THE WORLD BANK GROUP ARCHIVES
PUBLIC DISCLOSURE AUTHORIZED

Folder Title:  Annual Meeting briefing papers, 1966 - Africa - Briefing papers 02

Folder ID: 1769878

Series: Briefing papers

Dates: 09/01/1963 — 10/1/1963

Subfonds: Records of President A. W. Clausen
Fonds: Records of the Office of the President

ISAD Reference Code: WB IBRD/IDA DEC-03-37

Digitized: 12/11/2018

To cite materials from this archival folder, please follow the following format:

[Descriptive name of item], [Folder Title], Folder ID [Folder ID], World Bank Group Archives, Washington, D.C., United

States.
The records in this folder were created or received by The World Bank in the course of its business.

The records that were created by the staff of The World Bank are subject to the Bank’s copyright.

Please refer to http://www.worldbank.org/terms-of-use-earchives for full copyright terms of use and disclaimers.

THE WORLD BANK
Washington, D.C.

© International Bank for Reconstruction and Development / International Development Association or
The World Bank

1818 H Street NW
Washington DC 20433
Telephone: 202-473-1000
Internet: www.worldbank.org



DECLASSIFIED
WBG Archives

A1992-044 Other# 4
Annual Meeting briefing papers, 1966 - Africa - Briefing papers 02

‘/_. :\;" é‘é‘

_,///f[;’ { Cct
Il I‘Ii!_; ,i gl:;'_":i |!| ;
et 1] 1|L ngls |T|8| I

209332B




ForM No. 57

TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR

| INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
Mr. George D. Woods DATE: July 5, 1966

J. Burke Knapp

I attach for your information three memoranda on African regional
planning problems which have been produced by our Project Department
experts in the fields of transportation, power and telecommunications,
respectively. These memoranda have emerged from discussions which I
have had with Mr. El Emary and Mr. Chadenet together with their advisors.

You will find that these memoranda are rather conservative in
their estimate of the possibilities for useful planning on a continental
scale in the field of African public services. However, I think they
provide a lot of useful information, and particularly in connection
with the transportation memorandum, indicate a constructive approach
which might be taken by the Bank toward the intensification of our
African transportation studies.

When you have had a chance to read these papers perhaps we could
have a talk about it.

cc: Mr. El Emary
Mr. Chadenet
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FoRm No. §7 INTERNATIONAL DEVELOPMENT

INTERNATIONAL BANK FOR l INTERNATIONAL FINANCE
i ASSOCIATION I RECONSTRUCTION AND DEVELOPMENT CORPORATION
TO: Mr. J. Burke Knapp DATE: June 21, 1966
FROM: Warren C. Baum
SUBJECT: AFRICA: Transportation Planning and Studies

Following the discussions held in your office last week, we have
revised the memorandum on regional transport planning in Africa.

Major Considerations

There are several major considerations in approaching transport
studies in Africa:

First, regional transport studies can contribute to the more ef-
fective integration of the African countries. The existing transport sys-
tem is based primarily on political and administrative considerations which
were relevant under the previous colonial arrangements but which have now
lost much of their relevance. As for economic considerations, the transport
system is geared largely to facilitate the export of raw materials from the
interior to the nearest port and the import of finished items; as a result,
intra-African transport is limited mainly to bringing goods through coastal
countries to land-locked countries. These economic considerations are likely
to change in the coming decades; as economic development proceeds, more in-
terchange of goods and people should take place within Africa, and it is im-
portant that adequate transport exist to facilitate these movements. Even
assuming that there are no changes in existing political boundaries, trans-
port planning may help to avoid the dispersion of economic resources that
should be exploited as a whole. Transportation planning on a regional or
sub-regional basis can also serve the useful purpose of avoiding the dupli-
cation of facilities that is bound to ocecur if each nation continues to de-
velop its transport system in isolation.

Secondly, the Economic Commission for Africa (ECA) has already
given considerable attention to useful transport studies and a number of
European countries have been approached to undertake such studies. Accord-
ing to Mr. Burney, the Bank representative in Addis Ababa (in his letter of
May 18, 1966) ECA has prepared a paper on transport development in the Great
Lakes region (Kenya, Tanzania, Uganda, Zambia, Rwanda, Burundi, Malawi): the
German Government is preparing a study for West Africa (excluding the former
French associated territories); the French Government is preparing one for
these territories; and the Belgians are studying the possibility of linking
the Great Lakes countries to Western Africa. Preliminary results of these
studies are expected to be available in the fall. The British Government
had been giving some consideration to a study for the East African region
before the Rhodesian crisis. And the U.S. Government seems to have agreed
to provide ECA with a transport adviser, reportedly from the Northwestern
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University Transport Center, to review existing reports and those under prep-
aration and to recommend steps to prepare a systematic transport development
program. Studies now underway thus seem to cover all of Africa, except for
the northern region, South Africa and the Portuguese colonies. Except for
the Great Lakes paper which has recently become available, we have, however,
no information on the funtional scope and depth of these studies.

Thirdly, transport planning must be properly integrated with plan-
ning in other sectors. If such other planning is not taking place, the trans-
port plan tends to be of only limited value. The limited planning which now
exists in Africa is generally only on a national basis and under ECA auspices
efforts for regional planning are Jjust beginning. Since the transport plan-
ning must be in the broader context of regional economic development as awhole,
this is an added reason for confining the individual studies to regions of a
manageable size; otherwise the task will quickly become too large to organize
and carry out effectively.

Finally, there is a question of priorities. Given the limited man-
power and resources which are available for transport studies, the question
arises whether inter-country connections are as important to open up new areas
within particular countries. If it is more important to open up new areas in
Nigeria, Ethiopia or the Sudan, for example, than to provide better inter-
African connections, such studies could distort economic priorities. On the
other hand, long-range planning of regional transport networks as a whole should
help to ensure that when individual links in the network become justified,
they are constructed in a manner consistent with the ultimate objective.

Major Study Possibilities

There appear to be several major study possibilities:

1) A study of virtually continental scope covering Africa south of
the Sahara and north of South Africa. This would be an immense and very costly
undertaking. In similar other situations (India, Brazil), we have decided
that it would be preferable to divide such a large area into meaningful regions,
prepare transport studies for them and ultimately develop a transport plan for
the larger region from the individual smaller studies. These considerations
would seem to apply even more strongly to Africa since we would be dealing with
an even less integrated economy, areas where practically nothing is known about
the natural resources, and numerous countries with different transport policies.

2) Regional studies involving several countries. We are close to
agreement with the Governments concerned for such a study in Uganda, Kenya and
Tanzaniaj; it will focus primarily on transport policies for more effective co-
ordination and is not intended to provide a detailed investment plan, though
this is still subject to consideration by the mission which has recently held
discussions with the Governments in East Africa. Other possible regions might
be Ethiopia, Sudan and Somalia; groups of countries in West Africa.
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3) Intra-African aviation study. As far as passenger transport
is concerned, present intra-African service is quite unsatisfactory since
much of the service is still oriented toward Europe. As a result, it is
often necessary to travel from some parts of Africa to others via Europe.
Improved intra-African service could thus make a valuable contribution to-
ward African integration. Such a study might also focus on the possibil-
ities of regional collaboration for joint operation of airlines and thus
help avoid the uneconomic development of airlines based on national
boundaries.

i) TFeasibility studies for specific inter-country links, such
as the Trans-Sahara road, a railway from Nigeria to the Sudan, a road from
Nairobi to the Nile, connections from Ethiopia, Kenya and Somalia to the
new Somali port of Chisimayo, etc. This type of study could alsoc deal
with such specific transport problems as shipping costs to various parts of
Africa, or the navigation implications of rivsr basin development schemes.
Many of these projects may be motivated by non-economic considerations but
those familiar with Africa may be able to identify projects which are prob-
ably also economically justified, and the studies should in principle be
prepared to take some account of political and administrative considerations
as well. The land-locked countries of Africa are a special case, and we
have already been concerned with some of their problems (Zambia, Mali-Senegal,
Cameroon-Chad). Usually there are a number of alternative means of access
to the sea, involving the interests of several countries and calling for a
regional approach if uneconomic investment decisions are to be avoided.
Application of the United Nations Draft Convention on Transit Trade of land-
locked countries would make a significant contribution in this direction.

Some measure of standardization of road design standards and regu-
lations in Africa is essential in order to provide a suitable basis for the
future integration of the road networks of neighboring countries and regions.
At present, there is a wide divergence of road and bridge design standards,
permissible truck loadings and vehicle characteristics, rules of the road,
etec. As a first step, an inventory should be taken of existing practices;
the next step would be the evolution of a common policy in these fields, with
some indication of programming and the estimated costs of the proposed changes.
UNESCO is already doing some work along these lines, and the Bank has recently
been invited to participate in its activities.

Next Step

The next step in determining how the Bank can most effectively
participate in transport studies in Africa is to prepare an inventory of the
numerous studies that have been or are being made by ECA and various countries
which have a bearing on this subject. This would enable us to determine what
are the highest priority needs to fill and to draw up a program of further
studies accordingly. The preparation of such a study would in itself be an



Mr. J. Burke Knapp -l - June 21, 1966

appreciable task, which would best be handled by contract with an independent
research group. (Before doing so, it would be desirable to check with ECA
and the U.S. Government to see what they are doing along these lines). The
inventory study could itself proceed in stages; certain studies of obvious
high priority, such as that of regional aviation in Africa, might be reported
on first so that further work could get underway while the rest of the
inventory was proceeding.

HAAdler/WCBaum/ra
IBRD

Mr. Chadenet
Mr. Williams

Cleared with and cec
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FoRrm No. 57 INTERNATIONAL DEVELOPMENT
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

TO: Mr. J. Burke Knapp DATE: June 20, 1966

INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
CORPORATION

FROM: J. C. Lithgow/

-

SUBJECT: Africa - Regional Power Interconnection

The sheer size of the African Continent, the number of countries
involved, the variation in climatic and economic conditions and the strong
nationalistic attitudes of the people all make generalizations of the problem
of international power development over the next few years very difficult.

Although to some extent there are transmission facilities between
countries in various parts of Africa, these were generally constructed
prior to independence of the countries concerned and, even when under a
common protective power, construction was only possible after protracted
discussion between the respective colonial governments.

Because of the distance separating the present load centers in

African countries, power transfer between them could generally only be
achieved by the use of high voltage transmission with its consequent high
capital cost. With the exception of South Africa, generally no loads
exist even within a country sufficient to justify the cost of constructing
internal high voltage transmission systems and such systems as exist are

b Jjustified not because of the load carried but the distance power smmst be
transmitted.

However, at present there are undoubtedly some areas where power
transfer between the countries could be of benefit, provided the political
difficulties can be overcome, for example, with the hydroelectric develop-
ments now under way in Nigeria and Ghana, it is very likely that trans-
mission between Nigeria, Dahomey, Togo, Ghana and Ivory Coast could be
economically feasible and could be of great benefit to Ivory Coast, Togo
and Dahomey in reducing their dependence on high cost imported fuel and to
Nigeria and Ghana not only because of fuel costs but also for better utiliza-
tion of their hydro resources. Also the present interconnections between
the East African territories of Uganda, Kenya and Tanzania could be expanded
to transfer greater amounts of power between them and make better use of
their hydroelectric potential.

Fundamentally, and apart from political considerations, at present
and for some time to come, the relatively small widely dispersed nature of
the load demands prevents any real justification for international trans-
mission of power. There are vast resources of hydroelectric power avail-
able which could be made even more attractive with intercomnection - if the
demand existed. Kariba would only be marginally economic had the copper
belt load in Zambia not existed. Volta Project in Ghana could not have been
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justified without the construction of the zluminum smelter. Power resources
exist and it would seem undeniable that international transmission would be
valuable but the wide development of both must await the advent of a greater
degree of industrialization than at present can be foreseen. It must not

be overlooked, however, that, in Africa, international cooperation is not
very obvious at present and electrical transmission forces a degree of inter-
dependence which is not essential to other communication channels. There
would therefore be an essential need for political accord between countries
before electrical interconnection could be achieved. Without such accord

the necessary cooperation to achieve agreements, on design standards, and eper-
ating procedures apart from the financial contract would be difficult to
obtain.

Study would almost certainly show that there must be many places
where small scale transmission across borders could be undertaken with
advantage; some notable examples of this at present in operation being
between Tanzania and Mombasa in Kenya, and in South East Uganda where a
small hydroelectric station supplies a small mine in Tanzania. Lack of demand
has, however, precluded large scale transmission except in the case of the
connection between the Congo (then under Belgian rule) and the Zambia copper
belt (then under British control).

If such cases could be ascertained and connections made, their
successful operation would be a notable achievement politically and would
pave the way for favorable consideration of larger scale interconnections
when economic conditions justified their construction.

Due to the distances involved in interconnection, costs are in-
evitably high and therefore large scale industrialization is a prerequisite
to create the necessary demand and provide revenues to justify costs. It
would therefore seem essential, before considering interconnection of coun-
tries, to have reasonably accurate estimates of their economic growth and to
compare power generation costs in the light of possible interconnection. In
such comparisons development of power generation in one country may be economic
when transmitted to assist economic development in its neighbor. Such a case
exists at present between Ghana and Togo.

It is difficult to visualize any large scale international trans-
mission at the present time. Emphasis in the above has been on hydroelectric
sources of power simply because Africa has abundant, in fact vast, hydro-
electric potential which could be transmitted to load centers when the develop-
ment is justified and, although high voltage long distance transmission is
capital intensive rapid technological advances are now taking place in this
field which should have the effect of reducing costs considerably in the
future. At the same time the development of small nuclear power sources is
being actively pursued and it is possible that in a few years these may be
competitive with hydroelectric and transmission costs in which case small
local generating stations could make interconnection unnecessary.
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It would therefore seem that for the future, although basically
the advantages of interconnected systems is undeniable, interconnection
between African countries must await the development of demands sufficiently
high to justify the capital costs involved and therefore the first require-
ment to consideration of such interconnections would probably be long-term
economic studies leading to an overall study of the potential sources of
power and an assessment of the value of interconnecting such sources, and
for the immediate future consideration could be given to persuading the
African countries to cooperate with their neighbors to ascertain where small
scale transmission across borders could operate to their mtual advantage.
The interconnection between Ghana and Togo and its possible extension further
eastwards to Dahomey and Nigeria together with the extension westwards from
Ghana to Ivory Coast would be typical of this latter category.

JCLithgows1lfb
IBRD

Cleared by and cc: Mr, Chadenet
cc: Mr, Ripman
Operational Files
Division File
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*Form No. 57 INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
. ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORAT I ON

OFFICE MEMORANDUM

TO: Mr. J. Burke Knapp DATE: June 29, 1966
FROM: Christian

SUBJECT: African Telecommnications (Revised)

From time to time plans are advanced for ambitious programs of
telecommnication facilities to provide direct telephone and telegraph
connections between the new countries of Africa. (In this connection con-
sideration is given to the countries located south of the Sahara and it
excludes South Africa. The Maghreb countries have well developed telecom-
munication systems which are connected to France and Italy by cable
installations,) BEarlier, these plans foresaw extensive cable and/or
microwave connections; more recently satellite communication is thought
to provide the answer.

The facilities would provide high quality international tele-
phone connections, but would be able to handle an amount of traffiec far
exceeding what can reasonably be foreseen between African countries and
between these and overseas points. The costs of these facilities are also
substantial and are in particular large when compared to these countries!
present investments in telecommunication facilities.

As an example, Ethiopia which has a reasonably developed telecom~
munication system, is at present investing a total of some $3.5 million
annually for all telecommunications, including broadcasting stations. A
satellite ground station would cost about $5 million, Annual cost of opera-
tion of the ground station, including payments to COMSAT, could be estimated
at about $1 million, which compares with present total operating expense of
Ethiopian telecommunications of about $3.5 million. A study prepared by
COMSAT shows that a ground station located at Addis Ababa could only be
expected to be financially self-supporting after a period of 8 to 10 years.

During the recent negotiations with the East African Common Services
Organization, which is responsible for the operation of telecommunications
in Kenya, Tanzania and Uganda, the problem of international services was also
discussed., The East African system is probably one of the most developed in
Africa, The management, after reviewing possible alternatives for introducing
higher grade international service, had reached the conclusion that the traffic
potential could not yet support the substantial investment required. As a
result improvements now made are limited to extensions of existing HF radio
installations,

In West Africa the problems are in particular complicated because
of the many countries involved. There would seem to be scope for regional
interconnections to build up a sufficient traffic potential for the operation
of one or more satellite stations. It should be borne in mind, however, that
the distances involved for these interconnections are considerable and con-
struction costs would reach substantial amounts.

PR RS A NN« -
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These costs would have to be justified on the basis of a reason-
able estimate of potential traffic. The construction work within each
country would come in addition to the expansion of its internal telecommmni-
cation facilities, and the combined program would have to be reviewed to
ensure that the responsible organization would be technically and admini-
stratively competent to carry it out and maintain its operation on a
financially sound basis.

In 1965 the International Telecommunication Union (ITU) office
attached to the Economic Commission of Africa (ECA) in Addis Ababa advanced
a proposal for a program of regional studies of telecommunication development.
This proposal was discussed in detail in a meeting held in Abidjan and at-
tended by representatives of telecommunication organizations in Egypt, Tunisia,
Ethiopia and UAR as well as officials of the African Development Bank (ADB).
It concluded that at the present time interconnection between African countries
should consist of the improvement and extension of existing HF radio links and
that progress could best be achieved through direct consultation between the
countries wishing to establish service. Further, it was recommended that ADB
should announce its readiness to consider the finanecing of all necessary
equipment installations, With respect to general planning of telecommuni-
cation development it concluded that this had to start with each country
preparing plans of expansion based on existing facilities. At the end of
the meeting it was agreed that ADB would take the initiative in getting
this work started. We have no information whether any progress has been made.

By concentrating the efforts on building up the national telecom-
munication systems, expansion and service improvements can be carried out
consistent with the technical, organizational and financial capability of
each country. Most African countries already operate telecommunication
systems which, while small, provide the basis for further expansion. A
substantial number of expatriate staff remains in key administrative and
training positions in these countries and with limited outside assistance
local organizations could effectively prepare programs for expanding local,
long distance and internal services. These programs would be similar to
those considered for Bank financing in Ethiopia, East Africa and other
countries, While the sizes of the programs would vary from country to
country the basie planning principles would be the same.

With the support which at present is being given by the U,S.
Government to COMSAT's program of extending satellite communications, it
seems reasonable to assume that at least a few ground stations will be con-
structed in Africa regardless of whether they could be justified as measured
by the expected financial results. The most likely positions are Addis Ababa,
Lagos and possibly Dakar. South Africa is expected to construct its own
station near Johannesburg. Against this background no justification could
be seen for launching any study similar to the one initiated by Inter American
Development Bank to develop the need and justification for construction of
satellite ground stations in Latin America.
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I believe that the most practical and efficient way to achieve
improvements in telecommunications in Africa is to make a concentrated
effort to assist individual countries to prepare realistic expansion
programs to provide facilities to meet national, regional and international
service requirements. For this purpose it would be reasonable to work
closely with organizations already involved with telecommnications in Africa,
in particular ITU, the British Post Office and the French P & T, As a first
step it is proposed to ask the help of these organizations to assemble basic
information on the existing telecommnication facilities in each country,
present organization, status of current expansion plans and all available
data of existing traffic with other African countries and with overseas points.
On the basis of this information it would be possible to establish the need
for further assistance both for project preparation, organizational support
and for eventual financing,

CFinne:hak

cc: Messrs. Hoffman
El Emary
Ripman

Lithgow
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NOEIICE OF MEETING
A meeting of the Loan Committee will be held on Wednesday, July 27,
1966, at 3:00 p.m. in the Board Room.
AGENDA
Migeria - Kainji Dam ‘
The Committee will consider the attached memorandum of July 22, 1965,
from the Africa Department entitled "Nigeria - The Kainji Project (Niger ‘
Dams Authority) and Nigeria's Overall Resource Gap 1966/67" (1C/0/66-51).
|
John M., Malone ‘
Secretary
Loan Committee
DISTRIBUTION: Copies for Information to:
President
CHA | RMAN Vice President
DIRECTORS OF AREA DEPARTMENTS Economic Adviser to the President
DIRECTOR, PROJECTS DEPARTMENT Secretary
GENERAL COUNSEL Director of Information
DIRECTOR, ECONOMICS DEPARTMENT Director, Economic Development Institute
TREASURER Director, European Office
DIRECTOR, DEVELOPMENT SERVICES Special Advisers to the President
DEPARTMENT Special Representative for UN Organizations
Executive Vice President (IFC)
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July 22, 1966
LOAN CCMMITTEE
Memorandum from Africa Department
NIGERIA - The Kainji Project (Niger Dams Authority)
and Nigeria's Overall Resource Gap 1966/67
A. The Kainji Project
1. In July 196k, the Bank made a loan of $82 million for this project

whose total cost was at that time estimated at $208 million. The Bank's

loan was to meet part of the foreign exchange cost; for the remaining foreign
exchange component the ligerians obtained loans from U.S. AID ($1k million),
the United Kingdom ($1l4 million), the Netherlands ($5.6 million) and Italy
($26.1 million)s The Nigerian Government undertock to finance the entire
local currency cost out of its own resources and also to provide the neces-
sary funds in case total project cost went up.

24 Until March 31, 1966, a total of $57.6 million have been spent on
the project. Of this, the Nigerians have provided $27.L4 million; from the
Bank loan $16.8 million have been disbursed ($22.9 million by the end of

June 1966). Progress on construction is according to schedule and there is

every reason to assume that the project will be completed as planned by 1969.

3. Since the conclusion of the financial arrangements for the project
in 196L, two events have occurreds:

(a) Because of a heavy shortfall in U.S. procurements, the Niger
Dams Authority will be able to draw only $2 million out of

(b) More important, recent estimates disclose an increase in the
cost of the project amounting to about $28 million, $17 mil-
1ion in foreign exchange and $11 million in local currency.
This estimate is still tentative; final cost figures should
become available during 1967.

The Nigerian Government is therefore faced with the problem of finding at
Teast $LO0 million more for the completion of the project than was originally

anticipated ($12 million which cannot be drawn from the U.S. AID loan and
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$28 million on account of expected increases in cost)e If the Government
were to put up this amount out of its own resources, Nigeria's contribution
to the project would rise to about 50%, compared to LO% as originally en=-
visaged. This indicates the need and justification for additional foreign
assistance.

L. The Niger Dams Authority has already initiated efforts to secure
additional foreign loans to meet the expected $17 million increase in
foreign exchange cost. They have requested a supplementary loan from
Italy of $8.4 million, which, if granted, would cover the increased cost
of goods and services procured in Italy. NDA also proposes to approach
Germany, Sweden and Switzerland to provide funds to finance the cost of
goods procured from these countries amounting in each case to $2.8 mil-
lion. If all these loans were forthcoming, NDA would virtually cover

the presently expected increase in foreign exchange cost of the project.

De U.S. AID is studying the possibility of making the unutilized
$12 million available, possibly not to finance off-shore purchases but
to help cover the local currency expenditures for the project, However,
AID strongly expressed the hope, if not the expectation, that the Bank

would provide its share of additional financial assistance. It is pos-

sible that AID action might depend on the Bank moving first.

6. Based on present cost estimates and assuming that U.S. AID and
the other supplier countries come forward with supplementary loans in the
amount of $29 million ($12 million from AID and $17 million from the
Furopean lenders), an amount of $11 million would remain uncovered. This

raises the question whether the Bank could or should at this stage consider
a supplementary loan to NDA, an issue which in my opinion, should be judged
in the light of Nigeria's overall financial position as described below.

B. lNigeria's Overall Resource Gap 1966/67

Te The 1965 "Economic Report on Nigeria® pointed out the likelihood
of a substantial gap in the financing of the country's capital investment
program, requiring in part non-project financing during the last two years,
1966/67-1967/68, of the Six-Year Development Plan. The Loan Committee in
a meeting on February 7, 1966 decided that, in recognition of this require-
ment, future Bank lending policy for Nigeria should include financing, in
addition to the foreign exchange component of projects, a substantial pro-
portion of their local currency cost, total Bank lending normally not to
exceed 60% of the total project cost (LC/1/66-L dated February 21, 1966).

8 The Nigerian Consultative Group at its Paris meeting in February
last (a) endorsed the Nigerian development program as to size and composi-
tion and undertook to support it, (b) recognized the likelihood of a con=
siderable gap in the financing of the plan and requested specific estimates
for 1966/67 and 1967/68 to precisely determine the size of the gap; (c) took
note of the Nigerian appeal for provision of assistance on a non-project
basis or the equivalent in financing local cost expenditures beyond that al-
ready reflected in existing donor practices.
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9. In consultation with the Nigerian Government the Bank has prepared
a report "National Development Plan 1962-68; The Problem of Finance for
Fiscal Year 1966/67" (AF-L7a, dated June 27, 1966) which was circulated to
the members of the Consultative Group. This report concludes that Nigeria's
resource gap for 1966/67 (April-March) requires a minimum of $53 million of
non-project or additional local currency financing.

10, U.Se AID is studying the possibility of making available the $12
million to NDA mentioned in paragraph 5 above because of its desire to find
a way to help cover this gap. It is for this reason that AID may consider
reimbursing Nigeria for part of the local currency expenditures incurred
by NDA during the last and the current fiscal years. At the same time,
ATD's hope that the Bank would move first is based on the recognition of
our role as the Consultative Group's Chairman which, together with the
Nigerians, has identified and quantified the nature and scope of the
Nigerian resource gap.

11. I+ is reasonable to assume that the reaction of the European sup-
plier countries to the request for additional loans to NDA will also be
guided by considerations relating to the overall resource gap and these
countries too will probably wish to see the Bank take the initiative.
Therefore, we might strengthen our support of the Nigerian requests by
taking immediate action.

12, The Bank's possibilities to provide relief to Nigeria in the
short-run are limited since non-project financing has not yet been ac-
cepted as a general principle of our lending policy. As to projects

in our pipeline, all of them have already been taken into consideration
in arriving at the $53 million resource gap for the current fiscal year
and offer therefore little or no possibility to make additional finance
available. However, the Bank could consider providing Nigeria with ad-
ditional funds for NDA in the amount of $11 million which represents the
presently estimated "deficit" in NDA's financial arrangements (paragraph
6 above). Frovided assistance could be arranged in such a way as to
permit the Borrower to draw these funds during the current Nigerian
fiscal year, the Bank would directly contribute towards narrowing Nigeria's
overall resource gape.

13. This suggestion is based on the assumption that the Bank, given
the cost increase for the project, would in any case want to provide sup-
plementary assistance in order to maintain the originally established LO%
level of its share in the project financing. But while such a decision
would ordinarily only be taken at the time when final cost estimates and
the additional contributions by other donors are known, the expected re=-
source gap oi $53 million for the current fiscal year suggests action nowe

4. The Bank could do two things:

(a) Negotiate a supplementary loan of $11 million for DA, Given
the fact that NDA for the time being has enough foreign loans




(b)

= b=

to meet foreign exchange payments, an additional loan from
the Bank would have to be for local currency expenditures
expected to be made during the fiscal year starting April 1,
1966, A loan in this amount would, according to present es~
tinates, bring the Bank's total ccntribution back to LO%.
However, we cannot be certain at this stage that 511 million
would cover all the additional assistance the Bank may be re~
quested to provide before the project is completed.

Permit the Borrower to draw on the existing loan the same
amount for the same purpose. This would be done in anticipa-
tion of a supplementary Bank loan, probably sometime next
year, when firm figures on project costs and supplementary
financial contributions from other sources are available.

15. Either solution would enable the Bank to disburse additional funds
during the current fiscal year, would demonstrate to the Nigerians and the
members of the Consultative Group our willingness to take the initiative in
providing relief and would thereby strengthen the case for U.S. AID to make
available the unutilized $12 million and for Italy, Germany, Sweden and
Switzerland to grant loans of a total of $17 million.

C. Recommendations

16. I recommend that:

(a)

(b)

the Committee confirm the need for urgent action on the part
of the Bank to assist Nigeria in narrowing its overall re=-
source gap for 1966/67 and decide which of the two alternatives

outlined in paragraph 1l above should be implemented;

the Bank actively support the Nigerian requests already made
or to be made for supplementary assistance for the Kainji
Froject by U.S. AID, Italy, Germany, Sweden and Switzerland.

A. Go E1 Emary
Director
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Form No. 58

TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR ‘ INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
Mr. George D. Woods DATE:  June 22, 1966

r

Jo Burke KnappM é/{ / /(f/’
Lending in "Black"|Africa .

You will be 1Lterested to see the attached up to date statement
by the Africa Department regarding their expectations of lending in
"Black" Africa during the period before the Annual Meeting., We shall
press forward on this program as rapidly as possible,

Attacmnt y .-'.‘ ; ff /:'."3"' ; § ?
’/ . J/ "_.-' #  gb j
| [ A &= & o
y { wdd
- F il s
1 45T U /
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Form No. 57 INTERNATIONAL DEVELOPMENT

OFPICE. MEMORANDUM

DATE: June 22, 1966

| TO: Mr. J. Burke Pp
. ik [
FROM: Je He Wiruamﬁﬂg4

SUBJECT: Lending in "Black" Africa

| INTERNATIONAL BANK FOR
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

INTERNATIONAL FINANCE
CORPORATION

The following is a revised forecast, as of today, of Bank loans
and IDA credits to countries South of the Sahara which are likely to
come to the Board prior to the Annual Meeting:

A, Julx/AugEst

. Malagasy (roads)
Nigeria (NIDB)

Zambia (roads)
East Africa (tele-
communications)

Kenya (education
Malawi (roads eng.)
Mali (railways)
Senegal (railways)
Nigeria (cocoa)

Uganda (smallholder tea)

Total

$ million

Bank

640
17.5
13.0

648

3¢3

IDA

Notes

10.0

7«0
05
Jel
9.0

3kt

39.0

Negotiations concluded.

Awaiting signature of Govern-
ment loan,

Negotiations concluded.

Negotiations concluded ad
referendum,
Negotiations completed.
Negotiations expected next weeks,
Negotiations in progresse.
Negotiations start June 27,
Timing dependent on settling
new federal-regional relation,
Negotiations concluded,
Presentation to Board depend-
ent on government appointment
of project agency senior staff,

The following additional operations have a somewhat smaller, although
still reasonable chance of going to the Board before the Annual Meeting:

B. August/September

Cameroon (CAMDEV)

Congo (Brazze) (Potash)
Nigeria (power distriba)
Kenya (agre roads)
Kenva (agre. credit)

Nigeria (Bastern Region
palm oil)

Liberia (roads)

Total

TOTAL (A + B)

| R TR L W P R

7.0
3040
13.0

10.0

Dependent on action by EIB.

Appraisal report in preparation.

Awaiting supplementary informa-
tion for completion of ap=-
praisal reporte

Appraisal report in preparatione
Awaiting supplementary informa-
tion for revision of appraisal
reporte.



INWRNATI(’\IAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

INTERNATIONAL DEVELOPMENT INTERNATIONAL FINANCE
ASSOCIATION CORPORATION
OFFICE OF THE PHEBIDEy Jllly 6, 1966
Mr. ds -:7;
Refepence your guery below:
BANK IDA
iin millions of E)
Uganda Tea Development 3.4
Nigeria Cocoa Development 7
Nigeria - NIDB 6
Malagasy - roads 10
East Africa - telecommunications 13
Zambia - roads 17.5
Kenya - education 7.0

Grand total
Bank + IDA = $63.9

. G. C.?@ggﬁart
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FoRm No. 57

TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

Mr, George D. Woods (through Mr. J. Burke Knapp) DATE: June 30, 1966
A. G.ElEma.ry 07{Q

Africa Department - Pending Bank Ioans and IDA Credits

1. You referred during last week's Senior Staff Meeting to several
loan and credit operations in Africa, the presentation of which to the
Executive Directors has been delayed by various difficulties, mainly
administrative weaknesses in the recipient countries. I now wish to
give you a brief account of these lending operations, together with
information on steps which we have taken or intend to take to help the
governments concerned to overcome their difficulties,

24 The following are eight loan or credit operations which I had
originally expected that the Executive Directors would consider before
the end of the current fiscal year:

(a) Ugenda Smallholder Tea Development ($3.l4 million - IDA):
Simultaneous negotiations by us and by the Commonwealth
Development Corporation (which will be lending for the
same project) were substantially completed in Washington
in October/November 1965, Among a few technical questions
which still remain to be settled is the appointment of
the newly-established project agency's key staff, The
Government's action has been delayed partly because of
the recent constitutional crisis in Uganda. Mr. Darnell
(Projects Department) visited Uganda last week to speed
up the Government's action. Mr. Tolley (Africa Depart-
ment) will be visiting Uganda within about two weeks for
any necessary further follow-up.

(b) Nigeria Cocoa Development ($li«6 million for Western Nigeria,
$2.y million for Hastern Nigeria - Bank): The negotiations
for both loans were completed in December, 1965, It has
been agreed that both the Western and Eastern Nigerian
Governments would appoint suitable project coordinators.
Action on this matter was delayed partly because of the
revolution in Nigeria., We have recently recommended to the
Government an experienced project coordinator and are
actively looking for another. Following a recent Decree
to establish a unitary Constitution for Nigeria, a legal
question has arisen regarding the competence of the Regional
Governments as separate legal entities to sign Project
Agreements with the Banke Mr. Williams went into this
question in Lagos three weeks ago and we are following up
his conversations in writing.

(c) Nigeria, Nigerian Industrial Development Bank ($6.0 mil-
lion - Bank): The negotiations were substantially com-
pleted in February, 1966, The points which required action
were: (1) selection of a suitable advisor to NIDB, (2)
satisfactory arrangements between the Nigerian Government




5 Mr. George

(d)

(e)

(£)

(g)

D, Woods -2~ June 30, 1966

and NIDB on a government loan of N& 2,0 million to
NIDB, and (3) legal powers for the Nigerian Govern-
ment to guarantee the proposed Bank lending to NIDB,
Mr, Mathew (IFC) will arrive in Nigeria during the
second half of July as advisor to NIDB. Also, action
is being taken on the proposed government loan to NIDB,
We still have some questions on a recent Decree which
was issuved to give to the Government the necessary
powers for guaranteeing the Bank loan. Mr, Williams
discussed the outstanding NIDB issues in Lagos three
weeks ago and we are following up in writing.

The Malagasy Republic, roads ($10.0 million - IDA):
The negotiations were completed in April 1966, Under
the Malagasy Constitution, the Government needs legis-
lative authority to be able to sign the credit docu-
ments, Two weeks ago, we have been informed of the
Government's submission of a bill to the Parliament
for this purpose, but - despite reminders - we have
not yet been informed of the passage of the bill. We
are actively pursuing the matter. I plan to visit the
Malagasy Republic in August.

Bast Africa, telecommunications ($13.0 million - Bank):
The negotiations were substantially completed during the
first half of May 1966. We are now awaiting the approval
of the draft loan documents by the borrower (East African
Common Services Authority - EACSA) and by the Governments
of Kenya, Tanzania and Uganda. Resolutions will be
necessary by the Parliaments of Kenya and Uganda to
authorize the guarantee of the loan. The Bank also ex-
pects to receive assurances that the posts and telscom-
munications will continue as a common service for East
Africa (this was recently recommended by the Philip
Commission)s We are presently writing to all interested
parties on these requirements. Mr. Tolley will also be
available during the second half of July for discussions
in Bast Africa on these points.

Zambia, roads ($17.5 million - Bank): The negotiations
were completed during the second half of May 1966. We
are now awaiting action by the Zambian Parliament to
authorize the proposed loan. The Parliament will not
assemble until mid-July and, during the negotiations, the
Zambian Finance Minister said that the Parliamentary
action may not be taken before mid-Auguste I plan to
visit Zambia in August.

Kenya, education ($7.0 million - IDA): The negotiations
were concluded on June 10, 1966. During his visit to
Bast Africa, Mr. Tolley will explain our requirements,
with a view to speedy action by the Government.




Mr, George D. Woods -3= June 30, 1966

3e I might note that some of the governmental actions specified
above are of the type which, wntil recently would have been treated

as conditions of effectiverness. While our requirement that these

now be completed before signing has in fact delayed their presentation
to the Executive Directors I would expect that, when the governments
have complied with the foregoing requirements, the effectiveness of
the loans or credits concerned will not pose any particular difficulty.

lLie That being said, I share your concern about the long delays in
getting action, whether required for signing or for effectiveness, and
I propose we take the opportunity of the African Caucus to bring out
very clearly the extent to which speedy action on loans and credits

is in the hands of the African members themselves.

cc. lMr. Knapp
Mr. Aldewereld/Mr. Ripman
Mr, Broches
Mr, Cavanaugh
Mr. Cope
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Fogm No. %7

TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR

INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
Ay Knm/ « i
IDA Iending Program for 1966/67 (/ﬁgnbj‘ fi’“5/;)

' e 33, 1966

Z/f
*//?L/ }:;

Following our discussions today on the above, I am sending you /

attached our forecast of the IDA credits by the Africa Department //

during the first half of the coming fiscal year. I indicate in the! //@¢¢*
margins the present status of each lending operation. f

I might add that, because of some delay in the completion of ;&4§?IA?/
the roads credit to the Malagasy Republic and of the smallholder tea
credit to Uganda, our Expected Results for the current fiscal year
will be $2Le3 million (rather than $38.0 million given in your
memorandum of June 8, 1966 to Mr, Woods).




Country

Cameroon

Malawi

Senegal

Tunisia

Africa Department - Forecast of IDA Credits

First Half of the 1966-67

Fiscal Year

Project

Plantation in West
Cameroon (CAMDEV)

Fourth Highway

Education

Agricultural roads

Agricultural credit

Roads

Roads

Roads (engineering)

Education

Railways
Raillways

Education

Smallholder tea

Project appraised and major points
agreed with Government; Ioan Committee
by mid-July 1966, negotiations in

Appraisal visit in September.

Negotiations completed; Government ap-
proval of credit documents expected

Appraisal report awaited; Loan Commit-

Project appraised; brief visit in
early July is scheduled to clarify

Reappraisal mission in field; nego-
tiations expected in August.

Negotiations completed; Government has
to pass act to authorize signing;

Project appraised; nqgotiatlons ex-
pected late in June or early in July.
Appraisal report being drafted;
negotiations expected in October.

Negotiations will start June 20,

Negotiations will start June 27.

Appraisal report expected this week;
Loan Committee late Junej negotiations

—

Negotiated in November 1965; Govern-

$ Million Present Status
11.0
hugust.
15.0%/
7.0
by end of June.
6.0
tee in July.
Te9
two project points.
3.0
10.0
expected any time.
0.6
6.5
Pl
9.0
13.0
in July.
3l

‘mentTs action to appoint the Tea
Authority's senior management is
awaited; brief visit scheduled 3rd
week of June to discuss outstanding
points.

1/ In addition to a possible Bank loan of $15 million or more (to cover total
foreign exchange costs).




Count;x

Uganda
(cont, )

June 13, 1966

Project
Education

Roads

TOTAL

Appraisal report ready; ILoan Commit-
tee end of June or early July.

Awaiting completion of appraisal
report; Loan Committee probably in

D
$ Million Present Status
10.0
L.O
August.
115.5
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FICE MEI\/\OR/\NDUM

DATE: May 13, 1966

TO: Mr. J. napp

FROM: Jo H.'Williama

SUBJECT: Lending in "Black"™ Africa

The following is a forecast, as of today, of Bank loans and IDA credits
to countries South of the Sahara which are likely to come to the Board prior
to the Annual Meeting:

A, s million
Bank 1DA Notes
June Malagasy (roads) 10.0 Negotiations concluded.
Nigeria (NIDB) 640 Awaiting signature of
Government loan.
Zambia (roads) 17.5 Negotiations start May 16.
July East Africa (tele-
commnications) 13.0 Negotiations concluded
ad referendum.
Kenya (education) 7.0 Appraisal report completed.
Malawi (roads eng.) 0.75  Appraisal report completeds
Mali (railways 9el il
Senegal (r#ilways) 9.0 ) Negotiations expected early June
Nigeria (cocoa 6.8 Timing dependent on settling
new federal-regional relation.
Uganda (smallholder tea) 3. Negotiations concluded.
Presentation to Board depend=-
ent on government appointment
of project agency board.
Total HB.B 39.25

The following additional operations have a somewhat smaller, although
still reasonable, chance of going to the Board before the Annual Meeting:

Ba $ million
Bank 104 Notes
Aug. Uganda (education) 10,0 Subject to confirmation of
economic performance.

Congo (Braz.) (Potash) 30,0 Dependent on action by EIB.
Malagasy (education) Le3
Nigeria (power distrib.) 13,0

Sept. Kenya (agr. roads) 640 Appraisal report in preparation.
Kenya (agr. credit) 8.0 Appraisal report in preparation.
Nigeria (Eastern Region

palm oil) 10,0 Appraisal report in preparation.

Total 2h.0

TOTAL (A+B)




1
F°?;‘::gl 5 ﬁEcongsszﬂég":lﬁn‘ggcztggmau‘r
TNTERP&T[DNAL FINANCE INTERNATIONAL DEVELOPMENT
CORPORATION ASSOCIATION
Date
ROUTING SLIP
5/16/66
NAME ROOM NO.
Mr, Wishgrt 1220
To Handle Note and File
| Appropriate Disposition Note and Return
1 Approval Prepare Reply
Commen t Per Our Conversation
Full Report Recommendation
Information Signature
Initial Send On
REMARKS
From

JHWilliams




Mre Jo Burics Knapp April 11, 1966

Malawi (roeds eng.) 0.75

Suden (land clearance) 3.0

Higeria (cocoa) 6.8 Timing dependent on settling
new federal-regional relation,

Total 7 S Y S 4

The following additionel operetions have a somewhat smaller, slihough
still reasecnsble, chance of going to the Board before the Ammual Meeting:

Notes
* W education

fag Ugsnda (roads) ; ko0
Gongo(Bras.) (potash) 30.0
Nigeria (power distrid.) 13.0

a.ﬁo W' « Toads 6.0
Xenya :c mdn)) 8,0
Cameroon (CAMDEV) 8.0 11,0
Total 55.3 39.0
TOTAL (‘ L !) 101.6 79015

OHCaldikesmk




TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

Files DATE: September 22, 1966

\ .ﬂl
M. P. Benjenk ‘f”

Bank Lending to Algeria

A meeting was held in Mr, Knapp's office on September 20, 1966,
to discuss a paper prepared by the Africa Department proposing a Bank
position with regard to a possible lending program for Algeria. The
meeting was attended by Messrs. Knapp, Aldewereld, Friedman, Broches,
Cope, El Emary, Kamarck, Avramovic, Hoffman, Williams, John King,
Edelman, Roulet and Benjenk. The discussion dealt with two principal
subjects: (a) the creditworthiness and the performance of Algeria, and
(b) the nationalization of foreign property by the Algerian Government,

Creditworthiness and Performance

With regard to creditworthiness, the meeting took note of the
fact that Algeria's indebtedness was at the present time rather low for
a developing country, i.e. debt service did not amount to more than 3
to 4 percent of total exports, With the increased revenues from oil
and subject to reasonable progress in general economic policies, debt
service was not likely to be a real problem for Algeria even if the final
settlement of claims and counterclaims with France led to some net charge
on Algeria's foreign exchange earnings in the future, It was remarked,
however, that one should not accept too readily the assumption that French
and Algerian claims against each other would cancel each other out and
leave only a minor debt burden upon Algeria, Further inquiries to the
French authorities with regard to this question might be necessary.

It was also noted that with regard to Algeria'’s recent performe
ance in the field of public finance a favorable point was the fact that
Algeria's recurrent budget, which before independence was largely
financed by the metropole, was now fully covered by Algeria's own earne
ings,

It was, however, generally agreed at the meeting that, notwithw
standing the progress which Algeria had made since independence with
regard to public financial policies, it should be made clear to the
Algerian delegation in the forthcoming discussions with it that a number
of economic conditions would have to be met before the Bank could actue
ally make a loan to Algeria, These conditions would be based on the
many recommendations for improvement in public economic policy contained
in the economic report, These concern the need for increased public
savings, limitations on the growth of ordinary expenditures and of transe
fers and subsidies to public enterprises and individuals, In these dise
cussions with the AlgeriarmB, it would have to be stressed that Algeria



needed to make a considerable effort during the next few years to gen=
erate a surplus and make appropriate arrangements to use that surplus
for the purposes of sound economic development, With regard to good
performance in the various sectors of the economy, the Bank would not
expect to go too deeply into each sector, unless this was relevant for
a particular loan decision., It would, however, wish to assure itself
in a general way that the situation in the principal sectors was not
such as to endanger general economic stability. Finally, those present
agreed that there would also have to be improvement in the treatment of
foreign businesses at present operating in Algeria so that the invest=-
ment climate improved sufficiently to attract new capital.

The difficulty, however, in explaining the Bank's position to
the Algerian delegation in other than general terms was felt to be that
the Bank is not yet in a position to express in precise terms the tar=
gets by which it would judge whether Algeria was making satisfactory
progress in the management of the economy, This definition would re=
quire a great deal of economic work both by the Bank and the Algerians
in the next few weeks and months and this should be explained to them.
It was felt, however, that the Algerians' hurry to have the Bank's views
on lending should not deter the Bank from proceeding with working out the
criteria by which to judge Algeria's economic performance,

The next step along this road would be to obtain Algeria's
official reactions to the economic report. I1f, as was expected, this
reaction was generally favorable, the Algerian delegation could be in=
formed of the Bank's general willingness to study projects submitted by
Algeria, but at the same time the delegation should be informed that
more precise guideposts as to economic performance in the areas mentioned
above would have to be worked out jointly in the next few months. The
Bank would therefore continue to follow closely the economic performance
of Algeria, which would have to be discussed by the Economic Committee in
the usual way before any loan was made,

The meeting agreed that in the Bank's assessment of Algeria's
economy, emphasis should be laid on the necessity to avoid that this
economy should come to be based too exclusively on oil and thus neglect
the development of other sectors or the setting=up of an efficient admin=
istration for economic development.

A Y

Nationalization of Foreign Property

The meeting agreed that this was an extremely complicated ques=
tion which needed a great deal more investigation on the part of the
Bank before a precise position could be presented to the Algerian
authorities as to the Bank's requirements in this area. It was there=
fore decided that the Bank doctrine on these matters should be put to
the Algerian delegation in a general way, bearing in mind the principles
listed below,



The meeting agreed on the basic premise of the paper presented
to it, namely that distinctions should be made between the various
categories of nationalizations which have taken place since independ=-
ence and, in particular, that the Bank should leave to bilateral negoti=
ations those cases which had taken place in the immediate post=independence
period, It was agreed also that with regard to more recent nationaliza=-
tions of French properties the General Counsel would immediately sound
out the French Executive Director as to whether these would also be
brought within the scope of the general Franco=Algerian discussions,
and might thus possibly be excluded from Bank consideration, In this
connection it was pointed out that, while the Bank would take into ac=
count the views of the French Government on such matters, it would not
be necessarily bound by them, In any case, the Bank would wish to be
able to inform French firms approaching it of the position taken by the
French Government, It was agreed that the Bank's usual doctrine would
apply to compensation for non=French owners of nationalized properties
and that this might, in some cases, include substantial minority share=
holders in French companies,

It was agreed that the Algerians should be urged to proceed
immediately to take steps towards a settlement of some of the outstand=
ing cases so that, when the time came to make a loan to Algeria, progress
towards settlement should be clearly apparent,

With regard to Algerian treatment of foreign oil companies, it
was agreed that this question, unless there was a breach of a conces=
sion by the Algerian Government = of which there was no evidence so far,
was not to be assimilated with matters regarding compensation, It was
more a matter of preference being given to some companies rather than to
others., The Algerians should be questioned on their policies in the
general discussion that would take place in regard to the treatment of
foreign capital generally, but settlement of such quasi=commercial dis-
putes should not become a condition of the Bank's lending to Algeria,

Lending Policy

Subject to the conditions stated above which would have to be
satisfied before any loan could be made, it was agreed that the Bank i
should take under consideration projects which the Algerian Government
had submitted or would submit to the Bank, This applied in particular
to the gas project and possibly to projects in the field of agriculture,

With regard to the gas project, it was particularly stressed
that the Bank should not finance a major share of this project but should
act as a catalyst to ensure that a sound project was being shaped, which
would in turn help draw private and other capital into the project. It
should be made clear to the Algerians that borrowing from the Bank for
this project was not an alternative to enlisting the financial support
of private sources and that the Bank would not make up shortfalls of
potential private capital discouraged by Algerian policies,




ol

There was a general feeling at the meeting that it might be
better for the Bank to play a more active part in the conventional
sectors of the Algerian economy, since through the leverage provided
by loan discussions a great deal of necessary improvement could be
brought about in these sectors, and a somewhat less important role in
the oil and gas sector where a great deal of money should be available
from private sources.

With regard to the orders of magnitude involved, it was agreed
that the Algerians should not be left in any doubt that the Bank's
contribution would be much more modest than some of the figures which
had been mentioned informally by the Algerians either with regard to
the gas project or with regard to agriculture, With regard to the gas
project, a maximum figure of $50 million was thought to be appropriate,
whereas $25 to $30 million a year in the conventional sectors was the
maximum considered possible in the next two years, in the light of what
is now known of the state of Algerian project preparation. If, contrary
to what is expected, projects could be got ready to meet Bank standards
in less time than we believe, a somewhat larger figure should not be
excluded, 1In any case, it was felt that the Bank's involvement in
Algeria should be gradual, if only because one had to bear in mind the
effect outside the Bank of our actiwvities in a country like Algeria,

It was agreed, however, that no exact figures would be mentioned to the
Algerian delegation at this stage.,

.'.\ lII-M
MPBenjenk/mct

cc Messrs., Woods”////,
Knapp
Aldewereld
Friedman
Broches
Cope
El Emary
Kamarck
Avramovic
Ho ffman
Williams
John King
Edelman
Roulet
Benjenk



September 16, 1966

Bank Lending to Algeria

The Avramovic mission report is now under consideration by the Alger-
ian Government. During his recent visit to Algeria to present the report,
Mr., Avramovic found a general readiness to give it serious consideration and
all the signs are that the Algerian delegation headed by the Minister of
Finance which will be visiting the Bank as from September 21 to discuss the
report will confirm substantial agreement on the findings and recommendations.
If this is indeed so, the Algerian delegation, as indicated in letters to
Mr. Woods and Mr. Knapp of August 27, will expect us to state the general
policy conditions under which the Bank will be prepared to lend to Algeria.

Specifically we shall be pressed for a statement of our attitude to
lending for large gas and petrochemical projects of international importance
on the one hand and domestic projects, particularly in agriculture, on the
other. This note discusses the major issues involved in possible lending and
makes recommendations on the position the Bank might tzke. These issues fall
under two broad heads: (a) the problem of the "contentieux" concerning for-
eign-owned properties nationalized by Algeria, and (b) creditwarthiness and
performance.

A. Nationalization of foreign property

Large-scale nationalizations have taken place in Algeria since the
Proclamation of Independence in 1962, These include farms, apartment build- g
ings, hotels, commercial businesses as well as industries and mines. As far
as we know, no compensation has been paid for any of the properties national-
ized. However, a broad distinction can be made between, on the one hand,
those seizures which took place in the immediate post-independence period,
many of them resulting from the abandonment by French owners of their proper-
ties in Algeria, ("les biens vacants"), and on the other hand nationalizations
after 1963 for which compensation was promised in many cases but neither dis-
cussed with the former owners nor paid since. With regard to the first group
of properties, one can reasonably argue that the Bank should disregard them,
particularly in view of the bilateral discussions which are taking place be-
tween the French and Algerian Govermments on this issue and on the settlement
of extremely complex claims and counterclaims by France and Algeria on each
other dating back to the pre-independence and the immediate post-independence
period. Our understanding is that the French Government would have no objec-
tion to the Bank taking such an attitude,

The more recent nationalizations cannot so easily be swept under the rug,
and in some cases (the mines nationalized in May 1966, the properties of the
Hachette publishing firm and of the Bastos tobacco factories), the Bank has



received representations from the owners. It is very probable that the
Algerian Government means what it says about compensation, but may well
assume that it can,for properties nationalized since 1963,inc1ude compe n-
sation in its overall settlement with the French Government.

If the French Government were to consider the nationalizations of the
French properties concerned as a matter to be settled between Algeria and
France without involving the Bank, we would be justified in treating it as
an intergovernmental issue that should not in itself constitute a bar to
lending. Thus far the French Government has shown extreme tolerance of
actions by the Algerian Government, has continued aid and has given no sign
that it would not favor Bank lending. It is suggested that we ascertain from
the French Government whether it does indeed consider that these disputes fall
into the area of intergovernmental negotiations between the two countries and,
if so, whether the French Government would authorize the Bank to say so in
response to approaches by private French owners.

An affirmative answer from the French Government would only take care
of the problem posed by the nationalization of properties which are French-
owned, including those companies in which there are minority United States,
Belgian and Moroccan interests, since it can be argued that these minority
shareholders should share the fate .of the French companies of which they are
a part.

The Bank's doctrine with regard to compensation would however clearly
apply to companies owned by non-French interests. We have not so far been .
approached by any of these companies, and indeed, do not necessarily know
about all the cases involved. The question that arises would be whether we
should raise the matter with the Algerians as one requiring settlement be-
fore the Bank can lend to Algeria, or as requiring substantial signs of
progress leading to a settlement. Since the Tunisian case (of a loan to
the new owner of nationalized properties)doe® not arise, the latter approach
would be appropriate.

Another matter which, while not strictly speaking falling under the
compensation heading, may need discussions with the Algerian Authorities, is
their treatment of American oil companies operating in Algeria, which have
complained to the Bank of discriminatory taxation and treatment as compared
with French-owned companies. This issue is complicated by the faet that the
discrimination arises at least in part from the Franco-Algerian oil agreement
negotiated in 1965, and hence subsequent to the time at which the American
companies took up their concessions. It is recommended that any discussions
on this type of controversy be placed in the context of Algerian policy towards
private capital (see below).

B. Creditworthiness and Performance

With regard to creditworthiness in the narrow sense, i.e. ability to
repay, it could be said that Algeria in 1966 can be considered as credit-
worthy for conventional projects of amounts up to $25 to $30 million a
year, over the next two years on the assumption of moderate improvements in
financial management, on which assurances would be required (see below).




This creditworthiness is based on a very low external debt which is not ex-
pected to increase considerably even if the settlement of the Franco-Algerian
"contentieux" leads to some repayments by Algeria to France and on prospec-
tive doubling of oil production by 1970 which will result from full operation
of the third pipeline (already completed) and construction of the fourth
pipeline now under consideration. Bank lending in these amounts ($25-30 a
year) would probably, in any event, exhaust the ability of the Algerians to
prepare projects in the conventional sector to Bank standards for the immediate
future.

Lending in the much larger amounts that would be required for projects such as
liquefaction would be possible only on the basis of external guarantees. How-
ever, realization of such projects could in turn make Algeria creditworthy
for larger conventional lending in the future, subject also to reasonable
progress in general economic policies.

There are two minimum requirements for a positive assessment of economic
performance in Algeria: improved public savings, and improved treatment of
foreign private capital. Both of these were stressed in the recent economic
report on Algeria.

With regard to the first, the economic report has brought out that the
present contribution of Algerian public savings to the investment program is
negligible and possibly negative. Given the increased revenue expected from
0il, creation of some surplus should not be too difficult, but it would )
nevertheless be necessary for the Algerian Government to establish a specific
target for a government surplus and to provide the Bank with a statement as
to the means of achieving it. These means should include limitations on the
growth of ordinary expenditures and on transfers and subsidies to public enter-
prises and individuals. In addition, the Government should give to the Rank
an indication of plans for the timely completion of the fourth oil pipeline
now under consideration because of its important revemue implications.

With respect to the treatment of foreign private capital, the Algerians
have asserted that they are anxious to attract foreign capital into Algeria
and offer guarantees with respect to transfers of profits, taxation, etc. At
the same time, the Algerians have been unwilling to extend any facilities to
firms which are already established in Algeria and this includes the major
part of existing industries which, we understand, are not allowed to transfer
profits abroad to the parent firms concerned. The Fconomic Mission urged the
Algerians to stop making an arbitrary distinction between new firms and exis-
ting firms since potential investors are obviously influenced by the treatment
extended to businessmen or industrialists who are already on the spot. Clari-
fication of the Government's position in this area should be obtained and also
with regard to the treatment of U.S. oil companies which have complained to the
Bank about discriminatory treatment.



C. Lending Policy.

A satisfactory understanding on the "public savings" group of measures
and on the residual compensation issues on which Algerian action is required
should be the necessary conditions of any lending. These should also be
sufficient conditions for lending to the oil and gas sector for major "enclave"
projects of international interest or with international participation. They
would probably not be sufficient for conventional lending, in the sense that
additional performance improvements in specific sectors may be necessary. In
Ssome sectors, performance criteria may be no more than normal project criteria.
In others, agriculture for example, action may be required on a broader front
to create the context within which a viable project could be set up.

Subjeet to a positive attitude by the Algerian Government on compensation
and on public finance, it is recommended that the Bank should continue its
study of the gas liquefaction project already submitted to the Bank, with the
object of helping the Algerian authorities to work out a viable operation
permitting the maximum possible association with foreign partners. There
appear to be several gas projects under discussion at this time between various
parties, the effective execution, and the ecomnomics, of which could bte in-
fluenced by decisions taken on the project submitted to the Bank, and vice
versa. We should therefore insist that Bank consideration of the present
project would involve reviewing the competing or complementory projects as
well, to avoid our getting locked into a less than fully satisfactory proposal,

It would be basic to a viable gas project that it be so organized as to
make possible adequate guarantees and security for the Bank and other lenders,
whether through sales contracts, set-asides, or positive pledges. The Rank
should also impress upon the Algerians that we expect them to exert their
maximum efforts to secure the largest possible amount of foreign capital for
their project. We should also make clear that, while we may have accepted
the Algerians' preferences regarding the general pattern of ownership, it does
not follow that we are in any way committed to making up the balance of any
capital which Algeria's partners and other private interests are reluctant
to supply because of Algerian insistance on points which cannot te considered
fundamental to the concept of the project and/or because Algeria's policies
and practices affecting private investment in general remain unsatisfactory.
This point should be brought home by explaining that the Bank expects to con-
tribute only a part of the financing necessary. (This could still mean any-
thing up to $100 million).

We should also inform the delegation that we are willing to start looking
at conventional projects although, as noted above, they should be warned that
there may be additional performance criteria and that the pace of lending will
be determined by the rate at which acceptable projects can be prepared,

D. Conclusions
The above has aktstracted from what may broadly be called the political

ricks of operating ir Algeria, i.e. the considersble disorganization within
the country, a fragile admiristration that depends heavily on a few able




people, uncertainty about the stability of the regime itself and
uncertainty about its objectives. But Algeria presents a unique case.

It faces exceptional problems, since the tasks of reconstruction and

of development have to te faced at the same time. Both tasks are deeply
affected by the departure of a million Europeans, and with them manage-
ment, markete, and the administrative corps of the country. The major
asset of the country is moreover of international importance and its proper
management of international concern. All these factors Justify the

attempt to come to grips with Algeria sooner than is really comfortable.

The proposed lending approach is intended to combine the tolerance
that the above factors would Jjustify with a reasonable firmness about
major issues that lie squarely within the Government's control and
ability to act. They combine a readiness to accept broadly the Gov-
ernment's central policies on public ownership with pressure to secure
better treatment of private foreign investment. They combine operations
of purely domestic interest with operations of possible interest to a
nurber of important member countries.

In summary, what is proposed is as follows:
(i) Any lending to Algeria requires as prior conditions:

(a) confirmation to the Bank by the French Government as to
the range of compensation issues that will be brought within
the scope of a general settlement between the French and
Algerian Governments, and hence specifically excluded from
Bank concern;

(b) an undertaking by the Algerians that they will start
negotiations on compensation for French owners not covered"
by (a) and for non-French owners of nationalized properties;

(c) satisfactory undertakings by the Algerian Government on
public financial policy and management, as well as with
respect to the treatment of private foreign investment.

(i1) (a) The conditions under (i) above would allow the Bank to take
under consideration the gas liquefaction project already
submitted;

(b) 1lending in conventional sectors may require additional
sector performance criteria, to be determined in each case
as and when projects come up for consideration;

(c) our approach to th§ gas project should be directed to
ensuring a project that will bring about the maximum
international support and involve the Bank in financing
only a relatively small part, say not more than one third.
Any such lending would in turn be subject to satisfactory
security arrangements.




(iii) Whether or not the gas project goes through, the Bank would
be justified in undertaking a modest lending program in
conventional sectors within the limit of $25-$30 million
over the next 12-18 months, to the extent that the availability
of projects allows. Conversely, consideration of the gas
project would not depend on performance in conventional
sectors.

Africa Department




GDW: Please add to briefing for Algeria. Thx.-

S
9/23



INTERNATIONAL BANK FOR

v RECmSTRUCTIgN AND DEVELOPMENT
INFERNATIONAL DEVELOPMENT INTERNATIONAL FINANCE
ASSOCIATION CORPORATION
OFFICE OF THE PRESIDENT September 16’ 1966
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Mr. Woods:

I am not sure if you have seen
attached exchange with Algeria.

You will note the invitation
to yourself to visit Algeria contained in
the incoming letter. This does not seem
to have been replied to. Perhaps the best
way to deal with this is when you meet with
the Algerian delegation.

GCW
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Sincerely yours,

cc: Mr, Friedman, Mr. Wishart

cc: Messrs. Knapp, Avramovie, Edelman, Benjenk, dela Rlensudiere

MPBenjenk/met /gb



TRANSLATION

ALGERIAN DEMOCRATIC AND POPULAR REPUBLIC
MINISTRY OF FINANCE AND THE PLAN

Algiers, August 27, 1966

Hr. am“ D- wmds

President of the

International Bank for Reconstruction
and Development

Washington, D, C. !

Dear Mr, President:

The Report on the economic growth of Algeria was handed to us by
Mr. Avramovic, head of the Mission which you sent to Algiers at our request
last March and April.

First of all, allow me to thank you personally for the speed with
which the Mission carried out its task and for the qualities of intelli-
gence, understanding and goodwill shown by Mr. Avramovic in establishing
the diagnostic of the Algerian economy and the promising development
prospecte which are suggested in the Report.

This Report already constitutes for our Government, even before the
detailed comments which we shall make before the Annual Meeting of the
Fund and Bank, a valuable tool for analysis and decision-making.

On behalf of the Government, I would like to thank you personally for
the choice you have made in selecting the Mission and for the support you
constantly gave in the preparation of this Report which represents a
significant and necessary milestone in the relationship between the Bank

and Algeria.

In order that the Head of our Government, President Boumedienne,
may thank you personally for this invaluable assistance, and to enable

| you to see at closer range our problems and the very encouraging devel-

ment prospects of our young country, I have the pleasure of inviting you
personally and to confirm the invitation of President Boumedienne to
visit Algeria with Mrs. Woods at a date which will be convenient to you.

You will then have the opportunity to acquaint yourselves direct-
ly with the efforts accomplished by our young nation to recover from



the scars of the recent grievous events and to master the conditions of
its economic growth, cespite the numerous handicaps erected on its way
to reconstruction and development.

In the light of the diegnostic on the present situation of the
Algerian economy specified in the Mission Report, the Algerian Govern-
ment is deeply convinced that it is possible to stimulate without much
delay the economic take-off of Algeria, provided that the internal
measures required to improve the efficiency of the economy be accompani-
ed by an increased technical and financial assistance from international
organizations and friendly countries interested in the economic growth
and social progress of our young nation.

I may already assure you that we shall study very carefully the
Report of the Bank and let you know in all franikness our comments both
on the data and on the economic policy options suggested in the Report.

I am personally convinced that the spirit of cooperation and friend=-
ship which went into the preparation of the Report will continue to
inspire our future relations as we consider the honorable institution
over which you are presiding not only as a bank capable of making
available for the economic development of Algeria the significant finan-
cial means required by the variety and importance of existing projects,
but also as a highly qualified adviser aware of the problems arising in
connection with the national reconstruction and harmonious development
of a young nation which deserves the comprehension and support of the
international community.

Mr. President, as you suggested, I intend to send to Washington
one week before the Annual Meeting of the Fund and the Bank a small
delegation which will submit to yom the detailed comments on Mr.
Avramovic's Mission Report and to discuss with the Bank authorities
the importance and specific application of the financial assistance
which your institution may in the next few years make available %o

m‘ri& .

I shall pursue these discussions with you and Mr. Knapp, endeavoring
in particular to define as clearly as possible the economic policy alter-
natives which our Government will select objectively on the basis of the
diagnostic formulated in the Report.

Without anticipating on the priorities and on the requirements
which each project involves in the field of financing, I am taking the
liberty of suggesting to you that the authorities of the Bank should
focus their future interventions on two key sectors in the economic
development strategy of Algeria.

These involve on the one hand projects concerned with the petroleum
industry and the export of natural gas te Purope, and on the other hand
the re-equipment and modernization of the agricultural sector, both



modern and traditional. The second operation has a character of urgency ‘
which the Report has not failed to underline and requires a massive, |
coherent and urgent intervention within a limited period of time. |

Obviously, each of these two sectors requires an appropriate fi-
nancing as far as the rates and duration of the loans to be made are
concerned, With regard to the capacity of the agricultural sector to
absorb a high amount of credits and to utilige at best the equipment
which it would receive, it appears that this problem may easily find a
solution taking into account the measures taken in this connection to
improve the organization and profitability eof the farms.

I had the opportunity to tell Mr. Avramoviec that the ambition of
Algeria wae to mobilize 2ll available resources to move prompily out
of under-development, in order that Algeria may, in turn, bring its
modest contribution to the development of countries less advanced or
less favored than it is,

I am thinking in particular of the helplessly poor regions of the
globe gnawed by hunger and the growing disinvestment of which is a
cause of concern to the universal consclence. I apologize, Mr. President,
for the fact that even before meeting you and discussing the findings of
the Bank Report and the prospects for cooperation between your insti-
tution and my country, I am already suggesting a specific application
of the substantial assistance which could be made available by your
institution.

I am looking forward to see you during the forthcoming Meeting of
the Fund and Bank.

Yours sincerely,

(Signed) Keid Ahmed
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Pour donner l'occasion au chef du Gouverne-
ment, le Président BOULEDIEIE, de vous remercier personnellement
de ce concours inestinable, et pour vous germettre de voir de vlus
vris nos- probldnes et les perspectives tris encourageantes de dé-
velonpens= nt cu'offre notre jeune pays, j'ai le pleisir de vous in-
viter personnellement et de confirmer 1l'invitation du Fresicdent
BOUMEDILIITE X venir effectuer avec lazdame JOODS un sijour en Alsé-

rie & une date qui vous conviendreit.

Vous 2urez ainsi l'occasion de vrendre direc-

tement connaissaice des efforts gu'accomplit notre jeune riation
nctr*rle par les Svinements dounlouvreux cue vous gavez, en vue de
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D'ores et d8jl, je peux vous assurer que nous
avporte ons un soin ettentif % étudier le Renport de la Banque
pour vous faire vart tris franchement de nos conuentgires tant zuxw
les :r“r eurs chiffries que sur les options de politi_ue dconomni-
que aue sugzsre ce Rapnord. :

Je guis slr verzonnellement que l'esgnrit de
coo;évﬂtion et d'anitid qui a »nrésidé aux travaux d'élaboration
du Repport continueront 2 animer nos relations ultérieures, car
nous congidérons 1l'honorable institution cue vous présidez non
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provlémes -ue pose la reconstructiocn naticnale et le dévelonuvenznt
harmonieux d'une jeune n=tion qul mirite la comrzréhengion et le
soutien de la comamuncuté intsrnationzle
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Je reorendrai ces discussions avec vous-nlne et
le Vice-Prégident KWWAPP, en n'attachen’t varticulidrement X défi-
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Je m'excuse, lionsieur le Prisident, qu'avent néme
de vous »encontrer ot de discuter les conclusions du Repport de la
Bancque et des ;e“~;cctlves gui sYouvreant & la cocorération entre vo-
+pe institution et moneys, je vous propose succi repidement un
point d'application précis pour recevoir un effort substantiel ¢

¢
votre institution.

En attendant le plzisir de wvous re*“uume lors & la
urOCJ ine Assemblée du Fonds et de la Eancue, 30 vous prie de croi-
re, llonsieur le Président, 2. 1'assurance de me haute considdration.

KATID AHTD
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Honsieur le Président,
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NOTICE OF MEETING LalL,

A meeting of the Economic Committee will be held on
Thursday, June 30, 1966 at 3:30 p.m. in the Board Room.

AGENDA

The Cormittee will discuss the Memorandum (EC/0/66-106 /1,
dated June 29, 1966) from the Africa Department on the economic re-
port, "Economic Growth of Algeria: Problems and Prospects", and
Volume I, "Overall View" of the report.
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The Economic Adviser to the President, Chairman President
Di rector, Economics Department President's Council
Director, Special Economic Studies Directors, Area Departments
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Special Adviser to the President (Mr. Rist) Secretary
Senior Adviser, Economics Department Treasurer
Economic Advisers, Area and Director, 0ffice of Information
Projects Departments Director, European Office

Secretary, Loan Committee
Executive Vice President (IFC)
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Algeria: iemorandum on Economic Report
L The attached Memorandum (EC/0/66-106/1, dated

June 29, 1966) from the Africa Department on the economic
report, "Lconomic Growth of Algeria: Problems and Pros-
pects", and Volume I, "Overall View" of the report will be
discussed at the meeting of the Economic Committee on
Thursday, June 30, 1966.

C. F. Owen
Secretary
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ECONOMIC COMMITTEE

Meworandum from Africa Department

Algeria Economic Report

Introduction

| 45 The Economic Committee will consider on Thursday, June 30, the
major policy issues posed in Volume I "Overall View" of the report
entitled "Economic Growth of Algeria Problems and Prospects.'

|
2 This report was prepared by a mission organized by the Bank

and directed by Mr. Avramovic which visited Algeria from March 1 to wid-

April in response to the request of the Algerian Government for advice

on economic development, The report is thus in the first instance

addressed to the Algerian Government, It will, of course, also serve as

an essential basis for the formulation of the Bank's own policy towards

Algeria.

3 A discussion of the preliminary findings of the Algerian Mis-
sion was held in the Bank on May 9. These findings, which are summar=-
ized in the attached minutes (EC/F/66-9), are essentially the same as
those spelled out in the Economic Report.

Main Issues for Discussion

| 4, It is suggested that this review of the main report might use-
fully concentrate on the following substantive issues:

a) Are the major policy prescriptions proposed in the report
necessary and sufficient conditions for dealing with
Algeria's main economic problems over the medium run? To
what extent does their success depend on simultaneous
action on all fronts?

b) If some differences in time phasing = to take account of
the different types of institutional constraints - can
be tolerated, would it be feasible to spell out more
precisely what steps should be taken, and in what order,
to implement each of the main parts of the package?
Under what circumstances, if any, would it be desirable
to proceed with implementing oil and gas investment
possibilities (where executive capacity poses few prob-
lems) before all or part of the main internal reforms
proposed have been initiated?

c¢) What significance, from a policy standpoint, should be
attached to the quantitative targets for investwent and

i
I
:
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finance outlined in the report, given the basic assump=
tions underlying these targets? With respect to
external finance, can the potential quantitative roles
attributable to public and private foreign investment
be made more explicit?

d) What should be the crucial performance tests for the
Bank to play an active role in Algeria? |

S In addition, it might be useful for the Committee to consider,
in the light of its discussion of the above points, the timing and tac=-
tics of the next steps in presentation of this report and the Bank's

position to the Algerian Government.

A, G. El Emary
Director

Attachment: Minutes of Meeting on Algeria (EC/F/66-9, dated June 2, 1966)
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MEMORANDUM TO FILES

Minutes of Meeting on Algeria

: Mr. Friedman called a meeting on May 9, 1966l/to discuss the
preliminary findings of the recent economic mission to Algeria. Mr.
Avramovic, who was leaving on May 10 for further discussions in Paris
and Algiers, gave an oral presentation of these findings. The main
points raised at the meeting were as follows.

I. Economic Problems

2. The economy was stagnating; unemployment might be as high
as 20% of the labor force, and there was considerable under-employ-
ment. There was unutilized capacity in agriculture and industry.

3. Incentives had to be restored to business and labor; wage
levels were similar to those in France, but labor productivity was
about half that in France. The existing price/wage relationships were
not suitable for maximum efficiency. The economy was not competitive
in exports, and import substitutes were out-priced as much as 50%.

L. A wine-growing surplus was emerging in the Mediterranean
area. Algeria had a wine quota in the French market but this was be-
ing reduced. Possible markets might develop in Germany and tle United
States, but surplus capacity was still expected in Algeria. The wine-
growing area might have to be reduced by as much as one-third.

;/ Present were: Messrs. Friedman, El Emary, Chadenet, Avramovic, de
Vries, williams, de Wilde, Collier, Larsen, Guillot-Lageat, van
Helden, Wyatt.

Distribution: Members of the meeting
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II.
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5. The method of financing agricultural output was not conducive
to efficiency. Agriculture was over-indebted; efficient farms were re-
paying debts, and all farms, efficient as well as inefficient,were re-
ceiving payments without regard to their actual outputs.

6. The country had considerable infrastructure development; in
fact, port and power facilities were in excess of present and immediate-
ly foreseeable needs. Yet, there were serious doubts about the capa-
city of the civil service to implement a larger investment effort, main-
ly as a result of the exodus of nearly a million French people, and the
consequent loss of technical and managerial skills, and also consumer
markets.

7. The currency was over-valued and this discouraged the develop-
ment of commodity exports.

Possible Basis for Economic Improvement

8. The following elements offered the basis for bringing the
economy out of its present stagnation, and achieving a satisfactory
rate of growth:

a) Revival of business activity through the effective utili-
zation of present productive capacities in industry and agriculture;

b) New construction;

¢c) A substantial increase in total investment (public and
private); the Government explicitly wished to attract foreign capital--
from national governments, international agencies, and private sources--
to help in the country's economic growth;

d) Continued development of the country's oil and natural
gas resources, in cooperation with foreign private investment, and the
effective use of revenues from the oil/gas sector to help the develop-
ment of other sectors of the economy.

e) Implementation of large gas and fertilizer projects, in-
cluding proposed gas pipe lines across the Sahara to the coast for ship-
ment of natural gas to European markets.

9. The most encouraging features were the availability of projects
which would make a level of investment two or three times the present

one possible; and the present movement towards liberalization of the
economy, in terms of unfreezing prices and restoring market incentives.

Requirements for Economic Improvement

10. Public development expenditures (including joint ventures

with foreign private companies) should average more than double the annual
average realized in the past three years. However, this level of invest-
ment would result in a large resource gap, and external assistance would
be required to meet this gap.
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Ll A strict performance-reward system would have to be estab-
lished in industry and agriculture, in order to increase production
and to establish cost/price relationships which would permit more ef-
ficient methods of production.

12 Prejudices against foreigners working in Algeria would have
to be overcome. A large number of foreign technicians, perhaps on con-
tracts, would be necessary to increase the country's capacity to absorb
new investment.

13. Attitudes to foreign investment already established in Algeria
should be changed. Inter alia, incentives being offered by the Govern-
ment to attract new foreign investment to Algeria should also be given
to established businesses; the remitting of currently generated profits
should be allowed.

1. (a) Agricultural diversification was essential. Land taken
out of wine-growing should be utilized for production of early vege-
tables (the Furopean market offered favorable opportunities), and
citrus fruits. The production of fruit juices and frozen fruits also
had good export possibilities.

(b) The agricultural credit system should be reformed to
ensure that credit was extended to farmers who would make a contribu-
tion to production for the domestic market, or exports. Subsidies to
agriculture should be reduced.

15. Algeria should adopt a realistic exchange rate. This would
help, if the other measures to increase output and efficiency were
effectively implemented, to make the economy more competitive, and to
utilize existing industrial and agricultural capacities.

Conclusions and Recommendations

16. It was agreed that lr, Avramovic, in his discussions with
representatives of the Algerian Government, should convey the economic
issues which the Government had to consider. Unless the Government
faced up to economic facts, particularly the need to improve the effi-
ciency of the economy and to increase investment, the economy would

continue to stagnate.

17. If the Algerian Government implemented sound economic policies,
it could look with confidence to Bank support. In his discussions,Mr.

Avramovic should seek to form an estimate of the political acceptability
of the major economic measures which would be required.

18. The meeting also agreed that Mr. Avramovic should inform the
Algerian Government that careful consideration should be given by the l
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Government to the problem of the exchange rate in relation to develop-
ment, and that specificlﬁolutions should be discussed with the Inter-
national Monetary Fund.=

C. F. Cwen
Secretary

1/ In subsequent discussions with Fund officials, it was decided,
at their request, that Mr. Avramovic should refrain from making

any reference to the Fund. Mr. Avramovic was informed accordingly
on May 12, 1966.

l
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BASIC DATA
Area: 817,000 square miles
Population: 12 million (estimate)
Rate of growth: 2.8 % (1950-1970)
Population density: 15 per square mile
Gross National Product at Market Price,
196l : DA 1k.1 billion
Per capita: Us $118 "
Gross Domestic Product at lMarket Price,
196, : DA 13.9 billion
of which, in per cent
Agriculture 16,5 "
Manufacture and mining 10.1
Petroleum 14.6
Commerce 21.5
Government 20.1
Rate of Growth (total value added): 3 per cent (1960-1956L)

Investment and Saving, 1964
(as & of GDP at market prices)

Gross investment 16.1
public sector 111
private sector 5.0
Gross domestic savings 15.3
Resource gap 0.8
Factor income payments - 1.8
Factor income payments and private transfers 0.2
Bzlance of payments on current account - 1.0
Resource gap as % of Investment, 196l: 6.2
Money and Prices, 1965:
Currency equivalents 1 dinar: US $0.20
1US $ ¢ 4,90 dinars
Preferential marketing and tariff arrangements with French currency
area.
Money and credit Annual rate of change
billion DA in per cent
1965 1962 - 1965
Total money supply L.8 6.2
Time and savings deposits 0.1 -
Central Bank credit to ‘
Government 1.3 nil in 1962

L



BASIC DATA (Cont'd)

1959-1965
Wholesale price index 3.3
Public sector operations, 1965:
billion DA % of GDP at market price
Government current receipts 2.9 20.9
Government current expenditure 3.0 21.6
Current deficit 0.1 0.7
Government development expenditure 1.0 7.2
Total public savings - -
Total public investment 1l.L 7.9
Balance of payments, 1965:
US million

Exports of goods and services 70
Imports of goods and services 808
Invisibles, net 58

of which investment income (87)
Current account deficit 80
Commodity concentration of exports % of total exports

Petroleum 59
Wine 19

Gross foreign exchange reserves US $ 184 million

(or 3 months' imports)

IMF position 1965
Quota 60
Dirrawings none

External public debt 1966
Total debt outstanding, US $ million 333

of which undisbursed 65

Debt service ratio, per cent of
1965 exports 2:1



PREFACE

1. This report contains the findings of the Algeria Mission,
organized by the International Bank for Reconstruction and Development.
The Mission was in Algeria from March 1 to mid-April; the remaining two
months were used to analyze the material and to formulate the Mission's
conclusions.

2 The Mission wishes to express its appreciation to the Government
of the Democratic and Popular Republic of Algeria for their wholehearted
assistance and most forthcoming and helpful cooperation. The Mission was
organized at the request of the Government; and it could have never
completed its assignment on time if the Government had not given top
priority, amongst its many priority tasks, to this cooperation.

3 The Algeria Mission enjoyed support from many international
agencies. Staff members of the International Monetary Fund, GATT, ILO,
UNESCO and FAO were members of the lMission. The United Nations Office in
Algeria extended to the Mission the most generous assistance. Judging
by the number of international agencies engaged in Algeria Mission work,
this was probably one of the most striking endeavors in international
cooperation in a study of a developing country.

k. The Mission also wishes to express its gratitude for the help
it received from the offices and institutions of the Government of France.
Their long association with the economic problems of Algeria has resulted
in an unmatched knowledge: they have shared this knowledge with the
Ilission most generously.

5 The Mission faced many statistical problems in Algeria; this
was inevitable in view of its turbulent and bitter history. It is not
believed that the statistical gaps and difficulties invalidate the
Mission's basic findings, although many errors of fact and interpretation
are most probably contained in its report.

6. The Mission's report consists of eleven volumes. Volume Iis

the summary revort. Volume II contains a series of special economic

studies: of Algeria's national accounts, public development expenditures

and financing, tax system, export trade, balance of payments. Volumes III-

XI are devoted to an analysis of the major problems, prospects and expenditure
programs of the main sectors of the economy.
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CHAPTER I
THE PROBLENMS
Ls Four years after winning independence in a long, bloody and costly
= war, the Algerian economy faces at least five serious problems.
A. Unemployment
2. First, the rate of unemployment is high in the major cities. 1In

addition unemployment and underemployment is widespread throughout the rural
areas. The numbers are not precisely known: current estimates suggest urban
unemployment at 300,000. This compares with employment in manufacturing and
construction at present of about 130,000. The uncertainty of the statistics
is no consolation either for those who are unemployed or for the Algerian
Government, or for the nation as a whole. Probably the Algerian revolution
will remain incomplete as long as the man-in-the-street cannot hope to find

a job.

3. Algeria suffered from acute unemployment even before independence:
one of the major goals of the Constantine Plan 1959-1963 was to create pro-
ductive non-rural employment. The Constantine Plan remained unfinished.

The decrease in population caused by war and the subsequent substitution of
Algerian nationals in positions formerly held by the French tended to lessen
the unemployment problem. However, the slow recovery of economic activity
and low level of investment are now aggravating the unemployment situation.

L. Another factor has been the inflow of population from the rural

| to the urban areas, partly as a result of the war and its consequences. It
| is estimated that as many as 2 million persons moved to the major cities
between 1959 and 1966.

5. In addition to these special factors, there is the natural growth
of the labor force. Although statistical evidence is lacking it is commonly
accepted that the rate of population growth is around 3% per annum. DMoreover,
the labor force increases more rapidly due to the large concentration in the
younger age groups.

6. High urban unemployment is not a unique Algerian phenomenon. It
may be more acute than elsewhere and probably more acutely felt. The new
Algeria has satisfied the nationalist ambitions, but it has not yet provided
more jobs. Decisive action to increase employment is an urgent challenge
facing the present government, or, for that matter, any other government of
Algeria.

L e e



- ALGER

- MW FONIMIC
REINY




B. Lack of Competitiveness

T The second major problem is the lack of competitiveness. Both
industry and agriculture operate at high cost. Wages for skilled and semi-
skilled workers in industry are about 70-80% of the level in France: At

the same time, it is widely accepted that relative productivity per man-hour is
below this percentage. In the nationalized agricultural sector (the former
settlers' estates), the share of wages in gross product (gross sales) is

now about 60%, three times the previous low level. Freight costs per ton/km
are very high compared to other countries. Algeria's agricultural exports,
even those that do not face trade restrictions in importing countries, are

not moving: in the late 1950's, Algeria exported 150,000 tons per annum of
fresh vegetables valued at DA 90 million; today it exports 50,000 tons

valued at DA 30 million. At the same time, the country is flooded with imports
including those it should be able to produce easily. The Algerian production
of consumer manufactures is negligible, although the market is large and the ‘
capacity is there or can be quickly established.

8. The reasons for the lack of competitiveness are complex; wages have
risen, while production has stagnated or fallen. High wage rates in the face
of large and growing unemployment is one of the puzzles of the Algerian
economy: it is explained partly by the strength of the trade unions, partly
by the welfare considerations of the Government, and partly by the general
phenomenon of sticky nominal rewards. Productivity has fallen in the modern
farm economy: the nationalized sector employs about 11% more labor than
before, while the area is 15% smaller. Productivity has also fallen in industry
enterprises have more employees than is needed for the present level of output.
Private manufacturers informed the Mission that they are outpriced, by a
substantial margin, in comparison both with imported goods and in export

trade. As a result, demand for credit by the private sector - and by the
commodity producing activities generally - is low.

9. Unemployment, underutilization of capacity and lack of competitivenessc
are closely inter-related. If capacity could be better utilized, unemployment
would fall; and since marginal costs would be lower, up to a point, than the
present average costs, a decline in average costs might occur, with a consequent
improvement in competitiveness.

C. Lack of Skills

10. The lack of skills is a major structural problem. Formerly, not
only foreign administrators, but also a foreign middle class ran the economic
life of the country. Their exodus in 1962 left gaping holes in the supply

of skilled manpower; no systematic training of the Algerian population for
managerial and technical positions had taken place.
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11. In the last four years, however, Algeria has succeeded in running
its economy and society without any major obvious adverse effects. This is
testimony to the organizational ubility, courazze, and dedication of its lcader-
ship and to the intelligence and flexibility of its population.

12. Nonetheless, the lack of skills remains a formidable obstacle to
growth. It is felt everywhere: in agriculture, industry, power, public
works, accounting, administration. The government is facing this problem

by introducing training programs in most fields which have been successful

in producing intermediate-level skills. But what remains to be done is still
enormous, including a major restructuring of the educational axﬁggm;£ Further-
more, if the economy is to embark on a major investment program and to
undertake a massive revival and upsurge of economic activity, a large-scale
temporary infusion of foreign skills will be needed. At the same time a major
reorganization of the educational system is needed in order to produce
national skilled manpower as soon as possible.

135 The magnitude of the problem could be reduced if ways could be
found to induce a substantial repatriation of the Algerian skilled manpower
now working abroad. It is estimated that there were 300,000 Algerian
workers in France in 1963, of which as many as 1% were skilled and semi-
skilled, or as many as total present employment (skilled and unskilled) in
Algerian manufacturing and construction. By 1965 this number had risen to
400,000. If employment conditions, prospects for advancement and the general
environment are substantially improved, this may be an inducement to attract
some of them back.

D. Shifts in Demand and the Export Problem

1. The political changes of the early 1960's have resulted in a major
adjustment on the side of demand. The one million Europeans that lived in
Algeria accounted for 10% of the total population, but they commanded about
one-third of total effective purchasing power and consumed a large part of
domestic industrial production. Their consumption pattern, given their
income level, was substantially different to the pattern of the present
Algerian population. The Algerian production structure is not only in need
of reconstruction and development: it also needs reconversion to a new
structure of demand. This process is beginning.

15. Before independence, Algeria's export trade (agriculture, mining,
beginnings of petroleum) was concentrated on the French market. At the
present time, most of the exports continue to go to this market. For
petroleum and most of mining products no serious problems of readjustments
are expected. In agriculture, however, this problem exists and it is a
serious one. Most directly affected is wine, the chief agricultural export
product and the main activity of the nationalized modern farm sector.

R R T
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16. The present world consumption of wine is about 225 million
hectoliters. It has been increasing since the war at about 3% per year.
Most of consumption is satisfied by local production: only about 25 million
hectoliters, or 10% of production, enters world trade. The trade is
essentially European, and Mediterranean: Algeria, lorocco, Tunisia, Italy
and Spain are major net exporters, and France at the same time imports and
exports wine. Algeria is the largest world net exporter accounting for
one-half of world exports: until a few years ago it was selling 12-13 million
hectoliters (DA 900 million). Almost all of the wine goes to the French
market where it has been traditionally used partly for direct consumption,
and partly for blending with French production.

17. Arrangements are now in force providing for a continuing reduction
in Algerian sales to the French market. By 1968, they have to be cut dowm
to 7 million hectoliters: it is rumored that a reduction even below this
figure may soon be requested.

18. If these arrangements are carried out, the readjustment problem
will be very severe. So far no systematic work on diversification has been
done. The Algerian authorities have already started destroying vineyards,
but no alternative crops are being sowm: the necessary studies have not

yet been completed and the reconversion work has not yet been organized.

But even with the best will and organization in the world, it is probably
physically impossible to reconvert in a few years one-half of the production
structure. The farm economy of Algeria is not General Motors; and to move
from wine into citrus fruit or vegetables or livestock is more difficult than
to change over from trucks into tanks or from propeller-driven aircraft to
jets.

19. The wine economy of Algeria developed under free trade conditions.
In the late 1930's before the regulation of the wine market, Algeria produced
18 million hectoliters annually, almost one-third more than today, and its
share of world production was 9% compared to L% at present. It is probably
safe to say that Algeria has comparative advantage in producing wine: other-
wise the settlers would not have moved in, Algeria's exports would not have
been so much larger than in the other countries along the North African

Coast (in 1962-6L Morocco and Tunisia each produced approximately 2 million
hectolit ers) nor would they have stood so well the competition of the
Ttalian, Spanish and French production.

20. The present situation is a result of uncocrdinated expansion of
output in the European countries, supported by their governments in order

to 1ift the incomes of domestic producers. If this could be done without
affecting international trde, it would involve only internal shifts in
income distribution: consumers of wine would be made to pay a tax to wine
producers and more wine would probably be produced than the consumers want.
But this would be an internal European affair. As the matter stands, however,
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it is the developing countries in the lediterranean area who will pay the
price for the expansion of production in Europe. And they are the least
able to reconvert, financially and technically. This is an international
problen affecting the whole lMediterranean area, calling for an international
solution.

21. For Algeria, each million hectoliters of lost sales represents

5% of gross receipts of the nationalized sector and probably more of its

net income since wine is the most profitable crop. Diversification away
from excessive dependence on one product is in Algeria's long-run interest:
its agriculture can, and should move more into citrus fruit, other fruits,
fodder crops. But a deliberate and systematic diversification effort, after
proper research of soil conditions, of irrigation and other requirements,

and of marketing outlets for the alternatives, is one thing. The massive
destruction of healthy plants is another. And to make matters worse, it

is not yet clear what the fate of the trade in vegetables will be as the
European Common liarket proceeds with adjusting duties and fixing prices to
protect the domestic producers; nor is it clear what the future price of
citrus fruit will be because all the Mediterranean producers are engaged

in uncoordinated expansion programs and ultimately the European Common Market
is going to charge a 20% duty to third countries; nor is it clear what
reconversion problems Algeria will face in moving away from the traditional
production of hard wheat which it cannot sell any more to Common Market coun-
tries, to the production of soft wheat for which its soils are less suitable.
Early agreement on Algeria's position in the EEC is essential, and negotiations
are expected shortly. et

E. Dual Economy

22. An uneasy coexistence between the relatively rich modern sector
and the poor and retarded traditional agriculture has been a long-standing
feature of the Algerian scene. ter independence the exodus of the European
population has been inevitably accompanied by a reduction in the differences
in incomes between the urban and the rural areas; the movement of the rural
population to the cities has increased the numbers of the urban proletariat;
the massive recruitment of the rural population for the army and for the
administration has been another equalizing factor. And yet, the plight of
the traditional sector which accounts for the largest part of the population
is still much greater than that of the urban areas and of the modern farm ;
economy. The Covernment is fully aware of the need to help traditional
agriculture: the lMission has been told at the highest levels in the Govern-

ment that this is and will remain the major concern of its activity.

23 It is a paradox that these intentions are threatened by the newly
emerging source of wealth in Algeria: petroleum and gas. Very few people
are and will be employed in the exploitation of this resource. DMNost of the
income accruing to Algeria from this activity will be concentrated in the
hands of the Government, of contractors and of importers. The examples of
other oil-based economies have shown what frequently happens under these
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import expands and the exchange rate is “"favorable". Large and cheap
imports obstruct the development of domestic industry and agriculture;
nfavorable" exchange rate is also an obstacle to development of export
activities other than petroleum. Large imports imply large profits in import
trade and vested interests develop quickly. Large flows of oil revenue
induce rapid growth of government recurrent expenditures and of construction
activity in government buildings, hotels, clubs, etc. Boom in a few cities
is accompanied by slums elsewhere. Domestic agriculture remains untouched
by oil money and by real estate booms. Canned food is imported because it
is cheaper, at the prevailing exchange rate, than domestic production. Most
consumer ranufacturcs are imported, for the same reason. Since the oil
industry employs very few people and since other activities are unprofitable,
growing exports and imports are accompanied by growing unemployment and by
stagnation in agriculture and industry. Not all oil countries are as small
as Kuwait: Kuwait can make all its population rich from oil revenue, but
neither Iran nor Venezuela can.

2l. The major challenge for the Algerian Government is to assure that
the forthcoming benefits from oil and gas are channelled into improvements

in the rest of the economy. The appropriate institutional arrangements and
economic mechanics must be developed before the flow starts in earnest and
before vested interests are created. 1t is no use to argue that Algeria has
had its revolution, that it is a socialist country and therefore there is no
danger of perpetuation and of further accentuation of the dual economy. The
facts are that at present the economy suffers from heavy unemployment; its
production is not competitive; its modern agriculture is in difficulty and
the traditional agriculture is a still forgotten man's land; many of the
skills for development of a modern domestic economy are lacking. Algeria is
starting its oil boom from an under-employment equilibrium. It is very easy
to imagine a situation in which the incentive to develop import substitutes
and non-petroleum exports is blunted by a comfortable foreign exchange position.
Since the domestic market is relatively small and many skills are lacking,
and since there is virtually no protection of domestic industry and agri-
culture, it would be surprising if any significant advance in these two

key sectors did happen. Whatever the government intentions may be, the
initial (present) situation and the mechanics of income flows, prices

and profits are such as to inherently lead to an aggravation of the dual
economy, with all its cleavages, unhappiness, tensions and ultimately
failures to achieve rapid growth.

circumstances. Due to a large flow of foreign exchange, the capacity to
I
I

F. The Problems - Concluded

25. Tt is the Mission's impression that most government authorities,
fully occupied in solving the many immediate and urgent day-to-day administra-
tive and other issues of reconstruction, have not yet had an opportunity to
fully consider the magnitude of the major development problems facing Algeria
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and the possible alternative ways in which they may be approached and ultimately
solved. One of the obstacles, and paradoxically and understandably so, is
that Algeria has not yet fully developed an independent economic policy. The
new Algeria has not yet had time to consider such issues as protection: it
is among the least protected developing country today. Algeria still has to
tackle the issue of integrating its monetary and exchange policies with its
development policy and objectives and with the issues of resource allocation,
priorities and the mechanics through which the objectives can be reached.

Al11 these issues are being discussed: as the reconstruction phase is nearing
its end, the Government is turning its attention to the problems of strategy
and tactics of growth. The Algeria Mission has been fortunate to be taken in
full confidence by the Government: the preceding list of major problems is
nothing more than an attempt at a systematic summary of facts and concerns

widely held by the government and by the Algerian society at large.




CHAPTER IT

THE OPPORTUNITIES

26. Algeria is one of those developing countries in which the magnitude
of the development problems is perhaps matched by the opportunities open for
exploitation. If properly organized and managed, the Algerian economy can
grow very rapidly, at a faster rate, on the average, than other developing
countries.

A. 0il and Gas

27. Thanks to large deposits in the Sahara, Algeria is rapidly
joining the ranks of the world's leading petroleum producers. In 1965,

its oil exports amounted to 25 million tons, valued at $350 million, and
this year, 1966, they are running at 3l million tons. The expansion is

far from completed. By 1970, at a minimum, crude 0il exports will reach

L6 million tons. The Mission projects them at 70 million (5L3 million
barrels) if the open issues with the petroleum companies are settled soon.
These levels compare with the present output of Libya: 1,52 million barrels,
Tran 678 million, Iraq 466 million, Kuwait 792 million and Saudi Arabia 729
million.

20. As impressive as the crude oil deposits are the natural gas reserves
in the Sahara. The recoverable reserves in non-associated gas fields alone
are currently estimated at 2.2 trillion m3 (78 trillion ft ). Since only

a comparatively small portion of the immense desert where gas may be found

has been geologically explored, the actual reserves are likely to be grossly
understated. The biggest field discovered so far is Hassi R'Mel (the

western field), acknowledged to be one of the largest natural gas deposits

in the world. It is comparable with Panhandle Hugoton in Texas and the
Groningen in the Netherlands. The recoverable reserves of Hassi R'llel are
estimated at about 1,18l billion m3 compared to 906 billion for Panhandle
Hugoton and 1,10l billion for Groningen as presently developed. Hassi R'llel
is the only gas field which is presently exploited: the buyers of gas are

the Algerian Electricity Corporation and CAMEL, the Bank-financed gas
liquefication plant for exports to the U.K. and France. Hassi R'llel is
exploited by SEHR, a company which is 51% ovmed by CFP(A) and L9% SN Repal,
both French-controlled petroleum companies.l/ The next largest field is
Rhourde Nouss (eastern field), with proven gas reserves of 110 billion m

and with very much higher probable reserves. The concession holders are a
French govermment-owned company (35%), FRANCAREP Co.,where Rothseiaild interests

are represented (16%), and El Paso lNatural Gas, the U.S.'s largest gas
producer (49%). The quality of the Algerian gas is considered excellent in
heat value. The gas also contains condensate, a clear liquid similar to
gasoline. It is a good building block for the petrochemical industry where
it can be used as a raw material for the production of acetylene, hydrogen,
carbon black, ethylene, propylene, butane and butadiene. It can also be
used as a refinery feedstock, producing regular and high-grade gasoline,

diesel and jet fuels.

1/ Since the Algerian Government owns 50% of SN Repal, in effect it has
about 25% interest in Hassi R'lel.
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29. The market for the Algerian gas is in Europe. The European
consumption of gas, while rapidly increasing, is still low: in 1965, only
5% of the energy needs of the European Economic Community was met by gas.
The room for expansion is extremely large: gas, if sold at competitive
prices, is now displacing coal or even oil. MNatural gas consumption has
grown faster than consumption of any other fuel and it represents about 30%
of the 1965 energy consumption of the U.S.

30. The Algerian gas will have to compete in Europe with domestic
production (Po Valley in Italy, Lacq in France, Groningen in the Netherlands)
and with imports (from Libya and possibly from Nigeria). The lMission's
analyses suggest that if Algeria steps in quicklg it should have no difficulty
selling, in the early 1970's, about 10 billion m? of gas with an estimated
value in the neighborhood of $200 million. The possible markets are Southern
France, Austria, Southern Germany, Italy, Spain, Greece, Yugoslavia,
Czechoslovakia, Hungary, Switzerland, and also Morocco and Tunisia. With

some of these countries, Algeria is already negotiating long-term sales
contracts.

31 Feasibility studies for the gas exports project are advanced.
There are a number of variants and of their combinations. In all of them
it is envisaged that gas pipelines will be built from the Sahara to the
Mediterranean coast. There are then various alternatives. Gas can be
liquefied in plants established in Algeria's ports and shipped by methane
tankers to the regasification plants to be built on the Southern European
coast and then distributed through the European gas pipeline network to

the consuming centers. Alternatively,a submarine pipeline system crossing
the Mediterranean could be built linking Mostaganem in Algeria with Cartagena
in Spain. Another alternative is to lay a pipeline through lMorocco and
cross to the Spanish Atlantic shore west of the Straits of Gibraltar; al-
ternatively still, it would be possible to lay a pipeline through Tunisia
and cross the lMediterranean from Cape Bon tc Sicily. The pipecline system
spanning the Mediterrancan would avoid the cost and the trouble of
ligusfueticn snd deliquefaections but it would be scmething quite new to
build submarine pipelines at the depth and distance envisaged.

32. Depending on the transport systems chosen, the total investment
requirements to deliver approximately 10-12 billion m3 of gas to Europe is
estimated at about $485-770 million. These estimates are exclusive of the
cost of the pipeline system as well as the regasification plants in Europe;
and also of the development of the gas fields.

33. The Algerian gas export project is one of the largest international
projects currently being considered. Many complex issues will have to be
solved for the project to be realized. If they can be solved, the project
would not only have a profound effect on Algeria‘'s budgetary and foreign
exchange position, but would also contribute significantly to the solution

of the energy problem in Europe, both East and Vest.
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B. Availability of Infrastructure

3L. Independent Algeria has inherited excellent and ample infra-
structure facilities. The power system, the road network and the ports
can accommodate demand almost twice as large as at present. The only
investments that are needed are those connected with specific industrial
and agricultural developments (captive projects) and better maintenance.
There are few developing countries which do not have to engage in costly
infrastructure expenditures whose direct contribution to growth is inevitably
limited. In the next half decade or so, most of Algeria's energies can be
devoted to the expansion of production in the commodity-producing sectors.
The implication is that rapid growth can be achieved in the economy as a
whole at a low incremental capital cost.

C. Import Substitution and Export Industries

35. The room for import substitution is very large. Algeria imports
most of its industrial products, over the whole range of finished goods and
producers materials. It imports even processed fruits and vegetables, although
it has the raw materials and the nucleus of processing plants. MNost of
textiles and footwear are imported, and so are the pots and pans. Sugar is
imported and so are tinned and fresh fish, although both can be economically
produced domestically. Practically all consumer durables are imported:
domestic assembly is very limited.

36. Industrial exports are small ($L0 million), about one-third below
the level of the mid-1950's. The possibilities of developing industrial
exports are considerable. This refers to nitrogenous fertilizer based on
natural gas and possibly to other petrochemicals. Output would partly be
sold on the domestic market and partly exported. Another area of export
expansion is in food processing industries, especially frozen fruits and juices
for the European market. Consumption of frozen foods in BEurope is only at
its beginning and the room for expansion should be extremely large. Algeria
produces fruits, particularly citrus, of excellent quality, which could
serve as a basis for a year-round supply of frozen product to the European
consuming centers. This requires close association with some of the
existing experienced producers and distributors of frozen foods.

37, The Goverrment is now considering industrial programs for different
sectors. A master plan is not yet prepared. The key projects presently

under consideration are in textiles, fertilizer (nitrogenous and phosphate)
and steel. The latter includes pig iron and rolling mill facilities with a
capacity of 470,000 tons of steel, at an estimated cost of about $210 million.
Negotiations for financing are under way with the French and Soviet Govern=-
ments, but for about one-third of the cost the financing is not assured. A
small part of the semi=finished products will be sold on the domestic market as
inputs for domestic finishing facilities (producticn of pipes for the oil
fields)and mostly for exports. The latter raises the question of entry intothe
Mediterranean trade in stcel and steel products in conjunction with some of
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the existing major producers, French or Italian. Another possibility is
the development of additional finishing facilities which will utilize steel
such as the domestic assembly and production of agricultural machinery: the
replacement needs of the domestic market are quite large and there may be
room for domestic production in conjunction with some of the major inter-
national producers of agricultural machinery.

38. Accelerated industrial development which Algeria needs and whose
economics can be justified require the solution of two major issues:
competitiveness and association with foreign private capital and management.

39. For import substitution industries, Algeria needs tariff protection.
The present level of tariff duties is extremely low: customs revenue is 5%
of total import value. For many export industries, except those based on

gas and oil, Algeria will need export subsidies. The possibility should be
explored of introducing an across-the-board duty rate for imports and a
subsidy rate for exports. This can then be supplemented, as required, with
differential rates, based on priority and infant industry considerations.

Lo. The other major issue -- the extent and the forms of association

with foreign private capital and management -- has occupled much of the

attention of the government in recent months. The philosophy of the
government is that in most of new basic industrial development the state
will have to play a decisive role. At the same time, the government is
aware of the need for external capital and external technical and managerial
experience. The preferred form of association is a mixed company (societe
nmixte), where the majority of share capital is held by the Algerian govern-
ment, with a possibility that a special management contract may be concluded
with the foreign partner, assuring him that government majority will not be
used to dictate the operations of the plant and providing for detailed
management arrangements.

4. This difficult issue is not yet solved: it is not clear to what
extent foreign partners would be willing to accept such arrangements,
particularly if they can obtain more favorable conditions elsewhere, and
it is also not clear to what length the government may feel it can go in
satisfying the requirements of foreign capital concerning management and
marketing. With the passage of time, as the memories of the past fade, a
satisfactory solution would perhaps emerge by itself. The problem is that
Algeria cannot wait if the process of rapid growth is to be resumed soon.

D. Organizational Capacity

L2. Algeria has a government and an administration whose dedication
to national objectives is hard to match. After many years of complete
absorption in waging war, and after a period of missionary enthusiasm so
typical of new revolutions, the leadership is now turning its attention
and energies to the problems of growth and welfare. If it succeeds in
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organizing itself for the pursuit of growth objectives with the same
single-mindedness of purpose it displayed during war-time, the Algerian
economy can expand extensively.

L3. At the present time, there is considerable dissatisfaction among
businessmen, foreign and domestic, and also among the representatives of
foreign governments, not only with the slowness in decision making, but also
with the puzzling and apparently irrational decisions, with an apparent
lack of consistency in approach and in execution of actions affecting the
outside world, whether in the private or the public sectors. lMuch of this,
perhaps most of it, can be explained by the objective difficulties in which
the government found itself at the end of the war, and also by the inevitable
lack of experience in handling economic and financial affairs. By now,
however, the initial difficulties have been overcome and considerable
experience has been acquired. But serious problems of management and

efficiency remain. This is the paramount issue facing the Government today.

L. One encouraging feature is that some of the branches of the
government are doing substantial work in project and program development.
Literally Algeria is swarming with foreign consulting firms: the problem
is to properly coordinate their work. Although much project material is
available, many of the project studies require further work.

LS. Algeria is supporting a major tax effort. The ratio of tax
revenue, exclusive of petroleum income, to GNP exceeds 20%. This is among
the highest in the developing countries: it is double the ratios in
Colombia and lMexico. Algeria has introduced an absolute ceiling on salaries
and wages of its nationals at $5,500 yearly. There is room for improvement
and rationalization of the tax structure, but the overall tax burden cannot
be increased much.
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CHAPTER III
THE COST
A, General Considerations
Lé. Algeria has not drawn up an over-all development plan. Whatever

the reasons, it is fortunate that it has refrained from formilating one.
Tt would have of necessity been a hastily conceived document, with a loose
project content. It would have committed the Government to actions which
had not been thought through and which could not have been carried out
given the youth of the development administration. However, the various
Government agencies have done considerable work in preparing sectoral
programs and individual projects.

L7. Over the last year or so, the Government has been giving thought
to formulating a comprehensive development program. One of the reasons
for inviting the Bank Mission was to elicit the views of foreign technical
expertise regarding the project, program and policy considerations bearing
on a future development plan.

L8. Tt should be made clear that the lission was not asked nor is
it offering a plan for Algeria. Such a plan can be formulated only by

the Algerian administration. WNo group of foreign experts can pretend or
be expected to know adequately either the intricate interrelationships of
different objectives of policy or the constraints which the Government
faces in resource mobilization and resource allocation. That the lMission
has tried to do, imperfectly, is to put together the different sectoral
programs, assess their project content and their relationships, work out
their implications for finance needs and for growth effects and to indicate
the policy issues which will arise. The Mission's findings are merely the
background analytical material, which the Government may wish to consider
when it decides to formulate the plan.

B. The Totals

L9, Table 1 sets forth the possible development expenditures over
the four years 1967-1970. For comparison, the data are given for estimated
actuals for 1963-1965.
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Table 1: Public Development Expenditures, Actuals 1963-1965
and Projections 1967-1970
(DA million)
Actual Possible Annual Annual
Total 1963-65, Total 1967-70, Average Average
Three Years Four Years 1963-65 1967-70

Agriculture 377 1,560 124 390
Water Supply 278 6l1 92 160
Petroleum Hydrocarbons (0il
& Gas) 870 6,168 287 1,542
Industry 273 2,020 90 505
Mining 172 123 57 31
Transportation 681 225 817 204
Power 211 70 393 98
Local Equipment Expenditure /1 315 10k 360 90
Tourism /2 128 L2 (Ls)  (L5)
Education /2 Lok 1,200 133 (300)
Health 67 80 22 20
Housing 222 910 73 228
Other (incl. Administrative
Buildings) 17k 57 - -
Total L,173 1h,L52 1,376 3,613

/1 Rural public works.
ZE Guess.

C. Technical Notes

50. The table covers fixed capital formation and expenditures on
research, studies, etc., associated with capital expenditures. Outlay

on working capital is not included. The expenditures consist of: govern-
ment direct capital expenditures, financed through the equipment budget,
Caisse Algerienne de Developpement, Tresor, etc.; capital expenditures
of public corporations and enterprises; and capital expenditures of mixed
public-private enterprises. The latter expenditures are entered in toto,
although a part will be financed by foreign partners. However, since the
Government has assumed the main responsibility for attracting foreign
capital, both public and private, it is the total cost of such projects
which is entered here.
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51. A1 sectoral projections of expenditures, except for education

and tourism, are based on either the already prepared programs and projects
or on those which in the view of the Mission can be prepared or finalized
reasonably quickly, provided the Government gives top priority to necessary
studies and designs and the finance for such studies is not a constraint.
Further feasibility analyses and economic appraisal may, of course, indicate
that particular projects ave not suitable: in that case, the list would

be reduced since alternative projects probably could not be prepared quickly.
Consequently, the list is a maximum.

52. The estimates for education and tourism are guesses. The Covern-
ment has not yet prepared programs for these sectors; on the other hand,
the Mission did not obtain the necessary expertise in time and therefore
was not in a position to analyze the available project material. It is
hoped that the lMission's analyses and expenditure projections for these

two sectors will be prepared by end-August. Then the grand totals will
inevitably change, but it is hoped that the change will not be too drastic.

53 It will probably come as a surprise to the reader - as it was

to the Mission - that the projected expenditures are so much larger than

the past actuals. The reason is that many project studies had been done

by the French Administration in connection with the ambitious but unfinished
Constantine Plan (1959-1963); also, the technical experts provided by the
French Government after independence have continued project work; further,
the Algerian Government has already contracted many project studies with
foreign consultants; and the Government continues contracting such studies
and intends to expand its activity further. The Ilission suggests that

this be pursued with increasing vigor and that the supervision of consultants
be tightened and, if possible, centralized.

ok, The past history of project preparation is a complex one. It

has resulted in an unequal distribution: in some ministries projects are
much more plentiful and better prepared than in others. The Mission suggests
that the central government authorities scrutinize the project preparation
activity in order to guarantee preparation of projects in all sectors of

the economy.

55. The preceding projections cover four years instead of the
customary five. Project material beyond the next four years is not yet
available.

D. The Composition

56. Volumes IIT - XI contain detailed reviews of sectoral expenditure
programs and preliminary analyses of their underlying project content.
Subsectoral programs are shown in Volume II, Working Paper 2. Only the
salient features of the projected capital expenditures will be discussed
here.



w16 w

57 The kingpins of the projected capital outlay are investments

in oil and gas, agriculture and industry, i.e., in the commodity producing
sectors. Infrastructure expenditures are small, slightly below the yearly
level of 1963-65. In social overhead, large increases are expected for
education and housing.

[

58. In oil and gas, the key items are the gas export project and a
petroleum pipeline (the fourth in the Sahara). Both projects and the
associated expenditures on research and development will result in exportd
output for the European market.

59. The major items in the agricultural program are replacement of
one-half of the existing stock of agricultural machinery (mostly tractors)
and irrigation works. Also included are expenditures for diversification
in the wine-producing regions, development of new industrial crops and
ample provision for studies, research and training.

60. In industry, the key projects are steel and two fertilizer plants.
In addition, sizable programs are under way in textiles and footwear and
new programs are envisaged in metal transformation industries, miscellaneous
chemicals, food-processing and food-freezing., Investments in mining

include mostly replacement and modernization equipment.

7 The water-supply program includes, in addition to completion of
on-going projects, the beginning of work on two large priority schemes:
the area of metropolitan Algiers and the Oran-Arzew industrial complex.

62. Transportation investments consist of moderate expenditures on
road network expansion, some replacement and modernization of railroad
equipment, "captive" port projects and continuing expenditures on tele~
communications. Power investments consist of ""captive" projects linked
with the Annaba-Skikda industrial complex (steel and other industries),
as well as renewals.

63. The program in tourism is a guess, based on the capital expendi-
ture provision for 1966/67. 1t is possible that the four-year program for
1967-1970 will turn out considerably higher than projected in view of the
priority which the Government attaches to this sector.

6L, The projected expenditures in housing may also turn out to be
underestimated. Only rough guesses are possible at the present time
concerning the accumulated maintenance needs in urban housing.

65, Probably the most striking single feature of the projected
capital outlay is the absence of any program in administrative buildings.
It is a refreshing rarity to find a case among developing countries where
the austerity in non-priority government capital spending has been pushed
this far.
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66. The main blemish of the present state of project preparation

is the very low allowance for traditional agriculture %éEbut DA 200 million).
There is very little that can be done about this at the present time:
the absorptive capacity of this sub-sector is extremely low because little
has been done in the past to increase it. Major efforts by the Government
are needed in developing appropriate programs, particularly in agricultural
credit and extension services, if capital expenditures in this priority
area are to be significant during the 1970's. The difficulty is that most
of the rural population in the traditional sector works on marginal and
sub-marginal lands. The major question of development strategy for the
1970's is how much should be spent on traditional agriculture and/or on
industrial activities so that the excess rural population is absorbed.

E. Can It Be Done?

67. Total outlay is projected at DA 3.6 billion per year (5720
million) in 1967-1970, compared to only DA 1.L billion ($300 million)
yearly in 1963-1965. Can any country treble its public development
expenditure in such a short period?

68. This question cannot be answered. The expenditure level in the
past three years is not a proper yardstick: it was a period of upheaval,
of massive change in the management of the economy, of adjustment to new
conditions and of financial constraints. The pre-independence period is
also a poor yardstick. In the peak year 1960, capital outlay under the
Constantine Plan reached NF L.2 billion, which is considerably more, in
real terms, than are now here projected for 1967-1970: but this was done
under a completely different development administration, and also, money
was apparently provided quite freely.

69. The only thing which can now be said is that a significant part
of the projected expenditures - DA 6 billion out of the total of DA 1L.5
billion - will in a sense take place "outside" the Algerian economy: this
refers to oil and gas investments. These outlays will have to be organized
and disbursed by the oil companies and international contracting firms.

The absorptive capacity problem is concentrated in the remaining DA 8.5
billion., Can Algeria step up its investment expenditures outside petroleunm
from DA 1.1 billion yearly in the recent past to DA 2.1 billion in the next
four years?

70. If bets were placed, the odds would be against the projected
expenditure level. On the other hand, this level is probably not completely
out of reach. But in order for the projected order of magnitude of the
expenditures to be even approximately approached, a major and urgent review
of the working of the Algerian development administration is needed.

1. Another condition for carrying out the projected capital expendi-
tures, of course, is finance.

o
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CHAPTER IV
THE FINANCE
A, The Problem
72. In the last three years, all public capital expenditures were

financed by borrowing, external and internal. The Government did not
generate any current surplus in its fiscal accounts, while cash generated
by publicly-owned enterprises was negligible or non-existent. Foreign
assistance consisted mostly of French aid; a moderate assistance program
was also operated by the U.S. Covernment. Internally, the Government
borrowed mostly from the Central Bank, but a considerable amount of
treasury bills were also sold to the banking system and insurance
companies which had surplus cash.

Table 2: Financing of Public Development Expenditure 1963-1965

963 16k 1965
Public Development Expenditures 1,167 1,565 1,440
E;%Eficit on Current Budgetary Account _ 822 - L5 72
Total to be Financed 1,989 1,520 1,512
Financing

External Assistance 1,618 607 __ 588

Internal Sources
Central Bank Advances L9 853 290
Drawdown of Cash Balances 17 -7k 313
Treasury Bills Sales 208 57 211
Borrowing from Banking System LO 20 75
Cash Generation of Public Enterprises _57 It 35
Total Internal Sources 371 913 92k

Total Financing 1,989 1,520 1,512
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73. The past financing pattern will obviously be unsuitable for
the very much larger level of public development expenditures which is
now envisaged. It is true that barring drastic changes, the Government
can probably count on continuing assistance from abroad in amounts
tentatively already suggested or firmly contracted for; and it is also
true that future petroleum revenue will be much larger than in the past.
Nonetheless, the financial problem will be formidable.
show its magnitude if the past financing pattern continues, the following
illustrative estimates of funds available to the Government has been

prepared.

Table 3: Financing of Public Development Expenditures,

In order to

1967-1970:llo Changes in Pattern Assumed

Actual Total
1965 1967 1968 1969 1970 1967-1970
External Financing n
Irawdown on Existing Loans~— L96 LL8 L2h L0O 1,768
Drawdown on Probable _
Assistance ég 791 817 1,009 726 3,3L3
(1) Total External Fiance in
Sight 588 1,287 1,265 1,433 1,126 5,111
{3 Current Budgetary Surplus - 72 287 151 183 553 é,h;h
Current Government Revenue 2,903 3,662 3,906 L,L76 4,907 10,951
Petroleum LL7 ’850 901 1,265 1,L7L I, 190
Others 2,56 2,812 3,005 3,211 3,433 12,461
Current Government
Expenditures 2,975 3,375 3,755 3,993 L,35h 15,77
Total (1) + (2) 516 1,574 1,l16 1,916 1,679 6,585

/1 Including drawdown on French participation and loans for crude oil

research and development.

/2 TIncluding drawdown on probable French aid, U.S. assistance and

frame agreements, mostly with centrally-planned economies.
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Th. Government revenue from sources other than petroleum have been
assumed to increase quite rapidly, at 7 per cent per annum. This is the
same as the assumed rate of growth in GNP, which is in turn postulated

on the assumption that investment expenditures will increase sharply and
induce rapid economic revival. Even on this assumption and with the
foreseen growth in petroleum revenue, current budgetary surpluses will be
small given the assumed level of recurrent expenditures. If it is further
assumed that cash generated by public enterprises will be negligible - in
line with the past experience - total available resources, domestic and
foreign, would be DA 6.5 billion over the four-year period. Since
possible public development expenditures have been estimated at DA 14.5
billion, the financial gap would work out at DA 8 billion. Furthermore,
since there will be additional government expenditures on financing
jnventories of unsold wine (about DA 250 million per annum), the un-
covered gap to be financed by borrowing, domestic and external, could
approach DA 9 billion, or almost $2 billion. |

B. Possibilities of Adjustment

75. Tt should be made clear that the preceding figure is not the
Government's projection of the gap. It is only a logical extrapolation
of the past position, prepared by the Mission, without introducing any
changes of policy. In effect, the Government is already undertaking
some changes and considering others. They are focused on increasing the
current budgetary surplus and on improving the efficiency and profit-
ability of public enterprises. It is not possible to work out a
financing plan for public development expenditures until these changes
are completed. Vhat can be done, however, is to indicate where the
main areas of financial adjustment lie, how significant they are and
how painful they will be.

(a) Government Revenues

76. Given the already high ratio of tax revenue to GNP, room for
increase is limited, especially through increasing tax rates. However,
improvements are possible: administrative machinery can be strengthened;
the already declared policy concerning equal taxation of public and
private enterprises should be implemented resulting in a higher tax
revenue from the public sector; customs duties can and should be
substantially raised through a tariff reform to be introduced as soon

as possible.

77. The aggregate effect of these changes could be increased
revenue of, say, about DA 1 billion over the four-year period. Tax
revenue from public enterprises may amount to about DA 360 million,
based on the budgetary provision made in 1965 and allowing for further
increases in net income to be generated in the future. Customs duties
may yield at least an additional DA 300 million. An adjustment in
exemptions on personal income tax can generate an additional DA 150
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million. An improvement in the financial administration should yield an
Alternatively, if customs
duties are raised soon and substantially, most of the increase of 1 billion

excess of DA 200 million over the four years.

could be found there,

(b) Recurrent Expenditures

8. The main problems of the Algerian Government finances occur

in this category.

Table L: Government Recurrent Expenditures

Regular Expenditures,
of which:
Education
Administration
Defense

Subsidies,
of which:
To Enterprises
To Local Authorities
To Others

Transfers,
of which:
Medical Assistance
War Veterans /1
Unemployment Relief
Retirement Fund

Total, Recurrent
Expenditures

Extrapolation Total
1965 T?E?“'“§§68'“"i§6§ 1970  1967-1970
2,045 2,279 2,559 2,797 3,158 10,793
596 763 876 1,002 1,155 3,796
592 72l 785 852 959 3,320
L80 529 555 583 612 2,279
531 531 531 531 531 2,12l
252 252 252 252 252 1,008
2h3 2L3 243 2L3 2L3 972
36 36 36 36 36 1Lk
399 565 665 665 665 2,550
85 85 85 85 85 340
201 L00 500 500 500 1,900
90 55 55 55 55 220
23 23 23 23 23 90
2,975 3,375 3,755 3,993 L,35L 15,L77

/1 Statutory obligation.
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79. At present, almost DA 1 billion, or one-third of the regular
budget and some 7 per cent of GNP, are transferred through the budgetary
system as subsidies and assistance payments. If an allowance is made for
the statutory increase in war veterans pensions and if other subsidies
and transfers remain unchanged, the total over the four-year period works
out at DA L.8 billion. Of this some DA 2 billion is a statutory commit-
ment which cannot be altered. It is in the remainder, DA 2.8 billion,
that the Government has to look for savings. Only a most careful review,
item by item, could indicate where they are possible. But it is probably
safe to suggest that the amount of subsidies to enterprises could and
should be reduced; and that a gradual reduction can and should take place
in the present quite generous medical assistance programs.

80. Another area where savings are possible is in the regular
expenditures of the Government. They are largest in education, general
administration and defense. Administrative expenditures will have to
increase as development expenditures rise and as some needed improvements
take place in the salary scales. Education expenditures will also have
to rise given the immense needs for training. The question is whether

it will be possible to restrain the rate of increase in primary education,
in purely administrative services, and in defense.

81. A minimum target which it seems feasible for the Government to
aim for would be DA 1 billion over the four-year period. This can be
achieved, and possibly more, if the economy picks up. If the present
stagnation continues, it is difficult to see how subsidies and transfers
can be reduced without running the risk of dissatisfaction and unrest.

(c) Public Enterprises

82, Another source of additional funds compared to the past is
cash generation in public enterprises. The most important will be the
government-owned petroleum company which operates the pipelines. Cash
generation of the company over the four-year period could reach DA 1.1
billion on the assumption that the fourth pipeline is built during the
period under consideration. An additional 0.9 billion can be generated
in government-owned manufacturing plants and public corporations, on the
assumption that efficiency in manufacturing is substantially improved
and the capacity is much better utilized and that public corporations
move towards more adequate pricing for their services.

83. With the adjustments set forth above, the gap would be
considerably reduced:
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Table L: Possible Public Development Expenditures
and Financing 1967-70

Public Development Expenditures 14,452
Accumulation of Inventories of Wine /1 __975
Total to be Financed 15,h27
Financing:
External Finance in Sight T i o
Current Budgetary Surplus,
extrapolated 1,474
Additional Tax Revenue 1,098
Savings in Subsidies and
Recurrent Expenditures 1,000
Cash Generation of Public
Enterprises 1,991
Total 10,67k
Gap L, 753

/1 Including neceded additional storage capacity.

C.

8L,

The Gap

A part of the gap can be financed by Government borrowing on

the domestic market. This can be provisionally estimated at about DA 1
billion over the four-year period:
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Table l: Government Borrowing on the Domestic Market

Borrowing from the Public 1480
Gross Borrowing 800 /1
Less Lending for Fixed Capital /2 320
Borrowing from the Central Bank 570
Possible Increase in Money Supply /3 1,770
less Increase in Foreign Exchange Reserves/lL 600
Iess Financing Inventories /5 600
Total Domestic Borrowing 1,050

/1 Comparable to the anmual level of 1963-1965.

ig Assumed financing of two-thirds of private investment in non-
petroleum sector after allowing for self-financing and distribution
of profits. The financing could be done either by CAD (Caisse
Mgerienne de Developpement) or by other banks.

/3 Eight per cent increase per annum, slightly faster than GNP growth
rate,

/L. Increase needed to keep in 1970 the same ratio of reserves to
non-capital goods imports as in 1965 (32 per cent).

/5 Changes in inventories other than wine, equal to 9 per cent of
annual increment of GDP excluding agriculture (195L4-58 ratios).

85. Implied above is considerably smaller deficit sperding than in
the past. At present, there is evidence that there is excess liquidity
in the economy. Also, part of domestic credit will have to be used to
finance an increment in foreign exchange reserves: the present gross
reserves, at $180 million, are less than 3 months' imports, and as
imports grow they will also have to grow. The above allowance is a
minimum.

86. The external uncovered gap would then work out at DA 3.7
billion (L.7 total gap less 1.0 billion domestic borrowing) or $750
million over the four-year period. This amount is on a disbursement
basis. Commitments will have to be larger, since the execution of a
number of projects will spill over beyond 1970. There is no point in
working out the detailed calculation at the present time: it would in
any case be inexact, partly because of the illustrative nature of the
whole financing calculation set forth above, and partly because only
further detailed analysis of the exact status of feasibility studies
could indicate the precise time schedule of execution of particular
projects. The only thing which can now be said with reasonable safety

P S S S
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is that the commitments would have to approach or exceed $1 billion.

87. A part of this amount will have to be contracted with foreign
private partners in the form of equity participation. This is certainly
the case with gas investments and also with fertilizer plants. How much
this equity proportion would be depends on the general policy of the
Mgerian Government on the one hand and on the minimum demands of foreign
partners for a share in control and management on the other. There is as
yet not sufficient experience in this type of deal to warrant an estimate
of the equity-loan proportions of the needed capital inflow.

8a8. Another issue which requires further analysis concerns the type
of foreign finance Algeria will need. Some projects have a very high
foreign exchange component: this is particularly the case with the gas
export project. In others, the foreign exchange component is quite low,
e.g. irrigation, education. Some sectors will attract foreign finance
much easier than others, e.g. gas exports project vs education, housing,
health, etc. What can now be said with reasonable certainty is that the
problem of financing local currency expenditures will most likely arise.,
Total import requirements of capital goods over the four-year period are
estimated at some DA 10.5 billion. The resource gap (equivalent to
"foreign finance in sight" plus the "uncovered gap") works out at some
DA 9 million. Since part of the capital goods will be necessary for
projects which foreign lending agencies and partners are not anxious to
finance, the foreign exchange component of '"bankable" projects will be
considerably less than DA 10.5 billion and quite possibly less than the
resource gap of DA 9 billion. The local currency shortage will most
likely be particularly felt in the earlier years: domestic construction
will have to start first, leading to an expansion of money incomes and to
increased demand for imports of consumer goods; similarly, better
utilization of industrial capacity will induce increased demand for new
materials and spare parts. Such demand cannot be met by the provision of
foreign exchange for equipment of bankable projects.

D. Qualifications

89. The tenuous and illustrative nature of the above calculations
should be emphasized. For example, if the fourth oil pipeline is not
built, this would reduce capital expenditures and thus the claims on
resources by DA 600 million, plus some research and development expend-
itures; but the adverse effect on domestic resources may be greater,
about DA 1,200 million: the projected government petroleum revenue would
fall off and cash generation by the Government-cwned company operating
the pipeline would be reduced. The gap would thus most likely widen.
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90. Another element of uncertainty refers to the so-called frame
agreements of foreign assistance. Most of the amounts involved have
been shown under "External Finance in Sight", in the expectation that
they will be attached to the projects which have been included in
Table 1. But this is uncertain, as the past experience shows, and the
"uncovered" gap may turn out larger than the DA 3.7 billion indicated
earlier.

E. Summary

91. If the Government decides to plan for an expenditure level of
around DA 15 billion in the four years 1967-1970 and if the finance plan it
decides to adopt carries a resemblance to the illustrative exercise

shown in this chapter, the proportions of domestic and external finance
would work out as follows:

DA billion Per Cent

External Finance 8.8 58%
In Sight o.1

— Uncovered Gap 3.7

Domestic Finance 6.5 2%
Extrapolated 1.5
Resulting from Policy Changes 4.0
Domestic Borrowing 1.0

Total 15.3

92. The proportion of domestic finance of LO per cent would be a

great achievement for a country still in a recovery stage. It could be
argued that somewhat less would be satisfactorye.
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CHAPTER V

EFFICIENCY

93. Neither the illustrative financing pattern outlined in the
preceding chapter nor the level of development expenditure as described

in Chapter III can be carried out without considerable improvements in the
efficiency of the Algerian economy and in the functioning of its development
administration.

ok. The Mission has been informed that the Government is now reviewing
the decision-making machinery concerning investment projects and sectoral
programs. This is urgently needed. If the country is to undertake a capital
expenditure level almost three times higher than in the past, decisions will
have to be made much faster than in the past. This refers to programs both

in the commodity-producing sectors and in infrastructure and to projects
both with and without foreign financing.

95. Domestic resource generation envisaged in the illustrative
financing pattern cannot be realized unless the operation of the publicly-
owmed sector is put on a self-sustaining and market-oriented basis. For
manufacturing, this means that losses will have to be reduced, taxation
effectively applied and profits generated. These results cannot be achieved
unless the powers of management are widened, labor discipline tightened

and necessary economies attained in the purchase of inputs. The cost structure
of manufacturing is now unfavorable, with a disproportionate share accounted
for by labor cost. In agriculture, the present credit system will have to
be reorganized. At the present time, the nationalized farm sector operates
under a system which equalizes income throughout the country, irrespective
of production results. It penalizes efficiency by giving equal rewards to
inefficient farms.

96. Some sectors of the Algerian economy operate at present under a
price structure which does not reflect full cost. This is the case with
power and housing: power rates and rents do not ever cover operating costs.
The result is that no depreciation is accumulated, no interest is earned
and maintenance is neglected. In water supply and irrigation, only about
one-half of the prescribed charges is collected. This results in a large
need for subsidies which reduce the ability of the public sector to generate
public savings. The other result is that a distortion is introduced in the
allocation of resources.

97. The two major problems which the Government faces is how to reduce
the volume of subsidies and transfers and how to assist industry and agri-
culture to improve their competitive positions. For industry, an increase

{n import duties seems urgently needed. For agriculture, an increase in

farm prices is necessary. For both, reduction in costs is required if they
are to restore the competitive position and start to accumulate capital.
Reduction in costs means reduction in wages; reduction in subsidies and
transfers means reduction in the standard of living of the recipients;
transition to full-cost pricing means higher prices. These are all difficult
measures to adopt and even more difficult to carry out.
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98. It is unlikely that any of them can be carried out unless the
employment situation improves. As indicated in the sectoral volume on
housing, but applicable to some other sectors as well:

"The Government must also address itself, and with urgency,
to the problem of adequate pricing for housing services. Until
now, and for a number of reasons, the rents charged on Government-
managed housing have been below maintenance cost .... The Govern-
ment is aware that this situation cannot be allowed to continue if
the housing of the country is to be saved for future use. The
problem is that it is not only politically unpopular but physically
impossible to collect economic rents - or any rents for that matter -
if the inhabitants are unemployed. Of course, not all are unemployed,
but a significant portion are. In order to avoid charging those who
are unemployed, no charges are levied even on those who earn regular
incomes and can pay: the result is rapid deterioration of the capital
stock due to insufficient maintenance and repair, while at the same
time, the people who can be engaged to do maintenance and repair
are unemployed."

"Tt is a vicious circle ... Solutions in fact can be offered.
If concerted action can be taken to 1lift the level of investment,
current economic activity, employment and nominal and real incomes
throughout the economy - which is the major theme of the Mission's
Repert - it should be possible simultaneously to introduce proper
pricing - which means higher rents - for housing. It is probably
impossible to move immediately to full cost pricing, i.e. to have
the rents cover cash operating cost plus depreciation plus interest:
but it seems both imperative and feasible to cover cash operating
cost and depreciation. There will, of course, be emergency cases -
and many - where the inhabitants will still be unable to pay because
they will still be unemployed. It is not necessary that they be
evicted. Their rents can and should be paid by the Government, out
of a special budgetary welfare item, established for this purpose.
At least then it will be known how much subsidy is paid out and
the Covernment will be able to focus its attention on reducing
the subsidy (through relocation of people to areas with better
employment opportunities and/or through promotion of activity in
the locations with heavy unemployment). At the same time, since
subsidy will have ceased to be financed by the housing sector
itself (through uneconomic rents), the latter will have enough
funds to carry out the needed maintenance work. This seems to
be the only way to save the beautiful apartment buildings, erected
with so much care and clustered on the hills of Algiers and of other
major cities, from destruction which is their sure prospect if the
present situation is allowed to continue."

L
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99. Algeria needs a rapid transition to higher investment in order

to create a basis for rapid long-run growth, to attack unemployment and

to restore full-cost pricing. Increase in investment requires large

foreign capital inflow and greater domestic expenditures. For large

foreign capital inflow to materialize, the Government must find a modus
vivendi with foreign capltal both the new one interested in coming g to
Kgeria and the old one already invested in Algeria: clarity of government
policy with respect to the operations of foreign enterprise and the liberty
that it transfers profits abroad seem essential pre-conditions for large
capital inflow. For the government to engage in larger domestic expenditures,
the balance of payments and the competitive position of the domestic economy
must be protected. This requires import duties and export subsidies. They
are needed even at the present time: they would be doubly needed if domestic
expenditures were to rise substantially in order to meet the local cost of
the substantially expanded investment outlay.

100. An increase in domestic expenditures, associated with higher
import duties and export subsidies, would lead to higher domestic prices.
Provided wages and subsidies and transfers remain unchanged, the consequence
would be a reduction in real production costs and in real expenditures of
the Government: the aggregate living standard and employment would increase
but the real wage of those that are already employed would fall. Both from
the economic and from the social point of view this would be a welcome
development. On the other hand, given the strength of the trade unions,

any reduction in the unit real wage would be strongly resisted and could
easily lead to a wage-price spiral. If that were to happen, a very uncertain
and risky future would be facing Algeria.

101. If Algeria could obtain funds from abroad to finance local currency
expenditures as it moves to a much higher level of investment outlay, this
danger would be avoided. If it cannot obtain such funds, there does not
seem any other choice than to let prices rise and keep wages frozen. This
is difficult, but the alternatives are worse: unchanged level of investment
and no improvement in the state of unemployment, or increased investment
with inflation. The fundamental point is that a country cannot get out of
an under-employment equilibrium without a number of people - those already
employed - getting hurt somewhat, so that the country as a whole - those
unemployed included - get better off. Only if it obtains additional and
reasonably freely usable funds can most people be better off.

102. This report advocates decontrol, and most decontrols cost.




CHAPTER VI ‘

GROWTH AND STRUCTURAL CHANGE

103. If it proves possible to organize an investment effort of the
magnitude and composition described in Chapter III, and if it proves feasible
to carry out the efficiency measures suggested in Chapter V, the Algerian
economy should achieve quite high growth as it approaches 1970. The Mission's
projections indicate the possibility of a GINP growth rate exceeding 77:

this is very much higher than in the last few years, but below the boom

years 1954-1958. The crucial assumption is that industrial revival will

take place under the impact of greater investment outlay and of the associated
increase in demand. A further assumption is that nothing will interfere with
the continuing growth of petroleum and with the development of the gas resources
of the Sahara.

10L. Exports are projected to grow at almost 10% p.a., faster than gross
product. On the assumption that necessary external financing for the possible
projects can be assured, imports would rise even faster, about 13% yearly.

The Algerian economy which is already very much an open economy would

become even more so: in 195L, exports accounted for 21% of GDP, in 196k

they reached 27% and for 1970 they are projected to exceed 30%.

105. Rapid growth in exports, supplemented by the projected capital
inflow as it results from the estimated resource gap, yields a capacity to
import which appears sufficient to accommodate the different streams of
import demand as they can be projected at the present time. An import
sufficiency test has been carried out: it indicates that despite the very
large increase in the imports of capital goods associated with the projected
capital expenditures, a sufficient import capacity would be left for the
purchase of consumer goods, intermediate products and raw materials. The
demand for consumer goods is expected to be dampened as a result of import
substitution. The demand for fuels will virtually disappear, as a result

of domestic growth in petroleum refining and in gas deliveries. Conversely,
there will be a rapid increase in import demand for intermediate goods and
raw materials, following the projected revival of industrial activity: it
appears that such demand can be met. However, import projections by
necessity reflect technological relationships and they assume smooth growth.
Any deviations from such growth - and they are probably inevitable in an
industrial revival which is associated with sudden emergence of bottlenecks -
would reflect themselves in the pressure on the balance of payments. In
any case, however, if major investment expenditures are undertaken, the
Algerian import structure will undergo a major structural change: capital
goods and raw materials will greatly gain in importance. This will make
the import structure more rigid than in the past: this is an inevitable
result of growth and structural change in the particular development phase
in which Algeria finds itself at the present time.
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106. Another consequence of the industrial revival and of the

petroleum boom would be a shift in the composition of output in favor

of secondary and tertiary activities. Due to severe external marketing
problems facing the export agriculture and the lack of capacity of the
traditional agriculture to absorb capital in the near future, agricultural
growth is likely to lag considerably behind the rest. Investment in
agriculture which can now be made will primarily serve to replace the old
capital stock and to prepare the ground for the longer-run future (irrigation):
they must be made. In the meantime, much thought must be given to how
traditional agriculture can best be helped. '

107. The strategy of growth for the next several years can and should
emphasize the commodity-producing sectors. Infrastructure is available in
almost all sectors. In the 1970's the situation will change as the economy
grows and outruns the existing overhead facilities. Also in the 1970's
most of the expenditures for the Trans-Sahara Highway will occur, if it is
decided that this is a worthwhile investment. The idea to connect the
coasts of North and West Africa by a road traversing the Sahara Desert is
not new: but it has now attained additional impetus by the emergence of
new land-locked states south of the Sahara and by the possibility of
reviving, under modern conditions, the old trade network throughout Africa.

108. If the projects now in sight are implemented, the investment rate
would go up substantially, from about 15% of GNP at present to 22% in 1970.
This was the rate of the late 1950's and early 1960's. The external gap
would widen, from about 2% of GNP in 1963-6l to about 10% in 1969-1970.
Gross public savings are projected to increase sharply from the present
very low level: whether this will materialize will depend on whether the
Government will be successful in carrying out major efficiency reforms

and in moving the economy sharply upwards from its present almost stagnant
state.

109. Another structural change is in store for Algeria: as it imports
capital on a substantial scale, it will inevitably become a large inter-
national debtor. At the present time, its newly incurred debt is low and
debt service does not create any liquidity problems: the present debt
service is $12 million and the associated debt service ratio is 2% of net
exports (net of investment income payments on petroleum account). The

ratio will rise to about L% in 1970, based on debts already committed.

With the additional capital inflow and the associated debt service,
resulting from foreign financing of capital expenditures listed in this
report, the debt service in 1970 may approach $120-160 million, or 12%-15%
of projected net foreign exchange earnings, assuming a blend of the present
terms of different streams of assistance as they can now be envisaged. This
is not an excessively high value compared to the ratios now experienced by
mejor international debtors: whether it is supportable for Algeria over

the long-run depends on its long-run growth prospects, a metter which
requires a separate analysis. In any case, however, the room for conventional
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borrowing is substantial, on the assumption that the economy will experience
“industrial revival, that investment activity will expand and that the
associated alleviation of the unemployment problem will take place.



CHAPTER VII

CONCLUSIONS

110. Algeria is at present in a transitional stage, in many respects.
It has completed much of the reconstruction and it is now engaged in
preparing many worthwhile investment projects and programs; but it has not
yet embarked upon a major development effort. It still operates on emergency
economic systems in which the Govermment transfers large amounts of subsidies
and assistance and in large sectors of the economy prices do not reflect
full costs; but the Government is now reconsidering the system with the
view of introducing market incentives, restoring the profitability calculus
and reducing transfers and subsidies. While it is a declared policy of

the Government to pursue the goals of the socialist economy and to have the
state hold the commanding positions in major new industries, the best
international management consulting firms are now engaged to advise on

the methods of running public enterprises and there is an active search

for a modus vivendi with international private capital in order to attract
it to Algeria. While the pre-independence Jevel of output has been almost
restored, against all odds, thanks to great domestic effort, and also to
continuing French assistance, the economy is still operating considerably
below capacity and unemployment is a grave social and political problem.
The present level of investment and building activity is low; at the same
time, Algeria has outsbanding natural resources waiting to be exploited

for the export market, and great domestic needs impatiently press upon the
Government .

131, A study of the Algerian economy is a study in contrasts. It is
an economy with great promise, currently caught in a circle of conflicting
trends and suffering from a depressed level of economic activity.

1125 The circle can be broken. Algeria needs to de-conirol the economy,
in a package of measures which would embrace: a large investment program; ]
expansion of effective demand on the home market and a progressive increase
in capacity utilization; increase in import duties and introduction of
export subsidies; a series of efficiency measures to restore market
incentives and profitability and to reduce the need for subsidies and
transfers; and a large foreign capital inflow, including most probably
funds for financing local currency expenditures.
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113. As a vnart of the same package of measures, Algeria will have to be
prepared to temporarily import a considerable amount of foreign skills,
while undertaking at the same time radical measures to accelerate the
production of demestic skills and thus reach a true economic independence

in the shortest possible time. Algeria will also have to improve the
treatment of whatever foreign private capital has still remained in the

country and to accelerate the arrangements for importing new private

capital to assist in the exploitation of its resources. Transition to
a much higher investment level, which is the key for getting out of the
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present difficulties and for assuring a sustained long-run growth at a
rapid rate, is not possible without foreign assistance, both financial
and in skills.

11L. Is Algeria ready for a much larger investment effort and for
de-control? De-control is already in the air: it is now realized that
socialist ownership of the means of production will not be threatened if
full-cost pricing is restored and if rewards are differentiated among
farms, plants and departments depending on performance. The possibilities
of undertaking a major investment effort are also discussed: the critical
issues here are whether the young Algerian development administration

can stand the strain and whether the outside world is prepared to provide
financial assistance on a large scale and in forms that are needed.
De-control and the transition to a much larger investment effort supported
by foreign assistance are probably inseparable. Any de-control involves
changes in income distribution: and unless it is certain that the majority
of the population will be better off, over the short-run as well as over
the long, the resistance to de-control will be great.

115. At least some of the answers to these questions are in the hands
of the Algerian Government. It is they who have to come out with a
program of investment, a finance plan and a series of policy measures to
carry them out and to restore incentives. Only then will it be possible
for the international community to consider how much assistance can be
given and in what form. The first step for the Algerian Government to
consider and decide is whether its development administration can carry
out the major increases in responsibilities involved in preparing and
executing a development plan. This in turn depends very much on whether
the Government as a political body is now in a position to adopt the goals
of investment and growth as a single over-riding objective of national
policy: it is only in such an environment that the development administration
would enjoy all the political support it badly needs.

116. After the decisions of the Government have been made, it will be
up to the outside world to respond. Tt had responded only to a limited
extent to the Algerian needs for reconstruction. Perhaps it will respond
more to its development needs. Vhatever may be said about Algeria's past
performance, the fundamental fact stands out that it has become progressively
less dependent on foreign support as its reconstruction has proceeded.

With respect to future prospects, Algeria is one of the lucky winners in

the foreign exchange lottery in which developing countries participate:
Algeria has oil and gas, the latter is of excellent quality, and its
population of about 12 million is relatively small in relation to resources.

117. One of the major problems to be overcome - perhaps the greatest

single problem - is in ideology and in understanding. lost providers of
capital, both from the West and from the East, have misgivings concerning
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the economic system Algeria wants to operate; Algeria, on its part, is
suspicious of the intentions of the providers of funds. The truth of

the matter is that neither the providers of funds nor Algeria can possibly
know what economic systems will finally emerge in Algeria, or for that
matter in any developing country. The difficulties implied in this
inevitable and inherent uncertainty are further compounded by the lack of
information about current developments and intentions: dangerous and
superficial generalizations are made on the basis of limited and piecemeal
information.

118. If this report can contribute to better understanding, it will
have achieved one of its major purposes.
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TABLE 1

GROSS DOMESTIC PRODUCT BY SECTOR, 1963-196L

(Current price, million DA)

N 1963 B 1964

Gross value Value Gross value Value

of output added of output added
Agriculture, fisheries, forests 3,826 2,731 3,299 2,294
Energy 289 230 314 251
Petroleum 2,969 2,180 2,927 2,263
Mining and quarrying 204 112 227 127
Construction 1,079 552 1,130 539
Food 1,432 420 1,480 450
Engineering 252 101 348 164
Textiles and leather 429 151 L6 179
Chemicals 395 159 566 227
Transportation 616 L2l 623 429
Government - 2,500 - 2,800
Services 1,509 1,148 1,526 1,161
Commerce 3,186 2,837 3,381 _2,9%0
Gross domestic product 11,045 13,87h

Source: Ministry of Finance - Plan Directorate, and Mission's estimates



TABLE 2

GROSS VALUE ADDED, 1950-196L

(Million NF or DA)

Agriculture Industry, Services Total valuenggid at

and related energy & and value constant prices

activities mining commerce added (1957=100)
195kL 1,993 1,611 2,306 5,911 6,450
1955 1,93k 1,696 2,564 6,194 6,6L0
1956 2,395 1,83L 2,930 7,159 7,310
1957 2,573 2,032 3,534 8,138 8,138
1958 2,503 2,516 L,L01 9,L16 8,430
1959 2,690 3,130 5,390 11,210 9,973
1960 2,800 L,L00 5,000 12,450 10,650
1961 2,300 L, L00 4,700 11,900 9,892
1962 2,700 3,900 3,600 10,200 8,479
1963 2,731 3,81k 3,985 10,954 8,701
1964 2,29h 3,185 4,151 11,059 8,LL8

Source: Ministry of Finance - Plan Directorate and Mission's estimates



TABLE 3

GROSS FIXED CAPITAL FORMATION BY SECTOR

(Current prices, million DA)

1963 196l 1965

Agriculture, fisheries, forests 87 180 176
Mining

a) Petroleum 6L0 513 770

b) Other 19 55 87
Industry

a) Hydrocarbons 302 266 302

b) Other 2Ll 329 Nea.
Transport and communications 172 262 270
Power 67 79 65
Water supply 148 121 113
Tourism o 29 28
Housing 50 138 35
Education and Health 129 161 170
Administrative buildings 28 39 23
Other 151 9

Total 2,05 2,181

Source: Ministry of Finance - Plan Directorate and lMfission's estimates.



TABLE L

PRODUCTION OF MAIN AGRICULTURAL ITEMS

(thousand metric tons)

1960 1961 1962

Wine (thousand

hectoliters) 15,851 13,632 12,279

Hard wheat 1,161 526 1,223

Soft wheat 3L5 160 38L

Barley 835 212 819

Potatoes 259 234 Nede

Citrus fruit 398 370 368
JOlive oil (thousand

hectoliters) 199 220 209

Dates 98 n.a. Nede

Pulses L3 27 Ned.s

1963 1964 1965
12,575 10,L77 16,267
1,268 918 1,000
322 2L5 318
691 278 378
262 232 232
398 L6k L15
187 187 181
N.3. 113 110
29 39 Ne2e

Source: Ministry of Agriculture



TABLE 5

PRODUCTION OF SELECTED INDUSTRIAL GOODS

1960 1961 1962 1963  196L
Iron ore (thousand tons) 3,438 2,863 2,059 1,976 2,7u5
Crude oil (thousand tons) 8,627 15,782 20,681 23,878 26,L8L
Sulfur (tons) 1,342 L88 170 L68 1,366
vootwear (thousand pairs) n.a. Nede 2,300 n.a. L, LéL
Lolled steel (tons) Lo,Lk6 31,113 7,47h  7,L65 16,731
Metal working (tons) - - 1,873 3,143 2,892
Gaps and containers (tons) 6,817 7,657 L,700 L,520 5,006
Private automobiles (units) - 2,087 2,056 3,198 3,56k
Cotton fabrics (thousand sq.m) n.a. Ll  n.a. N.de 2,011
Flour (thousand tons) Ne8, NeBe Nede 250 299
Iump sugar (tons) N.a. Ned. Nede 750 955
Beer (thousand bl.) NeQe Nl 818 500 280

1965
3,147
26,477
2,515
7,565
28,870
3,209
L,582
L, 96
1,319
355
5,319
369

Source: Algerian Ministry of Industry



TABLE 6

GOVERNMENT EXPENDITURES AND FINANCING

(DA million)

1963 18k 1968

Deficit on Current Budget 822 -L5 72
Current Receipts 2221 2697 2903

Less Current Expenditures 3043 2652 2975
Development Expenditures 753 1168 966
Total to be financed 1575 1123 1058
Internal Sources 167 867 82l
Central Bank Advances L9 853 290

Sale of Treasury Bills 208 57 211
Changes in Treasury Balance -90 -43 323
External Sources 1,08 256 23L
French Treasury 4,68 -388 -290
Foreign Aid 940 6LY s2l

Total Financing 1575 1123 1058




TABLE 7

GOVERNMENT CURRENT REVENUES

(DA million)

1963 1964 1965 1966
Estimate Actual Estimate Actual Estimate Actual Estimate Actual

Direct taxes 658 L89 563 583 710 619 675
T~direct taxes 2016 117 1925 1703 1850 1747 1800
‘‘urnover taxes 879 615 887 760 8L0 787 800
Customs duties and

export taxes 186 113 118 219 220 225 230
Treise and other

indirect taxes 951 689 920 724 790 735 770
lsn-tax revenues 220 72 1Ll 111 270 90 205
‘Tutal ordinary re-

venues (excl.

retroleunm) 291y 1978 2632 2397 2830 21,56 2680
Feiroleum revenues 251 2L3 310 300 346 Lh7 794
Total Current

Receipts 3165 2221 2942 2697 3176 2903 3474
Scurce: Ministry of Finance



TABLE 8

GOVERNMENT CURRENT EXPENDITURES

(DA million)

163 196k 1968
Ceneral Administration 372 28l 570
Foreign Affairs 15 35 LL
Interior and Justice 239 262 277
Defense 369 L28 L8k
Agriculture 6l 76 78
Industry and Commerce 1k 12 22
Transport, Public Works 227 111 1
Tourism - 6 6
Education, Information 265 380 L71
Other Social Service 673 562 654

Supplementary period 355 - i
Total Ordinary Budget 2,593 2,156 2,767
Payments out of Treasury Accounts Lso L96 208

Total Current Expenditures 3,043 2,652 2,975




TABLE 9

GOVERNMENT DEVELOPMENT EXPENDITURES

1963 1964 1965

million million million
DA % __DA % _DA %
Agriculture 100.5 13 221.h4 19 162.4 16
Water supply 119.2 16 142.9 12 102.3 10
Transport 99.9 19 263.0 23 211.6 21
Industry, power, mining 147.9 20 10L.5 9 1h49.2 15
Housing and town planning Lo.4 6 169.9 15 5h.3 6
Administrative buildings 22.7 3 24.1 2 11.6 1.
Education 110.3 1} 146.0 12 148.1 15
Health 32.8 5 18.7 1 15.3 2
Tourism ) 17 | - 34.1 3 93.2 9
Other 8.2 L4 W9 L 384 L
Total 753.1 100 1168.1 100 986.2 100

Source: Ministry of Finance, Caisse Algé&ienne de développement.



TABLE 10

MOUEY AND BANKING

(Outstanding at end of the year, million DA)

Currency in circulation

Demand deposits

loney

Quasi-money

Credit to the economy
Central Bank

Banks

Claims on CGovernment
Central Bank
Banks

Qthers

Foreign assets (net)

Other assets (net)

1962
2,197
1,71

3,971
145

1,1168
1,173

87

393

11

1963
2,295
1,588

3,883
88

1,300
906

176
177
299

1,136

1954
2,577
1,931

4,508
8L

1,087
1,082

1,003
259
L6l

878
-181

1965

2,762
1,988

L, 750
106

1,206

1,190

1,311
385
505

760
-501

Source: Central Bank of Algeria



TABLE 11

CENTRAL BAIK OF ALGERIA

Balance Sheet

(Million DA)
1963
Liabilities

Capital 40.0
Currency in circulation 2,294.6
Deposits

Government 136.3

Banks 160.7
Foreign liabilities 122.6
Other items (net) 116.9
Total 2,871.1

Assets

Foreign assets 1,259.0
Claims on Government

Advances 78.2

Postal checking accounts 146.6

Algerian coins L7.9
Advances to state enterprises -
Rediscounts

Treasury bills LO.0

Other papers 1,299.4
Total 2,871.1

196 h.

40.0
2’57?02

626.0
194.4
130.5
156.7

3:72h-8

75.1
1,498.8
L1.7
486.5

1h.1
600. 3

3,724.8

1965

40.0
2,761.8

227.2
218.L4
280.6
201.1

3,729.1

977.9

72.5
1,391.8
42.1
873.8

39.0
332.0

3,729.1

Source: Central Bank of Algeria



TABLE 12

PRICE INDEXES

Wholesale price index, 1959 = 100

(214 items)
1963 1%L 1965
Agricultural products 108.7 115.2 120.0
Products of food industry 106.8 110.6 115.1
Other industrial products 116.3 127.5 134.5
Water and energy 100.2 110.6 110.1

Cost of living index in Algiers, 1964 = 100

(167 items)
October December February

1965 1965 1966

Food 105.8 106.5 106.3
Housing 100.2 100.4 100.8
Furniture 108.2 105.6 107.2
Clothing 103.2 107.6 108.8
Health 106.6 107.5 106.3
Transport 100.5 100.5 100.6
lMiscellaneous 111.0 111.2 111.0
Total 105.2 1089 1061

Source: Ministry of Finance



Table 13

Balance of Trade

Exports e Imports  Balance
Total of which to France Total of which to France Total
(DA (DA (DA
million) (percent) million) (percent) million)
1960 2,753 8L.1 6,371 83.2 - 3,618
961 3,331 78.5 5,168 81.5 - 1,837
1962 3,910 T3 3,8L6 77.8 + 6L
1563 3,407 74.0 L,3L0 76.3 - 33
196l 3,735 74.9 3,7hL 72.9 - 9
1965 1/ 3,600 73.7 3,862 72.9 - 262

i/ Estimate.

Source: Algerian Ministry of Finance, French authorities.



N

Table 1L

Volume and Value of Selected Exports

- (f.0.b. values in million DA, quantities in thousaud metric tons)
2/
‘ 1963 196L 1965~
Value Quantity Value Quantity Vaiue Quantity
Wine 1/ 540 6,870 710 9,360 N.a. Nede
Fruits 280 315 209 275 200 230
Vegetables 70 116 35 56 33 54
Czreals & cereals
products 75 256 98 390 Neds Nede
Food Industry 3/ L7 38 38 33 31 2k
Patroleum and other
Petroleum Products 1,935 23,680 2,170 25,625 2,000 25,500
Other Minerals 123 2,119 157 2,973 170 3,200

i/ 1In thousand hectoliters.
=/ Estimate.
-/ Excluding vegetable oil and derived products.



Table 15

Volume and Value of Selected Imports

(c.i.f. values in million DA - quantity in thousaad metric tons)

1963 196k
Value Quantity Valie EEEEEEEX

Live animals 66 20 6L 16
Meat L8 10 L1 7
Milk and milk products 142 5k 140 55
Coffee 56 18 120 39
Cereals and cereals

products 137 297 199 Lo2
Sugar 183 193 213 232
Pharmaceutical products 85 110
Petroleum and Petroleum

Products b, 1,255 89 426
Textiles 513 602
Metals and Metal Works 3l1 326
Machinery and Equipment 531 L68

Cars and Tractors 232 206




Table 16

BALANCE OF PAYMENTS
(Million D.A.)

1965

1963 196l
Credit Debit Credit Debit Credit Debit
A. Goods and Services
%: %iizgingiizstment Income, Net . 5340 313 e S cu
iy % a .
3. Other Services 85 95 95
Net Goods and Services 1,380 502 1,09
B. Transfer Payments T o —
£, Oftiosal 3 660 o
Net Transfer Payments }Jh_CJ?_ lﬂ b}l_&g
bow Totad (1 thooncn 5 » U —ie a2
C. Capita} Transac'?ions o - o
?: g?;?iizlszp;;:iioﬁgzcial, Net 73& i{g lég
Balance on Capital Movements 797 380 117
D. Net Errors and Omissions 826 Lh3 126

Source: Mission Assessment
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