
the last three years, and increasing recourse has been taken to foreign
borrowing not only for investment projects but also for current expenditure

External public debt service for the next few years is consequently
fairly heavy, and will reach a peak of $13.h million in 1965 (or 14.6% of
export earnings). Projects underway together with relatively large project
under study will mean continued sizeable capital requirements by the public
sector in the next few vears. In view of Costa Rica's weak fiscal positior
the elaboration of a sound financial plan deserves high priority. An IBRD
economic mission is at present in Costa Rica appraising the country's credi
worthiness and exploring ways in which the Bank could provide assistance ir
elaborating the financial plan.
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IIT. STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a) State of relations gince July 1, 1963, including Bank/IDA lending
prospectis.

(i) Amounts loaned since July 1, 1963
Hone.
(ii) Major problems on existing loans
Hone.
(iii) Loans presently under consideration
lione, The Government has emphasized that it expects the Bank
to play a major role in the country's economic development.

However, no projects are yet ready for consideration.

(b) Topics to be raised by us

1., Ve should reiterate the Bank's intention to provide substantial
asgistance.

2. Ve should emphasize the necessity for proper studies to establisl
the priority and economic justification of projects and to ensurc
their adequate execution.

3, Power: We should inquire whether the Ll MW Haina thermal plant
project has been entrusted to Genmeral Electric of England
(suppliers!' credit) or whether the Bank's consideration of that
project is desired; such a possibility was mentioned to a Bank
mission in May 196L.

i Transportation: We should encourage the Government to present
a project comprising the rehabilitation of a large number of
bridges; such a project was discussed in a preliminary way by
Mr, H. Young (TOD)} on a recent visit to Santo Domingo. A
follow-up letter was sent.

5, FHducationg We should emphasize the Bank's interest in educations
projects. Upon our prompting, the Government has requested a
UNESCO project identification mission.

(¢) Topics likely to be raised by the delegation

lione - except, perhaps, the expressions of its general desire to speer*
up the Bank's preparatory work on projects. We should indicate our
willingness to do so, especially with respect to the Yaque investiga-
tiong (see IV d).
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Iv.

BACKGROUND INFORMATION

(a)

(b)

(c)

(a)

(e)

(£)

(g)

Bank loans as of July 31, 1964

Hone.

IDA Credits as of July 31, 196L

ilone.

Disbursement problems

NWot applicable.

Technical Assistance Activities

A resident advisor (lir. Bochenski) on development programming has
been stationed in Santo Domingo since February 5, 196L, for an initial
period of one year. An econcmist (lMr. van derlieijden) is to join

him in September.

Three Bank technical missions reviewed between March and June 196!
the possibilities for the multipurpose development of the Yaque del
Bur and Yaque del Norte river basins; the mission gave assistance in
drafting an application for U.N. Special Fund grant for a feasibility
study; the application was presented to the Special Fund at the end
of July.

9% capital subscription

On March 16, 196l, the Board of Governors approved an increase in the
capital subscription from $8 to $13.3 million. There has been no
release of 9%. It would not be appropriate to raise the issue until
the foreign exchange position improves further or perhaps until we
are considering our first loan.

Holdings of World Bank Bonds

Hone.
ToF s

Member. IFC has made no investments in the Dominican Republic and
there are no active gpplications,

Development Finance Companies: IFC has held discussions with a group
of U.S. investors who are considering the possibility of establishing
a development finance company. A report by the Bank's resident
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(h)

(1)

representative, which concluded that there was a need for such an
institution, was transmitted to the Government by lr. Rosen on July 17
with an offer of IFC assistance in organizing such a company.

I.D.Al

Member. We do not propose to approach the Dominican Republic for
release of 90% local currency subscription.

Access to Private Capital Markets

Not applicable,
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V. POLITICAL SITUATION

The administration of President Bosch, constitutionally elected
in December 1962, for a four-year term,. was overthrown in September 1963
by the Armed Forces backed by scme of the opposition parties and most
of the business commmity. A Triumvirate was set up, composed of civilians
with rather conservative leanings. Their Government is now generally
recognized, with some exceptions such as Venezuela and Mexico, While the
composition of the Triumvirate as well as of the cabinet has been changed
repeatedly, there is a certain continuity due to the continued backing
of the Administration by the forces responsible for iis establishment.

Political parties are preparing for a series of elections ranging
from municipal to presidential, which are supposed to tele placehiniatout srx
monthse. Further changes in the political setup are to be expected, but
given the basically pacific, non-radical and not excessively nationalistic
nature of the population, these changes are not likely to be very violent
or far going.

The Triumvirate has in the past taken most decisions on a day-to-
day basis. Recent developments, e.g. the foreign exchange crisis, have
shown that more long-term thinking is needed.
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VI. ECONOMIC SITUATION

GNP per capita: about $240
Population: 3.3 million

1. After three years of stagnation due to an unsettled political
climate, the economy of the Dominican Republic began recovering in
1961. The recovery accelerated in 1962 and 1963, with the gain of
sugar exports from their 1961 low and a rapid rise of industrial
production for the local market, particularly of consumer goods.

2 The Central Government in 1963 reverted to more conservative
fiseal policies, after two years of large deficits. However, the
state~owned Sugar Corporation - which produces two-thirds of the
country's sugar and has a budget half the size of the Central Govern-
ment's - has had increasingly large deficits since 1961l. These have
been partly due to padding, but largely to the sizeable wage increases
which have taken place since 1961. The official wage index has risen
by about 100% since 1961, although wage increases in the sugar sector
have been larger than this. This increase in purchasing power caused
an increase of imports while the cost of living has tended to remain
stable. In 1962 and 1963, imports reached record levels, but left a
surplus on trading account. For 196l, the situation may be more
difficult, since imports continue to zrow.

3 The foreign exchange reserve situation has been made increasingly
difficult by these developments, by an apparent capital flight, and by
the Central Bank's willingness to let commercial arrears to foreign
banks accumulate to mnprecedented levels., The liquidation of these
arrears is a condition for the $25 million stand-by under negotiation
with the IMF,.

Lo With an anmual external debt service in the next five years

of less than 2% of 1963 export earnings ($174 million), the Dominican
Republic can be considered creditworthy for Bank leoans. IHowever, the
authorities should be cautioned against the accumulation of short=-
term debts to foreign banks: the chief of these - a 32 million loan
for the Sugar Corporation made in 1963 - has already been rolled over
ONCE,
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ITT. STATE OF RELATICNS AND TOPICS FOR DISCUSSION

(a) State of relations, including Bank/iDA lending prospects

(1) Loans and credits made since July 1, 1963:

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

Bank Loan

May 26, 196l Government Highway Cone 940
struction

I,D.A, Credit

May 26, 196l Government Highway Cone- 80,0
struction

(i1) Major problems related to existing Loans and Credits:

(11)

Highway Construction Loan and Credit

The Government has negotiated but not yet signed a 12~
year contractor'!s credit backed up by European bhanks in the
amount of $1lL million for the reconstruction of the roacd
from Quito to Tulcan, We have urged the Gevernment orally
and in writing not to go through with this credit becauss
(1) the terms are unfavorable, and (2) this additional con-
struction would interfere with the Government and the
Ecuadorian contractors'! capacity to carry out the "consor-
tium?s" highway program (the consortium meaning IBRD, IDA,
IDE and AID which jointly finance the current nationwide
four~year program),

Costain Claim Against the Port of Guayaquil Authority

This claim still is not settled. The latest step on the
part of Costain has been to propose to the Port of Guayaquil
Authority by letter of June 30, 1964, that the outstanding
claims be submitted to a mediator to be chosen by the Banlke
Mr, Perez enquired during his last visit to Ecuador what the
Port Authority plans to do about this proposal, and their
reply was that they would give it further study but that
their first reaction was to do nothing and leave it to Costain
to pursue their claim through the Ecuadorian Court as pro=
vided in their contract,

Bank/IDA lending prospects:

Following is a list of projects that the Bank has wnder
active consideration,
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Approximate Tentative
Amount date for
Purpose ($ millions) Status Negotiations
Quito Power 5.0 to Awaiting financing Late 196l -
(Cumbaya IT) 6.0 plan before reap- early 1965
praisal
Port of Guayaquil 10.0 to Awaiting revised study Mid-1965
expansion (banana 12,9 demonstrating economie
handling facilities) Justification before
appraisal
Guayas River Bridge 9.0 to Definitive engineering Mid~1965
10,0 studies underway expece

ted to be presented to
Bank in late 196L /1

(b) Topics to be raised by us:

(1) Highway construction Loan and Credit: We should urge the
the Government again not to go through with the contractors!
credit mentioned under III(a)(ii) above,

(i1) Proposed Ouito Power Loan: We should urge the Government
and the shareholders of the company to come to an agreement
on the financing plan to be presented to the Bank,

(¢c) Topics likely to be raised by delegation:

(i) Possible Bank or IDA financing for Guayas River Bridge
project recommended by recent Transport Study.

Suggested response: Awaiting studies,

(ii) Further technical assistance support to National
Electrification Institute (INECEL).

Suggested response: Bank would not be prepared to extend
present advisory assistance, which was to help getting
INECEL established, but would consider, for example, finan-
cing feasibility studies of specific power projects as
recommended by present advisors,

(iii) Possibilities for Bank or IDA assistance to education.

Suggested response: Bank or IDA ready to review specific
proposalse

11 The Government has informally indicated interest in Bank financing, but
no leoan request has yet been received,
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IV, BACKGROUND INFORMAT ION

(a)

Bank loans as of July 3, 196lL:

(Millions $)

Total (net of cancellations and refundings) 5Le0 /1
Of which has been repaid 11,3
Total now outstanding Lh2.7
Amount sold 0.5

Of which has been repaid 0.l 0.1
Net amount held by Bank $L2.6

il Includes $9.2 million undisbursed, of which $9 million not yet effective.

(b)

IDA credits as of July 31, 196l :
Amount
Date Purpose ($ million)

May 26, 1964 Highway Construction  $8.0 /1

/1 Not yet effective,

(e)

(a)

Disbursement problems:

A small bszlance of less than $100,000 remains on the
1957 national highway loan, but is expected to be fully
withdrawn by September or October,

Technical Assistance Activities:

National Institute of Electrification (INECEL): Bank
technical assistance grant increased from $120,000 to
$220,000 in February 196l to continue advisory services to
INECEL until October 196,

Trangportation Study: Final report of the study (financed
by Bank grant of $3L0,000) published in July 196L.
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(e)

(£)

(2)

(h)

(1)
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9% Capital Subscrintion (1.5l million)

$1.15 million released in deollars, Supplementary subscription
of $387,000 not yet released, although requested (See II (b)
() )

Holdings of World Bank Bonds:

None
LG

Member .

IFC has made no investment in Ecuador but would consider
investing., A mission to Ecuador is planned during the last
half of 196l to review investment possibilities,

I,Dehs
Member,
Release of 90% lccal currency subscription not yet requested.

Suggest no action be taken,

Access to Private Capital Markets

No prospects in foreseeable future,
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v.

POLITICAL SITUATION

The military junta which assumed office in July 1963, has stayed
in control and has not shown any intention of handing over power te
civilians, It intends to remain as a transitional government for the
period required to revise the Constitution and institute agrarian re--
form and no time period has been set for this process, The enthusias~
tic support for the regime shown in the early months has died dowm
and despite some internal political difficulties, the junta appears
to have firmly consolidated its position. The regime has adopted a
Flan for Social and Economic Development prepared by the National
Planning Board. It has also instituted important reforms in the field
of taxation and has begun the task of eliminsting and reforwing the
autonomous agencies,

The Government has announced that it will not permit two former
Presidents, Velasco Ibarra and Camillo Ponce, to run for the Presidency
when power is returned to civilian hands. The possible candidates
for this position are Jose Cardenas, a popular figure in the present
Government who is at present Minister of Development, and possibly
Captain Freile, one of the four members of the military junta,
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VI, ECONOMIC SITUATION

Population: L.6 million
GNP per capita: U, $175

The gross national product increased 5,5% in 1963 (in real terms),
compared with L,6% in 1962 and 3.L4% in 1961, The rate of growth of
population is 3%, The continued increase in the rate of growth of
the GNP was due to rising exports and inecreasing manufacturing activity.

The external public debt outstanding at the end of 1963 was
approximately $116 million, compared with $122 million at the end of
1962, Interest and amortization payments were equal to 1L% of export
earnings in 1963 and are projected to decline to about 5% by 1967.

The current account deficit was $2 million in 1962, with a surplus
of the same size in 1963; a small deficit is forecast for 196L, The
strenzth of the Balance of Payments was reflected in an appreciation
of the Sucre on the free market, and an inflow of private capital.

The cost of living increased by 3.6% in 1963, compared with 1,87
in 1962 and almost 5% in 19613 this was largely due to shortages in
food supplies, a factor which has continued to raise food prices in
196L, Wages and salaries rose by 7% in 1963, so that real wages in-
creased about 3%, the first increase for two years,

The central fiscal problem continues to be the dispersion of public
financial resources among meny autonomous enterprises (regardless of
the priority of their investment) and the consequent relatively weak
Central Government position. In 1963 savings of the public sector
as a whole increased while investment fell by 16%; as a result the
overall deficit fell from 366 million sucres in 1962 to an estimated
60 million sucres in 1963. This net deficit arises from the Central
Goverrment's deficit (which fell from 255 million sucres in 1962 to
159 million in 1963) offset by a surplus in the rest of the Public
Sector, The Central Government has an acute liquidity problem because
it camnot obtain the use of these surpluses, A series of reforms
(including the concentration of tax funds in a national highway fund)
aim at giving the Government more control over public financial re-
sources,
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-2 - August 10, 196L

ITI. STATE OF RELATIONS AND TOPICS FOR DISCUSSICH

(a2) State of Relations, including Bank/IDA lending prospects:

(1) ®ank Joans mod~ since Tulv 1, 1963:

Date Borrower Purpose Amount

(ii)

(iii)

Oct. 1/63 Administracion Nacional Telecommun- $9.5
de Telecomunicaciornes ications million

devalopment

Major problems:

Nene,

Loans presently under consideration:

None. However, the Government has approached the

Bank for assistance in the fields of agriculture and
education. The Zank has requested UNESCO to send a pro-
ject identification mission for education to E1 Salvador
in the near future, if possible by November 196lL.

(b) Topics to be raised by us:

1.

2.

Telecommunications: We might inquire about the status

of Bl Salvador's approval of the Convention for the
Central American Telecomrmnications “ompany and, if it
is being delayed, urge that it be expedited.

9% Capital: Ve might inquire about the status of the

unreleased portion of Bl Salvador!'s 9% capital sub~

scription. The delecation may explain that El Salva-
dor would be willing to release the 9% on condition
that purchases be limited to those from Central Ameri-
ca and lexico. The Rank might indicate that a release
with such a limitation would be of very little value
to the Hank and request that the problem be recon-
sidered on the basis of an unrestricted release,

(c) Topics likely to be raised by delegation:

The delegation may press for an early favorable deci~

sion by the Bank on ANTEL's request to proceed with the second
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stage of its telecommunications development program,

The “ank might indicate that when the first stage
development has progressed to a point where a reascnably
firm estimate of its cost is available, the Bank would send
a mission to appraise the program.
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IV. PACKCRCUMD INFORMATION

(a) Bank loans as of July 31, 196k

Year Amount
of Borrower Purposes (equivalent in
Loan % million)
1949 Comision del Rio Lempa TElectric power development 2.5
195L Reoublic of ElSalvador Coastal highway project 55
1959 Republic of FlSa Ivador Highway construction .0
0

1960 Comision del Rio Lempa Electric power development
1963 Comision del Rio Lempa Electric power development
1963 Administracion Nacional

de Telecomunicaciones Telecommunications development 9,5

5
1959 Comision del Rio Lempa FElectric power development ;3
3
6

Total (net of cancellations and refundings) So.hl/
of which has been repaid 12,
Total now outstanding 38,0
Amount scld 2.0
of which has been repaid 1.6 0.l
Net amount held by Zank 37.6
1/ Tncludes %6,0 million not vet disbursed.,
Includes “9.5 million not yet effective.
(b) IDA Credits as of July 31, 196}
Date Rorrower Purpose (equi%gfggg in
% million)
2
Nov. 2/62 Republic of Tl Salvador Highway construc- 8,0 m/

tion and improve-
ment

&/ Includes %7.5 million not vet disbursed.
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(e) Dishursement Problems:

None,

(d) Technical Assistance Activities:

Studies on long-term telecommunications development
were carried out by French experts as part of the U.N, Special
Fund Central American Telecommunications Study, for which the
Bank was Ixecuting Agency. The study was complsted in larch

196k,

(e) 9% Capital Subscription:

180,000 released and lent in dollars. $763,000 not
yet released. Early this year, 9r, Aquino, President of the
Central Bank, indicated that he was in principle agreezble to
release the latter amount. Subsequently he indicated his
desire to coordinate the policies of the Jentral American
countries on the matter and alluded to the possihility of a
release conditional upon its use for purchases in Central
America and Mexico onlv. WNo discussions or correspondence
have since Yeen undertaken on the matter.

(f) Holdings of World Bank Ronds:

#$600,000,

(g) I.P.Cy:

IFC made an investment in a textile plant ($1L0.000)
which has been sold., There are no active applications.

(h) I.D.A.:

lember. ™e do not propose to approach %1 Salvador
£ - = oy i 1 : 5
for release of its 90% local currency subscription,

(1) Access to Private Capital larkets:

ot applicable,
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V.

POLITICAL SITUATTON

President Julio Rivera cf the Partido de Conciliacion Nacional
(National “onciliation Party) assumed office on July 1, 1962, for a
term of five years. The President holds middle-of-the-road views
and advocates moderate social and economic reforms,
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Vi. ECOMOMIC SITUATION

Population: 2.7 million

GNP per capita: U.S., $250

After a halt in the growth of GNP in 1958, due to a decline
in the value of coffee exports, the economy of ¥l Salvador resumed
its growth as a result of growing exports. OCNP averaged an annual
7.5% average growth rate in 1960-63. This has been achieved despite
the slow growth of coffee exports. Total exports rose from %103
million in 1960 to 5154 million in 1963, mainly as a result of
cotton exports and rapidly growing exports of manufactures to other
Central American countries (which accounted for about $25 million
in 1963), Industrial production for the Central “merican market
has continued to be a dynamic element in the economy.

With the recent rise in exports, the economy of El Salvaw-
dor is booming. There has been an inecreasing inflow of foreign
private capital., The banks are increasing their excess of liquid
funds, which the authorities are endeavoring to channel into
productive uses.

The fiscal position of the central goverament, which im-
proved markedly in 1963, is likely to be further strengthened with
these developments. For the next two years or so, therefore, El
Salvador would bhe ahle to support a level of public investment
substantially larger than in v»revious years with only a small
amount of additional external borrowing.

Fl Salvador's low debt service for 196l (about 5% of 1963
export carnings) leaves it an ample margin to incur additional
external debt on conventional terms.
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III, STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a) State of relations, including Bank/IDA lending prospects

(b)

(e)

(i) Loans and credits since July 1, 1963:
None.
(ii) Major problems in executing existing loans:

The Bank's only loan to Guatemala was for highway
construction and maintenance., Maintenance has been
inadequate. Within the last year, however, increasing
attention has been given to this problem and it is
understood there has been appreciable improvement.

(iii) Loans presently under consideration:

None.

Topics to be raised by us:

1. FEconomic Mission: The delegation should be told that we
propose sending an econowmic mission as soon as possible
(November 196L?) to update the latest report (dated
December 1962).

2, Telecommunications: Ve might inquire about the status of
The Guatemalan approval of the Convention for the Central
American Telecommunications Company and, if it is being
delayed, urge that it be expedited.

3. HNickel Mining Project: The Govermment has shoun much
interest in a nickel mining project (total investment
$50 million) sponsored by International Nickel of Canada,
A Bank loan could conceivably be made to EXMIBAL, a
subsidiary of Intemational Nickel, with the guarantee of
the Government. Such a guarantee has been a controversial
subject in Guatemala and no request has been submitted to
the Bank for the financing of the project. We might mention
this subject very casually and see whether there is any
willingness on the part of the delegation to discuss it
Zurther,

Topics likely to be raised by delegation

Lending Prospects: Power. On July 2, 196L Iir. Woods informed
The Chiel of Govermment, Col. Enrique Peralta Azurdia, that
since there now seemed to exist a reasonable hope for a favor-
able solution of the external debt problem, the Bank would be
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willing to proceed with steps preliminary to the resumption of
Bank loan operations. Subject to the receipt of satisfactory
information from the Instituto Nacional de Electrificacion
(INDE), the Bank would be prepared to send a technical mission
to Guatemala to review INDE's power expansion program and to
study possibilities of Bank financial assistance for power
projects., The information requested was received in late July.
INDE seems to have departed considerably from the recommendations
of the UN Power and Irrigation study. In order to avoid
misunderstandings in the future and to learn more about projects
now under consideration by INDE as well as about INDE's long-
term intentions, we plan to send a technical mission to
Guatemala in late September. At present there is no power
project ready for appraisal, We would also look into irriga-
tion projects, in the light of the recommendations of the Power
and Irrigation Study.
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IV, BACKGROUND INFORMATION

(a) Bank loans as of July 31, 196lL:

Year Amount
of Borrower Purpose (equivalent in
Loan $ million)
1955 Guatemala Roads 18.2
Total (net of cancellations and refundings) 18:2
of which has been repaid Tl
Total now outstanding i 0 s
Amount sold 0.6
of which has been repaid 0.58 0.02
Net amount now held by Bank 11,08

(b) IDA Credits as of July 31, 196h:

Hone.

(c) Disbursement problems:

None.

(d) Technical Assistance Activigies:

l, The resldent advisory mission (Deriaud and Parker) which
took up its duties in March 1963 was terminated, by mutual
agreement, at the end of February 196L. The effectiveness of
the mission was hampered by the change in Government (iarch
1963), Guatemalan feeling concerning the Bank's position on
the sterling debt and the illness of lMr. Deriaud (who died in
February 196k.)

?. The final report on the Power and Irrigation Study carried
out under a United Nations Special Fund grant was submitted to
to the Special Fund on December 31, 1963.
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(e)

(£)

(g)

(h)

(1)

9% Capital Subscription:

$720,000 of which $360,000 has been released and lent in
dollars. We should not press for release of the balance at
this time.

Holdings of World Bank Bonds:

Hone.

TE8ulk

Member. IFC made an investment of $200,000 in a flour milling
project in Guatemala which has been sold. There are no active
applications

I.D.A.:

Member., Ve do not propose to approach Guatemala for release
of $0% local currency subscription.

Access to Private Capital larkets:

lot applicable,
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V. POLITICAL SITUATION

The present military Government headed by Col. Enrique Peralta
Azurdia seized power on Ifarch 31, 1963. The Government, which has been
recognized by most foreign Governments, provides more stability and better
administration to the country than the previous one.

A Constituent Assembly was convened in July 196L to:

(a) elect the present Chief of Government President of the transi-
tional Government,

(b) review and validate legislation passed on a decree basis by
the present Government,

(c) draft a new constitution.

It is unlikely that a new President will be inaugurated for at
least another year.

The military Government, which has been and is considering itself
as a caretaker government only, has not been particularly innovative in
any except the political field, but has put into effect certain economic
policies devised under previous administrations, especially with respect
to taxes. No clear policy pronouncements of major significance can be
expected before a new civilian government takes over.
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VI. ECONOMIC SITUATION

GNP per capita 1963: about $190
Population: L million

1a From 1957 to 1962, the Guatemalan economy suffered a virtually
continuous stagnation, largely due to low world coffee prices.
Starting in 1963, the economy has been making a strong recovery,
paced by growing cotton exports and a rapid increase in industrial
production,

P After the difficult fiscal situation of the previous two

years - during which substantial short- and medium-term foreign
borrowing took place to cover current expenditures - the fiscal
situation in fiscal 1963/6L (ending June 30, 196L) represents a strong
improvement, with revenues up 20% over the 1962/63 level as a result
of the economic recovery and new taxes passed in July 1963. The im-
proved fiscal position should enable the Govermment to step up the
rate of public investment, which fell in recent years. Before this
can be done, however, the necessary project studies will have to be
prepared.,

3. Guatemala's external debt service for 1964 and 1965 is fairly
high, at about 10% of 1963 export earnings of $145 million., Beyond
1965, debt service falls rapidly to less than L% of 1963 export
earnings, Guatemala can be considered creditworthy for Bank loans.
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STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a) State of relations, including Bank/IDA lending prospects

(i) Amounts loaned since July 1, 1963
None.
(ii) Major problems on existing loans:

1. $2.6 Million {Hichway Maintenance) Loan of May 7, 1956:
On December 17, 1953 the amortization schedule of this loan
was revised. Semi-annual instalments will be about $125,000
(down from about $250,000). The final maturity was post-
poned from January 1, 1967 to July 1, 1971. The Haitians
have paid the amounts due January 1 (interest only) and
July 1, 1964 without delays.

2. $2.6 Million (Highway Maintenance) Loan of May 7, 1956 and
$350,000 (Interim Hichway) Credit of November 2, 1962:
Performance on both the Bank loan and IDA credit has not
been satisfactory, both as far as the Govermment and the
"Service" in charge of road maintenance are concerned.

The Government has been slow in allocating the 260,000
gourdes ($52,000) which were considered to be the monthly
budget contribution necessary to assure normal maintenance
operations. Recently the situation has worsened, and over
the period March-June 196L, the Service received only an
average of $8,000 per month from the Government. In 1963
there was also large scale diversion of equipment for
other purposes.

(iii) Loans presently under consideration
None.

(b) Topics to be raised by us:

Hizhway Project: Im January 1963 we received a letter from
the Secretary of State for Finance requesting IDA to finance
a highway construction and rehabilitation program. The
request was turned down with the explanation that IDA
resources were Very limited and that arrangements for their
replenishment were still under way. In early July 196L a
Haitian delegation headed by Mr. Beauvoir, director of the
Service, visited the Bank to request an IDA credit for the
construction and rehabilitation of roads located mainly in
the Southern peninsula. This includes 37h kms of roads
which were to be included in a project under consideration
by IDA early in 1962, which was subsequently dropped. The
total cost of the new project would be 318 million.
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Our position, as already outlined to the Haitians in a meeting
on July 7 between the Beauvoir delegation and Messrs. Machado
and Alter, should be as follows:

1. We should express our concern about the still outstanding
claims by US Government agencies (DLF and Exim Bank); see
also economic section.

2. We would have to make a new assessment of the country’s
IDA-vworthiness (the last economic report was written in
1961). We would not be able to send an economic mission
before the end of the year.

3. Ve would have to be satisfied that the the Service is
functioning reasonably well and road maintenance is adequate.

4. Ve should caution the delegation against any excessive hopes
about the size of IDA funds that would be likely to come
forward.

(c) Topics likely to be raised by delegation

None, except that delegation may raise topic under (b) first.
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Iv,

BACKGROUND INFORIIATION

(a) Bank loans as of July 31, 196k

Year Amount

of Borrower Purpose (equivalent in
Loan $ million)
1956 Republic of Haiti Highway Maintenance 2.6

and Rehabilitation

Total (net of cancellations and refundings) 2.6
of which has been repaid 1.0
Total now outstanding 1.6
Amount sold 0.386
of which has been repaid 0.386 0.0
Het amount now held by 3ank 1.6

(b) IDA credits as of July 31, 196L

Amount
Date Borrower Purpose (equivalent in
% million)
1962 Republic of Haiti Interim Highway .35

Project

(c) Disbursement problems

None.

(d) Technical Assistance Activities
Following a techmical assistance grant of $130,000 made by
the Bank in 1961, two firms of consultants (Gibb and Partner
of Toronto and Buckley of New York) were engaged to study
the reconstruction and reorgzanization of the port of Port-au-
Prince. The Buckley contribution was delayed considerably;
the complete report was finally sent to Haiti on September 30,
1953, No action has been taken yet on the report, but the
Haitians continue to be interested in a port project.
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(e)

(£)

()

(h)

(1)

s August 11, 1964

9% Capital Subscription

No release; it would not be realistic to press for a
release now.

Holdings of World Bank Bonds

lone ,

I.F.C,

Member. IFC has made no investments in Haiti and there
are no applications.

I.DUJ’:“L.

Member. 'le do not propose to approach Haitl for release
of 90 local currency subscription.

Access to Private Capital iiarkets (where appropriate)

None.
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Ve PCLITICAL CITUATION

In May 1963 President Duvalier, after having made use of an
ingenious electeral procedure, began his second six-year term, assuming
the title of "Chief of the Revolution."

On iay 27, 196L the Wational Assembly ratified the decree providing
a life-term for Dr. Duvalier. This was subsequently confirmed by a
popular referendum,

The Duvalier regime is likely to stay in power for the foreseeable
future. liost policies are subordinated to the self-preservation of the
regime,
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VI. ECONOMIC STITUATION

GNP per capita: about $60
Populations 3.5/l million

du Haiti is the poorest and one of the most densely populated
countries in the Hemisphere, Since the mid-fifties, its national
income has steadily declined. In the last two years the situation
has deteriorated considerably as the result of the disturbed
political environment. Tourism, a sizeable foreign exchange earner,
has virtually stopped; the virtual cessation of foreign aid put a
halt to virtually all public investment activity.

2 In October 1963, Haiti was battered by Hurricane Flora. A third
of the coffee crop was destroyed or damaged. Higher world coffee
prices, however, are likely to lead to total export earnings of $L5
million or so in 196k compared with an average of $L0 million for the
last two years. There are signs of a slight revival in the economy:
sugar production is being expanded, and imports are rising somewhat
from their unusually depressed recent level.

3. Haiti's debt service record is not satisfactory: at present,
payments to the Eximbank and to DLF have not been met for the last
year, although there are signs that the Haitians are now willing to
talk to these agencies about a possible settlement. Haiti's debt
record and the generally poor performance of the public sector make
it difficult to consider it IDA-worthy unless substantial improvement
in these fields occurs. At the end of 1963, a special debt service
fund was established with assigned tax revenues to meet debt service,
even if on a reduced scale, on most debts. The defaults on the ex-
ternal debt continue, however.
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ITTI. STATE OF RELATIONS AND TOPICS WOR DISCUSSION

(a) State of Relations, including Bank/IDA lending prospects:

(i) Bank loans and IDA credits made since July 1, 1963:

None.

(ii) lMajor problems in executing existing loans:

46,8 million (Canaveral Hydroelectric Projsct) Loan of

June 1950 to ENEE:

The accurmlation of Government arrears on its pay-
ments due to the Empresa Vacional de Energia Flectrica
(ENEE) continued to hinder the effective operation of
the latter. Four letters were written to the Covernment
on the subjsct and an early settlement was pressed on

several occasions by Bank missions.

Althourh the Mine

ister of Finance has nromised to review the matter, no
specific results have heen obtained to date.

(iii) Lo=ns presently under consideration:

The following threse projects are presently under con-

sideration for financing hv the Pank,

been presented for SLC consideration as yet.

Tentative
Purpose Amount
Expansion and improvement # o5 million

of port at Puerto Cortes

Construction and improvement $12.,0 million
of Northern Highway

Honduras/Tl Salvador power % 9,0 millicn
interconnection nroject

Status

Bank awalting estabe-
lishment of autonomous
port authority before
proceeding with consi-
deration of loan.

Feasibility report
being reviewed by
Bank,

Feasibility report
under review by ENEE
and CEL (71 Salvador)

None of them have

Tentative
Dates for
Negotiations

September, 196L

October, 1964

December, 196L
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(b) Topiecs to he raised by us:

1. %8.8 million (Canaveral Hydroelectric Project) Loan
to ENEE:

The Bank might reiterate to the delegation its serious
concern about the Government's arrears to the Empresa
Nacional de Fnergia Electrica (ENEE) and strongly press
for a permanent and satisfactory solution thereof,

2, Telecommunications:s The Bank might inquire about the
status of Honduras' approval of the Convention for the
Central American Telecommnications Company and, if it
is being delayed, nrge that it be expedited.

(c) Topics likely to be raised by delegation:

The delegation might inguire about the expected dates
of negotiations for the finaneing of the projects presently
under consideration, The Rank mizht give tentative indica-
tions 2long the lines of (a) (iii) sbove.
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Iv,

BACKGROUWD INFORMATION
(a) Bank loans as of July 31, 196l
Year Amount
of Borrower Purposes {equivalent in
Loan % million)
1955 Republic of Honduras Highway maintenance L2
1958 Republic of Honduras Highway construction
and improvement 545
1959 Empresa Nacional de Electric power develop=
Energia Electrica rent 1l
1960 Empresa MNacional de Electric powver develop=-
Energia Slectrica ment 8.8
Total (net of cancellations and refundings) 1E.9 1/
of which has been repaid 9
Total now outstanding 15,0
Amount sold 1.h
of which has been repaid 1.L 0,0
Net amount now held by Bank 15,0
1/ Includes $0.2 million not vet disbursed.
(b) 1IDA Credits as of July 31, 196L
Amount
Date Borrower Purpose (equivalent in
% million)
May, 12/61 Republic of Honduras Hiphway develop-
ment and main-
tenance 9.0 2/

2/ Includes #4.5 million not yet disbursed,
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(c) Disbursement Problems:

None.

(d) Technical Assistance Activities:

15 On request of the Covernment, the Bank assigned Iiir. C.
J. Thomas as economic advisor in April 1963. His assignment
was concluded in April 196kL.

I Studies on long~term telecommnications development were
carried out by French experts as part of the U.N. Special Fund
Central American Telecommunications Study, for which the Bank
was Executing Agency. The study was completed in March 196L.

(e) 9% Capital Subscription: (%5L0,000)

Entire 9% released and lent in dollars.

(f) Holdings of World Pank Bonds:

None,
{g) I1.F.C.:
IFC (with other participants %100,?50) has made an
investment of 5350,000 in a leather tanning project in Honduras.
There are no active applications.

(B} TaDhss

Member. We do not propose to approach Honduras for
release of its 90% local curreuncy subscription.

(1) Access to Private Capital lfarkets:

Not applicable.
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V.

POLITICAL SITUATICN

Col. Oswaldo Lopez Arellano has been Chief of Government since
the military coup of October 3, 1963, For March 1965, elections are
scheduled for a Constituent Assembly, which is expected to undertake
a revision of the Constitution and decide the date for Presidential
and Congressional elections.

The political situation under Col. Lopez! Government has bheen
guiet. Yo far-reaching social reforms have been undertaken. The
business community has confidence in the Government, The Government
has pursued a conservative budgetary policy,
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VI. ECONOMIC SITUATION

Population: 2.1 million
GNP per capita: U.S,$200

After several years of stagnation, the economy of Honduras in
1962 made a noticeable recovery which has continued to the present time.
Good economic management by the public sector (especially the Administra-
tion from 1957 to 1963), the recovery of banana production, and a sub-
stantial increase in industrial production accounted for this awakening.

In recent years, Central Government revenues have not kept up with
the growth of the economy, but Honduras! fiscal effort has improved some-
what in 1963, The new Government recently introduced a new excise tax:
this and other tax measures are likely to lead to an increase in tax revenuc
of over 10% in 196l.

Honduras has sizeable capital requirements for high-priority projects
in the immediate future. Among these are the Puerto Cortes, the North
Road and Power Interconnection (to El Salvador) projects, which will
represent total expenditures of some $40 million for Honduras., Honduras!
external debt service is low (for 1963 it was $2.5 million or 3% of export
earnings, and will remain at this level for the next few years). However,
since public sector capital requirements are large relative to present
and prospective domestic financial resources, it is desirable that part of
these requirements be financed on extended amortization terms, or in the
form of a blend of conventional and "soft! IDA~type terms.
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IITI, STATE OF RELATIONS AND TOPICS FCR DISCUSSION

(a) State of Relations since July 1, 1963, including Bank /TDA
lending prospects:

(i) Bank Loans and IDA Credits since July 1, 1963:

Date Borrover Purpose ($A$g§§§0n)

Loans:

Sept. 20, Nacional Firanciera Federal highways 40,0
1963

Credits:

None,

(i1) Major problems in executing existing loans:
None.
(1ii) Loans presently under considerations

t an SLC meeting in July, 196L the following lending
program was approved for consideration by the Bank:

AT, Tentative

Purpose (5 million) Status Date for
legotiations

Toll roads 30 Appraisal mission open
Electric pover 150 ) scheduled for Septe.
Federal highways 20
Irrigation open Action awaiting
Agricultural credit openg receipt of studies and open

completion of financial
planning,

The SLC gpproved a total lending program of $400-L50
million. In addition to above projects Mexican Govermment
also desires Bank financing of a water and sewerage project
in the Mexico City area. The possibility of Bani: considera-
tion of this project is still open. e have informed the
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Mexican Government (in a meeting of .lter =nd the Finance
Minister) of the Bank's readiness to consider prcjects

in the five fields listed above and of the Bank's
readiness now to consider up to 50% financing of the
electric power, toll roads and Federal highways pro-
jects if the Government begins to take measures agreed

to earlier to raise revenues by some 1,2 billion pesos

in 1965,

(b) Topics to be raised by us:

(1)

(11)

Mexican Plans for Increasing Governmental Revenues

The Govermment has been planning actions by the end of
196l to increase govermment revenues by 1.2 billion
pesos beginning in 1965, as summarized in VI below. In
July the Minister of Finance told Bank s taff that action
on one of the major revenue measures, an increase in the
electric powver tax, would have to wait until the new
Government took office in December, 196L., He indicated
that the out-going Government would, however, initiate
other measures which would yield at least 1.2 billion pesos
annually. %e should inquire into the Government'!s plans
for raising revenue. %Ye should indicate that the Bank's
attitude toward cost-sharing and therefore the future
amount of such lending will be affected by Mexican pro-
gress in raising additional domestic revenue from non-
inflationary sources, as well as on restraint in in-
creasing short- and medium-term external debt,

Status of Projects for Bank Financing

Of the five projects listed above the toll roads sub-
mission was received in late July. We should ask for

the summary of the status of other projects, particularly
Tor agricultural credit and electric pover. A summary

of status of various projects in July, as reviewed by

a Bank mission, follows for background:

(a) ZLgricultural credit - General agreement existed among
Mexican officials that external financing was needed
for priority credit programs. The major outstanding
problem was a difference of opinion between the Min-
ister of Agriculture, who strongly favored the lend-
ing to farmers through the two official banks, and
the Finance Minister, who favored the lendingz through
the commercial banks. The Finance Minister indicated
in July that we could expect to receive within two
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(c)

(a)

(e)
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to three months a detailed agricultural credit program
for external financing, with full supporting studies, and
a precise description of the Govermment'!s preferred
channel for relending to farmers.

Flectric power - The main outstanding problems are the

need to increase power sector revenues and extend the
average maturity of the sector's very burdensome short
period indebtedness. In Janvary, 196L, the Finance Min-
ister said the present Govermment would act to increase
the power tax from the vresent rate of 10% to 20% before
November 30, 196lL, when its term ends. He indicated in
July, however, that this is no longer possible politi-
cally, His present plan is to have the necessary legal
and administrative action to increase revenues taken by
the outgoing government, for implementation in the early
months of the new Government, and to take measures during
196, to refinance the sector's short-period debt. He also
plans to prepare the way for the new Government to conso-
lidate Mexlight and CFE and its affiliates institutionally.
The Minister understands the Bank will not consider new
lending for pover without a satisfactory sector-wide
financing plan.

Irrization - A schedule for submission of project studies
to the Bank, prepared by the Ministry of Hydraulic Resources
in July, indicated that the first of a series of six
irrigation projects would be sent to us in October and

that the remaining vrojects would be submitted over the
period December 156l - May 1965,

Federal Highways Program - %e should not expect to re-
ceive this program before the new Government has had time
to review it.

Mexico City “7ater Sunply and Sewerage - The Finance Min-
ister indicated that the Government still desires Bank
financing of thisz project and that the study would be
sent to us upon completion of a review by a technical
commission,

(1ii) Reports on progress of investment plan and its financing

e should emphasize to the Finance Minister the importance

of periodic updating of the Mexican development program to

take account of changes in the economic, fiscal, balance of
payments situation and the progress of the investment program.
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ithout continuous reporting we would be unable to
document the continuing reasonableness of the overall
financing plan and therefore soon be unable to justify
continued Bank financing of some portions of the local
currency costs of recommended projects.

(¢) Topies likely to be raised by the delegation:

(i) Timing of market issue

The Finance Minister may inquire regarding the possi-
bility of coordinated timing of a market issue of
Mexican bonds and the next Bank loan, which is likely to
be for toll roads late in 196L, In discussions in July
he was definitely interested in this approach as a means
of helping to strengthen the market for the Mexican issue
whichh has been planned by the end of 196L. If he dees
not raise the question, we should inquire regarding the
status of planning for the next market issue and its
possible timing in relation to a Bank loan.
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IV. BACKGROUND INFORMATION

(a) Bank Loans as of July 31, 1964:

Total (net of cancellations and refundings) 439.3 1/
of which has been repaid 56.6
Total now outstanding 382.7
Amount sold 29.0
of which has been repaid 18.0 11.0
Net amount now held by Bank LT
E

1/ Includes 3113.7 not disbursed.

Loans made since July 1, 1962:

. Amount
Date Borrower Purpose ($ million)
1963 Nacional Financiera Irrigation 12.5
1963 Nacional Financiera Highways Lo.0

(b) IDA Credits as of July 31, 196L:

None.

(e) Disbursement Problems:

No serious cobstacles currently exist.

(d} Technical Assistance Activities:

Early in 1963, in response to a request by the Mexican Goverrment,
a Bank mission visited Mexico for two months to appraise the
Government's development plans for the next few years. The report
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(e)

(£)

(g)

(h)

(i)

of this mission was reviewed with the Mexican Government in
Januart, 196l end amended to incorporate its comments and changes
indica‘ed by the passage of time. The report was distributed to
the Executive Directors and to key ilexican officials in July,

196L.

9% Capital Subscription ($15.6 million)

A11 released in docllars.

Holdings of "“orld Bank Boncs

$41 .85 million.

I. F. C.

IFC (with other participants §7,754,370) has made seven invest-
ments in !exico two of which have been sold. The other five
include an aircraft engine overhaul plant ($520,000), a steel
mill ($1,127,302 purchase of shares and an underwriting com-
mitment of §9,194,856 equivalent of shares issued or to be
issued), a sodium sulphate plant ($750,000), a steel pine plant
($250,000 purchase of debentures and a standby commitment of
$TS0,000 of debentures issued) and a construction and industrial
equipment plant ($1,601,281),

Development Finance Companies

There have been discussicns between IFC and Intercontinental

S.A. about the possibility of an IFC equity participation in

the capital stock of Intercontinental. IFC sxpects soon to
receive dats bringing up to date information on Intercontinental.
1. D. A,

Member,

“le should ask Mexico to consider release of 90% local
currency subseription ($7,866,000).

Access to Private Capital Markets

A Government bond issue of $L0 million was floated in July, 1953,
the first in many years, =nd & further issue of %25 million was
floated in April, 196L. The underwriters were The First Boston
Corporation and Kuhn Loeb & Co. A third issue is being con-
sidered for the latter part of 196L.
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V., POLITICAL SITUATION

President Lopez Mateos! six-year term expires on Decem=-
ber 1, 196L. The Fresident-elect, Mr. Diaz Ordaz (of the ruling
Institutional Revolutionary Party (PRI)) stands practically at
the middle of the political spectrum, and is expected to continue
supporting the basic economic policies and the gradual social
reforms under which ie:ico has shown such steady progress.

VI, ECONOMIC SITUATION

Populations over 38 million in mid-1963,
GNP per capitas US$3LO equivalent.

The rate of economic growth showed a substantial recovery in
1963, rising by 6% in real terms after declining to Li=5 per cent
during 1957-62. Prospects are favorable for a continued increase
in GNP of around 5-6 rercent annuzlly.

With a view to assuring the continuation of the rapid rate
of economic growth that has been characieristic of Mexico, the
Government is plamning new public investment erpenditures at an
annual .rate of Ps. 13.5 million (about Us$l.l billion equivalent)
during 196L~65 compared with 10,4 billion in 1962 and 12,h billion
in 1963. The Bank mission which apnraised Mexico's public invest-
ment program came Lo the conclusions that (a) this investment
level is fully justified from an economic point of view; (b) that
it is technically feasible; and (c) a satisfactory financin ‘plan
for these investments could be developed with reasonably modest
ircreases in public savings,

The Mexican Government has indicated that it plans to re-
duce its dependence on borrowing to finance the proposed program by
initiating before the end of the current year tax and price increases
which would raise public savings by approximately Ps. 1.2 billion
annually beginning in 1965. With these additions, the total domes-
tic contribution to the financing of public investment in 1965 would
reach 71%, including public sector use of domestic bank credit. On
this basis, external financing of the 196L-65 program would need
to total USH350 million equivalent per year. The necessary dis-
bursements in 196l would be mainly under loan commitments already
made. Official borrowing totalling $400 million annually would
be needed for direct expenditure by public agencies in 1965 and sub-
sequent years and for relending to the private sector.
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2% the end of 1963, Mexico's total external public debt
amounted to about $1.6 billion, including some $L00 million still
undisbursed., <Service on this debt will be about $200 million
in 196L, equivalent to slightly less than 17% of total current
account exchange receipts. ©n the basis of the conservative
projection of exchange earnings (L% per annum growth), Mexico could
borrow as much as $400 million per year gross for the next six
or seven years without exceeding the present debt service ratio,
provided that the bulk of this borrowing were obtained at fairly
long term,

There are risks in a borrowing pattern by which Mexico
would increase its external public indebtedness by extending the
average maturity of its present external debit, which is relatively
short, without reducing its present relatively hizh annual debt
service obligations in the process. But the risk appears to be a
reasonable one, Devoting 16-17% of exchange earnings to external
debt servicing has not yet created any financial problems for
Mexico. ™ith continued prudent financial policies and a good in-
vestment climate, a debt burden of this magnitude should be sus-
tainable, even in the face of temporary unexpected financial
adversity. Furthermore, the dynamism of llexico's entrepreneurs
is vell established, and the prospects for rapid expansion of
private investment are good, If the Government realizes its
intentions to increase public savings by at least Ps. 1,2 billion
in 1965, domestic borrowing by the Government can be reduced sub-
stantially below present levels in 1965, thus giving the private
sector enlarged access to bank credit to finance expansion plans
without inflationary effects,
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Biographical Notes of Members of the Mexican
Delegation

Antonio Ortiz Menas As Minister of Finance has becn the key
official in the Mexican Government con-
cerned with economic development poli-
cies and programs. Vas highly coopera-
tive in the work of the Bank!s appraisal

mission,

José Hernandez Delgados Director-Gereral of the Bank's co~borrower
on all loans to Government and official
agencies.

Alfredo Navarrete: Assistant Director, Nacional Financiera;

particularly responsible for its indus-
trial investment policies; well-knowm
and helpful to Bank staff.

Javier Marquez: t'ell-known to Bank staff as Director of
regional "staff college" for Latin
American Central Banks,

Juan Gallardo Morenos Ministry of Foreign Affairs, Ambassador!s
rank., Close to official party; was offi-
cial "liaison officer" for Bank Mission
appraising Mexico's development program.

Victor L., Urquidi: Leading Mexican economist; Senior Adviser
to Minister of Finance; former Bank staff
(about 19L48); 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
rrogram,
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Francisco J. Lainesz (F) (Gov,) President, Banco Central de
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Federico E. Lang (F') (Alt.) President, Banco Nacional de
Nicaragua

Andres Carcia (B) (4lt.) Minister of Economy

Alfonso Ortega Urbina Adviser to Delegation, Minister

of Foreign Affairs
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ITI, STATE OF REIATIONS AND TOPICS FOR DISCUSSION

(a) State of relations, including Bank/IDA lending prospects

(i) Bank Loans and IDA Credits since July 1, 1963
None.,
(ii) Major problems on existing loans

$2.6 million (Rivas irrigetion) loan of March 1, 1963:

We have not yet succeeded in recruiting a qualified agri-
cultural and research director who is to play a key role
in the execution of the project. The agricultural director
is to be hired through U.H.-0PEX.

(iii) Loans presently under consideration
None.

(b) Topics to be raised by us

l. We might express our satisfaction about the release in
dollars of the 9% capital subscription, and inguire, if no
confirmation about the proposed arrangements for the release
has been received, whether the confirmation can be expected
soon; see (IV-e).

2. Possible irrigation project: A number of irrigation projects
were mentioned to the EBank at the beginning of this year.
The Bank agricultural mission which visited Nicaragua in
late May identified one project in Tuma Viejo for which we
have proposed a full-fledged feasibility study. We are ex-
ploring possibilities of FAO technical assistance for the
feasibility study. The study of long-term irrigation possi-
bilities could be made the subject of a U. N. Special Fund
study.

3. Livestock projects: Projects are being prepared for our
consideration by the National Development Institute (INFONAC)
(total cost $2.4 million, foreign exchange component $1.2
million) and by the Banco Nacional (total cost about $7 mil-
lion, with a foreign exchange cost of only about $l.5 million).
While the INFONAC project study will not be ready before the
end of the year, the Banco Nacional study is nearing com-
pletion. Two Bank micsions visiting Nicaragua in 1963 and
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in June 196l expressed interest in these projects, but
urged that we be given an integrated program; we would not
consider separate loans. Recently some friction seems to
have developed between the Banco Nacional and INFONAC which
would make cooperation between the two institutions diffi-
cult. We Ymow that both projects are under preliminary con-
sideration by the IDUB also., IDB has had two technicians
stationed in the Banco Nacional for the last year and has
already made a $1l.2 million loan for livestock to INFONAC,

We should inguire whether the Government still wants the
Bank to take an interest in these projects. During a recent
conversation at the Bank, lMr. Sacasa, Ceneral Manager of
TNFONAC, maintained that both livestock projects would be
rresented to the Bank by the end of the year.

Telecommunications: e might inguire about the status of
the Nicaraguan approval of the Convention for the Central
American Telecommunications Company and, if it is being
delayed, urge that it be expedited.

Feeder roads: A transportation mission visiting Nicaragua
in June 196k identified two feeder road projects, one in
the Matagalpa area (L95 kms), the other in the cotton-
growing Chinandega area (70 kms). Total cost would be
between $10 and $12 million, with a foreign exchange cost
not established yet. e have advised the Nicaraguans on
further project preparation,

Power: We might inquire about the status of the feasibility
studies for the second stage of the Rio Tuma hydroelectric
project,

Sector and Project Studies: We should stress the need for
sector and project studies (as pointed out in the recent
economic report on Nicaragua) and express the hope that the
arrival of a US planning team financed by AID will be help-
ful in this connection.

Education: The Bank's interest in educational projects has
already been communicated by the mission visiting Nicaragua
in June. Ve might remind the delegation again of this new

line of Bank activities.
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Topics likely to be raised by delegation

The delegation is likely to inquire about the recruitment of
the agricultural director for the Rivas project. We should say
that we have interviewsd more than a dozen candidates but none
had sufficient experience with extension problems. Ve are
continuing our search.
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IV. BACKGROUND INFORMATION

(2) Bank loans as of July 31, 196k

Totzl (net of cancellations and refundings) 38.1

of which has been repaid 11.9
Total now outstanding 26,2
Amount sold 2.0

of which has been repaid 1.8 0,2
Net amount held by Bank 26.0 1f

1/ 1Includes $6,5 million not yet disbursed.

Year Amount
of Borrower Purpose (equivalent in
Loan $ million)
Republic of .
1963 Nicaragua Irrigation 26

(b) IDA Credits as of July 31, 196l

Amount
Date Borrower Purpose (equivalent in
$ million)
Sept.7/62 Nicaragua Managua Yater 8.0 1f

Supply

1/ Includes $2.6 million not yet disbursed.

(c¢) Disbursement problems

None.

(d) Technical Assistance Activities

A Bank transvportation mission which visited Nicaragua in June

196l prepared an outline for a study to determine the feasibility
of building a2 port on the Atlantic coast, as well as of the possi=-
bilities of transportation on Lake Nicaragua. The outline will
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serve as the basis for an application to the United Nations
Special Fund for a grant to cover full-fledged pre-investiment
studies,

9% Capital Subscription ($5L0,000)

Nicaragua has agreed to release its 9% capital in twelve semi-
annual instalments beginning July 1, 1964, 4 letter was sent

to the Minister of Finance in April 1964 outlining the procedure
for the release., MNo confirmation has yet been received from the
Government .

Holdings of World Bank Bonds

No holdings.
i Fa Dy

Member., IFC has made no investments in Nicaragua and there are
no applications.

Development Finance Companies

IFC decided in December 1963 not, for the present, to invest in
Corporacidn Nicaragliense de Inversiones (CNI), a private develop-
ment finance company in Nicaragua which came into being on
January 8, 196lL, with 47 participants, including Wells Fargo

Bank and a German bank. However, IFC has informed CNI that it
would be prepared to consider an investment after CNI had accumu-
lated experience and demonstrated its profitability and that in
the meantime, IFC would be happy to consider joint financing
with CNI of industrial projects in Nicaragua.

Ls Da A

Menmber. We do not propose to approach Nicaragua for release of
905 subscription.

Access to Private Capital lMarkets

Not applicable.
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V. POLITICAL SITUATION

Dre. Rene Schick of the Liberal (Somoza) Party, a former Minister
of Education, was inaugurated President in May 1963 for a four-year term.
He is generally respected, and there is a sizeable segment of the popula-
tion willing to cooperate with him who avoided any cooperation with the
Somozas who continue to have a large following.

The Government is generally pursuing moderately liberal policiess
especially in the social field.
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VI. ECONOHIC SITUATION

GIP per capita: About $250
Population: 1.5 million

1. In the last four years real gross domestic product has grown

at an average rate of 8-9 percent a year. Exports have accounted for

a major part of this growth rising from $70 million in 1961 to about

$107 million in 1963: cotton exports were the prime mover, but there
were also growing exports of minor products, such as meat, sugar, bananas,
shellfish, soluble coffee and copper ore. At the same time, industrial
production for the local market made a growing contribution.

2e The fiscal position of the Govermment has greatly improved in

the last two years, with the rapid growth of revenues: a small surplus
actually emerged in fiscal 1962/63, and there is a larger surplus in
1963/6lie There is considerable scope for preparation of new high-priority
projects in the public sector, for which a substantial amount of domestic
resources are available,

3 Wicaragua's debt service in 1963 amounted to 5.6% of export earning:
The country!s moderate debt service together with its favorable export
prospects should enable it to meet its external capital requirements for
the public sector in the next few years on conventional terms.
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Carlos F, Alfaro (F) (A1hs) Director, Banco Nacional de Panama
Carlos A, Velarde (B) (Alt,) General Manager, Desarrolle Industrial,
Sed.
Federico Humbert Adviser to Delegation

Julio Ernesto Heurtematte Adviser to Delegation
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III, STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(2) State of relations, including Bank/IDA lending prospects

(i) Amounts loaned since July 1, 1953
None,
(ii) Major problems on existing loans

Bb million (Central Provinces Electrification) Toan of

Setember 1L, 1962 to Instituto de Recursos Tidraniicos v
Electrificacion: the La Yeguada hydroplant (foreign cost %0.8
million) has bLeen delayed considerably and instead of being
ready in early 1965 as planned is now scheduled for 1966. This
is dve mainly to the amount of time taken in awarding major
contracts, mainly because of Morales, Director General of IRHE,
has opnosed the hydroplant solution. Finally bids were asked
for last May and it is expected that the contracts were to be
awarded by October.

37.2 million (Sezond Road) Loan of August 19, 1960: Due to the
disbursement problems lis-ed under IV-c, we had to postpone the
closing date for this loan for one year,

(1ii) TIoans presently under consideration: The following loan under
consideration has not yet been approved by SLC.

Tentacive
Purpose Amount Status Date for
Negotiations
Road con- &7 Studies to be ready by - 2nd gquarter
struction  million  December 196L. See con- of 1965
and main- ditions under (ii-2).
tenance

(b) Topics to be raised by us

1. Increase in subscription: The Governors have approved, in May
196i;, Panama's application for increasing its subscrintion from
$L00,000 to 39 million. The 1% portion of the additional sub-
scription payable by Panamna in gold or US dollars amounts to
$86,000. A letter outlining the proposed arrangements for the
increase was sent to Governor Velarde on May L, but we have had
no reply. We shouldinquire about the status of this metter. We
should not press at this time for a release of the 97 of the
additional subscription.
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Proposed Road Loan: The matter of the above mentloned new

road loan is likely to be raised. In view of the contemplated
new road loan (see below), we have told the Panamanians that a
number of conditions would have to be fulfilled before we could
consider the new loan: strengthening of the organization of

CAM (the road maintenance organization); preparation of periodic
progress reports; preparation of revised cost estimates and a
program of action for the roads remaining under the existing
loan; signing of a coniract with the consultants (Brown and Root)
for a study of the organization and administration of CAl,
including a four-year maintenance and rehabilitation program of
the road network.

Other Road Projects: The Panamanians have asked the Bank to
consider financing a variety of roads contained in Plan Vial III.
Since the relevant studies date back to 1958, they must be up-
dated, especially with regard to cost estimates and economic
benefits. We have already urged the Panamanians to start
thinking about relative priorities. Mr. Lacayo discussed these
questions on an end-use visit in July 196lL.

Land sebttlement or general agricultural development projects:
ile have encouraged the Panamanians to prepare such projects in
two or three of six priority areas, preferably in Alanje and
Tonoei. where the Benk is already financing roads.

We should indicate our willingness, subject to the receipt of
preliminary project studies, to send a staff member of the
agriculture division to advise on project preparation.

Telecommunications: %We might inquire about the status of the
Panamanian position with regard to the proposed Central American
Telecommunications Company.

Economic Missicn: Ve should advise the delegation that an
economist (probably lir. Kuczynslki) will visit Panama towards
the beginning of next year to prepars a new economic report.

Mr. liorales: Qur concern about IMr. Morales, Director General

of IRHE, was expressed to Mr. Samudio, head of the Planning
Office, during his visit to the Bank in June. Mr. Samudio then
indicated his sympathy with ow position, and it seemed apparent
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that Samudio agreed that especially if Bayano should became

a definite possibility, it would not be possible to continue
Mr., Morales at the helm of IRHE, HNothing is likely to be done
on the Panamanian side until the new administration takes over
in October. President-elect Robles has given verbal assurances
to Habib that the necessary changes in IRHE management will be
made.

We should indicate our interest in worlidng with IRHE, but be
firm in insisting that good cooperation is unlikely with a man
like Mr. Morales.

(c) Topics likely to be raised by delegation

1. La Yeguada hydroelectric project: The delegation is likely to
press again the issue of the financing of local currency costs.
In early 196l we recgived numerous letters from Mr. lMorales,
Director General of IRHE, informing us that the ability of IRHE
to contribute toward financing the local cost of the project
would be less than had been expected, and that the Government
would not be able to provide more than it had committed on the
basis of earlier estimates. £ Panamanian loan application to
AID to cover part of the local cost was turned down. Ve have
discouraged IRHE irom asking bidders to finance the local
currency costs, and IRHE has finally taken our advice.

We should stress the importance of adequate local contributions
to high-priority projects.

2. Bayano hydroelectric project: (120 MW for Panama City area).
TOD has studied the technical aspects of the project, but questio
the cost estimate of 60 miliion. The Panamanians have agreed
to have the cost estimates checked by an independent consulting
firm (Harza). In the meantime, no design work should be started.

3. Resident advisor: The assignment of Habib has been extended unti
the end of February 1965. The Panamanians are likely to ask for
a further extension. In view of the variety of contemplated new
operations in Panama, it would be advisable to give an initial
favorable reaction to such a request, with the understanding
that !Mr. lHabib, having stayed in Panama for about three years,
might be replaced by another staff member.
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BACKGROUND INFORMATION

(a)

Bank loans as of July 31, 196l

Year Amount .
of Borrower Purpose (equivalent in
Loan % million)
1955 Republic of Panama Roads 5.9
1960 Renublic of Panamna Roads T2
1953 Instituto de Fomento
Economico Agriculture 1.2
1953 Instituto de Fomento
Economico Grain silos «23
1962 Instituto de Recursos
Hidraulicos y
Electrificacion Power 4.0
Total (net of cancellations and refundings) 18.05 1/
of which has been repaid Bl
Total now outstanding 12.95
fmount sold 243
of which has been repaid 1.7 0.6
et amount now held by Bank 12.35

1/ Includes 5l.3 million not yet disbursed

(b)

(c)

IDA Credits as of July 31, 196l

Hone.

Disbursement Problems

At the request of the Government, we agreed to postpone the closing
date of loan 264-PAN (second road project) fram May 30, 1964 to

liay 30, 1965. Frequent changes in the management and personnel of
CAM (the highway authority), which occured af'ter the present admini-
stration took power in August 1960, delayed the completion of 138 kms
of access roads by about one year. In 1963 heavy rains, landslides
and the washing out of a bridge retarded progress on both the feeder
and access roads.
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(d)

(h)

()

& 5 % August 11, 196k

Technical Assistance Activities

The assignment of Bank resident advisor (Habib) has been extended
until the end of February 1965. That of the advisor on land settle-
ment (Buri) was terminated at the end of May 196l.

9¢) Capital Subscription ($36,000)

Entire 99 has been released and lent in dollars.

Holdings of World Bank Bonds

Tone.
IcFOC'ﬁ'

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

I.D.A.

Member. Ve do not propose to approach Panama for release of 900
local currency subscription.

Access to Private Capital larkets

Panama has placed long-term bonds in the MNew York market for a total
of £26.3 million from 195C to 1962. The 1962 issue was for 39 million
at 1,-1/2% repayable over 39 years. Panama's access to the U.S.
capital market was based entirely on the fact that service on these
debts was secured by the U.S. Canal annuity payment of $1.93 million.
The 1962 issue took up the remaining unpledged portion of the annuity,
and thus for the time being exhausted Panama's access to the U.S,.
capital market.
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V. POLITICAL SITUATION

President Chiari of the Liberal Party was inaugurated in October
1960 for a four-year term., The Presidential elections of May 196L resulted
in the victory of Marcos A. Robles, the present Administration's candidate,
He is to take office in October 196l Mr, Roblss is known for his integrity
strength of character and pro-US sentiments. Unless current efforts to
create a coalition government succeed, the incoming government might find
it difficult to get majority support in the National Assembly.

The new Government will probably continue to institute mcderate
economic and social reforms,
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VI. ECONOMIC SITUATION

GNP per capita: $LLO
Population: 1.2 million

1. Panama has the highest income per head of the Central American
area. Impelled largely by the growth of services and construction in
the capital area, GNP has grown at a rapid 8% per year on average in
the last four years.

2 The Jamuary political disturbances led to a heavy capitel flight
and a virtwal halt in investment activity. Improved relations with the
United States and measures taken by the authorities to counteract the
adverse developments have arrested the downward trend. The economy
should rapidly recover from the recent crisis, although there still
remains a sizeable amount of unemployment.

3 In the fiscal year ending February 196l, there was a fairly
sizeable deficit. Prospects for the 196L/65 fiscal year are not en-
couraging, but the incoming Administration has promised new taxes and
further improvements in the tax administration. There is considerable
scope for improvement in fiscal performance, especially in view of

the increase in public investment proposed in the Government's 196L4-66
investment plan.

Liv Panama's external public debi service is modest: service in
1963 was less than 5% of gross foreign exchange earnings. The public
sector should be able to borrow its external capital requirements on
conventional terms,
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ITI. STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a) State of Relations since July 1, 1963, including Bank/TDA
lending prospects-

(i) Loans and credits made since July 1, 1963:

December 26, 1963 $3.6 million credit for
cattle development

(4i) Major problems in executing existing loans:
Hone
(iii) Loans presently under consideration:

The following projects are under consideration; they
have not been submitted to SIC.

Purpose Amount Status Tentative Date
Tor Negotiation

Highway $2 million Pre-appraisal mission  Decenber 196l
Construction visited in early July

Port $3 million Appraisal mission Mid 1965
Improvement tentatively scheduled

for October 196L

(b) Topics to be raised by us:

Mission requested by President Stroessner: President Stroessner
has requested a mission to study Paraguay's economic situation,

to suggest appropriate economic policies and to help in the pre-
paration of an investment plan and a loan plan. We should answer
that we are very sympathetic to the request and hope to comply.
However, the timing and composition is not yet decided.

(¢) Topics likely to be raised by delegation:

Dredging of the Paraguay River: The delegation may request prompt
consideration to their request for financing not only the expan-
sion of the Port of Asuncicn but of a dredge. We should answer
that an appraisal mission for the port project is scheduled for
October at which time they will also look into this request, as the
Bank has always considered the two projects interrelated.
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IV. BACKGROUND INFORMATION

(a) Bank Loans as of July 31, 156k

Date Borrower Purpose Amount
(% million)

1951 Republic of Paraguay Agricultural Development L.5

Total (net of cancellations and refundirgs) 4.5

of which has been repaid 4.2

Total now outstanding .3
Amount sold 5 )

of which has been repaid .1 0.0

Net amount held by Bank 0.3

(b) IDA Credits as of July 31, 196l

Date U ®Purpose Amount
(% million)

October 26, 1961 Highways 6.0
December 26, 1963 Cattle Improvement 3.6
9.6 /

1/ Includes $9.4 million not yet disbursed.

(¢) Disbursement Problems

None

(d) Technical Assistance Activities

The Bank is acting as Executing Agency for U. N. Special Fund
Road Survey which started in May 19€) and is expected to be
completed at the end of 1965.

(e) 9% Capital Subseription ($540,000)

$126,000 released for purchases in local currency

(f) THoldings of World Bank Bonds

None
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(g) 1.F.C.

Member., IFC has no investments in Paraguay and there are
no applications.

(h)  I.D.A.

Member. No approsch for release of 90% local currency
subseription contemplated.

(1) Access to Private Capital Markets

None at present.
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V. POLITICAL SITUATION

President Stroessner began his second full five-year term
in August 1963. Political stability is as firm as in the past
but there is greater freedom of expression with respect to national
issues. The President and the Cabinet for their part appear to be
more aware of the importance of and of the need for sound policies
to promote economic development.
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VI. ECONOMIC SITUATION

POPULLTION: 2.6 million
GNP "PER CAPITA: US$100 to US$125

The Paraguayan economy has emerged from a period of stagnation.
A notable growth in agricultural and industrial output, particularly
for export, took place in 1963 and is continuing this year. Prices
have risen very moderately in spite of a rather rapid increase in
credit, largely due to increasing public sector deficits. With the
help of an increasing inflow of external assistance, the level of both
public and private investment has been rising. Combined with improved
policy measures, particularly in the vital livestock sector, the
higher investment activity gives promise of substantial further growth
in output and income. Improvements in public sector finances with a
view to increasing financial resources for development projects remains )
number one priority.

The foreign trsde situation has on balance registered some
improvements. Exports have increased in 1963, because of the growth
in output, expanded market demand and imyroved terms of trade; these
improvements have continued this year, Imports have on the“whole
remained remarkably stable, partly due to limited foreign exchange
availabilities.

The external public debt of Paraguay has now increased to the
point where debt service is a heavy burden both on foreign exchange
earnings as well as on public sector savings. (External debt service
is equivalent to 9% of export earnings in 196L4). Additional external
borrowing must be highly selective for high priority projects and a
substantial part of it on esczentially non-conventional terms.
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ITI, STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a) State of relations since July 1, 1963, including Bank/IDA
lending prospects:

(i) Bank Loans and IDA Credits since July 1, 1963:

Amount
Date Borrower Purpose ($ million)
Loans:
Nov. 22, 1963 Lima Light Power 15.0
Development

April 22, 1964 Republic of Peru Development of 3.1
Port of Paita

Credits:

None.

(ii) Major problems in executing existing loans:

Peruvian Corporation's Financial Difficulties

The finanecial situation of the borrower has critically
deteriorated, and it will not be able to meet its financial
obligations later this year, due to increases in wages,
delays in obtaining permission to increase tariffs, and
truck competition which limits the possibility of raising
tariffs. The Corporation, therefore, requested in mid-
June that the Bank (and the Eximbank) acquiesce in the
June 30, 196l interest payment to the debenture holders,
to "buy time" needed to work out some new arrangements.

The two creditors acquiesced. The Corporation is pre-
paring recommendations to the Government and the creditors
designed to permit the Company to achieve a measure of
financial viability; the recommendations will include a
rescheduling of the amortization of the Bank and Exim
loans, as well as of the Intercompany Debentures, and a
Government financial contribution in some form.
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(ii1) Loans presently under consideration:

Loans are under consideration for the individual projects
listed below. A lending program has not as yet been
developed for Peru.

Purpose Amount Status Tentative dats
($ millions) for
Negotiations
Highways 10-15 Being appraised open
in August.
Irrigation 20-30 Status of plans open

to be reviewed
in September.

Farm Credit 10-15 To be summarized open
in supplementary
briefing memo.

(b) Topics to be raised by us:
(i) General

We should start off by commending the Belaunde
Government on the generally cautious and responsible
monetary and fiscal poliey which has kept price
inereases under control, improved the foreign
reserve position, and enabled the country to
maintain a stable exchange rate since 1959.

(ii) Further Bank-lending

We should point out that we have the three above-
mentioned lcans under active consideration, that
we plan to review the Government's investment pro-
gram this fall and that we hope out of this would
come a program of further Bank lending.
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(iii) Peruvian Corporation

We should point out that we are seriously disturbed
about the difficulties in which the Peruvian Corpora-
tion finds itself only a little over one year after
the signing of the loan.

We realize that the main problem of the railway is
its competitive position with road transport. This
is partly attributable to the basic economic ad-
vantages of road transport, but there are many steps
which could be taken by the Govermment to reduce
artificial advantages of road transport (enforcing
of road transport regulations especially as regards
maximum weight of vehicles, increases in the ex-
ceptionally low fuel prices and truck taxes, etc).

We now expect the Corporation to produce a financial
reorganization plan. We have asked the Corporation

to discuss this plan in the first instance with the

Government.

We realize that this plan will ask the IBRD and

the EXIM-Bank to re-schedule their repayments, but
before considering such re-scheduling we would want

to be satisfied: (1) that such a reorganization plan
would really put the Corporation on a viable basis;

(2) that the bondholders would agree to a comparable
rescheduling; and (3) that the Government as the
Guarantor would mazke specific commitments regarding

a number of matters affecting the Corporation directly
and indirectly. (One of these would be for the Govern-
ment to make a substantial cash contribution to the
Corporation at least during the period of postponement
of the amortization payments on the loans. The second
would be to agree to exercise restraint on the labor
unions in the next round of negotiations with the
labor unions. The third would be agreement to a much
faster procedure for approving tariffs and the last
one would be for the Government to commit itself to
enforce the road transport regulations agreed with

the Bank at the time of our last highway loan and to
take certain other measures mentioned above that would
redress at least in part the balance in the competitive
position of railroad versus road transport.)
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(c) Topics likely to be raised by the delegation:

(i) Mantaro Project

The Government has already approached the Bank several
times about finaneing this project, which consists of
the construction of a power station with an initial
capacity of 330 MW at a cost of $185 million. Roughly
one-third of the cost (partly equipment and partly
civil works) has been financed by a consortium of U.K.
and German firms which were given the contracts before
proper engineering had been developed and without
international competitive bidding. The Government's
latest proposal to the Bank was that the Government
would reduce the contracts and the financing with the
consortium to about $20 million and that the Bank
should come in and finance the rest of the foreign
currency component of the project, which totals some-
where between $75 and $100 million, on the basis of
international competitive bidding. We told the
Peruvians that even such a reduction would not be
acceptable and that we could consider financing this
project only if the existing contracts were terminated
by negotiation and if the contracts for the entire
project were to be awarded on the basis of intermational
competitive bidding. The Peruvians may well reopen the
discussions on that point.

(i1) Banco Agropecuario (Agricultural Bank)

We may be asked what our next steps will be in regard

to the Government's request for making a fifth locan

to the Banco. Our reply should be that we have been
disappointed to learn of the deterioration in the
financial position of the Banco in the last two years,
that we are preparing a list of the improvements
necessary for the Banco to qualify for Bank financing.

and that we are looking for an institution that would

be able to provide the Banco with the technical assistance
that it has requested from us.
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IV. BACKGROUND INFORMATION

(a)

()

(c)

(d)

Bank Loans as of July 31, 196kL:

July 31, 196L

Total (net of cancellations and refundings) 123.3 l/
of which has been repaid 2L.6
98.7
Amount sold 10.
of which has been repaid T 2.8
Net amount now held by Bank 95.9
1/ Includes $32.2 not disbursed
Loans made since July 1, 1962
Amount
Date Borrower Purpose
" $(million)
1963 Peruvian Corporation Ltd. Railways 13.25
1963 Lima Light & Power Co. Power 15.0

IDA Credits as of July 31, 196L4:

None,.

Disbursement Problems:

Hone,

Technical Assistance Activities:

1. A Bank staff member (Craig-Martin) has been stationed in
Peru since 1960, Initially he was to assist the Government in
carrying out land colonization and settlement in the area of
the San Lorenzo Irrigation Project (financed by the Bank in
1955 with a loan of US$18 million). In October, 1963, his terms
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(£)

-6 - July 31, 1964

of reference were broadened to ineclude all the functions of a
Bank'!s Resident Representative,

2. At the request of the Government for assistance in re-
organizing the Lima Securities Market, the Bank arranged for
Mr. Pierre Moxhet, a well-known Mexican Banker, to visit Lima
for two weeks in June, to advise the Govermnment on pending
legislation affecting the securities market, and advise the
Government and the Bank on possible further studies.

3+ Bank staff visited Peru at the turn of the year to advise
the Santa Corporation on the kind of studies it would need in
order to review the expansion program of the Chimbote Steel
Mill (SOGESA) and improve the operations of the plant. In
accordance with the mission's advice, the Corporation retained
the services of John Miles & Partners (London) to review the
expansion program, and is now seeking to enter into a manage-
ment contract with a competent firm. Once these various con-
sultants! arrangements have been completed we will have to
consider how to respond to the Govermment's request that we
finance part of their cost with a technical assistance grant.

L. Bank staff visited Peru last fall to advise the Mantaro
Corporation on the terms of reference for a study of possible
alternatives to the proposed Mantaro hydroelectric project,
Sofrelec was subsequently retained by the Corporation to
carry out the study along lines recommended by the mission.

5. A technical assistance operation of about $550,000 to
finance road studies is pending. The studies are part of an
overall national highway studies program, other parts of which
are being financed by AID and IDB. The studies will make pos-
sible the initiation of a national highway construction program
beginning 1945,

9% Capital Subscription ($3.15 million):

Entire 9% paid and lent in dollars.

Holdings of Vorld Bank Bonds:

None.
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I. F. G

Industrial Investments

IFC (with other participants $3,572,600) has made six in-
vestments in Peru, metal products and household appliances
($250,000), brick manufacturer ($280,000), building materials
($300,000), ammonia and fertilizers ($L,083,290), and two cement
plants ($2,400,000 and $1,600,000). The building material plant
remains clssed and an orderly disposition of the company's
assets is being studied. IFC is considering a propesal to
assist in financing an expansien of the ammenia and fertilizer
plant, and is also considering participation in an underwriting
of an issue of common shares in Lima Light and Power.

Development Finance Companies

Mr, Carlos Ferreyros approached IFC in 1962 for assistence

to a new privately owned development finance compnay, Inversiones
Abancay, S.A., to be organized from a merger of the Montero and
the Ferreyros holding companies. The reorganization was com-
pleted on March 31, 196L. IFC is following with interest the
progress of the company, but has decided to defer consideration
of an investment until it could show a record of good managemendb
and profitability.

1« D A

Member. WNo approach for release of 90% local currency sub-
seription contemplated.

Lecess to Private Capital Markets:

Not likely in immediate future.



PERU wl July 31, 196k

v.

POLITICAL SITUATION

President Belaunde Terry, leader of the Accion Popular
Party, supported by the Christion Democrat Party, was inaugurated
on July 28, 1963 for a six-year term. Belaunde was elected on a
platform that included land reform and the opening of the north-
east section of the country east of the Andes. Although the
congressional coalition which supports Belaunde does not command a
majority in Congress, the Belaunde Administration has succeeded
in inereasing public investment and in restoring the confidence of
the private sector, which was badly shaken during the government
of the Military Junta and continued to be hesitant during the
initial period of the Belaunde Administration. A land reform
bill, regarded as moderate, has been widely supported, and was
enacted in the spring of 196L. The Belaunde Govermment's popular
support is reportedly increasing steadily.

ECONOMIC SITUATION

Population: 11 million
GNP per capita: $210

GNP increased in 1953 by around 5.5%, about the same as in
recent years and well above the increase in population. The main
impetus to growth was investment in both the public and the
private sectors.,

The 1963 budget deficit was larger than in previous years
but a restrictive monetary policy prevented any considerable
monetary expansion. Although there exist pressures for new
increases in Govermment expenditures, the Government is maintain-
ing a policy of not increasing expenditures unless corresponding
increases in resources are voted. The monetary authorities propose
to keep the expansion of credit within limits compatible with
external stability. Despite substantial new wage demands the
increase in prices is expected to be held within the pattern of
recent years-- i.e. about 6% per year.

The external position continues to be strong, with new
private foreign loans and investments and increased foreign
investment in the public sector offsetting some decline in exports.
Foreign exchange reserves have risen, the sol remains convertible
and the exchange rate continues to be stable, as it has been since
1959. In March Peru renewsd & $30 million stand-by agreement with
the IMF. The prospects for exports are good both in the immediate
future and over the longer term.
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Behind the favorable economic performance there continue
to exist the basic problems of the unequal distribution of agri-
cultural land and the low incomes of most of the urban and the
rural population. The outlook for the success of a recently-
enacted land reform bill is good. The outlook is also good for
inereased investment in both the public and the private sector.

On the basis of present showings, it is estimated that Peru should
be able to maintain a rate of growth well above the rate of growth
of the population.

Service payments on Peru's present external public debt
will amount to about 1l% of estimated fereign exchange earnings
in 196k, declining to about 8% by 1970. Peru may therefore be
regarded as creditworthy for additienal leans for high priority
projects.
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July 31, 1964

Biographical Notes of Members of the Peru

Celso Pastor:

Enrique Bellido:

Tulio de Andrea:

Delezaticn

Ambassador to the U.S. In his late
forties. Lawyer and head of a firm
which has been counsel to Banco
Industrial del Peru and to a number
of foreign firms operating in Peru.
Very close friend of President
Belaunde.

President of Banco de la Reserva del
Peru., In his lazte forties. FEcono-
mist and agricultural expert.

General Manager of Banco Industrial.
Industrial engineer and economist.
Has been with Banco since 1946 ex-
cept for five years he took as leave
of absence to work for CEPAL. He
has represented Peru at a number of
international conferences on economic
development.
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III. STATE OF <:LATIONS AND TOPICS FOR DISCUSSION

(a) State of relations since July 1, 1963, including lending prospects:
(i) Loans and credits made since July 1, 1963:
None
(ii) Hajor Problems in existing loans:
None
(11i) Loans presently under consideration:
The following projects are under consideration; they have
not been submitted to SILC.
Purpose Amount Status Tentative Date
($ million) for Nepotiations
Livestock About $12 Appraisal report almost October 1964
Improvement finished
Power $50-60 Apprszisal mission tenta- February 1965
tively scheduled for
October
(b) Topics likely to be raised by us:
Capital Subscription: We should stress the importance of Uruguay
regularizing its capital subscription. The small quota increase
and the 100% increase have not vet been approved (see also IV (&) ).
(¢) Topics likely to be raised by delegation:

The delegation may request prompt consideration of the Fower
project. We should reply tanat to be able to appraise the project
we need the up-to-date financial, technical and economic informaticn
requested in June 196l.
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Iv. BACKCROUI'D INFORITATTION
(2) Bank Loans as of July 31, 196l
Date Borrower Purpose Amount
(5 million)
1950 UTE Power development and telephones 33.0
1955 UTE Power development 545
1956 UTE Power development 25.5
1959 Replblica Oriental del ILivestock improvement 7.0
Uruguay
1962 Repablica Oriental del Highways 18.5
Uruguay
5&/
Total (net of cancellations and refundings) 89.
of which has been repaid 19.7
Total now outstanding 69.8
Amount sold 3.2
of which has been repaid 2.8 Ouly
Net amount held by bank 69.h
i/ Includes 4 20,5 million not yet disbursed.

(b) IDA credits as of July 31, 196l:

lNone

{c) Disbursement Problems

None. Howev:r, disbursements have been very slow in starting
due to delays in Parliamentary ratification of loans.

(d) Technical Assistance Activities

None.

(e) 9% Capital Subscription ($1,890,000)

The Government agreed to release beginning March 31, 1963 its
Cp in 10 semi-annual payments. The Government, however, has
not fully complied withh the agreement. Only $202,000 have been
released. $365,000 is in arrears. The Minister of Finance
promised to a M1051on in July 196h to regularize this situation
before the end of the year.



(£)

(e)

(n)

(1)

= Y

Holdings of World Bank Bonds

None.

I1.F.C.

Not yet a member. Legislation to be submitted to Parliament in
lovember 196l.,

I .D.;ﬂl..

Not yet a member. Legislation to be submitted to Parliament in
November 196L.

Access

to Private Capital Markets

Nones.



URUGUAY - r

V.

FOLITICAL SITUATION

Luis Giannattasio began his one year as President of the 9 man
National Counecil of Government on M=rch 1, 196L. The Council, which
assumed office in March 1963, will be in power until February 1967.

The Goveroment Party does not control a majority in Parliament,

as a result of which legislation sponsored by the Government is slow in
being approved.
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VI.

ECONOMIC SITUATION

POFULATION: 2.6 million
GNP FER CAPITA: US$550

Since 1955/56 GNP has stagnated. GNP in 1963 was probably the
same as in 1962. Population is increasing by 1.3% p.a. In late 1963
a revival of the economy began under the impact of favorsble export
prices for wool and meat.

A 50% devaluation in May 1963 brought the balance of payments
into equilibrium. The current account deficit in 1963 was only $5
million. With export prices presently 20% higher than a year ago the
balance of payments propsects for 1964 are favorable. Even so, the
pesc has weakened as a result of the LOF domestic prices increase since
the devaluation. Domestic price increases are likely to continue,
perhaps by 25% by 196l as credit expansion to public and private sectors
has been of the order of 20-25% (through February 196l).

Uruguay's economic problem is to expand agricultural production
while at the same time increasing productive employment in the cities -
only 22% of employment is presently found in agriculture and this ratio
will probsbly be further reduced. With IBRD aid modern produection techniques
are systematically introduced into livestock production. This program
should be accelerated. It will directly affect meat and wool exports
(presently providing over two-thirds of merchandise exports). Crop
production also needs improvenent, primarily in wheat. Manufacturing
industries should increase production for exports if it is to create
sufficient new employment possibilities.

The Government financial position is expected to improve as
export incomes are rising in 1964; further actions to improve tax revenue
are required, however, if Uruguay is to secure sufficient resources to
finance investment and restore stability. Export and income growth
largely depends on a realistic exchange rate policy. A three-year program is
to be presented by the Economic Planning Commission (CIDE) in fall 196lL.
It is likely that the program will realistically focus on the Uruguay's
prineipal economic problems summarized above.

At the end of 1963 long-term external public debt amounted to
$233 million. Service payments amount to 11% of export earnings in
1964, By replacing medium-term debt through 1970 with new long-term
debt (annually $#20-25 million) debt service by 1970 ($29 million) would
be $2 million higher than in 196l; and the ratio of service payments to
current account receipts estimated for 1970 would be 8-9%.
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WBG ARCHIVES

MECTING WITH DELEGATION

Date: September 6, 1964

Attended by:

MEMBERS OF DELEGATION:

Genieral Rafasl Alfonzo
Ravard {B)

Luis Vallenilla (B)

L1fonso Espinosa {B)

Alfredo Hachado Comez (F)

Benito Raul Losada (F)

Trnesto Peltzer (F)

Marcos Sandoval (F)

Samuel Rieber

Time: L:hO p. m. = 5:00 p. m.
Management: (Ir. Enapp
Staff: Mr. Alter

Mr. Schmidt
Mr. de Vries

Covernor of Bank for Venezuela
President, Corporacion Venezolana
de Guayana

Alternate Governor of Bank for
Venezuela

Director, Corporacion Venezolana
de Guayana

President, Banco Central de
Venezuela

Adviser, Ministry of Finance
2

Adviser, Economic Advisor Banco
Central de Venezuela

Adviser, Director's Assistant,
Economic Research Dept., Banco
Central de Venezuela

Secretary to the Delegation
Banco Central de Venezuela
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IITI. STATE OF RELATIONS AND TOPICS FOR DISCUSSION

(a) State of Relations since July 1, 1963, including Bank/IDA
lending prospects.

(i) Loans and Credits made since July 1, 1963,

Date Borrower Purnose Amount
(% million)

Loans

Sept. 1963 EDELCA Electric Power 85.0
(Guri)

*August 196, CADAFE Electriec Power 1L4.0

®August 196y Republic of Highways 30,0

Venezuela
% It is e¥nected thot these loans will be
presented to the Executive Directors
during the week of August 2L.

Credits
llone (see III (b) (ii)),

(ii) HMejor Problems in Txecuting Existing Loans.

Jone.

(ii1) Loeans presently under Consideration.

On July 23, 1963 SLC agreed that Venezuels is credit-
worthy for about US $100 million of loans for high
priority projects (in addition to loans for the Guri
and CADAFZ projects) nrovided the character and
policies of the next (i.e. Leoni) Government are con-
ducive to Venezuela's sound economic growth and
development.
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Purpose Amowmt Status Tentative

($ million) Date for
Negotiations
CANTY (Tele- Lo.0 Appraisal report MNovember
communications) being written 196
INOS, Caracas 25.0 = Appraisal sched=  January
Water Supply 30.0 uled for Sept. 1965
196
EDEICA 15.0 Appraisal sched-  January
Transmission Line uled for October 1965
1964
Guayana Agricul- Mission's recome
tural Project mendation for

technical assist-
ance being studied

Zulia Flood Control Mission'!s recome
and Drainage mendation for

technical assist-
ance being studied

Topics to be raised by us.

(1)

(ii)

9% Capital Subscription,

We should express our gratification at the Govern-
ment's agreement in nrinciple to release in dollars

in 10 semi-annusl installments over a five year
period the balance of its 9% capital subscription.
However, the Government has not yet confirmed our
letter dated June 26, 196L spelling out this process.
We should press the Venezuelans to act on this matter.

IDA Membership.

We may slso want to take this opnortunity to discuss
Venezuela's membership in IDA. In the past the
Government has been reluctant to consider participat=-
ing in IDA on the grounds that it would not qualify
for IDA 1lending. With our large lending program and
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the country's good economic condition, the Govern-
ment may well be more recentive now to becoming a
member of IDA (Venezuela's total contribution to
IDA would be %7.,07 million including $707,000 in
gold and foreign exchange).

(c) Topics likely to be raised by the Delesation.

(1)

(3i)

Pronosad Loans.

The Delegation will want to know what progress is
being made on the proposed Projects listed in
(a)(iii) above, particularly those dealing with
agriculture and the Caracas Water Supply System.
We should reply that a joint Bank-FAQ mission
visited Venezuela in July 196k and recommendations
for technical assistance in organizing the planning
and pre-anpraisal preparation of the agricultural
projects are being studied. As indicated, the INCS
Ceracas " ater Supply Project is scheduled for
appraisal in September.

Economic Mission.

The Delegation may also inguire how soon the Bank
will be able to send the proposed economic mission
to review the economy and the four-year investment
plan. %“e should reply that a Bank mission will
probably go to Caracas in October or November to
up-date our economic information,
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Iv.

BACKGROUND INFORMATION

() Bank Loans as of July 31, 196.

Date Borrower Purnose fmount
($ million)

1961 Republic of Venezuela Express Highways L5.0
1963 EDELCA Electric Power 85.0
Total {net of cancellations and refundings) 130.0
of which has been repaid -
Total now outstanding 130.0
Amount sold 2,168
of which has been repaid - 2,168
Net Amount now held by Bank 127.832%

# Includes US $96.5 million not yet disbursed.

(b) IDA Credits as of July 31, 196l.

None.

(¢) Disbursement Problems.

None.

(d) Technical Assistance Activities

None at present (see III (a)(iii) and (c))..

(e) 9% Capital Subseription (512,590,000)

Original "18%" subscription equivalent to %1,890,000 fully
released; the balance of the 9% portion (resulting from
special increase) equivalent to $10,7 million is in the
process of being released (see III (b)(i)).
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Holdings of World Bank Bonds,

Mone,
Lo Ma G

Industrial Irvestments. I. F. C. has made two investments
in Venezuela one of which has been sold. The other is an
investment in a steel olant ($3,000,000)., I. F. C. is
presently considering an investment in a pulp and paper
vroject.

Development Finamce Companies, Organization of the C. A.
Venezolana de Desarrollo was completed on October 17, 1963,
with an I. F, C. participation of Bs. 6 million (US %1,32
million) in the Bs. 36.5 million share capital. CAVD has
been somewhat slow to build an adecuate staff and develop
its investment activities.

T Dy A
liot a member (see IIT (b)(ii)).

Access te Private Canital Markets

While the time may not be far off when Venezuela will be able
to market a bond issue, the investment bankers are still wary
because of the country's political history.
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V. POLITICAL SITUATION

President Raul Leoni of the Accion Democratica Party took
office in larch 196, for a five year term, succeeding Romulo
Betancourt, the first elected President in Venezuela's history
to serve out his full term of office. This orderly transition
is an indication of the political stability that has been
achieved during the last six years. As the head of the Accion
Democratica, the Party he assisted Betancourt in founding,
Leoni is committed to that Party's policies of raising the
comtry's rate of growth and reducing unemployment. In view of
Venezuela's vastly imnroved economic condition, Leoni nlans to
increase substantially the country's development efforts and
has recently proposed to Congress a US $850 million four year
public investment program, which represents a first phase of
the public investment called for in the country's National
Develooment Plan,

ECONOMIC SITUATION

(a) Population: 8.1 million GNP per capita: about $500

(b) Economic Growth. In 1963, GNP in real terms grew about
5.0% continuing the pattern of the previous year as opposed
to the virtual stagnstion of 1960 and 1961. This high level
of activity was accomnlished inspite of only a nominal 1.5%
expansion in petroleum production 2nd exports. DManufactur-
ing output - particularly in the durable goods field -
expanded rapidly and the construction industry experienced
a substantial recovery with the result that the cement
companies are now operating at full capacity.

Bzlance of Payments. The Government's conservative fiscal
and monetary policies, which it is expected will be con-
tinued under President Leoni, strengthened private con-
fidence, maintained monetary stability and protected the
balance of payments. The favorable impact on confidence
within the private sector resulted in & sharp drop in the
rate of capital outflow that has bedeviled the economy in
recent years, and with imports and exchange earnings
remaining close to their 1962 levels, international reserves
increased to $738 million by the end of 1963.

Prices and Wages. The internal price level experienced an
increase of 3.6% in 1963 and is attiributable to the higher
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prices of immorted commodities resulting from the previous
yearts "de facto" 30% devaluation of the Bolivar to
B'sh.50 - $1. The level of prices for domestically pro-
duced goods remained unchanged.

External debt. Venezuela's external public debt as of
June 30, 196l amounted to US $361 million, most of which
is short term, compared with US $362 million at the end
of 1962, Service on total external debt amounts to

US $76 million in 196l or less than 5% of expected foreign
exchange earnings of about $1.7 billion; and it declines
to US $50 million or less during the years 1965-68 and to
less than US $22 million for 1969 and thereaftere.




