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October 22, 1971 

Hinutes of Special Loan Heeting to consider nlran - Agricultural Development 
Fund of Iran (ADFI)" held on October 8, 1971 in Conference Room B. 

1. Present: Hessrs. Knapp (Chairman), Cope, Williams, Cargill, Chadenet, 
Evans, Votaw, Wapenhans, Berg, Cancio, Eschenberg, Goffin, Mrs. Hardy, 
Messrs. T. Jones, Loos, Walden and Wittusen (Secretary). 

2. Issue: The meeting was called to consider the Agriculture Projects 
Department's proposal, contained in its appraisal report (PA-93), that 
ADFI's standard lending rate be increased from 8 to 10%. The South Asia 
Department, in its memorandum to the Loan Committee of September 14, 1971 
(LC/0/71-101), agreed that the Bank should try to negotiate an increase 
in the standard lending rate, but felt that if an increase in ADFI's 
lending rate could not be agreed upon during negotiations, the Bank should 
nevertheless proceed with the project. 

3. Discussion : The meeting noted that: 

(i) Discussions with the Government both in Tehran and during 
the Annual i-1eeting indicated that the Government was 
strongly opposed to any increase in ADFI's standard lending 
rate. The Government had recognized the imbalance between 
the incentives hitherto offered for the development of 
industry as compared with agriculture. It had, therefore , 
recently improved the administration of agriculture and 
was in the process of formulating progrruns for supporting 
agricultural development. An increase in the interest 
rate for agriculture was therefore considered unfeasible 
at this time and in this context. 
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On the basis of the sub-borrower's expected returns 
on investment (financial rates of return ranged from 
15% to 32%) and their relative financial strength 
(large, commercial farmers) an interest rate of 10% 
could \-Jell be borne by them and was well within their 
debt servicing capacity. The Agriculture Projects 
Department maintained that a lending rate of less than 
9% would in effect mean an unjustifiable subsidy on 
capital for Iran's wealthiest farmers. Besides, 
ADFI'~ income projections indicated that with a lending 
rate of 8% it would not break even with income on 
lending operations, but would need other income to 
cover the deficit. 

On the profitability of ADFI, it was noted that 
since the institution had been in business only three 
years any change in the interest rate at this time 
would probably not materially affect ADFI's profit
ability before 1973-74. However, if the Bank wished 
to focus on the profitability of ADFI, various mea
sures could be considered other than increasing the 
lending rate. 

A lending rate of 8% for agriculture was generally 
considered too lm..r and it t-1as recognized that the 
structure of interest rates for both industry and 
agriculture in Iran needed review. The Bank had 
pressed the Government to undertake an interest 
rate study, which was expected to be undertaken 
during the next few months and form the basis of 
interest rate discussions with the Government on 
future projects. 

It was generally agreed th .t ADFI's lending rate 
should be raised to 9%. The Agriculture Projects 
Department, recalling its arguments noted in para. 
3(ii) above, recommended against proceeding with the 
project if it should not be possible to negotiate 
a lending rate of 9%. Others maintained, however, 
that if the Government remained inflexible on the 
issue, the Bank should nevertheless proceed with 
the loan in the interests of avoiding a break in 
relations with ADFI. 

4. Decision: In concluding the meeting the Chairman said that he 
would want to discuss further with Hr. Cargill \'lhether any purpose would 
be served in trying to press once more for an increase in ADFI 9 s lending 
rate, but that if the Government remained inflexible, the Bank should 
accept a lending rate of 8% in the interest of continuing Bank support 
of ADFI and of agricultural development in Iran, and should inform the 
Board of Executive Directors of its efforts to secure a higher lending 
rate and the Government's reaction. 
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5. Postscript: Subsequent to a further meeting with Hr. Cargill 
(cf. para. 4 above), the Chairman decided that no useful purpose would 
be served in trying to press once more for an increase in ADFI's lending 
rate. 
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October 20, 1971 

Minutes of Special Loan Heeting to consider "Iran - Pipeline Project" 
held on October 5, 1971 in Conference Room A. 

1. Present: Messrs. Knapp (Chairman), Williams, Broches, Cargill, 
Chadenet, Baum, Jaycox, Votaw, Eschenberg, Loos, Melmoth, van der Meer 
and Wittusen (Secretary). 

2. Issues : The meeting was called to consider issues that had 
arisen during negotiations of the project with the Iranian Government. 
These were: 

(i) The establishment of a forward planning unit, 

(ii) the management covenant, and 

(iii) whether a margin of preference should be extended to 
the Ahwaz Pipe Hill as a local supplier. 

3. Forward Planning Unit. The meeting noted that: 

Committee: 

(i) The Government had maintained that, while the National 
Iranian Oil Company (NIOC) would undoubtedly welcome 
specific suggestions from the Bank staff on ways to 
improve their planning and financial controls, the 
establishment of a forward planning unit as such did 
not seem necessary to them; and in any case, they 
felt the unit should not be made a formal condition 
of the Bank loan. 
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(ii) Although one of the original objectives of the project 
had been to improve NIOC's forward planning and manage
ment control, it was recalled that considerable doubt 
had been expressed by some Bank officers as to whether 
the loan would be an effective vehicle for promoting 
such institution-building. Moreover, it was felt that 
measures other than the establishment of a fo~~ard 
planning unit (e.g. close follow-up of strict reporting 
requirements) could be adopted which would enable the 
Bank .to exercise a constructive influence on NIOC's 
investment and financial planning activities. 

4. Decision: It was agreed that references to the forward planning 
unit should be deleted from the Loan documents. A letter to NIOC setting 
out the Bank's views on the need for forward planning should be considered. 

5. Management Covenant. The meeting noted that: 

(i) 

(ii) 

(iii) 

The Government had objected to the inclusion of a 
general section in the draft Project Agreement which 
read, nThe company shall at all times be managed by 
competent, qualified and experienced management", 
because it could be construed as a negative reflec
tion on the quality of NIOC's present management. 

N!OC's management was good and compared very favorably 
with the management of some other companies already 
being financed by the Bank Group. 

Since the NIOC management was considered competent, 
it \-Tas proposed to amend the covenant to read, "The 
company shall at all times continue to be managed 
by competent, qualified and experienced management." 
This would imply a positive Bank judgement on the 
competence of NIOC's present management as well as 
a commitment from NIOC regarding the future. 

6. Decision: It was agreed that the management covenant should be 
amended by the insertion of the words ncontinue to" after the words 
"at all times", as proposed in para. 5(iii) above. 

7. Preference for Local Suppliers. The meeting noted that: 

(i) The Loan Connnittee had decided, in a Special Loan 
Heeting on August 11, 1971 (IJ.,I/i1/71-34/1), not to 
grant a 15% preference to Ahwaz since, according to 
the information available the Government did not 
afford it any protection. During negotiations, 
however, the Government had again urged that Ahwaz 
should be afford a margin of preference. 
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(ii) Further discussions with the Iranians had revealed 
that although the Ahwaz Mill received no protection 
through customs duty, it did so by administrative 
measures, which, ho~1ever, could not be precisely 
quantified. 

(iii) The value added in the domestic production of pipe 
1;-1as lm·1 and a 15% preference on the overall price 
of pipe would give Ahwaz .a high degree of "effective" 
protection. 

(iv) The appraisal mission had found that Ahwaz was opera
ting with reasonable efficiency and had the capacity 
to supply the quantity of pipe required. The project 
would therefore not be jeopardized if pipe for the 
Rey-Tabriz pipeline was procured from Ahwaz without 
going to international competitive bidding. If this 
were agreed, the proceeds of the Bank loan could be 
made available for financing skelp imported on the 
basis of international competitive bidding. Thus, 
the issue of whether or not to extend a margin of 
preference to Ahwaz would disappear. 

8. Decision: It was agreed that the Bank would have no objection 
to NIOC purchasing pipe from the Ahwaz Pipe Mill and that $6.6 million 
from the proceeds of the loan would be available for financing the 
foreign exchange costs of imported skelp which would be procured on 
the basis of international competitive bidding. 

DLoos/DFWittusen:as 
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October 18, 1971 

Minutes of Special Loan Heeting to consider "Iran - Fifth Highway Projecta 
held on October 6, 1971 in Conference Room A. ----------------------------------------------------

1. Present: Hessrs. Knapp (Chairman), Williams, Broches, Cargill, 
Chadenet, Baum, Geolot, Votaw, Eschenberg, Hrs. Hardy, Nessrs. Loos, 
Helmoth, Hulligan and Wittusen (Secretary). 

2. Issue: The meeting considered: 

(i) whether the Bank should agree to the award of five 
contracts which had been selected on the basis of 
a new procedure for bid evaluation, and 

(ii) whether the Bank should agree to the continued use of 
this bid evaluation procedure in the future. 

3. Discussion: The meeting noted that: 

(i) Prior to awarding the five contracts, the Government 
had obtained the Bank's approval to the use, on a 
trial basis, of a revised bid evaluation procedure 
-.:vhich would minimize the application of "human judge
mene' in bid evaluation. Briefly, the revised pro
cedure involved the establishment by a committee of 
three experts appointed on the morning of bid opening, 
of maximum and minimum prices for those work items in 
the estimate which totalled 75% of the estimated pro
ject cost. Bids which fell outside the limits so 
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defined for any item were automatically rejected. 

Out of 75 bids for a group of three of the five 
contracts, 58 were rejected on the basis of these 
criteria and awards proposed for the sixth, eighth 
and ninth lowest bidders. For the remaining two 
contracts, the method in one case selected the 
lowest actual bi.dder and in the other case rejected 
all nineteen bids. 

Rigid application of the procedure meant that a 
contractor's bid might be rejected on the basis of 
one item falling fractionally outside the defined 
maximum and minimum limits although his total bid 
might be the lowest. 

4. Decision : The meeting concluded that : 

(i) Since the Bank had agreed to the use of the revised 
bid evaluation procedure on a trial basis, the Bank 
could not rightly object to the av.rard of the five 
contracts resulting from the application of the 
procedure. 

(ii) ~Jith respect to whether the Bank should agree to 
the continued use of the present bid evaluation 
procedure, the South Asia and Transportation Pro
jects Departments would meet to discuss necessary 
modifications. 
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October 15, 1971 

MEi~ORANDUM TO THE LOAN COW1ITTEE 

Mali - Rice Project 

1. TI1e Committee is requested to consider, without meeting, the attached 

memorandum dated October 15, 1971 from the Western Africa Department, en-

titled "Hali - Proposed Rice Project" (LC/0/71-110). 

2. Connnents~ if any, should be sent to reach Hr. Huber (ext. 4733) 

by 5:00 p.m. on t<Jednesday, October 20. 

3. It is planned then, if the Committee approves, to inform the 

Government that the Association is prepared to begin negotiations for 

the proposed credit on the terms and conditions referred to in the 

attached memorandum. 

Committee: 

Dag F. t~a t tus en 
Secretary 
Loan Committee 
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LC/0/71-110 

October 15, 1971 

Memorandum from the Western Africa Department 

~ffiLI: Proposed Rice Project 

1. I attach Report No. PA-107, "Appraisal of the l•Iopti Rice 
Project", dated October 12, 1971, recommending an IDA credit to the 
Government of Mali. The five-year lending program, as amended after 
review by Mr. Knapp in September 1971, is also attached. 

I. BACKGROUND 

2. The proposed credit of $6.5 million would be the third Bank 
Group operation in Mali and would increase total lending to $24.7 million, 
(net of cancellations); the first IDA credit (95-MLI, 1966) provided 
US$9.1 million equivalent to finance a program for rehabilitation and 
modernization of the national rail1-ray; the second IDA credit (197 -MLI, 
1970) provided $6.7 million for a four-year highway maintenance program. 
On September 30, 1971, a total of $8.5 million remained to be disbursed 
on the two credits. For FY1972 the lending program also includes a 
credit for railways of $1 .5 million, which is presently being appraised, 
and a credit for telecommunications of $2.0 million, which will be 
appraised next month. Two IDA operations totalling $7.0 million are 
presently scheduled for FY1973. 

II. ECCNOMIC SIWATION 

3. The 1970 economic report (AW-14a, distributed to the Executive 
Directors on lYiay 28, 1970) identified the following key economic policy 
issues: (a) insufficient incentives for agricultural production because 
of unattractive producer prices, together with inflationary financing 
of government deficits, contributed to balance of payments diffj.cul ties; 
(b) heavy losses of state enterprises due to inadequate prices and 
management, and the rapid increases in government current expenditures 
created a heavy drain on public finances; and (c) the excessive external 
debt burden. 

4. A recent economic mission, whose report (AW-30, dated July 23, 
1971, presently in green cover) will be distributed to the Executive 
Directors, together with the loan documents for the proposed Project, · 
reported that Government action had resulted in considerable progress 
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towards overcoming some, albeit not all, of the key economic problems. 
Increase in agricultural producer prices have spurred production for 
local consumption as well as exports. Mali's overall balance of payments 
deficit has considerably declined, thanks to the liberalization of foreign 
trade and payments, the establishment of the convertibility of the 
Malian into the French franc, and curbs on domesti.c credit. 1rJhile 
current account deficits were considerably reduced, the overall public 
finance situation remains difficult and Mali will continue to depend 
on French aid to finance most of its investment program, particularly 
as long as the heavy financial drain from public enterprises persists. 
Although the recent· goverrunent decision to increase retail prices of 
several basic consumption goods is likely to improve the financial 
situation of these companies, a great deal more needs to be done to 
improve pricing policies and management. 

5. Only little progress has been made with regard to rescheduling 
Mali's excessive foreign debt, two-thirds of which is held by the U.S.S.R. 
and the People's Republic of China. Service pa~~ents, which currently 
amount to some 20 percent of current government revenues and 13 percent 
of export earnings, will, according to our projections, reach 50 percent 
of both government revenues and eA~ort earnings by 1976, unless substantial 
debt rescheduling is obtained. Already Nali is receiving and is likely 
to continue to receive some form of de facto debt, since the U.S.S.R. 
and the People's Republic of China seem to be willing not to insist on 
timely amortization of their credits in case of serious financial 
diffi cul ties. This will make Mali ' s external debt more manageable. 
Under these circumstances, given the extremely low per capita i ncome 
(about $50), the limited capacity for government savings and a 
persistent current account deficit in the balance of payments, future 
external assistance should be made to the maximum extent possible on 
concessionar,v terms and should include substantial local currency 
financing. 

III. THE PROJECT 

6. With a domestic production of close to 90,000 tons annuallY, 
Mali is a major rice producer in West Africa. Production has, however, 
remained stagnant, and, due to increasing urban consumption, Mali, 
traditionally a rice exporter, has in recent years become a net importer. 
In order to reverse the trend, the Government has embarked on a program 
for construction of polders and improvanent of cultivation methods in 
an area of some 120,000 hectares of which 55,000 are located near !-'Iopti. 
The proposed project would be the first stage of this progr~n. Follo~ving 
an official request, the project was prepared by French bilateral aid 
and appraised in April/May 1971. 



-3-

7. Project implementation v1ould bring about an increase in paddy 
acreage in the project area from about 22,000 hectares to over 29,000 
hectares, while yields would increase from 0.88 tons/ha. to an estimated 
1.86 tons/ha. Upon reaching full development the project area would 
produce about 36,000 tons of rice, of which 34,500 tons would be for 
the market and 1,500 tons for farrn consmnption. The increment in pro
duction, as a result of the project, would be equivalent to a 30 percent 
increase in the country's present rice production. 1rJi th urban demand 
for rice increasing by some 7 percent annually, total market demand at 
full development v1ould reach about 100,000 tons compared to some 40,000 
tons at present. 

8. The proposed project would consist of : 

(a) construction of three polders, including land preparation, 
with a rice cultivated area of 13,300 ha.; 

(b) rehabilitation of four polders, including land prepara
tion,with a rice cultivated area of 13,200 ha.; 

(c) land preparation only on 2,000 ha. of an existing polder; 

(d) construction of buildingpfor the project; and 

(e) establishment of a project authority, "Operation Riz Mopti" 
(Oill1), to operate and maintain the polders, to allocate 
land in the new polders, and to provide credit and ex
tension service on all polders mentioned above, plus 
an existing polder with a rice cultivated area of 700 ha. 

In addition, the project would include purchase of farm machiner,y, pro
vision of technical assistance to reinforce the management, train the 
staff of SCAER (the institution in charge of agricultural credit), establish
ment and operation of an agricultural researcl1 station and a seed multi
plication farm, and preparation of a feasibili ty study for a second 
stage project in the Nopti region. 

9. Overall project costs are est~1ated at US$9.9 million, including 
US$1.1 million equivalent in taxes, with a foreign exchange component 
of US$6.1 million. The proposed IDA credit of US$6.5 million equivalent 
would finance 73 percent of project cost (net of taxes), covering the 
estimated foreign exchange component of US$4. 6 million of civil w·orks, 
agricultural research, Olli~ equipment, t echnical assistance and second
stage studies. French aid has financed expatriate assistance to 
"Operations Riz" (OR), the extension service for rice of the Ministr,y 
of Production, and is expected to continue to do so under the proposed 
project. A grant of US$1.1 million equivalent (12 percent of project 
cost net of taxes) would cover all expatriate personnel for O~i over 
the six-year project period. Prior to presentati on of the project 
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to the Executive Directors, assurauce would be obtained from the French 
aid agency (FAC) that it would provide annually sufficient fmds to ORM 
to cover the cost of expatriate assistance. The balance of $1.3 million 
equivalent (or 15 percent of project cost net of taxes) would come from 
government contributions, which would cover basic salaries of government 
employees working under the project, and procurement of locally manu
factured ox-drawn farm implements, amounting to$ 0.4 ·million, which would 
be bought under a negotiated contract with a Malian firm and lent to 
farmers qy the Government. 

10. Recover,y of Project costs would be achieved through imposition 
of a levy on project farmers, which would be set at 50 kg. of paddy per 
ha. in the first years and increased gradually to 150 kg. of paddy per 
ha. from the tenth year onwards. Revenue from the levy would be suffi
cient to recover annual operation and maintenance costs, and all direct 
investments without interest over a period of about 35 years. At full 
development the levy would represent some 20 percent of farmers' incre
mental income. 

11. A similar project in another part of the Niger floodplains. 
the Segou area, will be carried out with FED financing. Coordination 
arrangements have been worked out as follows: overall responsibility 
for project coordination would rest with the Ministr,y of Production, 
whose Rural Engineering Department (RED) would be in charge of polder 
construction and rehabilitation, while "Operations Riz" (OR), the 
extension service of the Ministr,y of Production, would be reorganized 
in two units: "Operation Riz J.l.lopti" (ORM), which would cover the pro
posed project, and "Operation Riz Segou" (ORS), which would cover the 
FED-financed project. Each would be in charge of operations in its 
respective area. To insure adequate coordination for implementation of 
works and extension services, and to provide integrated policy guidance 
for ORM and ORS, a National Rice Commission would be set up within the 
Ministr,y of Production, chaired qy the Minister or his representative. 

12. Responsibility for civil works construction would rest with 
RED, which has qualified staff, and would employ the services of expe
rienced consultants. ORM, on the other hand, would employ expatriate 
staff in management positions with provision for in-service training of 
local personnel. 

13. Civil works contracts, as well as the procurement of machiner,y 
and equipment, would be carried out through international competitive 
bidding. 

14. At full development of the project in 1982, farmers' income is 
expected to reach about US$ 300 annually or about 2-1/2 times the present 
level. Foreign exchange earnings and savings from rice exports and 
import substitution are estimated at about US$2.6 million per annum at 
full development. The economic rate of return from investment is ex
pected to be 14 percent. 
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IV. RECOMMENDATIONS 

15. I recommend that the Association invite the Government of Mali 
to negotiate a credit of US$6.5 million for the proposed Mopti Rice 
Project. Negotiations would be in accord with conditions presented in 
paragraphs 8.01, 8.02 and 8.03 of the appraisal report. 

Attachments 

Roger Chaufournier 
Director 
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NEMORANDUM TO THE LOAN COMI.1ITTEE 

Malaysia - Malayan Railway Project 

1. The Committee is requested to consider, without meeting, the 

attached memorandum dated October 14, 1971 from the East Asia and 

Pacific Department, entitled nMalaysia - Halayan Railway Project" 

(LC/0/71-109). 

2. Comments, if any, should be sent to reach Mr. Amin-Arsala 

(ext. 2226) by 4:00 p.m. on Tuesday, October 19. 

3. It is planned then, if the Committee approves, to inform the 

Government and representatives of the Malayan Railway Authority that 

the Bank is prepared to begin negotiations for the proposed loan on 

the terms and conditions referred to in the attached memorandum. 

Dag F. t-Jittusen 
Secretary 
Loan Committee 
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Memorandum from East Asia and Pacific Departmen~ 

MALAYSIA - Malayan Railt-Jay Project 

CONFIDENTIAL 

LC/0/71-109 

October 14, 1971 

1. There is attached for the consideration of the Committee a draft 
report "Malaysia - Appraisal of a Railway Project" dated October 6,1971. 
The report recommends a ·Bank loan of US$16.0 million equivalent to cover 
part of the foreign exchange cost of Malayan Railway's modernization program 
during 1972-73,including US$1~5 million interest and other charges for the 
same period. The proposed project is part of the five-year Malayan 
Railw·ay Development Plan (1971-75). The Malayan Railway Administration 
(MR) would carry out the project. 

Background 

2. The proposed loan would be the Bank's seventeenth to Malaysia, 
its second in transportation and its first for railways. The first 
transport loan was made for reconstruction and modernization of ports in 
Sabah (Loan 774-MA of June 1971). 

). Other loans have been for projects in agriculture, forestry, 
industrial finance, power, water supply, education and telecommunications. 
The execution of these projects has been satisfactory. 

4. As of August 31,1971, the amount of loans held by the Bank net 
of cancellations, sales and repayments was US$267.1 milliono 

The Economy 

5. The current state of the Malaysian economy is, paradoxically, 
one of satisfactory economic gro~~h and financial stability inspite of 
lagging private and public investment and gradually rising unemployment, 
both of which are cause for concern about the long-term growth prospects 
of the economy. Despite sluggish investment, the economy is buoyed by 
rising output from heavy investments in the early 1960's, especially 
in the planting and replanting of rubber and oil palm, which have long 
gestation periods, and in the development of timber resources. Continuing 
the trend of the early 1960's, real GNP increased at about 6 percent 
per year betwean 1965 and 1970. 
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6. A major economic policy objective for the future is thus to 
raise substantially the level of investment, not only in order to maintain 
the growth of income and employment in the immediate future, but, more 
importantly, to lay the basis for rapid economic expansion in the long 
iun. The achievement of this objective calls for the strengthening 
of agricultural and industrial policies so as to induce larger private 
investment, as well as for a larger public investment program than in the 
recent past. It will not be easy to develop and execute such policies 
and programs since the planning and ilnplementation capacity of the 
Government is already being strained by the shortage of technical and 
other special skilled personnel. 

7. Lack of resources does not seam to be the primary obstacle 
to investment. However, if Malaysia w·ere successful in raising the level 
of investment, resulting in more rapid expansion of the economy and hence 
import demand, she w·ould need, according to the forecast of the last 
economicreport (EAP 23a,May 17,1971), a net inflow of public capital 
of about US$85 million a year, including grants, for the coming five years 
in order to avoid an excessive dra'tvdo~m of her external reserves. The 
debt service ratio is lovJ· at 3 percent, and is expected to remain below 
5 percent for the rest of the 1970's. Malaysia is thus creditworthy 
for substantial external borrowings on conventional terms. 

The Operations Program 

8. The Country Program Paper w·as approved on 11arch 30,1971. The 
lending and operations program for FY72-76 is attached as Annex I. 
During FY72 we expect to present three additional loans for agricultural 
credit, education and highways for consideration by the Executive Directors. 

The Project 

9. Over 80 percent of the population and an even higher percentage 
of the economic activities of West Malaysia are concentrated west of the 
central mountain range, especially around Kuala Lumpur. Port Swettenham, 
which is only 27 miles from the capital, has therefore become more 
important as a port of entry and exit for the commerce and trade 6f 
West Malaysia. This tendency has been further encouraged by the 
Government since the separation of Singapore from Malaysia. The resulting 
changes in traffic patterns and increasing competition from road transport 
have forced MR to adopt lower rates. Although MR has been able, 



3 

concurrently, to increase productivity and to reduce operating costs, 
these have not been commensurate with the reductions in rates that it 
has had to grant. Consequently, since 1964 it has incurred substantial 
financial deficits. 

10. A general transport survey, financed by UNDP, w'ith the Bank as 
executing agent, was carried out by consultants and a report entitled 
"Transport Development in Malaysia" w·as completed in mid-1969. The 
report recommended a -reorganization of the MR management and proposed 
a tentative investment program for modernization of the Y~layan Railway. 

11. The Appraisal Report has established that the railway is the 
least cost mode of transport over medium and long distances for the great 
bulk of West Malaysia's agricultural, forestry and mining production. 
The continuation of this service is crucial to the economy. However, to 
solve its financial problems further cost reductions will have to be affected 
through modernization, mainly by dieselization. The Malayan Railway 
Development Plan, therefore, emphasizes investments to complete and get the 
maximum benefits from dieselization. Finance for the purchase of diesel 
locomotives has been secured under official bilateral aid and a supplier's 
credit, both from the United Kingdom. The proposed Bank loan will help 
finance equipment and w·orks complt)mentary to the dieselization program 
and essential for its successful implementation. On a conservative 
basis the weighted average rate of economic return on the total investment 
in dieselization and modernization is estimated at 20 percent. 

12. Total investment during 1971-75 is estimated at about US$43.5 
million equivalent, of which the project includes the equipment to be 
procured and the works to be undertaken during the years 1972-73 at a 
total estimated cost of US$23.0 million equivalent, including 
contingencies. In addition to the proposed Bank loan, the supplier's 
credit and·.~·bilateral aid from Britain, a loan from the Federal Government 
and internally generated funds would contribute toward financing the 
Investment Plan. 

13. The items to be financed under the proposed Bank loan would 
include freight cars to replace over-age, unbraked wagons, strengthening 
of couplers, new engines for diesel rail cars, w·ork shop equipment and 
relaying and realigrunent of track. 

14. All the items to be financed under the proposed Bank loan 
would be procured after international competitive bidding except spare 
engines, valued at about US$220,000 for which procurement w1.11 be 
restricted to the original suppliers. 
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15. The proposed Bank loan of US$16.0 million equivalent lJ·ould 
cover the foreign exchange cost of the items mentioned above, including 
an amount of US$1.5 million for interest and other charges on the loan 
during the per~od 1972 and 1973. The financing of interest during this 
period is justified in the light of MR 1s poor financial position which 
is likely to prevail until the full benefits of dieselization are realized. 
While the financial rate of return on the incremental investment included 
in the investment program is relatively high, the overall rate of return, 
based on the present day depreciated value of all railway fL~ed assets, 
will probably be not more than 2 percent. Although this rate is low·, I 
agree with the recommendation of the report that it is an appropriate 
minimum measure for the future financial performance of MR. The importance 
of the railway for the Malaysian economy and the high economic rate of 
return on the investment fully justify the p,r.oject. 

16. MR, vrbich is owned by the Government, will carry out the project. 
Although management and administration of MR have improved considerably 
in the past few years, some -vreaknesses still have to be overcome. During 
negotiations assurances concerning the improvement of the management and 
administration of MR., along the lines recommended by the Appraisal Report, 
will be sought. 

Recommendation 

17. I agree with the recommendat ions of the Appraisal Report and 
recommend that Malaysia and the Malayan Railway Authority be invited to 
send representatives to Washington to negotiate a Bank loan of US$16.0 
million for the Malayan Rail11-ray Project on the terms and condi tiona 
set forth in the attached report. 

Raymond J. Goodman 
Director 

East Asia and Pacific Department 

Attachment 



Population: 10.8 million 
Per Cap Inc: $366 

VtALAYSL\ - OPERATIONS AND LENDING PROGRAi'1S THHOI)GH 
($ millions) 

1972 1973 1974 1975 

Agricultural Credit I IBRD 10.0 
Agricultural Credit II IBRD 10.0 
Land Settlement - Jen~ka III IBRD 15.0 
Land Settlement - Johore IBRD 20.0 
Land Settlement - Pahang-Tenggarra IBRD 20.0 
La~d Settlement - Other IBRD 
Agriculture - Johore (unidentified) IBRD 20.0 
Livestock - Sabah IBRD 4.0 
Forestry II - West Malaysia IBRD 10.0 
Forestry III - Sara1-vak IBRD 

Communications III IBRD 20.0 

Education II IBRD 10.0 
Education III IBRD 10.0 
Education I\T IBRD 

Population IBRD 4.0 

Power - NEB VI - Temengor-substation 
and distribution IBRD 10.0 

Power - NEB VII - New Thermal Station IBRD 

Highv1ays I - Federal High,vay IBRD 10.0 
Highways II - Route I IBRD 25.0 
Highways II~ - Other IBRD 18.0 
Sabah Highways IBRD 7.0 
Railways I IBRD 16.0 
Railways II · IBRD 10.0 

Water Supply - Kuala Lumpur II IBRD 10.0 
Sewerage - Kuala Lumpur IBRD 8.0 
Sewerage - F.a st Malaysia IBRD 5.0 

Unallocated IBRD 

\.J_1CY:' c.:_oq:::; ?ro,:Sram Total 46.0 84. 0 69.0 73.0 
.No. 4 0 7 5 

LeaJ in,4 Prof{I':Jr.J TotJl 1.!6 .0 6~ . J 52 .0 S3 .0 
No. 4 5 5 4 

AnnP.J< 1 

n 1976 

1976 

20.0 

15 .o 

10.0 

20.0 

15.0 

80.0 
5 

')!),') 
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Total Total 
196h-68 1969-73 1972-76 

23L . :, ~ 5~} . ' j 
1 :1 c.'( 

lbS.9 ?1.11 . 3 ,-~ r-, ri • ; 

6 18 21 

East Asia and Pacific Department 
October 13 j 1971 
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Hinutes of Special Loan Meeting to consider ,.Togo - Proposed Cement Project 
(CIMAO) " held in two sessions on September 16 and September 24 , 1971 in 
Room Dl257 and Conference Room B. 

1. Present: Hessrs. Knapp (Chairman), Cope, Hilliams, Broches, 
Chadenet, Chaufournier, Fuchs, El-Da~vish, Gue, Ljungh , Schott and 
Wittusen (Secretary). In addition, Messrs. Cheek, Kalmanoff and Asser 
participated in the first session. 

2. Issue: The meeting was called to determine whether the Bank 
should continue to consider lending for t he proposed Cil1AO cement pro
ject. The Bank had initially expressed willingness to consider the 
project, particularly because of the potent ial effect of the project 
on regional integration. Subsequent inquiries indicated however, that 
the project had a marginal economic rate of return and was surrounded 
by many risks and uncertainties. In view of the outcome of the study 
it had been proposed that t he Bank should continue its consideration of 
the project on the basis of a 1.2 million ton plant to be built in 
two 600,000 ton stages instead of immediate construction of a 1.2 million 
plant as initially suggested. The discussion focuss ed on: 

(i) The economic return on alternative plant sizes~ and 

(ii) The risks and uncertainties surrounding the project. 

3. 1.2 million ton plant, in one stage. The meeting noted t hat : 

Committee: 

(i) On the basis of a price of $14 per ton, the average 
price of clinker c.i .f . West African ports, and the 
plant operating at full capacity of 1.2 million tons, 
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the project showed an economic return of about 9.3 
percent. Hith a zero shadow price for unskilled 
labor. the return lvould be about 10.5 percent. Further, 
by using a shadoTtl rate of exchange for the CFA franc 
allowing for 30 percent overvaluation, the return would 
increase to 11.5 percent. Therefore the project could 
be considered to have an economic rate of return between 
10.5 and 11.5 percent. 

Construction of a 1.2 million ton plant in one stage 
would be justified only if Ghana agreed to participate 
in the regional scheme for · CIMAO and take a substantial 
part of CI!L.\0' s output from the beginning of production. 
Other than the advantage Ghana could gain from bartering 
clinker for its fuel and electric power which 'tvere 
major inputs in clinker manufacturing, there were few 
incentives for Ghana to conclude any marketing agree
ments at this time. Ghana had shotm some interest in 
CIHAO, but it was generally believed that Ghana t-tould 
not seriously consider participating in CIMAO until 
the project showed definite signs of succeeding. Hence, 
Ghanaian participation in CitfAO from the beginning of 
production could not be assumed. 

Demand for clinker in Togo and the Ivory Coast was calcu
lated at about 740,000 tons for 1975, and not until 
1980 would the demand exceed one million tons. There
fore, if Ghana did not agree to take a substantial part 
of CI~~O's output from the begi nning, a one stage 1.2 
million ton plant was likely to remain under-utilized 
until at least 1980 and the economic rate of return 
would drop to 8-9 percent. 

4. 1.2 million ton plant, in two stages. The meeting noted that: 

(i) By constructing a 1. 2 million ton plant in t't>170 600,000 
ton stages prior commitment from Ghana would be less 
crucial and the possibility of an under-utilized plant 
't-Jould be eliminated. Demand in Togo and the Ivory Coast 
might well develop to absorb the entire 600,000 ton 
output by 197 5 'tllhen the first stage would come into 
full operation. The second 600 , 000 ton line would 
be installed soon after if the Government were success
ful in obtaining the participation of Ghana on satis
factory terms. On the other hand, it might be installed 
at any time up to about five years after the first kiln, 
at which time the markets of Togo and the Ivory Coast 
were projected to absorb nearly the entire 1.2 million 
ton production. Using the shadow rates noted in para. 
3 (i) above, the t't-JO stage approach would have the follm-J
ing effect on the economic rate of return: 
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(a) If the second kiln was introduced five years after 
the first kiln, the return would be 9 to 10 per
cent. 

{b) If market conditions allmved the second kiln to be 
introduced at an earlier stage, e.g. two years after 
the first stage, the rate of return would be between 
10 and 11 percent. 

5. Risks and Uncertainties. The meeting noted that: 

(i) 

(ii) 

(iii) 

The Togolese limestone deposits to be used by CTI·fAO 
were knolvn to be of low quality which, upon exploi
tation, would entail higher production costs than 
normal. It t>~as generally agreed that Togo lese clinker, 
which would also be inferior in quality, ~Jould not be 
internationally competitive outside l\Test Africa and 
might be undersold even in West Africa by low cost 
producers elsewhere. 

~mrketing opportunities would therefore be limited 
to Hest Africa, which in itself might prove an un
certain market. A commitment from Ghana to buy 
part of the output could not be assumed. Dahomey 
had announced its intention to establish a clinker 
plant based on a small deposit and would, therefore, 
probably not be in the market for Togolese clinker. 
Togo's marketing relationship with the other countries 
of the region would be based partly on political con
siderations, the future of which were impossible to 
predict. 

Important organizational problems would have to be 
resolved in order to provide CI~1AO with effective 
management. Hanagement was expected to be provided 
by a strong cement group \~ith an equity interest. 
It was noted that the original promoter had withdrawn 
from producing cement, although another cement group 
had indicated its interest. It would, however, take 
a great amount of staff time to reshape the project 
to make it viable and ensure satisfactory construction, 
start-up and operating management arrangements. 

6. It was noted that the financial return on the project t>~ould be 
quite attractive if present grinding facilities in Togo and the Ivory 
Coast were to be incorporated in the CI}~O project (although this could 
only be done by nationalizing the present private grinding companies). 
Since there was a large margin of profits in cement grinding the inte
grated project would have a substantial cash flow and make a satisfactory 
profit. Also, CIMAO was likely to have an effective monopoly in the 
markets of the participating countries. 
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7. On the other hand, in terms of the project's economic contribution 
to the region, it was noted that the .project was highly capital intensive 
and would generate little additional employment. Finally, it was main
tained that the project would be quite insignificant in its contribution 
to regional integration if Ghana did not become party to the CD{AO scheme. 

B. Decision: In vieu of the risks!; uncertainties and other consider-
ations noted above in paras. 5 and 7, the meeting concluded that the economic 
rate of return on e~ther plant size alternative was not high enough to justi
fy the large investment required for the project ($60 million). Therefore, 
it was decided that: 

(i) The Bank should discontinue its consideration of the 
project for Bank. lending. 

(ii) The Bank should inform the Governments of Togo and the 
Ivory Coast of its decision in (i) above and offer a 
full discussion of the considerations t hat led to it. 
Further, t he Bank should provide its report on the 
project to the t~-10 Governments in order that they 
might reconsider their attitude tol-rard the project. 

SCSchott/DFHittusen:as 

Cleared by: Messrs. Knapp 
Broches 
Chadenet 
Chaufournier 
Fuc~1s 

cc: Loan Committee 
Partici pants 

Da~ F. Hittusen 
Secretary 



FORM No. 60 
(3-70) 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

LOAN tOMMITTEE 

October 

MEHORANDUH TO THE LOAN C0~1I1ITTEE 

India - Gorakhpur Fertilizer Expansion Project 

I CONFIDENTIAL I 

1. The Committee is requested to consider, without meeting, the 

attached memorandum dated October 12, 1971 from the South Asia Depart-

ment, entitled "India - Gorakhpur Fertilizer Expansion Project" 

(LC/0/71-108). 

2. Comments~ if any, should be sent to reach Mr. Kraske (ext. 2847) 

by 5:00 p.m. on Friday, October 15. 

3. It is planned then, if the Committee approves, to inform the 

Government that the Association is prepared to begin negotiations for 

the proposed credit on the terms and conditions referred to in the 

attached memorandum. 

Dag F. \vi t tusen 
Secretary 
Loan Committee 
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MEMORANDUM FROM SOUTH ASIA DEPARTMENT 

INDIA--GORAKHPUR FERTILIZER EXPANSION PROJECT 

1. I attach a draft appraisal report entitled "Appraisal of Gorakhpur 
Expansion Project--Fertilizer Corporation of India", reconnnending that the 
Association make a credit to India of US$9.0 million equivalent for this 
project. The report has been discussed with all concerned departments and 
there are no issues unresolved. 

Background 

2. This would be the second IDA credit to the fertilizer manufacturing 
sector in India; the first, a $20 million credit to finance the expansion 
of the Cochin fertilizer plant, operated by FACT (The Fertilisers and Chemicals, 
Travancore, Ltd.), was signed on July 30 this year. The International 
Finance Corporation has participated in two private sector fertilizer projects 
in India and is considering another. The Gorakhpur project was suggested 
by an IDA mission in 1969 as a rationalization, or "debottlenecld.ng", program 
to utilize more fully the capacity of the original plant, which began 
production in 1968. The project was appraised in May and July of 1971. 

3. The beneficiary of this proposed credit would be the Fertilizer 
Corporation of India (FCI), the largest fertilizer producer in the country, 
which accounts for 30 percent of India's nitrogen and 10 percent of its 
phosphate capacity. (These proportions are expected to grow to 54 percent 
and 24 percent, respectively, by 1979.) FCI, which is wholly owned by the 
Government of India (GO!), has at present five plants in operation and is 
engaged in a large expansion program, including six plants under construction 
and seven under consideration. This program includes the Nangal expansion 
project, currently being appraised for an IDA credit later this fiscal year. 

Bank/IDA Lending Program 

4. During the current fiscal year, three credits to India totalling 
$64 million (Pochampad irrigation, Cochin fertilizer and Grain Storage) have 
already been approved. In addition to the present project, a $75 million 
credit for Railways is expected to be presented to the Executive Directors 
during the October/December quarter, bringing the total to $148 million by 
the end of calendar year 1971. A Bank loan of $6o million for ICICI is also 
expected to be pres en ted during October. In keeping with the GO! 1 s emphasis 
on improvements in agriculture, the lending program for the balance of the 
year includes $102.5 million in this and related sectors--$70 million for 
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agricultural credit in Mysore and Maharashtra, $12.5 million for wholesale 
markets in Bihar and $20 million for Nangal fertilizer. Another $247 million 
is envisaged for family planning ($12 million), industrial imports ($75 million), 
shipping ($80 million),a first credit to the Industrial Development Bank of 
India ($20 million) and power transmission ($6o million). A copy of the 
latest version of the five-year lending program is attached. 

5. The April 1971 economic report on India was optimistic about the 
prospects for cqntinued rapid growth after the recession of the late 1960's. 
An important potential constraint on future growth, however, is the decline 
in net aid disbursements--the result of stagnant or falling commitments, 
the drawdown of the non-pr~ject aid pipeline and mounting debt service 
obligations. Since the economic report was written, an additional burden 
has been placed on India's financial resources by the influx or refugees 
f'rom East Pakistan. Apart f'rom the social and administrative cost inherent 
in the refugee problem, the budgetary costs may require a reduction in develop
ment outlays if' substantial humanitarian assistance is not forthcoming from 
the international community. Thus, the need for rapidly disbursing development 
assistance has become even more important than was indicated in the economic 
report six months ago. 

Project Description 

6. The proposed IDA credit would provide financing in support of an 
expansion of the Gorakhpur unit of FCI from its present capacity of 180,000 
tons of urea per year to 314,000 tons per year ( TPY) • The total capital 
costs of the project are estimated at $16 million equivalent (Rs 120 million), 
including · contingencies , working capital requirements and interest during 
construction. Of this total, the amount of the proposed credit {$9 million, 
or Rs 67.5 million) would be relent to FCI by the GOI; the balance of 
Rs 52 • 5 million would be provided by the GOI in equity funds • 

1. The Gorakhpur plant, located in Uttar Pradesh (U.P.) in north-
eastern India, was conceived in 1962 and started production in 1968. 
Financed with Japanese credit and funds from the GOI, it was built by Toyo 
Engineering Corporation of Japan at a total project cost of Rs 338 million 
(about $45 million), about half of which was foreign exchange. Much of the 
high cost for a plant of' its size (180,000 TPY area) was due to oversized 
and spare equipment, as well as to the lengthy completion time. · Such 
conservative design was not uncommon a decade ago, and it was compounded by 
the fact that Gorakhpur represented Toyo's first urea project outside 
Japan. 

8. The Gorakhpur plant, along with Nangal, is one of the best 
operating divisions of FCI and normally exceeds 100 percent of design 
capacity on a daily basis. In FY 1970, its second year of production, 
the plant produced an average of 88 percent of' ··capacity, and in 
1971 production averaged 82 percent. The shortfall was due largely 
to factors outside Gorakhpur's control--a shortage of naphtha feedstock 
resulting from a railroad strike, power loss due to a strike at the U.P. 
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State Electricity Board (SEB) and other power interruptions. To minimize 
the recurrence of these problems in the future, FCI will double naphtha 
storage capacity at the plant as part of the expansion project, and the 
SEB will increase generating capacity and complete a new 220 KV transmission 
line to Gorakhpur in 1973 (before completion or the expansion). 

9. The plant sizes employed at Gorakhpur are small by today' s 
standards, and operating costs are high because the process (partial 
oxidation of naphtha) requires high power consumption and high-cost 
feedstock. When the project was planned in 1962, however, it represented 
the best available proven technology. (Since then, the development of 
larger plants and higher operating pressures have permitted the efficient 
use of steam rather than electricity as a source of power and lowered costs 
of new plants considerably. ) Installed equipment and other spare capacity 
form the basis for the expansion project, for which the incremental capital 
requirements are low. Although power and fuel costs will remain relatively 
high, the expansion should not require any increase in the labor force, 
and incremental operating costs do not reflect any labor, overhead, or 
selling costs. As a result, they compare favorably with the costs of other 
large, modern urea factories in developing countries. While the operating 
costs from the existing plant are much higher than the projected cost of 
imported urea of Rs 555/ton (c.i.f. Gorakhpur), the operating costs of the 
expansion project alone,including 10 percent return on investment, will be 
only Rs 478/ton. As a result, those of the total plant after expansion 
will be reduced to Rs 626/ton, which is more nearly competitive with imports, 
even at the official rate of exchange of Rs 7.5/$1 instead of the rate of 
Rs 10/$1 which we believe to be closer to the effective cost of imports 
under the present exchange system. This implicit level of protection 
(12 percent) is well within acceptable limits. 

10. Engineering and design work will be carried out by the Planning 
and Development Division of FCI with the assistance of Toyo, who will also 
provide process guarantees, and a guaranteed daily production rate. Design 
conditions require that the proposed project be based on the same technology 
as is now used at Gorakhpur; therefore, no difficulty is foreseen in its 
execution. FCI will appoint a project manager who will have full-time 
responsibility for the execution of the project. Adequate measures are 
incorporated in the project to minimize its effect on environment. 

11. Actual nitrogen consumption in India in FY 1971 was 1,425,000 tons 
according to GO! estimates. This figure is lower than that in a recently 
completed joint study by GO! and Bank staff members, and the discrepancy is 
being studied by the Projects Department. However, even the most conserva
tive forecasts of demand show a continuing deficit in nitrogen production 
through the 1970 1 s. . Since Gorakhpur' s primary marketing region (eastern 
U.P.) is a high fertilizer consumption area and is relatively protected 
due to transport costs of other producers, the increased urea production 
can be easily marketed. 



- 4 -

Financial and Economic Evaluation 

12. The project's profitability is very satisfactory, due to the modest 
capital costs and the low incremental operating costs involved. The 
internal financial rate of return of the expansion is about 30 percent, 
which improves the overall financial return of the Gorakhpur unit from 8 
percent to 11 percent. The economic return for the project is satisfactory, 
about 19 percent, based on estimates of future import prices for urea ($65 
per ton). The financial as well as the economic rate of return is sensitive 
to changes in selling prices and, to a lesser degree, to changes in raw 
material prices, operating level, and delays in project execution. Under 
extremely adverse (and therefore unlikely) circumstances, the financial 
return of the project is still 20 percent and the economic ret~ 13 percent. 
Thus, while Gorakhpur should not be built today on its present technology, 
its continued operation and expansion is economica~ beneficial to India. 

13. Net annual foreign exchange savings for the expansion project are 
estimated at $6.5 million at a production level of 95 percent of capacity, 
which the appraisal team expects for a normal year. The net annual local 
currency costs incurred would be Rs 38 million ($5.1 million). The 
comparison of these figures shows that the expansion project represents 
efficient import substitution. Given India's growing need for fertilizer 
and the high rates of retum attributable to the incremental investment, I 
consider that there is adequate justification for proceeding with the project. 

FCI Finances 

14. A1 though the Gorakhpur unit itself is quite profitable, the 
appraisal report indica tea that FCI has financial difficulties due to low 
profit and capacity utilization levels. Principal due on outstanding debt 
rises sharply in FY 1972 and succeeding years, and greatly increased net 
profits will be necessary if the company is to service its outstanding 
debt. It is unclear now whether net income will permit FCI to cover its 
debt in the next two years. During that time three new plants are scheduled 
to start production, which should lead to increased cash generation and 
ability to service debt. A more detailed analysis of FCI is being conducted 
in connection with the Nangal project. In view of the incremental benefits 
to India from expanding production at Gorakhpur, I agree with the Projects 
Department that this small project should not be delayed while overall 
appraisal of the company is being completed. We will seek 1imi ted assurances 
from the GOI during negotiations regarding the financial condition of FCI 
(see paragraph 19 below); these would constitute a reasonable first step 
and are not inconsistent with additional measures to be sought as part of 
the Nangal negotiations. 

Uses of IDA Credit 

15. Total equipment costs for the expansion project are estimated at 
$7.6 million. The GOI has indicated that about 12 percent of estimated 
equipment value ($0 .9 million) would be reserved for domestic suppliers. 
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This is roughly the same proportion as was agreed upon for the Cochin 
project, and financing for these items would not be included in the 
proposed credit. In the view of the appraisal mission, this equipment is 
not critical and is not likely to affect adversely the project's comple
tion schedule or quality. The GOI will be asked to give assurances 
during negotiations that procurement will be expedited from outside sources 
if delays in deliver,y of locally procured equipment would adversely affect 
the project schedule. 

16. The proposed $9.0 million IDA credit would be disbursed in major 
part against $6.3 million in equipment and materials which will be subject 
to international competitive bidding, and an estimated $0.4 million for 
proprietar.y items. There will be a 15 percent preference for domestic 
suppliers. (The prevailing duty is now 30 percent.) The appraisal report 
estimates that 16 percent of international bids ($1.0 million) will be · 
won by Indian suppliers. Additional disbursements would be against a 
portion of the engineering and design fees ($0.8 million to Toyo and 
$0.5 million to FCI), part of the costs of plant erection and commissioning 
($0.5 million, of which $0.3 million would be for foreign costs) and an 
unallocated amount equal to the foreign exchange contingency allowance 
($0.5 million). These figures represent a portion of both local and 
foreign exchange costs for engineering, design, erection and commissioning. 
Savings in any categor.y will be available for disbursement against other 
categories. 

17. If the foreign exchange contingency is not required, and if 
Indian suppliers win 16 percent of internationally bid contracts, local 
cost financing would equal $2.2 million, or 24 percent of the credit. 
On the other hand, if the contingency funds are required and Indian 
suppliers win only 5 percent of internationally-bid equipment, the 
foreign exchange cost of the project would be $9.0 million, or the total 
amount of the proposed credit. To protect against an unexpected overrun 
in project costs, either in local currency or in foreign exchange, the 
GOI should agree to provide additional funds as necessar.y (half as debt 
and half as equity) to complete the project. The appraisal report indi
cates only a modest effect on the project financing due to recent world 
currency adjustments and considers the financial plan adequate. 

Issues 

18. An i s sue in ngeotiations on the Cochin project proved to be, as 
expected, the terms of GOI relending of the IDA credit. The GOI represen
tatives argued for 7 percent, the rate of lending foreign exchange to 
public sector entities , and the Association pressed for 9.5 percent. The 
compromise reached, · 8.5 percent with 13 years amortization (including 
three years of grace), ~s been unofficially accepted by the GOI for the 
Gorakhpur project, according t o the appraisal team, and is recommended in 
the report. I support t his recommendation. 
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19. As indicated above (paragraph 15), the appraisal report suggests 
obtaining assurances from the GOI that it will maintain FCI in a financially 
sound position. It is expected that the definition of any financial 
covenants will be an important topic during negotiations; IDA will propose 
as objectives to be agreed that GOI will provide all the funds necessar,y 
to complete FCI's expansion program and that a long-term debt:equity ratio 
of at least 50:50 and a current ratio of at least 1.2:1 will be maintained 
for the company. We will also make clear during negotiations that further 
measures to improve FCI's management and financial performance will be 
required in connect~on with subsequent credits. 

20. FCI has proposed a critical path schedule for project implementa-
tion of 30 months, including three or four months contingency. Since · 
past experience related to project implementation time in this sector has 
not been satisfactor.y, we need to assure ourselves during negotiations that 
the proposed schedule can be realized and that the delineation of responsi
bilities for project implementation is likely to lead to its attainmento 
The assistance of Toyo in design and procurement should help in maintaining 
the project schedule. 

Recommendation 

21. I recommend that the borrower and the beneficiar,y be invited to 
negotiate this cr~dit of US$9.0 million on the basis of the recommendations 
set out in paragraphs 10.1 and 10.2 of the draft appraisal report. 

Attachments 

I. P. M. Cargill 
Director 

South Asia Department 



Population: 547 m. {1971 Census - preliminary) 
GNP (1970/71) Per Capita: $90 

INDIA - FIVE-YEAR LENDING PROORAM 

($ millions) 
Fiscal Year Total Total Total 

1972 1973 1974 1975 1976 1977 1964-68 1969-73 1974-77 

Agric. Credit - Myso re IDA 40.0 
Agric. Credit - Maharashtra IDA 30.0 
Agric. Credit - Uttar Pradesh IDA 25.0 
Agrlc. Credit - Bihar IDA 30.0 
Agric. Credit - Punjab II IDA 30.0 
Agric. Credit - Madhya. Pradesh IDA 30.0 

Irrigation - Pochampad IDA 39.0 
Irrigation - Tawa IDA 43.0 
Irrigation - Jayakwadi IDA 20.0 
Irrigation - Pamba IDA 15.0 
Irrigation - Krishna IDA 30.0 
Irrigation - Kuttiyadi IDA 5.0 

Grain Storage IDA 5.0 
Bihar Ma rl<:eting IDA 12.5 
Apple Processing IDA 9.0 

· Lake Chilka Fisheries IDA 10.0 
Agric. Unidentifie·d IDA 25.0 
Agric. Unidentified (7 projects) IDA 165.0 
Agric. Unidentified (10 projects) IDA 270.0 
Agric. Unidentified (10 projects) IDA 270.0 
Agric. Unidentified (10 projects) IDA 270.0 

Telecommunications V IDA 40.0 
Telecommunications VI IDA 40.0 
Telecommunications VII IDA 40.0 
Telecommunications VIII IDA 40.0 
Telecommunications IX IDA 40.0 



INDIA - FIVE-YEAR LENDING PROORAM 

($ millions) 
Fiscal Year Total Total Total 

(Continued) 1972 1973 1974 1975 1976 1977 1964-68 1969-73 1974-77 

Education - Agric. Universities IDA 20.0 
Education Unidentified IDA 20.0 

DFC - ICICI IX IBRD 60.0 
DFC - ICICI X . IBRD 5o.o 
DFC - ICICI XI IBRD 50.0 
DFC - IDBI IDA 20.0 

Fertilizer - Cochin IDA 20.0 
Fertilizer - Nangal IDA 20.0 
Fertilizer - Gorakhpur IDA 9.0 
Fertilizer - Tata IBRD 25.0 
Iron Ore - Marcona IDA 40.0 

Industrial Imports VII IDA 75.0 
Industrial Imports VIII IDA 75.0 
Industrial Imports IX IDA 75.0 
Industrial Imports X IDA 100.0 
Industrial Imports XI IDA 100.0 

. Industrial Imports XII IDA 100.0 

Industr.y - Unidentified IDA 20.0 
Industr.y - Unidentified IDA 20.0 
Industr.y - Unidentified IDA 20.0 
Industr.y - Unidentified IDA 20.0 
Industr.y - Unidentified IDA 20.0 

Family Planning IDA 12.0 

Power Transmission III IDA 60.0 
Power - Unidentified IDA 15.0 
Power - Unidentified IDA 60.0 
Power - Unidentified IDA 60.0 
Power - Unidentified IDA 60.0 



(Continued) 

Water Supply - Bombay 
Water Supply - Unidentified 
Water Supply - Unidentified 

Shipping I 
Shipping II 
Highways II 
Railways XI 
Transportation - Unidentified 
Transportation - Unidentified 

Tourism - Unidentified 
Tourism - Unidentified 

Unallocated 

Note: the IDA lending program 
is to be adjusted to --

INDIA - FIVE-YEAR LENDING PROGRAM 

IDA 
IDA 
IDA 

IDA 
IDA 
IDA 
IDA 
IDA 
IDA 

IDA 
IDA 

IDA 

IBRD 
IDA 
Total 

No. 

~$ millions~ 
Fiscal Year 

1972 1973 1974 197.5 1976 1977 

30.0 
1.5.0 

1.5.0 

8o.o 
80.0 
30.0 

7.5.0 
4.5.0 

.5.5.0 

10.0 
10.0 

20.0 .50.0 

60.0 7.5.0 .50.0 
497 • .5 607.0 37.5.0 .5.5.5.0 .5.5.5.0 .540.0 
.5.57 • .5 607.0 4.50.0 .5.5.5.0 605.0 .540.0 

1.5 21 1.5 18 17 1.5 

37.5.0 375.0 37.5.0 .540.0 .540.0 .540.0 

Total 
1964-68 

1.59.0 
.591.0 
7.50.0 

11 

Total Total 
1969-73 1974-77 

140 • .5 12.5.0 
1,727.9 2,02.5.0 
1,868.4 2,1.50.0 

.51 6.5 

1,373.4 1,99.5oO 
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LOAd COllMITTEE 

CONFIDENTIAL 

LC/0/71-107 

October 5, 1971 

I~morandum from the Central America and Caribbean Department 

VENEZUELA - Proposed Loan to_ Ban_~ de Desa.rrollo Agropecuario 
for a Livestock Development Proiect 

Introduction 

1. Attached for consideration by the Loan Committe is Report 
No. PA-96, "Venezuela -Appraisal of a Livestock Development Project", 
recommending a Bank Loan of $11 ndllion to Banco de Desarrollo Agro
pecuario (BDA), to finance the foreign exchange cost of a proposed 
three-year livestock credit program. 

2. To date, the Bank has made ten loans in Venezuela totalling 
about $330 million (net of cancellations), about 45 percent of which 
has been for electric pot·Jer and the rest for roads {30 percent), tel
ecommunications (20 percent), and 't"[ater supply.. The last loan was made 
in June 1971 in the amount of $35 million for a telecommunications proj
ect. IFC has committed $27 million to Venezuela since 1960, covering 
investments in five enterprises. The most recent operation was in Jan
uary 1971 when JFC made a standby conJITli tment of $2 million to purchase 
part of an issue of Consolidada de Cementos, c. A.'s bonds offered to 
the public by an underwriting syndicate headed by c. A. Venezolana de 
Desarrollo (CAVENDES), a private development finance company which IFC 
helped to establish. 

3. EXecution of Bank-financed projects has on the 1-1hole been 
satisfactory except for a water s~pply project in Caracas {Loan 444-VE), 
where, because of noncompliance with tariff covenants, disbursements 
were suspended for almost two years. The loan was closed at the end of 
August 1970, when the remaining balance of $4.2 million was cancelled. 
However, construction of the project has been completed. 

4. Apart from the proposed livestock project, three other op-
erations are planned for FY72: a loan of $17 millio~ for the first 
stage of the Maiquet1a Airport (near Caracas), a loan of $33 million 
for the first stage of the Caracas Metro Project, and a $10 million loan 
for an education project. With the exception of the prQposed Maiquet1a 
Airport Loan, for which legislation already exists, all the loan opera
tions require Congressional action which cannot be predicted with a~ 
precision. The Five-year Lending Program (FY 1972-76) is attached. 

Economic Situation 

5. An economic report (Current Economic Position and Prospects 
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of Venezuela, dA-5a) was distributed to the Executive Directors on Oc
tober 12, 1970. A brief mission visited the countr.y in April 1971 to up
date our information on the changes which have occured since the end of 
1970 in the fiscal and balance of payments situation as a result of in
creases in oil prices and in the taxation of petroleum company profits. 
An economic mission is presently in Venezuela to reassess the situation 
and prospects of the econom.y in the light of these developments. 

6. The con~lusion reached in the Bank's last economic report was 
that, after allowing for the introduction of new taxes on the non-oil sector 
of the order of $1,000 million and new external loan commitments of about 
$1,000 million over the five years 1970-74, the Government could carr,y 
through what the Bank mission considered to be a bare~ adequate public 
investrrent program consistent with the maintenance of an ar~ual rate of 
growth of GDP of around 5 percent a year. It was recognized that, with the 
rapid population growth (3 1/2 percent a year), a considerably higher rate 
of growth in GDP would be desirable in the longer run, but the feasibility 
of carr,ying through a much larger investment program during the next few 
years was questioned on fiscal grounds. A high priority need was to diver
sify the econom.y by providing industr,y with stronger incentives for exports 
and agriculture with svander credit policies - steps which were regarded 
as essential for the long-run viabili~ of the econam1. In line with the 
development strategy outlined in the economic report, major public invest
ments would be required in the "Core Region", which extends from just east 
of Caracas to west of Valencia and which accounts for rough~ 70 percent of 
the nation's industrial production, three-quarters of all emplqyment in 
industr.y and one-third of the total population. 

7. The petroleum tax increase enacted in late 1970 and the increase 
in oil reference prices of early 1971 are expected to raise balance of pay
ments receipts and government revenues by about $460 million this year, and 
possibly by $600 million annually in 1972 and beyond. This is equivalent 
to about 5 percent of GDP and over 20 percent of public sector current reve
nues in 1969 and would more than cover the estimated gap in the financing 
of the relatively modest public investment program recommended by the Bank~s 
economic mission without aey additional revenue measures. The Government 
is therefore now in a position to carr,y out more vigorous growth policies, 
including a larger public investment prog-ram, in order to achieve a higher 
rate of economic growth and a more concerted drive towards diversification 
of the econom.y. A number of enterprises with state or mixed ownership, 
particularlY in steel, iron ore, petrochemicals and possibly natural gas, 
could provide a strong basis for a drive towards diversification of exports. 
In the social field, larger expenditures are certainly justified in educa
tion, health, and other social services in order to raise the efficiency of 
the labor force. Agriculture, which employs 27 percent of the labor force, 
will requi...""e an additional stimulus to maintain the fast growth rate it has 
attained in the past decade. There is still substantial room for import 
substitution, especially in livestock, meat, and dairy products 



3 

which account for some $35 million a year of imports. 

8. The present economic mission will reassess the pro~ects for 
the economy in the light of the easing of the previous fiscal constraints. 
Meanwhile, Bank lending is proposed for selected purposes where we can help 
the Government with limited Bank participation in pr~paring and implementing 
projects in key areas. With a present and prDspective debt service ratio . 
of about 4 percent, Venezuela has ample capacity to meet the s-ervice on its 
axist!ng and prc:posed exteril.al public deb tC) 

The Project 

9. This is the first project in the agricultural sector for which 
a Bank loan is proposed. Past efforts made by Venezuela and the Bank to 
develop an agricultural project have not been successful~ completed mainly 
because of the absence of appropriate government credit policies in the sec
tor and the lack of a suitable institution to carr,y out a project. With the 
creation of BDA - to which the Bank provided assistance in the drafting of 
its statutes - this constraint no longer exists. BDA, owned half by the Gov
ernment and half by the- ,private. sector~W.J.~l. provide credit to collmlercia1 tar
mers and has been assigned the commercial portfol~o of ~he Government's Ban
co Agricola y Pecuario (BAP). Thus the Government is now in a position to .. : :. 
follow different credit policies for commerci al and subsistence level far
ming, i.e. through BDA and B.AP respectively. 

10. A first objective of Bank involvement in this project is the 
development of the new BDA into a strong and sound agricultural development 
bank so that it can successfully carr.y out t his and other projects in the 
future. In line with this objective, the Bank l...rould finance the technical 
services required for the execution of the project attached to BDA, and would 
require the establishment of a Cattle Ranch Development Unit attached to the 
Technical Operations Department of BDA, which will be in charge of the execu
tion of the project. 

11. The second major objective is at the level of agricultural credit 
policy. I1;l the .past, many agricultural and livestock activities have been 
isolated from market forces throup various forms ·of price support programs 
and subsidized credit. The livestock sector has been enjqying low-cost cred
its with inadequate repayment control through BAP. The proposed loan would 
assist BDA in raising the interest rates charged to commercial ranchers on 
funds fj.ent by the Government to 9 percent per annum on outstanding balances 
for long-term loans, and to about 10.5 percent on short-term loans. This 
would enable BDA to cover the borrowing costs : the repayments for the tech
nical and general services to be provided under th~ pr¢jec~,and the genera
tion of additional capital for further livestock development in future years. 
In line with the usual practice under Bank-financed livestock projects, repay
ment terms for the sub-loans would be tailored to the cash flows of each sub-
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project, and it is expected that they would be around eight to ten years) 
rti th grace periods of three to five years. The Venezuelans have taken the 
position that the re~'tl'lent period on ·sub-loans should be ~ to fifteen years, 
which would mean that the Bank loan should be made for .uient,y yearso 
(Up until now, livestock loans in Venezuela have been for about ·lb years 
at 5 percent interest, but did not include technical services.) I agree 
with Agriculture Projects Department that there is no s01md techn:t.cal or 
econcmical/financial -basis to allow for such long repayment period§.• There
fore,since the sub-loans would be committed within three years, but ·· would 
take about five years to be disbursed, and given repayments on the sub-loa..l'J.s 
of eight to ten years, a ter.m of 15 years, including 5 years of grace is pro
posed for the Bank loan. 

12. The final objective of this project is to improve productivit,y 
of the livestock sector. The project is designed to increase beef production 
in Venezuela through better utilization of large areas of underutilized pas
ture lands and to improve the productivity of the national herd. The project 
would provide about 800 ranchers with credit and technical services to in
crease their production through application of better herd management prac
tices, establishment of improved pastures, upgrading of breeding stock, and 
improvement of stock handling facilities with related on-farm investments. 
The direct economic rate of return on the project is estimated at 17 percent; 
in a deli tion, the project is expected to have a significant impact on the 
future development of the countr,y's whole livestock industr,y. With the lat
ter objective in mind, the project would include the financing of special 
consultants' services to: (a) undertake a comprehensive livestock marketing 
and processing study; (b) introduce the best known methods of establishing 
tropical pastures and legume and grass seed multiplication; and (c) to dem
onstrate large-scale low-cost land clearing techniques. OVerseas training 
grants would be provided for about 10 project technicians. 

13. The project has been designed for the development of medium and 
large units ranging from 150 to 600 breeding cows, as well as small producers 
1-1i th existing herds of about 50 breeding cows.. The bulk of' the demand for 
credit will stem from the medium and large farms. l·1eanwhile, smaller farrners 
will be assisted by a $75 million loan, which the Inter-American Development 
Bank (IDB) extended to the Government in 1970 to help finance a broad program 
of agricultural development (at a total cost of $180 million). Within this 
program a total of about $36 million of far.m credits is proposed with the ob
jective of raising the living standards and output of some 63,000 low income 
rural families in four major regions of the country. In addition to this 
small farm-oriented program, IDB plans to present to its Board in October 
1971 an $18 million loan to assist in eradicating brucellosis and foot and 
mouth disease in all the areas covered by the proposed Bank loan. 

14. Total project costs are estimated at $39 million and would be 
covered by the proposed Bank loan ($11 million), BDA ($6 million), the 
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Government ($15 million) and the ranchers ($7 million). This would be 
the lowest share of costs borne by the Bank in aqy livestock project in 
which it has participated. In the public credit law now before Congress, 
the Government has recommended a joint Government-BDA contribution. Thus, 
to the extent that BDA could not meet its share, the Government's contribu
tion would be correspondingly larger. Bank financing would be limited to 
the foreign exchange cost of the project, with one possible minor excep
tion. BDA has tentative~ agreed to hire an expatriate as technical direc. 
tor, but it is still possible that a suitable Venezuelan candidate can 
be found for this position, and in that event, I would recommend that the 
Bank still finance his salary and fringe benefits. The amount of local 
costs that might be involved would be about $75,000. 

15. The loan is proposed for a period of 15 years, including 5 
years of grace. In view of Venezuela's favorable fiscal and balance of 
payments condition, it has been the Bank's practive to reduce the terms 
of Bank lending to the public se·ctor on country grounds. Hmvever, since 
BDA, as a half private/half public institution, would not be able to re
pay the Bank loan with general fiscal resources, and since it is a new in. 

stitution, no such reduction of terms is recommended in the present case. 
The appraisal report recommends that the Government would assume the foreign 
exchange risk on the proposed loan unless otherwise specified under public 
credit legislation. As far as we know, there is no such legal imped:i.Inent. 
However, should Gove~~ent not be able to take this risk under the legisla
tion to be passed by Congress, Agriculture Projects Deportment believes that 
this risk could be carried by BDA. 

16. The proposed loan requires Congressional enactment of a public 
credit law "t•Thich would enable the Government to extend its guarantee. The 
bill was approved by the Cabinet last May and submitted to Congress with a 
favorable opinion of the Central Bank in June. The Government anticipates 
Congressional action during the next session, which will start in October, 
and I recommend that we proceed with negotiations once the bill has been 
approved by the Financial and Agricultural Co1mnission of Congress. Final 
approval by Congress could be expected to follow some weeks later, by which 
time the loan could be ready for Board presentationo 

17o The appraisal report recommends that BDA be reqt~red to prepare 
an evaluation of the collectibilit.y of the Government's Livestock Develop
ment Plan portfolio prior to negotiations. This portfolio, whose management 
has been recently transferred to BDA, involves a detailed review of some 
5,000 accounts, and I propose that we proceed with negotiations upon receipt 
of a report on the collectibility of 600 accounts presently under review by 
BDA. I also propose that we request a report on the remaining accounts as 
they become available in the future. Agricultur-e Projects Department is in 
agreement with this proposal. 
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Recommendation 

18. I recommend that the Bank proceed to negotiate a loan of 
$ll million to BDA, With the guar&ntee of the Republic of Venezuela, 
on the terms and conditions proposed in the appraisal report, after we 
receive the evidence of Congressional action referred to in paragraph 
16 and the portfolio evaluation mentioned in paragraph 17 ~ 

Attachment 

Edgar Gutierrez 
Director 
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Democratic Republic of The Congo - Education Project 
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attached memorandum dated September 30, 1971 from the Easter~ Africa 
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MEMORANDUM FROM THE EASTERN AFRICA DEPARTMENT 

DW!OCRATIC REPUBLIC OF THE CONGO 
PROPOSED IDA CREDIT FOR AN EDUCATION PROJECT 

1. .Attached for consideration by the Loan Cormnittee is the Appraisal 
Report (No PE-35) dated August 30, 1971, recommending a $5.8 million IDA 
credit to the Democratic Republic of the Congo (DRC) for an education project. 

Background 

2. The five-year lending program for the DRC is attached. I hope to 
submit to the Loan Committee soon a proposal for a second highway project 
based on preparatory work carried out under the first high~~y credit; this 
highway project, which has alreaqy been-appraised but awaits the resolution 
of a few organizational problems, would involve substantial co-financing, 
probably by the UNDP, USAID, the French aid agency (FAC) and the Canadian aid 
agency ( CIDA). The second Development Finance Company credit for SOCOFIDE 

·~as signed on September 24. 

The Economy 

3. An Economic Report entitled 11The Congo's Economy: Evolution and 
Prospects" (AE-13a) dated December 8, 1970, was distributed to the Executive 
Directors on March 29, 1971. 

4. The economic revival, which ~ms introduced by the monetar,y reform 
of 1967 and reinforced by high copper revenues, has continued without 
interruption for the last three years, with real GDP growing at a yearly 
rate exceeding 7 percent. This growth has been reflected in all sectors of 
the economy, although the rise in agricultural output has been somewhat less 
than that of other sectors. Copper output rose from 320,000 tons in 1968 to 
385~000 tons in 1970. Furthermore, industrial production recovered from 
the -initial impact of increased foreign competition caused by the liberaliza
tion of imports in 1967 and expanded by almost 10 percent in 1970 alone. 

5. The Economic Report stressed the need for curbing recurrent 
expenditure. The Government has undertaken to do so, but results so far 
have been disappointing. Although copper prices and current revenue have 
fared better than anticipated at the beginning of 1971, the overall budget 
deficit is like~ to be larger than expected. Prices have alreaqy risen 
by at least 7% since Januar,y 1971. 

6. The medium-term prospects for the Congolese economy continue to be 
promising. Although there may be some decline in public savings o~nng to 
lower copper prices in the next five years, this will probably be offset by 
increased foreign aid, and a larger inflow of private capital, as the Govern
ment is firmly determined to keep on encouraging foreign investment. It is 
accordingly quite possible that GDP will continue· to grow at a rate averaging 
6-7% annually. 
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1. Because the bulk of the Congo 1 s post-independence foreign aid has 
been given in the form of grants, its present foreign debt is fa:irly low, 
with debt service representing less than 3 percent of export earnings. 
However, in view of uncertainties regarding future developments in the 
country, and in the light of its present poverty (per capita GDP $100), the 
provision of finance from IDA is appropriate at this time. 

The Sector and the Project 

8. In the past decade, primary and secondary school enrollments in the 
Congo have expanded ~dthout reference to the human resources required to 
support an efficient educational system. There is at present no comprehen
sive plan for developing the education sector. After the long period of 
disruption in the 1960s, the Government had to concentrate on assuring the 
basic functioning of the education system. The Government has now substan
tial~ improved data collection on school enrollments, the teaching force and 
physical facilities and, as a result, has become more aware of defects mich 
could be corrected through adequate educational planning. In its efforts to 
improve the efficiency of the education system and to strengthen planning, 
the Government intends to control enrollment expansion by reducing the 
number of overage students, improve teacher quality, modernize curricula, 
and relate education and training more closely to the manpower needs of the 
economy. The establishment of an educational planning unit in 1972, 
expected to be financed by the UNDP, is a vi tal element in this strategy, 
but its impact is likely to be limited unless the capacity of the Ministry 
of Education to implement plans and monitor progress is improved. A mana
gement study of the Ministry is therefore needed to identify the reorgani
zational measures which would strengthen the Ministr,y 1 s control and adminis
tration of the education systarn. SUch a study is included in the proposed 
project. 

9. The output of well-trained Congolese skilled workers is still 
extremely small relative to the needs of the Congo, ~ch is developing a 
considerable manufacturing base and is one of the leading mining countries 
of Africa. The supply o£ local technicians in the Katanga region is clearly 
insufficient for the needs of the major enterprises in the region, parti
cularly the copper industry, where output is expected to more than double in 
the next ten years. Similarly, in Kisangani, the main city in the northern 
half of the Congo, facilities for training technicians and skilled workers 
are almost non-existent. Another major need in technical education is for 
a program to train Congolese technical teachers; at present, schools are 
staffed by unqualified Congolese and high-cost expatriates. 

10. The proposed project lllOuld be the first Bank Group operation in the 
education sector in the Congo. It was prepared by three missions, two of 
which were joint IDA/UNESCO missions, and it was appraised in February/March 
1971. A larger project, scheduled for 1975, would await the results of a 
manpower study expected to be financed by the UNDP, and would be based on 
the more detailed educational planning to be undertaken by a new planning 
unit within the Ministry of Education. ONDP assistance has already been 
requested by the Government, both for the manpower stuqy and for the staffing 
of the planning unit. 
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11. The priority needs which the project is designed to meet are the 
improvement and expansion of teacher training and technical education; the 
project would consist of: 

a) Rehabilitation and equipment for: 

- an upper secondar.y teacher training college; 

- a training college for primar.y teacher trainers and inspectors; 

and 

- four technical secondary schools. 

b) Construction and equipment for: 

- a new demonstration secondary school; and 

- a new technical teacher training college. 

c) Sixty man-months of technical assistance for a management stuqy 
of the Ministr.y of Education. 

12. The project would significant~ improve the quality of education at 
these levels by its focus on teacher trainingo» It 1vould help to assure an 
increased supply of trained Congolese secondar,y teachers and the staffing 
of primar,y schools by well-trained Congolese primar,r teachers who would 
also be better able to provide leadership to the rural communities. At the 
primary level, the new primar,y teacher trainers and inspectors would not 
on~ help train new primar,y teachers adequately, but they would also help to 
upgrade the skills of the teachers alreaay practicing though not fully 
qualified. As a consequence of the expanded secondary teacher training, the 
percentage of fully qualified Congolese teachers at this level is expected to 
reach 65% by 1980, as compared with only 10% now, thus permitting substan
tial savings through replacement of expatriate teachers and improvement in 
overall quality. 

13. The project's four tecl1nical eChools, together with the establishment 
of the Congo's first school for training and upgrading technical teachers, 
would assist in remedying the shortage of well-trained skilled workers 
refe:·:red to in paragraph 9 of this memorandum. 

14. As a condition of effectiveness of the proposed credit, a project 
implementation .unit -vrould be established 1dthin the Mim_stry of Public "trlTorks 
to provide overall supervision of the project. Its terms of reference would 
be agreed 1dth IDA and it would be composed of a project director, a deputy 
project director ( archi teet or engineer) and a full-time educator, as v1ell 
as an accountant and a procurement specialist, on a part time basis, all of 
whom would be selected in consultation w.i th IDA. The foreign exchange cost 
of their services (11 1/2 man-years) would be financed out of the proposed 
credit. 
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1.5. Contracts for civil wrks, equipment and furniture v.'1Quld be avmrded 
on the basis of international competition, in accordance with the Bank's 
Guidelines. Domestic manufacturers of furniture and equipment v.rould be 
accorded a margin of preference of 1.5% of the c.i.f. price of competing 
imports, or the existing customs duties, whichever is lower •. 

16. The total cost of the proposed project, without taking into account 
possible increases due to the international monetar,y situation, is estimated 
at $11 million, and the foreign exchange component, which would be financed 
by IDA, at $.5.8 million. The proposed credit tvould be disbursed over a period 
of five years. Taking into account the effect of the revaluation of curren
cies, in particular in Europe, in relation to the dollar, I recommend, and 
Education Projects Department concurs, an increase in the amount of the 
proposed credit to $6.4 million, corresponding to the revised estimated 
foreign exchange component of the proposed project. 

Recommendation 

17. The project conforms to the customar,y pattern of education projects 
and there are no important issues to be decided before inviting negotiationo, 
other than the $600,000 increase in the amount. I propose that the 
Association invite the Government of the DRC to negotiate a credit for an 
education project, along the lines of the recormnendations set out in 
paragraphs 5.01 - 5.04 of the Appraisal Report, in an amount of $6.4 million, 
as recommended in paragraph 16 of this memorandum. 

September 29, 1971 

Attachments 

I~chael L. Lejeune 
Director 
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HEHORANDUM TO THE LOAN COMMI'ITEE 

Guatemala - Telecommunications Project 

1. The Committee is requested to consider, without meeting, the 

attached memorandum dated September 29, 1971 from the Central America 

and Caribbean Department, entitled "Guatemala - Proposed Bank Loan for 

Telecommunications Project" (LC/0/71-105). 
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proposed loan on the terms and conditions referred to in the attached 

memorandum. 
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Memorandum from Central America and Caribbean Department 

GUATEMALA - Proposed Bank Loan for Telecommunications Project 

1. I attach Report No. PU-76 "Appraisal of the First Telecommunications 
Project of the Empresa Guatemalteca de Telecomunicaciones (GUATEL)" dated 
August 11, 1971, recommending a Bank loan of $16.0 million to the Empresa 
Guatemalteca de Telecomunicaciones (GUATEL). The five-year lending program, 
reviewed by Mr" HcNamara in January 1971, is also attached. 

Background 

2. This would be the sixth loan to Guatemala and would increase total 
lending to $66.5 million (net of cancellations). The last loan, of $4.0 
million for livestock development, was signed in February 1971. For FY1972 
the lending program includes also a loan for power of $15.0 million (the 
amount is still tentative) which will be appraised next month. No operations 
are scheduled at present for FY1973. 

3. On August 31, 1971, a total of $15.2 million remained to be 
disbursed on four loans, two for power, one for education and one for live
stock development. No special problems have been encountered in disbursing 
the power loans, but disbursements on the education loan have been delayed 
by a combination of factors, including changes in government policy, poor 
coordination among the agencies involved, and unsatisfactory performance of 
consultants. Improvements have taken place in recent months, but we expect 
this project to continue to be difficult and slow to execute. The livestock 
development loan was made effective in July and disbursements should begin 
shortly. 

Economic Situation 

h. Although in the past Guatemala has enjoyed periods of rapid economic 
growth, a number of basic wea~nesses continue to characterize the economy: 
the elementary needs of large segments of the population remain unsatisfied 
and the highland Indians are largely outside the market economy; fiscal 
performance has been feeble, with current savings barely supporting generally 
low levels of public investment; and only sporadic efforts have been made to 
strengthen and diversify the external sector. At the time of the Board 
presentation of the last loan to Guatemala, in Januar.y 1971, Management 
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stated that the presentation of further projects to the Board would be 
contingent upon a stronger development effort. An economic updating mission 
visited the country August 23-September 5, 1971, to report on the Govern
ment's recent economic policies. vlliile the evidence is not uniformly 
positive, I consider that the mission's findings on balance represent an 
improvement which warrants a continuation of Bank lending. Nevertheless, 
Bank staff will continue to impress upon the Government the need for a 
more vigorous development effort, particularly on the fiscal side. The 
updating memorandum will be distributed to the Executive Directors with 
the loan documents for the proposed telecommunications project. Our last 
report on "Current Economic Position and Prospects of Guatemala" 
was distributed to the Executive Directors on December 17, 1970. 

5. A new Government assumed office in July 1970 on a platform of 
law and order. Somewhat contrary to expectations, the Government has 
stressed the need for social and economic reform and has supported the 
general objectives of the development plan for 1971-1975 prepared by the 
previous administration. The development plan envisages a substantial 
expansion of public investment in sectors such as electricity and tele
communications, where bottlenecks are likely to arise,and in other 
sectors, such as education and health, which have been relatively 
neglected in the last decade. At present, the Government is intensifying 
its efforts at project preparation and negotiation of development loans, 
ana can realistically be expected' to expand public investments gradually 
towards the plan targets in the next four years. 

6. The Government has moved fastest in the field of institution-
building for development. In 1970-71 several new agencies were created. 
These include an agricultural development bank, a commodity price 
stabilization and marketing agency (of potential importance to the 
peasant sector which produces the bulk of food supply) . an export 
promotion organization, and the telecommunications agency which is to 
be the Borrower of the proposed loan. In addition, the Government plans 
to establish an industrial development bank in the coming months. The 
capital of the proposed bank will be subscribed by the Central Government 
and the private industrial sector, which would contribute a part of the 
import duty exemptions granted for industrial investment. 

7. The fiscal situation in 1970 was satisfactor.y,largely because 
Central Government investment continued at the low level of 1.8 percent 
of GDP, while current revenues increased satisfactorily, largely due to 
higher revenues from the sales tax, import duties, and the coffee export 
tax, the last, as a result of higher coffee prices. No major financing 
problems are expected for the 1972 budget; this will in part be possible 
because of the very moderate growth of current expenditure and larger 
utilization of development loans. In 1973, however, a small financing 
gap would arise as Central Government investment should increase to 2.5 per
cent of GDP. The Government does not at this time propose to take new 
tax measures but has begun the administrative reforms to lay the basis for 
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stronger tax enforcement. Clearly, since the major increase in 
expenditures is more than a year off, I do not believe that we are at 
present in a position to insist with the authorities about the need 
for new tax measures. However, I propose to continue in the next weeks 
our dialogue with the Minister of Finance and impress upon him the need 
for preparatory work in the direction of new measures, not only for 
financial reasons but also as an instrument to further the redistributive 
policies which the Government has endorsed. The staff will continue to 
keep the fiscal situation under close review. 

8. The balance of payments strengthened temporarily in 1970 
because of higher coffee prices and unusually high regional exports. In 
1971, net international reserves may decline somewhat, because of the 
weakening of coffee prices and the disruption of regional trade follo~ring 
the loss of tariff preferences in the Honduran market in January 1971. 
The Guatemalan Government, along with those of Costa Rica and Nicaragua, 
is keenly interested in developing a formula to bring Honduras back as 
a full partner in the Common Market. For the future a major effort in 
export diversification is required. The export promotion agency could 
help in this direction. At present production of items such as meat, 
flowers and vegetables for the export market is being expanded. The 
major prospect for diversification is a possible nickel project, which 
would be undertaken jointly by the International Nickel Company and the 
Guatemalan Government. If the project proceeds according to schedule, 
it would result in substantial capital inflows during the period 1973-75, 
and net exchange earnings of some $20 million annually are expected after 
the project is fully developed in 1977. Although the Government and !NCO 
have signed a concession agreement, construction cannot begin until INCO 
raises about $90 million of long-term finance, and the Government is 
reluctant to provide its guarantee. Discussions are taking place with 
the Bank Group, the IDB and private sources of finance. 

9. The debt service ratio of Guatemala is likely to remain at the 
moderate level of about 9 percent recorded in 1970. The existing standby 
arrangement with the IMF, which extends to the end of calendar 1971, 
includes a limitation on external borrowing with an original maturity of 
less than 10 years. The authorities have been observing this limit, and 
intend to continue a similar policy next year so that the proportion of 
external public debt at short- and medium-term will decline. So long as 
the Government continues to support the development policies outlined in 
the Plan, including a sound financing program, Guatemala should be 
creditworthy for additional substantial long-term external borrowing. 

The Project 

10. The loan under consideration, which would be for 20 years 
including a four-year grace period, would be the first telecommunications 
operation of the Bank Group in Guatemala. The project, rThich 'tvould 
increase both local and long-distance facilities, is part of GUATEL's 
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1971-75 expansion program, which calls for an investment of $23.9 million, 
including the project itself and ongoing works carried over from an 
earlier expansion plan. The proposed loan of $16 million would finance 
the foreign exchange cost of the project, the total cost of which is 
estimated at $21.2 million; it would not cover interest during construction. 
Due to a possible adjustment of exchange rates, the loan amount may have 
to be increased. This would be discussed during negotiations. A detailed 
discussion of the project and its costs, and of the financing plan for the 
period, is contained in paragraphs 3.04, 3.05 and 6.12 of the appraisal 
report. According to the financing plan for the 1971-75 period, which in 
addition to the exPansion progr~ includes Q4.6 million as part of a 
future program expected to commence in 1975 and Q2.7 million for the 
increase in the working capital, the proposed loan would provide slightly 
more than half of the total funds required for investment, one-third would 
be generated within the enterprise, and the remainder would come from other 
sources. The internal financial rate of return of the project is estimated 
to be 17 percent. 

11. In the last few years, telecommunications facilities have failed 
to keep pace with the growth of the economy. As a result existing 
fac~l~t1es are inadequate, with poor service and a large number of pending 
applications. This and the forecast modest increase in demand for tele
phone services fully justify the proposed 1971-75 investment program. With 
the proposed expansion of telephone facilities the installed capacity of 
exchanges in Guatemala City will increase by 70 percent by 1975, to a total 
of about 66,000 lines, and the installed capacity of exchange outside the 
capital vnll increase by about 170 percent, to a total of about il,OOO 
lines, the minimum required to keep the waiting list for local telephone 
connections from growing further. The long-distance facilities included 
in the project, together with those being financed by the Central American 
Bank for Economic Integration (C.~EI) as part of a regional project (see 
Annex 3 of the report), will for the first time provide an adequate quality 
of service. 

12. An important aspect of Baru{ involvement in the project is 
institution building. The Bank, involved since 1967 in the preparation 
of this project, stressed from the outset the need for considerable re-
organization of the telecommunications sector. The new Government, 
following the recommendations of USAID-financed consultants and in close 
consultation with the Bank, set about reorganizing the sector, and in 
April 1971 carried out the politically difficult decision to merge the 
two existing entities, of which one, for national telephone and telegraph 
operations, was within the I·iinistry of Communications and Public 'tiorks 
and rather poorly run, while the other, for international services, was 
autonomous and well run. Telegraph services were severed from telephone 
services and incorporated in the national postal system. Although 
institutionally a satisfactory framework has now been set up, there will 
inevitably be a number of problems before the new entity (GUATEL) can 
be tully effective. While GUATEL should have the technical and financial 
capacity to solve these problems, we intend to keep in close touch and to 
give it all necessar.y assistance. 
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13. Procurement would fol~ow Bank Group international bidding 
procedures, except for part of the switching equipment needed to extend 
existing exchanges (about $1 million), for which prices would be negotiated. 
However, in accordance with the Central American Agreement on Fiscal 
Incentives for Industrial Development, GUATEL must give preference (limited 
to 5o percent of existing import duties) to suppliers in other Central 
American countries, and I propose that the Bank should, as in recent power 
and telecmromunications loans to Costa Rica (Loans 631 and 632-CR), give 
recognition to this arrangement, eA~ending the same preferential treatment 
to potential, though ·unlikely, Guatemalan suppliers. Since in practice 
in no case will a preference equal to 50 percent of import duties exceed 
15 percent, this would involve no departure from our normal rules 1i.lth 
respect to domestic suppliers. It is not expected that any orders will 
be placed in Guatemala under the proposed arrangement, and orders from the 
rest of Central America should also be quite limited in number and amount, 
not exceeding in any case 5 percent of the total loan amount. 

14. The appraisal report recommends that during the execution of 
the progrmn no additional major capital expenditures be incurred without 
a financing plan agreed with the Baru{, and specifically that GUATEL be 
required to obtain Bank approval for any new project which would involve in 
any one year capital expenditures in excess of $300,000 equivalent. 1~ile 
agreeing to this as a starting position, I recommend that the Bank should 
be fleA~ble in accepting alternative versions if the Guatemalans press 
for it, so long as we have reasonable assurance that GUATEL will undertake 
projects only after careful scrutiny and within its financial and technical 
capabilities. 

Recommendation 

15. I recommend that the Bank proceed to negotiate a loan of 
$16 million to GUATEL, with the guarantee of the Guatemalan Government, 
substantially on the terms and conditions proposed in the appraisal report. 

Attachments 

Edgar Gutierrez 
Director 
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~tlnutes of Special Loan Meeting to consider '~auritania - Proposed Live
stock Projectn held on S.eptember 16, 1971 in Room D1257. 

1. Present: Messrs. Cope (Chairman), Williams, Chaufournier, Evans, 
Cheek, Wapenhans, Adams, Bachmann, Delaume, Huber, Rosenblad, Stoops, 
Sutherland and Wittusen (Secretary). 

2. Issue: The meeting considered : 

(i) whether to require that additional ~axes be levied 
and collected on livestock within the project area 
to cover the cost of services provided to livestock 
owners under the project, as proposed in the appraisal 
report (PA-102), or 

(ii) whether to seek from the Government an understanding 
that the yearly budget should provide for adequate 
resources to cover the cost of these services, as 
proposed in the Western Africa Department's memorandum 
to the Loan Committee of Septe~ber 9, 1971 (LC/0/71-99). 

3. Discussion: The meeting noted that: 

(i) Inadequate budget provisions since independence had 
led to the deterioration of the services provided to 
livestock owners and therefore incremental taxes should 
be levied and collected by local authorities earmarked 
for the sustained operation of the well and firebreaks 
maintenance services and animal health program. 
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Mr. J. Burke Knapp, Vice President, Chairman 
Mr. S.R. Cope, Deputy Chairman 
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(ii) ~Ihile it was reasonable to exp ,~ct that those receiving 
benefits from the project would also bear some of the 
cost, in the form of a user tax, the following reasons 
would speak against raising tax rates on the livestock 
sector in the project area: 

(a) A tax confined to the project area could jeopardize 
project implementation as it might cause cattle 
owners to avoid the area; 

(b) An additional tax would be difficult to collect 
and enforce; 

(c) The livest~ck sector was already heavily taxed 
in relation to the Government services it bad 
been receiving and in relation to other sectors 
of the economy; 

(d} A tax confined in its application to a portion 
of the territory of the borrower and the proceeds 
of which were to be earma~ked for specific purposes 
would require special legislation. 

(iii) Since part of the Government's problem in raising 
revenue stemmed from its inefficient tax collection 
administration, adequate measures to improve the 
latter should be taken. 

4. Decision: On the basis of the arguments advanced in para. 3(ii) 
above the meeting endorsed the recommendation made by the Western Africa 
Department (cf. para. 2(ii) above) and concluded that: 

(i) The Credit Agreement should include a provision of 
funds covenant under which the Government would 
undertake to provide the funds necessary for the 
maintenance of the wells and firebreaks included 
in the project and for continuation of the animal 
health program; 

(ii) In view of the decision in (i) above, the Govern
ment would in a Supplemental Letter specify the 
annual amounts of recurrent costs for which the 
Government l~ould seek adequate budgetary appropri
ation; 
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(iii) Furthermore, the L\ssociation should press the 
Government to take measures necessary to improve 
its tax collection in the livestock sector and 
the Government should agree in the above-mentioned 
Supplemental Letter that it would provide the Associ
ation with annual reports on the status of its tax 
collection in· the livestock sector. 

Cleared by: Messrs. Cope 
Chaufournier/Adams 
Wapenhans 

cc: Loan Committee 
Participants 

Delaume 

Dag F. Wittusen 
Secretary 
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Minutes of Special Loan Meeting to consider 'fArgentina - El Chocon Project" 
held on September 15, 1971 in Conference Room B. 

1. Present: Hessrs. Knapp (Chairman), Cope, l.Jilliams, Alter, Chadenet, 
Nuric~Armstrong, Wiese, Cabezas, Cancio, Nercissiantz, Ribi, Sheehan, 
van der Heijden and Wittusen (Secretary}. 

2. Issue: TI1e meeting was called to consider Mr . Alter's memorandum 
to Mr. l{napp dated September 13, 1971. Foreign costs of the El Chocon 
project were likely to be substantially less than originally estimated 
and about $9 million of the Bank's $82 million loan would not be needed 
for the project. Hidronor was seeking to obtain the Bank's agreement 
to the use of the El Chocon loan balance towards the foreign exchange 
costs of civil works of the Banderita power plant which formed part of 
the second stage of the Chocon--Cerros Colorados project. Mr. Alter 
recommended that the Bank should be prepared to propose to the Executive 
Directors an amendment to the Description of the Project in the Chocon 
Loan Agreement 9 permitting the use of the $9 million for Banderita without 
a change in the interest rate (6 1/2%), but to seek approval only after 
the Government had raised electricity tariffs in Buenos Aires to a level 
providing a reasonable return on the investment made in electricity ser
vices. The main issue was whether to approve Mr. Alter's recommendations, 
or to cancel the El Chocon loan balance and initiate a net-.1 project for 
Banderita. 

~~ _piSTRIBUTION-
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3. Discussion: The meeting noted that: 

(i) In view of management's decision to scale down Bank 
lending to the power sector in Argentina, it would 
be difficult to justify t he initiation of a new 
project for Banderita. 

(ii) Regarding whether a new appraisal of Banderita 
would be needed, it was stated that Banderita was 
appraised together with the El Chocon project as it 
formed an integral part of the El Chocon-Cerros 
Colorados power complex, of which the El Chocon 
project was the first stage. A complete new apprai
sal of Banderita would therefore not be necessary, 
except for an investigation of the proposed financial 
plan. 

(iii) In case Hr. Alter's recommendation t-1ere approved, the 
Bank's involvement with Banderita should be as close 
as \-Tas the case with El Chocon. In particular the 
Bank should have the opportunity to review design 
features, procurement and financing arrangements, 
including those for parallel financing. Project 
supervision should also be along the lines of El 
Chocon. 

(iv) A $9 million Bank involvement in Banderita was 
considered of sufficient size to achieve the aims 
in (iii) ·above. In addition, it would give the 
Bank additional leverage needed to influence the 
revision of SEGBA's power tariffs. 

(v) It was generally agreed that the Banderita project 
was within the scope and general purpose of the 
El Chocon project and t hat therefore the applica
tion of the El Chocon loan balance to Banderita 
would not require a change in the lending rate, 
in accordance '=•7i t h the criteria set out in the 
Memorandum from the President to the Executive 
Directors of July 18, 1968 (R68-129). 

4. Decision: On the basis of paragraph 3(i) ... (v) above, it was 
agreed to approve t!r. Alter's recommendation (cf. para. 2 above), with 
the understanding that: 
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(i) A satisfa~tory fina~cial plan would be agreed 
upon. including arrangements for parallel finan-
cing; 

(li) The Bank lending te~ governing the El Chocon 
project, including the\amortization sebedule, would 
be retained for the fwlcia reallocated to the finan
cing of the Banderita 'plant; and 

(iii) The Bank's role in the !1 Chocon project would re
main the same for Banderita, particularly with 
respect to review of design features, procurement 
and financing arrangements, including those for 
parallel finane~ng, and project s.upervision. 

Cleared by: Hessrs. Knapp 

cc: Loan Committee 
Participants 

Alter 
Can~io 
Armstrong/Chadenet 

Dag F. t-li t tusen 
Secretary 
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~1EHORANDUH TO THE LOAN COitr1ITTEE 

Syria - Second HighWay Project 

1. The Committee is requested to consider, without meeting, the 

attached memorandum dated September 24, 1971 from the Europe, ~iddle 

East and North Africa Department, entitled "Syria - Second High<\Tay 

Project" (LC/0/71-104). 

2. Comments, if any, should be sent to reach Mr. Hendoza (ext. 4811) 

by 5:00 p.m. on Wednesday, September 29. 

3. It is planned then, if the Committee approves , to inform the 

Government that the Association is prepared to begin negotiations for 

the proposed credit on the terms and conditions referred to in the 

attached memorandum. 

Dag F. Wittusen 
Secretary 
J...oan Committee 
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Memorandum from Europe, Middle East and North Africa Department 

· SYRIA- Second Highway Project 

1. This memorandum recommends an IDA credit of $12.8 million to 
finance the foreign exchange component of a Second Highway Project in 
Syria. A report entitled "Appraisal of a Second Highway Project -
Syria", dated September 20, 1971, is attached hereto in support of 
the recommendation. There are no general policy issues involved in 
the project. 

Background 

2. The only Bank Group lending operation in ~rria has been a 
$8.5 million IDA credit signed u1 December 1963 to finance a first 
highway project. Since then, reluctance on the part of the Government 
to provide the Bank with the information required for usual countr.y 
economic reports or to prepare projects suitable for Bank consideration, 
and difficulties in communications between B.yria and the Bank, pre
vented us from participating in the financing of other projects in the 
country. 

3. Following efforts on both sides, a turn for the better took 
place in 1969 when the Government provided the Bank with the necessar,r 
information and cooperation to prepare an economic report which was 
distributed to the Executive Directors in March 1970. At that point, 
the propcsed road project was reaqy for appraisal, but the shortage of 
IDA funds did not allow us to consider its financing by the Association. 
The Government indicated that it would only accept for this project IDA 
funds, although it submitted other projects for which Bank loans would 
be acceptable (power generation and transmission, expansion of oil pipe
line capacity, etc.). At the CPP review of Februar.y 10, 1971, it was 
decided to allocate IDA funds for the second highway project which was 
appraised in Ma.y 1971. 
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4. A power project, which is being prepared by the Government 
along the lines suggested by the Bank, could lead to Bank lending in 
FY 1973. Further lending will hinge on the project identification 
efforts current~ underway and on project preparation by the Govern
ment. The attached lending program is therefore tentative only and 
will be reviewed in the light of the findings of the missions presently 
in the field. 

The Project 

5. The proposed project will consist of: (i) about 153 km of 
highway construction or improvement (Damascus - Lebanese border, 
Damascus - Jordanian border and a section of Homs-Tartous highways); 
and (ii) consultants' services to supervise the road works, make 
feasibility studies and, if the works are justified, proceed to de
tailed engineering, and carry out a study of highway maintenance needs. 
Construction of a 200 km new road from Palmyra to Deir-ez-Zor (involv
ing about $5.0 million in foreign exchange} was also prepared and 
favorably appraised, but due to the limited IDA funds available, it 
has not been included in the present project. 

6. The highway construction and improvement part of the project 
was prepared by consultants financed under the first highway project. 
Total cost of this part of the project with contingency allowances 
(including a 7 percent extra contingency because the political un
certainty in the Middle East may induce contractors to provide against 
risks involved in, for example, resumed hostility) is $20.9 million of 
which $11.0 million in foreign exchange. The cost of consultantsr 
services is estimated at $2.3 million of which about $1.8 million in 
foreign exchange. 

7. The internal rate of return on the proposed highway invest-
ments, for individual roads or sections, varies from 12 percent to 22 
percent and for the whole project has been estimated at 19 percent. 
These calculations have been made excluding military traffic on the 
project roads. 

8. Execution of the project works will be the respansibility of 
the Ministry of Communicai,ions through its Directoi~ate of High"tJays and 
Bridges. Construction would be carried out by unit price contracts 
atv-arded after international canpetitive bidding following the Bank•s 
usual procedures. Consultants for the project will also be engaged in 
accordance vdth Bank procedures. 
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Issues 

9. First highway credit: Implementation of the first highway 
project has faced difficulties. The $8.5 million credit was signed 
in December 1963 and $2.8 million were still undisbursed as of August 
31, 1971. The reasons for this de~, for which the Government is 
only partly responsible, are explained in the attached appraisal re
port (para. 1.05 through 1.08). Also, because of inadequate project 
preparation at the time of making the credit, there were substantial 
cost overruns in the construction works; had the general performance 
of the Borrower been better at that time, we might have recommended 
an additional credit to cover these cost overruns, as we have done in 
similar cases in other countries. Instead, one of the sections of 
the Damascus - Aleppo - Raqqu road was left to be financed entirely 
by the Government and the disbursement percentage for the remaining 
sections reduced from 50 percent to 30 percent, well below the foreign 
exchange component or road construction in Syria. The execution of 
the project has improved over time and works are now proceeding satis
factorily. 

10. Tt~o commitments undertaken under the first Credit Agreement 
(enactment of a new traffic law and creation of a Central Maintenance 
Office) have yet to be fulfilled. Preparatory work on both of them 
has been completed in a way satisfacto~ to the Association but final 
action is still pending; it is expected that these commitments will 
be fulfilled late this year. Projects Department recommends, and I 
concur, that implementation of these two undertakings should be a 
condition of presentation of the proposed credit to the Board. 

11. Purchase of maintenance equipment, for which $1.2 million is 
allocated under the first credit, has also experienced serious delays, 
and although some action has taken place recently in this regard, a 
satisfactor.y list of equipment and specifications has not been pre
pared yet. The appraisal report recommends that the proposed credit 
not be presented to the Board until the maintenance equipment purchase 
orders have been placed. Although I share the viewpoint that before 
we submit this credit to the Board, the Association should be assured 
that the first highway project is to be completed satisfactorily, I 
believe that for the purchase of maintenance equipment the issuance of 
bid invitation documents would suffice; in this way we may avoid un
necessar,y delays in consummating the proposed credit and, consequently, 
in implementing the second highway project. 1nle have agreed, however, 
with the Transportation Projects Department, that we should determine 
the specific conditions on this point during negotiations in the light 
of the progress that the Syrians have made by that time in equipment 
procurement. 
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The Economy 

12. An economic and project identification mission is presently 
in the field and an economic report based on the findings of this 
mission will be distributed to the Executive Directors before pre
sentation of this project. 

Reconnnenda.tion 

13. I propos·e that the Association invite the Government of Syria 
to send representatives to Washington to negotiate a Credit Agreement 
along the lines of the recommendations of paragraphs 6.01, 6.02 and 
6.03 of the appraisal report except as stated in paragraph 11 above. 

Attachments 
M. P. Benjenk 

Director 
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September 20, 1971 

MB·IORA11Dill-1 TO THE LOAN COM.}1ITTEE 

Iran - Industrial and Hining Development Bank of Iran 

1. The Committee is requested to consider, without meeting, the 

attached memorandum dated September 20, 1971 from the South Asia Depart-

ment, entitled "Iran - Proposed Loan to the Industrial and ~fining 

Development Bank of Iran (IMDBI)u (LC/0/71-103). 

2. Connnents, if any, should be sent to reach "1rs. Singh Hardy 

(ext. 2647) by 1:00 p.m. on Friday, September 24. 

3. It is planned then, if t he Committee approves, to inform 

the Government and representatives of I!1DBI that t he Bank is prepared 

to begin negotiations for the proposed loan on the terms and conditions 

referred to in the attached memorandum. 

Committee: 

Dag F. Hi t tusen 
Secretar y 
Loan Committee 
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Memorandum from South Asia Department 

IRAN - Proposed Loan to the Industrial and Mining 
Development Bank of Iran (IMDBI) 

1. Attached for the consideration of t he Loan Committee is an 
appraisal report entitled "Appr~sal of the Industrial and !'-lining 
Development Bank of Iran i', (DB- 82), dat.ed September ··=l6, 1971-.-· 't; i'he 
report favorabi~ assesses the prospects of IMDBI ana recommends a loan 
of $50 million. If approved, this v1ould be the seventh loan to IMDBI. 

Background 

2. Paragraphs )-6 of the memorandum to the Loan Committee of 
August 5, 1 971 (LC/0/71 -94) contained up-to-date information on the level 
oi' Bank lending and recent developments in the Iranian economy. Bank 
lending in the current fiscal year is expected to total $175 million. 
Details of operaliions yet to be considered by the r..~.~laQ·, CO.ilr.'li t tee are 
given in the attached annex. A request has been received for a Bank loan 
to another indus·trial credi·t; institut,ion - the Industrial Credit Bank 
(ICB) and this request is being ·1onsidered for FY 73. 

). Next to oil, industry has been the fastest grotdng sector in 
the Iranian econOli\Y' over the las·t decade. Real value-added in manufacturing 
grew at an average annual rate of 11 percent, raising the share of 
industry in GNP from 11 percent to 15 percent. Industrial ernployment 
alraost doubled reaching an estimated 1 .6 million at the end of the decade. 
The pattern of industrial production has been primarily the replacement 
of imports of conswner goods. First came the expansion of textiles, food 
processing and other light consumer goods industries, followed by the 
assembly of durable conswner goods - refrigerators, cars,etc. - ·ror the 
growing ndddle-class. Then tav1ards the end of the decade, industrial 
production moved into the more complex phase of intermediate and capital 
goods production (the latter mainly by public sector industries) together 
with a 1dder range of durable consumer goods. These achievements in 
industrial growth were greatly facilitated by a number of factors, not the 
least of which was the government's willingness to protect domestic 
industry and extend generous tax, credit and other incentives to the 
modern sector. 
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4. Industrialization has not been without its problems and over 
the last two years, the Bank has been active~ involved in assisting 
the government in its efforts to define and implement a sound strategy 
for the further developl'!lent of the industrial sector. This cooperation 
is evident in the report aindustrialization of Iran: The Record, Tile 
Proble111s, and The Prospects", SA -1 4, May 11 , 1 970 ·uhich has been 
distributed to the Board and in three studies which are currently being 
discussed with the government:, an intensive study of the textile industry, 
11IRAN - Repo1"t on Textiles and 1Jian-Made Fibers n, June 10, 1 971 ; the 
report !

1I :1dustr icl Policies a..11d Priori ties, Iran" SA-27, August 16, 
1971 , nnd more recently, :'Iran, A Program of Preinvest:nent, Studies n, 
SA-28, August 31 , 19T• • The tas:k confronting Iranian industry is hou to 
maintain the dynar.ti..sm of ·the sector 1s grot-Jth in vie"'.z of rapidly changing 
technologies and important structural shifts both within the sector and 
in the economy. Industrial policy in the seventies will be guided by the 
need to continue the process of deepening the structure of production while 
maintaining a balance with the grotvth of other sectors, particularly 
agriculture and with the need to maintain the rate of growth of industrial 
employment and encourage production for export. 

The Project 

5. The Bank assisted in the formation of IMDBI in 1 959, and with the 
exception of one USAID loan of $3.5 million in 1959, the Bank has been 
IMDBI 's only source of foreign exchange. To date, the Bank has made six 
loans to l }IDBI totalling $155 nrlllion. As of August 6, 1971, about 
$27 million of the last Bank loan of $50 million was available for 
commitment. This loan made in August 1970, is expected to be fully 
committed by the end of 1971. It has been estimated that up to the end 
of calendar 1973 IMDBI will need $75 million to cover its foreign 
exchange commitments. ll1DBI has negotiated two loans totalling U~51 mil
lion (about $13.5 million equivalent) from Kreditanstalt fur Wiederaufban 
(~~) which are expected to be signed shortly, and ll1DBI has requested a 
seventh Bank loan of $50 million. The remainder of about $-12 million is 
expected to come from other sources. 

6. ll;IDBI continues to play a major role in the financing of 
industry. Long-term finance for industry is available only from the two 
specialized institutions, TI,IDBI and ICB (the Industrial Credit Bank) • 
In 1969, ]}IDBI provided over 80 percent of the total long-term 
institutional finance to industry and its share of private industrial 
investment has ranged between 12 and 17 percent in recent years. 

7. I1·1DBI 's operation has been financed largely by government funds 
and Bank loans. The interest rate charged on government funds was 
increased from 4 to 5 percent last year but these are still largely 
concessionary terms. ~IDBI has not started to mobilize rial resources 
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from the private market and the major obstacle continues to be the 
absence of an organized capital market. At the present time, interest 
rates of 8 percent (tax-free) are paid on government bonds and on time 
and savings deposits. To raise funds from the market, companies l-Tould 
have to offer 15 percent or more, compared to ll1DBI's present lending 
rate of 9 percent. IMDBI nevertheless continues its efforts to develop 
the capital market in Iran. IMDBI was largely instrumental in 
establishing the Tehran Stock Exchange in 1 968 and IMDBI intends to place 
80 percent of its forthcoming share issue with the public through the 
stock market. This would be the first public issue in Iran. After the 
proposed share issue (para. S. 1 0), more than one third of n~IDBI 's rial 
resources will have been obtained from the market and from internal 
cash generation. In addition, lliDBI and the Central Bank of Iran have 
asked IFC and the Bank to undertake a study of the capital market and 
TI1DBI has sought the assistance of IFC in establishing an investment 
company to which lliDBI could sell part of its equity holdings. 

8. The appraisal report draws attention to certain weaknesses in 
IM:>BI ·· the depletion of senior staff and the weakness of middle level 
management (paras.3.03 and 3.04); the need to streamline management 
responsibility which is still too heavily concentrated at the top 
(para.3.05); the need to prepare more balanced appraisal reports 
(para 3.13); the need to give greater emphasis to the employment effects 
of investments (para 4.12); the need to improve its liquidity position 
(para.5.09) and to improve the supervision and ~ce-..the level arrears 
in its portfolio (paras. 4.22-4.30). ll1DBI recognizes these problems and 
has already taken some measures to strengthen its organization and 
management. These measures will be reviewed and confirmed during loan 
negotiations. 

9. ll1DBI's lending rate was increased from 8 percent to 9 percent 
on July 22, 1970 in conjunction with the last loan. No further increase 
in the lending rate is envisaged at this time. There are no other 
issues and the seventh loan 1.vould be on the terms and conditions usual for 
a well established development finance company. 

Recommendation 

10. TIIDBI continues to be a suitable recipient for Bank loans and I 
concur with the recommendation in paragraph 6.08 of the appraisal report 
that the Bank make a seventh loan to IMDBI of $50 million. I propose 
that representatives of IMDBI be invited to Washington for negotiations 
to begin October 4. 

Attachment I.P.M. Cargill 
Director 

Annex I: niran - 5 Year Operations and Lending Programs ~ ' 
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Gt.P PER CAPt s 280 
IvA I RAN · .. 5 YEAR OPfRAT.IONS A~O LENOI~G PROGRAMS 

CBY riSCAL YEAR • AMOUt.TS IN S MILLIONS) 
CPERATIONS PROGRAM 1972 1973 1974 1975 1976 .•................ •••• • ••• • ••• •••• •••• 
5•tRN•AC•O' Ac;RIC, CREOIT•AOFI I I IBRO 15.0 
5•JRN•AC•OJ Ar,Ric.oEv.ru~n I I I IRRO 25.0 
5•tRN•AC•04 AGRic.oEv.ru~n IV IBRO 30,0 
5•tRN•Af•Ot AGRICULTURE•FTSHIRIES IBRO 30,0 
5•tRN•Al•03 IRRIG.PACKAGE SCKE~E I IP.RO 20.0 
5•tRN•AI•OIJ IRRIGATION · OEZ IRRO 20,0 
5•tRN•AI•05 IRRIG.PACKAGE SCKE~E I I IBRD 30,0 
5•tRN•AL•01 LIVESTOCK DEVTel IARO 10,0 
S•JRN•AL•O' LIVESTOCK OEVTell IP.RO 10,0 
5•IRN•CC•02 TELECOMMUNICATION I I ·I PRO 25,0 
5•tRN•CC•03 TELECOMMUNICATION 111 IBRO 35,0 
5•tRN•00•07 IMDBI VI I COfC> IBRO 50,0 
5•IRN•00•08 IMOBI VI It I8RO so.o 
5•tRN•nO•OQ l~ORI I X IARO ·so, o 
5•IRN•EE•O' ARYA·~EHR U~IVERSITY IRRO 20,0 
5•tRN•EE•03 EOUCATION I I I lf3RO 20.0 
5•IRN•EE•04 EOUCATION IV IP.RO 20,0 
S•IRN•PP•O, POWER IBRO 30,0 
5•1RN•PP•03 POWER lARD 50,0 
5· • I R N • P P • 0 '5 POWER IV JRRO so,o 
S•IRN•TA•Ot AIRPORT I8AO 35,0 
5•IRN•TA•O?. AIRPORT IBRO Jo,o 
5•TRN•TH•Oit HT11HWAYS VI IRRO 40,0 
5•tRN•TH•07 ~TGHWAYS J~RO 40,0 
5•tRN•TL•01 PIPELINES IeRo 33,4 
5•tRN•Tl•O?. PT~ELINE lf~RO 60,0 
5•JRN•TL•03 PIPELINE I PRO so,o 
S•IRN•TP•O? PORT 18RO 10, 0 

-. 
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G~P PER CAPI S 280 
IvA IRA~ • 5 yEAR OPERATIO~S AND LENDING PROGRA~S 

CBY riSCAL YEAP • AMOUNTS IN S ~ILLIONS) 
OPEHATIONS PRCGRlM 1972 1973 1974 1975 1976 

···--------------- •••• •••• •••• •••• ··--

········---···--·--·····- •••• •••• •••• • ••• • ••• 
1964/68 1969/73 1972176 

··-----------------------. 
IRRO t4t.o 661,9 888.4 IBRD l4ft,4 230.0 155.0 150.0 205,0 
tO A lOA 
TQTAL- 141.0 661.9 888,4 TOTAL 148,4 230.0 155,0 tso,o 20t;,O 

··--·· -----·· ···-··· •••••• •••••• ....... •••••• •••••• ··---- ------- ···--·· •••••• •••••• •••••• •••••• •••••• 
NO 7 20 28 NO 5 7 5 • 7 

LENDING PRnGRA~ c 2/10/7,1, 
···-····--·-··------·--···· 

IBRO 14 1 • 0 603,5 745,0 IBRD t 45 •. o 175,0 140,0 140,0 145,0 
lOA lOA 
TOTAL 141 • 0 603.5 -tl& 5. 0 TOTAL 145,0 175,0 141),0 140,0 145,0 ····--- ---·--- ....... •••••• •••••• •••••• •••••• ....... ...... ....... ....... •••••• •••••• •••••• • ••••• • ••••• 
NC 7 17 22 NO • 5 4 •• 5 

p ~ R 07/ 13/ 71 

-
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HE!fORANDUH TO THE LOAN COMMITTEE 

India - Ninth Loan to ICICI 

1. The Committee is requested to consider, without meeting, the 

attached memorandum dated September 16, 1971 from the South Asia Depart-

ment, entitled nlndia - Proposed $50 million Ninth Loan to Industrial 

Credit and Investment Corporation of India (ICICI)" (LC/0/71-102). 

2. Comments, if any, should be sent to reach Ur. Clevenger 

(ext. 3510) by 1:00 p.m. on Tuesday, September 21. 

3. It is planned then, if the Committee approves, to inform 

the Government and representatives of ICICI that the Bank is prepared 

to begin negotiations for the proposed loan on the terms and conditions 

referred to in the attached memorandum. 

Committee: 

Dag F. t-littusen 
Secretary 
Loan Committee 
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Copies for Information: 

Mr. J. Burke Knapp, Vice President, Chairman 
Mr. S.R. Cope, Deputy Chairman 

President 
The Economic Adviser to the President 
Sir Denis Rickett, Vice President Mr. S. Aldewereld, Vice President 

General Counsel 
Director of the Development Services Department 
Directors of the Area Departments 
Deputy Director, Projects 
Directors of the Projects Departments 
Qirector, Development Finance Companies Department 
Director of the Economics Department 
Controller 

Mr. M. Shoaib, Vice President 
Directors, other Departments 
Executive Vice President {IFC) 
Vice President {IFC) 
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LOA.l~ COMMITTEE 

CONFIDENTIAL 

LC/0/71-102 

September 16, 1971 

Memorandum from South Asia Department 

India - Proposed $50 million Ninth Loan to Industrial Credit 
and Investment CorPoration of India (ICICI) 

1. Attached is an unedited appraisal of the Industrial Credit and 
Investment Corporation of India (ICICI) recommending a ninth loan of $55 
million to this institution. $32.1 million of the last loan ($40 million) 
to IOICI was committed as of August 31; the balance of this loan is · 
expected to be committed by the end of this calendar year for projects 
which have already been approved by ICICI 1 s Board. 

2. The Bank has been associated with ICICI since 1955, when it was 
founded, and has made eight loans to ICICI, totalling $205 million. The 
recent appraisal mission reports that ICICI continues to be creditworthy, 
can use capital effectively, and needs add1.tional foreign exchange 
resources, only a fraction of wl1ich can be obtained f rom other sources. 
Since this would be the ninth loan to ICICI and since ICICI faces no 
special problems affecting its credi tworthi.ness or ability to use Bank 
funds, it is proposed to process this project without a formal appraisal 
report. The Executive Directors received a full appraisal of ICICI in 
May 1970; the expanded form of the President 1 s Report should be 
sufficient to bring them up to date. The · attached 11 technical11 report 
prepared by the appraisal mission would, therefore, not be refined further 
and would not be distributed. 

3. This loan and a further loan to ICICI in FY 1974 are the major 
i terns of Bank financing in India proposed in the current lending program. 
A1 though In.dia is a bleJ.ld country, the large amounts of external capital 
which will be needed for some time require that almost all of India's 
development borrowing be on soft terms if the necessar.y transfer of 
resources is to be accomplished and a grave debt service crisis avoided. 
$375 million IDA lending is planned for the current fiscal year. The 
operations progrrun for this year includes twenty-one projects in addition 
to the proposed ICICI loan, of which three, a fertilizer, an irrigation 
and a grain storage project for a total IDA lending of $64 million, have 
been approved. Included among the seven other projects expected to be 
ready for Board presentation before the end of June 1972, are another 
fertilizer project, an industrial imports project, and a development 
finance company project involving a $20 million credit for the Government
mined Industrial Development Bank of India (IDBI). · The ICICI appraisal 
mission found this project sufficiently prepared to warrant inclusion in 
this year's lending program. Attached is a copy of the current operations 
and lending program. 
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The Economy 

4. The Indian economy, recently analysed in "Economic Situation 
and Prospects of India" (SA-25a), dated May 11, 1971, has grown at an 
annual rate of about 5% in the period following the drought-caused 
recession of 1965-67• The Indian Government has followed strict budgetary 
and monetary policies in recent years, resulting in a rapid increase of 
net foreign exchange reserves (from about $200 million in December 1967 
to over $1 billion at present). During 1967-71, imports (especially food) 
came down sharply, and in 1970-71 export performance, although Iilixed, 
showed an overall increase of over 8%, so that the deficit in the t rade 
balance decreased from $1.3 billion in FY 1967 to $130 million in FY 1911· 

5. Economic growth in recent years reflects the encouraging 
performance of agriculture, especially of foodgrain production. Prelim
inary reports indicate that foodgrain production in the last crop year 
topped 107 million tons., Yet, even with the green revolution, India's 
agriculture, and thus its economy, will remain heavily dependent on good 
weather. Grov1th of industrial output, which accounts for 19% of GNP, has 
been less impressive. While industrial production in 1968 and 1969 rose 
by about 7%, the growth rate fell to just over 5% in 1970, mostly as a 
result of the poor performance of heavy industry. 

6. The principal cause of concern, and an important constraint for 
the future, is the poor rate of investment. Net investment was 12% of 
national income in FY 1970 against nearly 15% in FY 1966. The investment 
climate has improved following the general elections; the number of 
industrial licences sanctioned and the amount of new capital issued have 
substantially increased. Public sector investment, however, is held back 
by lack of resources, and increases in public savings through higher 
taxation were inadequate to make up for the shortfall in net aid receipts. 
The present tensions with Pakistan and the impact of the large and 
increasing number of refugees, will certainly aggravate this problem. 
The cost of caring for the refugees will require cutbacks of other 
expenditures, most likely public capital expenditures. 

The .Project 

1. ICICI 1s operations have largely foll~ied the general economic 
trend . The recovery of the Indian economy led to an upswing in ICICI' s 
business. Project approvals increased sharply in 1968, following declines 
in 1966 and 1967, and have grovm steadily since. Well over half of 
ICICI' s commitments in the past two years have taken the form of foreign 
exchange loans for import financing totalling about $20-30 million a year. 
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ICICI rupee loan commitments have been comparatively modest, although 
they have increased in the last two years of growth rates of better than 
50% (from only 10% of total operations in 1968 to over 20% in 1970). 
Increases in share prices over the last eighteen months and improved 
prospects for dividend income and capital gains have encouraged ICICI 
to place considerably more emphasis than before on equity investments. 
Direct equity "approvals 11 by ICICI were Rs 10 million in 1970 and Rs 19 
million in the first six months of 1971, bringing the cumulative total. 
to about Rs 95 million. 

8. ICICI is projecting future commitments to grow at about 24% in 
the next year or so and at an average of 14% over the next five years. 
This appears reasonable. ICICI 1 s forecast is backed up in the more 
immediate future by a sizeable and quite firm project pipeline. Foreign 
exchange loan commitments are estimated to require about $180 million 
equivalent between June 30, 1971 and the end of 1975. Commitments 
expected before the end of 19?3 amount to about $95 million, of which 
$38 million is for projects already approved by ICICI 1 s Board and $18 
million for projects currently under active consideration. 

9. Against the requirement of $95 million, $15 million of the last 
Bank loan and $6.5 million of bilateral funds were still available to 
ICICI on June 30, 1971, leaving a gap of $73 million to be covered. In 
addition to the proposed Bank loan of $50 million, ICICI expects to use 
$8 million from additional KFtrJ and U.K. lending and possibly about $10 
million from other foreign bar.ks. Even though ICICI would probably have 
to pay more for its borrowing from commercial sources than for IBRD loans, 
it uould seem desirable for a "mature" institution like ICICI to enter 
the international capital market more aggressively than in the past. 

10. To fine.nce rupee commitments projected through 1975, ICICI will 
require approxiw~tely Rs 550 w~llion in addition to loan collections, 
portfolio sales and cash generated through operations. Two share issues 
of Rs 25 million each (the first of which is scheduled for late 19'11) 
are contempl ated. Preparatory vJ"ork for a debenture issue of Rs 75 million 
in the spring of 1972 has also begun, as a first step in the substantial 
Rs 500 milJion borrowing program. Based on reactions of potential buyers, 
ICICI is confident that both the share issue and the debenture issue will 
be successful. 

11. The appraisal mission has recommended relaxing the lim:i. t on 
ICICI 1s debt equity ratio from the present 9:1 to 10:1 and justifies this 
on the grounds of ICICI's strong portfolio and financial position as well 
as its prttdence in financial management. This recommendation has been 
reviewed by Mr. Di amond whose reaction to it I quote: "The mission 1 s 
arguments are no doubt strong. Moreover, the effective difference bet
ween a debt limit of 9:1 and 10:1 is small; in the former case 10% of 
the company's assets could be wiped out before creditors are effected, 
and in a latter case, 9 .1%. However, that difference will be smaller 
with each successive relaxation, and I can visualize an argument being 
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made every year or so for such relaxations, in the light of a portfolio 
and a financial position which we have every reason to believe will 
continue to be sound. Somet.rhere the creditor needs to draw a line; and 
I believe that it would be appropriate to do so at the present 9:1 ratio. 
{Moreover, the strength of ICICI's position is directly related to the 
general Indian economic situation, which is today clouded by important 
factors) • 'With such leverage as it has now, ICICI appears to be suffi
ciently profitable to satisfy shareholders and to obtain additional 
share capital when it needs it. On the basis of present forecasts, the 
contractual limit of 9:1 will not be reached until some time in 1973, 
two years after the ·share capital increase is about to take place. It 
would not be inappropriate to leave the present lind t intact, for recon
sideration at that time, in the light of prospects for raising new 
equity then, rather than in 1975 as now planned." I agree with Mr. 
Diamond's conclusion. 

12. ICICI's financial position is sound. An increase in ICICI's 
interest rates in 1970 for both local and foreign currency loans is 
expected to be reflected in increased income starting in 1971. Net 
profits should increase by about 10% annually during the next five years, 
and would be in a range of 19% to 24% of share capital. ICICI has been 
paying dividends since 1956. In 1970 the dividend was 10%; dividends 
are forecast to remain at this level. The pay-out ratio has remained 
modest (37% in 1970), enabling ICICI to build up sizeable reserves. 

13. ICICI 1s management is of proven capability. Mr. G.L. Mehta, 
who has been Chairman since 1958, will retire by the end of this year 
and will be succeeded by Mr. H.T. Parekh, who has been with ICICI since 
its inception and is now Deputy Chairman and 11anaging Director. ICICI' s 
appraisal and follow-up work is good. Appraisals continue to center on 
the engineering and financial aspects, however, following discussions 
1-d th the Bank during negotiations of the eighth loan agreement, ICICI 
has given increasing attention to the economic impact of its projects. 
During negotiations understandings previously reached concerning ICICI's 
economic analysis of projects should be confirmed. These understandings 
required that ICICI trute into account the effective rate of protection 
£rom foreign competition and other criteria to assess the economic 
advantages to India before supporting major subprojects. 

14. A good relationship exists between ICICI and the Government. 
With the nationalization of the major Indian banks in 1969 the Govern
ment became the principal shareholder in ICICI. This development has so 
far had very little effect and has certainly in now~ diminished ICICI's 
autonomy of judgment. ICICI 1 s Board and Management continue to be a 
business minded group and are maintaining their standards. 
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Recommendation 

15. The proposed loan raises no new substantive issues. Negotia-
tions of a further loan agreement would essentially serve to confirm 
understandings reached in previous loan agreements • I recommend that 
representatives of ICICI and the Government of India be invited to 
negotiate a $50 million loan to ICICI on tams substantially in line 
with the terms of · recent Bank loans to development finance companies. 

Attachments I .P .M. Cargill 
Director 



Annex 1 
Population: 547 m. 
Per cap. GNP: $98 

lNDIA - ACTUAL AND PROPOSED LENDlliG THROUGH FY 1977 

Thru Total Total Total 
1.27..?.. 1973 1974 1975 1976 1977 1~-68 12_69-7J 127J-77 

Irrigation-Pochampa.d IDA 39.0· 
Irrigation-Tawa IDA 46.0 
Irrigation-Krishna IDA 30.0 
Irrigation-Jayakwadi .• IDA 20.0 
Irrigation-Pamba IDA 15.0 
Irrigation-Kuttiyadi-Kerala. IDA s.o 
Agricultural Credit-Maharashtra IDA 30.0 
Agricultural Credit-Mysore IDA 40.0 
Agricultural Credit-uttar Pradesh IDA 25.0 
Agricul tut:"al Credit-Punjab II IDA )0.0 
Agricultural Credit-Bihar IDA 30.0 
Agricultural Credit-Madhya Pradesh IDA 30.0 

Grain Storage IDA 5.0 
Bihar Wholesale Markets IDA 8.0 
Apple Processing and Marketing IDA 9.0 
Lake Chilka. Fisheries IDA 10.0 
·Agriculture Unidentii'ied IDA 25.0 
~4gr~culture Unidentified 

(7 projects) IDA 165.0 
.Agriculture Unidentii'ied 

(1 0 projects) IDA 270 .• 0 
Agriculture Unidentified 

(1 0 ckrojects) IDA 
Agriculture Uni entified (1 0 p:'Ojectey IDA 

270.0 
270.0 

Telecommunications v IDA 40.0 
Telecommunications VI IDA 40.0 
Telecommunications VII IDA 40.0 
Telecommunications VIII ill A 40.0 
Telecommunications IX IDA 40.0 
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Tbru Total Total Total 
.1972 1973 1974 1.2li 1976 1977 1964-68 1969~73 1973-77 

Education-Agric. Universities IDA 20.0 
Education-Unidentified IDA 20.0 

DFC-ICICI IX IBRD 55.0 
DFC-ICICI X IBRD 50.0 
DFC-ICICI XI IDA 50.0 
DFC-IDBI IDA 20.0 

Fertilizer-Cochin IDA 20.0 
Fertilizer-Nangal IDA 20.0 
Fertilizer-Debottlenecking-GorakhpuriDA 9.0 
Fertilizer-Tat a IBRD 25.0 
Iron Ore-Marcona IDA 40.0 

Industry-Unidentified IDA 20.0 
Industr.y-Unidentified IDA 20.0 
Industry-Unidentified IDA 20.0 
Industry-Unidentified IDA 20.0 
Industry-Unidentified IDA 20.0 

Industrial Imports VII IDA 75.0 
Indus trial Imports VIII IDA- 75.0 
Industrial Imports IX IDA 75.0 
Industrial Imparts X IDA 100.0 
Industrial Imports XI IDA 100.0 
Industrial Imports XII IDA 1 oo.o 

Family Planning IDA 12.0 

Power Transmission ·III IDA 60.0 
Power Unidentified I IDA 15 .o 
Potrer Unidentified II IDA 60.0 
Power Unidentified III IDA 6o.o 
Potr1er Unidentified IV IDA 6o.o 

Highways II IDA 30.0 

Shipping I IDA 80.0 
Shipping II IDA 80.0 
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Thru Total Total Total 
1972 1973 1974 197.5 1976 1977 1264-68 1269-73 1973-77 

Railways XI IDA ss.o 
Transportation Projects-Unidentified IDA 4$.0 
Transportatiori!lrojects-Unidentif'ied IDA ss.o 

Hater Supply-Bombay IDA 30.0 
Hater Supply-Unidentified I IDA 1$.0 
v.Jater Supply-Unidentified II IDA 15 .o 
Tourism-Unidentified IDA 10.0 
Tourism-Unidentified IDA 1 o.o 
Unallocated IDA 20.0 so.o 

IBRD ss.o 2$.0 so.o 1 .59.0 16o.S 7$.0 
IDA 639.0 439.0 37$.0 540.0 605.0 540.0 591 .o 1701 .4 2499.0 

Total: 694.0 464.0 425.0 540.0 605.0 .540.0 750.0 1861 .9 2574.0 

No. 21 1.5 14 17 17 1.5 12 51 78 

Note: the IDA lending program is 
to be adjusted to 375.0 375.0 375.0 540.0 540.0 540.0 1373.4 2370.0 
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Iran - Agricultural Development Fund of Iran 

1. The Committee is requested to consider, without meeting, the 

attached memorandum dated September 14, 1971 from the South Asia 

Department, entitled "Iran - Proposed Loan to the Agricultural 

Development Fund of Iran (ADFI) ." (LC/0/71-101) . 

2. Comments , if any~ should be sent to reach Nr. Loos (ext. 4127) 

by 5:00p.m. on Friday, September 17. 

3. It is planned then, if the Committee approves ~ to inform 

the Government and representatives of AJ"')FI t hat t he Bank is prepared 

to begin negotiations for the proposed loan on the terms and conditions 

referred to in the attached memorand~~. 

Committee: 

Mr. J. Burke Knapp, Vice President, Chairman 
Mr. S.R. Cope, Deputy Chairman 
Mr. S. Aldewereld, Vice President 
General Counsel 
Director of the Development Services Department 
Directors of the Area Departments 
Deputy Director, Projects 
Directors of the Projects Departments 
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Memorandum from South Asia Department 

CONFIDENTIAL 

LC/0/71-101 

September 14, 1971 

IR.AN - Proposed !Dan to the Agricultural 
· Development Fund of Iran ( ADFI) 

1. Attached for consideration by the Loan Committee is an 
appraisal report (PA-93) entitled "Appraisal of the Second Agricultural 
Credit Proj ect, Iran i! dated June 24, 1971. The report assesses f avorably 
the prospects of .ADFI and recommends a loan of $14 million equivalent for 
a period of 12 years (including a grace period of 4 years). The proceeds 
of the loan would be used to help finance investments in commercial 
agriculture and processing industries. ADFI would be the Borrower with 
the Government of Iran as Guarantor. 

Background 

2. The Bank has made nineteen loans, amounting to $612 million, 
(net of cancellations) for projects in Iran, of which $328 million 'was 
disbursed and $146 million repaid as of June 30, 1971. The lending program 
calls for loans of about $125-150 million in each of the next five years. 
Specific proposals are summarized in .Annex I. 

). Recent developments in the Iranian economy are discussed in the 
last economic report 11 Current Position and Prospects of Iran" (SA-23a) 
dated May 18, 1971. 

4. The Iranian economy has expanded at a very r apid rate in recent 
years. Between 1963/64 and 1969/70, the r ate of growth of GNP in constant 
prices was about 10 percent per annum. The main factors behind this rapid 
growth were sharply increasing levels of investment in both the public and 
private sectors and the continued growth i n oil revenues. While the oil 
sector's contribution to GNP grew at 16 percent per annum, non-oil GNP 
grew at just under 9 percent per annum. Industry and mining averaged an 
annual growth of over 12 percent and agriculture grew at somewhere between 
5 and 6 percent per annum. Last year (1970/71), in spite of a slowing 
down in the rate of growth in industry and agriculture over the previous 
year, the growth of real GNP is estimated to have stayed around 10 percent. 

5. In the period up to 1967/68, the rapid growth of the economy 
was accompanied by a high level of domestic savings and price stability. 
However, the relative stagnation in public sector savings combined with 
the maintenance of high and rising levels of public sector expenditures, · 
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increasingly financed by borrowing from the banking s,rstem and a sharp 
rise in external borrowing, led to major strains on the economy during the 
last three years. These have been reflected in a steadily rising balance
of-payments deficit and service payments on foreign borrowing. The effect 
of the recent oil agreements in November 1970 and February 1971 will be 
to substantially improve Iran's financial position. However, the need 
remains to mobilize greater resources for investment and to improve 
the average terms of foreign borrowing. At the present time, we consider 
Iran creditworthy for Bank lending. 

6. Recognizing that the growth of agriculture has lagged behind 
the overall rate of growth of the economy, the Iranian authorities are 
placing increased emphasis on the agricultural sector. A two-pronged 
approach has been adopted. The traditional sector is being strengthened 
by the provision of technical and financial assistance, and increased 
emphasis is also being placed on developing the production potential of 
the commercial sector. 

7. Credit at reasonable rates is vital to agricultural development 
in Iran. The main sources of institutional credit are the Agricultural 
Cooperative Bank of Iran (ACB), the Rural Cooperatives and ADFI, although 
the commercial banks also provide some credit. The AGB and the Rural 
COoperatives channel government funds as short-term credit to small and 
medium-sized farmers; their loan ceilings are $13,000 and $260 equivalent 
respectivelY. ADFI was established as the main source of investment 
credit for medium and large-scale commercial farming ventures. It has 
recently reduced its lower loan limit from $66,000 equivalent to $33,000 
equivalent so as to make its facilities available to a wider range of 
farmers. There is still, however, a gap between ACB's upper limit and 
.ADFI's lower limit; and Iran, in consultation with the Bank, is attempting 
to develop arrangements which would meet this need. It is also expected 
that ADFI would, at a later stage, lower its own limit. 

ADFI -
8. ADFI is a wholly-government-owned autonomous agency. It was 
established in 1968 to assist private agricultural enterprises by extending 
financial and technical assistance of a kind which is not readily available 
in Iran. Its activities include the granting of loans to individuals for 
medium and large-scale crop and livestock production projects, to agri
business and to agro-industry, as well as to marketing services. Invest
ment in private companies through equity participation is another aspect 
of its operations. In addition to these two forms of assistance, ADFI's 
charter also permits it to underwrite or subscribe to capital and loan 
issues for agricultural puproses; to guarantee agricultural loans made 
by third parties; to buy or sell medium and long-term debentures of private 
agricultural companies; to provide technical, financial and managerial 
assistance to agricultural projects and to prepare such projects. It is 
also authorized to encourage and foster technical, managerial, financial 
and administrative skills related to agriculture. 
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9. ADFI was established with an initial capitalization of $13.2 
million, to be provided entirely by Government. In addition to its capital 
and reserves, it may issue agricultural development bonds up to $66 million 
and borrow funds from the Plan Organization. It has used neither of these 
facilities so far. It may also use re-discount and credit facilities of 
the Central Bank (US$1.2 million outstanding in February 1971) and the credit 
facilities of other banks in Iran. ADFI has also been authorized to obtain 
loans and credit s up to $200 million from foreign or international sources. 
The first such loan was the Bank's loan (662-IRN) for $6.5 million made 
in March 1970. 

10. .As stated in the appraisal report, the Project for which the 
Bank loan was made is progressing satisfactorily, and the investments financed 
are sound; the 20 sub-projects visited by Bank staff were fotmd to be "sound, 
economically justified and well supervised". It is expected that the first 
Bank !Dan will be fully committed by the end of calendar 1971, and fully 
disbursed by December 31, 1972, which is the Closing Date in the Loan Agree
ment. ~le lending operations under the Bruruc financed Project have gone 
according to schedule, ADFI's activities outside the Project have fallen 
short of expectations. When the first Project was appraised, it was 
estimated that .ADFI could break even in 1970/71 when its lending operations 
were expected to reach a level of about $23 million equivalent. However, 
as of Februar.y 1971, flnFI had approved loans involving a total commitment 
of only $12.7 million equivalent. The profitability forecasts, have, there
fore, not been realized. It is now expected that ADFI's major activity 
for some time would be under the Bank's first and the proposed second Projects. 

The Project 

11. The proposed Bank loan will be used primarily for financing 
crop production on about 12,000 ha. of idle land; orchards ; dairy, poultr.y 
and sheep farming; and industries for processing agricultural products. It 
is expected that about four agri-business operations, in which far.m produc
tion will be linked to processing and marketing, would also be financed. 
Investments would be for land development and minor irrigation facilities; 
buildings, machinery and equipment; roads; planting material and livestock. 
The increased production will be mainly for domestic consumption, although 
some quantities of cotton and fruits may be exported. Market prospects 
provide a sufficient incentive for investment in these production activities. 
Farmers' and enterprises' financial benefits and the anticipated rate of 
return to the economy are satisfactory. 

12. The total project cost is estimated at $35.1 million, of which 
$15.6 million (44 percent) would be foreign exchange. .As under the first 
Project, 30 percent of the total project cost would be financed by the 
sub-borrowers, a similar amount by .ADFI and the balance of 40 percent from 
the Bank loan. In addition to their contribution, sub-borrowers will also 
be required to bear the foreign exchange risk. 
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The Issue of Interest Charges 

13. ADFI now charges 8 percent on its loans and a 1 percent commit-
ment fee on undisbursed balances. It has proposed that its standard 
rate remain unchanged but thc2.t the lending rates to agri-business, and for 
working capital, be increased to 9 or 10 percent. The appraisal report, 
however, recommends an increase in the standard rate to 10 percent with 
a continuation of the 1 percent commitment fee. 

14. The argument in the appraisal report (paragraphs 5.05 and 5.06) 
is basically that ADFI will not be able to operate at a profit without 
an increase in the lending rate and that a rate below 10 percent would 
imply a subsidy to project sub-borrowers resulting in an erosion of ADFI'e 
capital. other reasons given in support of a higher rate are: 

(a) that interest rates in Iran and on Bank loans have risen; 

(b) that present rates of interest in agriculture and other sectors 
from commercial sources are relatively high; and 

(c) that sub-borrowers can afford the higher rate because of the 
high returns they should reap from ADFI~assisted investments 
and because they e.re "usually well off -vdth substantial invest
ments outside agriculture". 

15. I am not wholly convinced by this reason:ing. There has been no 
change in the Central Bank's discount rate, since the increase from 7 to 8 
percent in 1969; moreover, other recent measures have reduced the structure 
of long-term rates in Iran. .ADFI's lending rate is not out of line with 
other long-term rates as evidenced by the figures in paragraph 2.16 of the 
appraisal report; only the Bank Sadarat, which mainly makes short-term 
loans which are rolled over, charges as much as 10 percent. Most of these 
rates are subsidized by Government in order to stimulate investment in key 
development sectors. I agree that the long-term objective should be to 
eliminate such subsidies, but am not persuaded that the ~nediate and 
complete removal of the subsidy to ADFI's clients, as proposed in the . 
appraisal report, would be conducive to agricultural development in Iran. 

16. In my view an important issue to be considered is the probable 
effect of a sharp increase in interest charges on farmers 1 willingness to 
invest. It is true that returns expected on li.DFI sub-projects are ample 
to support charges higher than the present 8 percent; but the fact that · 
farmers can still make a profit at higher rates does not mean that they will 
go forward rapidly with agricultural development projects. There are ot~ 
more profitable outlets for investment funds in Iran, and there is still 
a shortage of investors willing to put resources into agriculture. Greater 
private sector participation is urgently needed it the lag in agricultural 
growth is to be overcome. There is still a need to shift resources from 
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other sectors to agriculture, and for this to happen investors in agri
culture, including clients of ADFI, will have to feel that such invest
ments offer returns on a par with projects in industry and other non
agricultural activities. 

17. As far as ADFI 1s profitability is concerned, there are other 
alternatives to be considered which seem to be more appropriate than an 
increase in the lending rate. I£ .ADFI 1 s volume of lending is increased 
and the additional resources obtained either by a further increase in 
share capital over and above the Rls 400 million· suggested in the appraisal 
report and/or by a long-term loan on concessional terms from the Plan 
Organization, .ADFI could operate at a profit. However, the .Agriculture 
Projects Department does not believe that a sufficiently large increase 
in lending volume is likely. .P~ternatively, assuming that .JIDFI 1 s volwne 
of lending does not increase, a reduction in the amount of the Bank loan 
with a corresponding increase in share capital and/or a concessional 
loan from the Plan Organization would directly improve .ADFI 1s profit 
prospects. There are other possibilities, such as the implementation 
of .ADFI's m~ proposal to charge a higher rate from agri-businesses and 
for working capital, extending its appUcation to the larger farmers 
outside the agri-business categor.y. 

18. I am quite willing, however, to try for some increase in ADFI 's 
lending rate considering (i) the even higher rates charged by private 
money lenders and traders, who provide the greater part of agricultural 
credit in Iran; (ii) the increase in our own interest rate since the last 
loan t-Tas made to .ADFI; and (iii) the larger margin which .ADFI requires for 
supervision and other expenses; end we have asked !-lr. Eschenberg to 
discuss these points with ADFI, Plan Organization, the Central Bank and 
other interested parties. Nevertheless, even if .ADFI is still unwilling 
to increase its lending rate to 10 percent, I would recommend going ahead 
with the project rather than waiting for such an increase, because of the 
factors referred to above in paragraphs 1.5-17. In this event, we will 
stress, during negotiations, the need for ADFI to take such other measures 
as would be necessar,v to ensure its operating at a profit by 1973-74, the 
profit it makes by 1975-76 being sufficient to cover its cumulative losses 
up to 1973-74. Agriculture Projects Department recommends reference baCk 
to the loan Connnittee in the event that ADFI should be unwilling to agree 
to raise the standard rate to 10 percent. Hith certain other adjustments 
a rate of between 9 and 10 percent might be acceptable to the Agriculture 
Projects Department, but they take the view that unless a standard rate 
of at least 9 percent is agreed, the project should not be proceeded with. 
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Recontne:ldation 

19. 'ttJi th the exception noted in paragraph 18, I concur with the 
recommendation that the Bank should make a second loan to ADFI £or $14 
million and propose that representatives of ADFI be invited to Washington 
for negotiations. 

Attacbment Gregory B. Votaw 
Deputy Director 

Annex I: ns Year Operations and Lending Programs II 



.AimEX . I 

P~PULATIONI 26.3~ 
Page 1 of 2 

Gt.P PER CAPI s 280 
IvA I RAN · • 5 YEAR OPf.RATlONS A~O LENOl~G PROGRAMS 

CBY F'ISCAL YEAR • At40Ut.TS IN S MILLIONS) 
OPERATIONS PROGRAM 1972 1973 1974 1975 1976 .•................ •••• • ••• .... •••• . ... 
5•tRN•AC•O' At;RIC, CREOIT•AOFI I 1 lBRO 15.0 
5•tRN•AC•Ol AGRic.oEv.ru~n I I I IRRO 25 •. o 
S•IRN•AC•04 AGRic.oEv.ru~o IV IBRO 30,0 
5•tRN•AF•Ot AGRICULTURE•FtS~lRIES IBRO 30,0 
5•tRN•AI•03 IRRIG.PACKAGE SCKE~E I IP.RO 20.0 
5•tRN•AI•OG IRRIGATION OE Z IRRO 20,0 
5•1RN•AI•05 IRRIG.PACKAG£ SCKE~E I 1 IBRD 30,0 
5•tRN•AL•01 LIVESTOCK OEVTtl IRRO to.o 
5•tRN•AL•O? LIVESTOCK DEVTeii IP.RD 10,0 
5•IRN•CC•02 TELECOMMUNICATION I I ·I PRO 25.0 
5•IRN•CC•03 TELECOMMUNICATION 111 18RD 35,0 
5•tRN•00•07 IMDBI VI I core> IBRO so.o 
5•1RN•00•08 lt.t 0 8 I ·VI I l l8RD 50.0 
s•tRN•no-oq IMORI IX lARD 50 , 0 
5•1RN•EE•O' ARYA·~EHR U~IVERSITY IRRO 20,0 
5•tRN•EE•03 EOUCATION I I I taRn 20.0 
5•1RN•EE•04 EOUCATION IV IBRO 20 ,0 
5•1RN•PP•01 POWER IRRO 30,0 
5•IRN•PP•03 POWER lARD so.o 
5·• 1 R N • P P • 0 '5 POWER IV JRRO 50, 0 
5• I RN•.T A•O t AIRPORT I eRn 35,0 
5•1RN•TA•O?. AIRPORT IRRO 30,0 
5•tRN•TH•O~ •nr,HWAYS VI IRRO 40,0 
5•tRN•TH•07 t-4JGHWAYS J~RO 40,0 
5•IRN•TL•01 PIPELINES I PRO 33,4 
5•1RN•TL•02 PIPELINE li!RD ~o•o 
5•tRN•TL•03 PIPELINE I PRO so,o· 
5•tRN•TP•O?. PORT I8RD to. o 



PCPULATIONt 26,lr.t 
_f!JNNEX I 
Page 2 of 2 

G~P PER CAPI S 280 
IvA IRA~ • 5 yEAR OPERATIO~S AND LENDING PROGRA~S 

OPEHATIONS PRCGRAM 
CBY riSCAL YEAP • A~OUNTS IN S ~ILLIONS) 

1972 l97l 1974 1975 1976 

······-··········· .... - •••• •••• •••• •••• 

••••••••••••••••••••••••• • ••• •••• •••• •••• • ••• 
1964/68 t969/7l 1972176 ......................... 

lARD 141.0 661.9 888.4 I BAD 14ft,4 230t0 155.0 150.0 205 , 0 
JOA IDA 
TOTAL- 141.0 661e9 R88 1 4 TOTAL 148,4 230t0 155, 0 15 0.0 2015, 0 

•••••• ....... • •••••• •••••• •••••• ...... - • ••••• •••••• 
•••••• ....... • •••••• •••••• •••••• •••••• • ••••• •••••• 

NO 7 20 28 NO 5 7 5 • 7 

LENDING PRnGRAt.e ( 21101711) ........................... 

IBRD t 4, • 0 603,5 745,0 IBRD 145,0 175,0 14 0 , 0 140,0 145 ,0 
lOA lOA 
TOTAL t 4, • 0 603.5 -7-4 5. 0 TOTAL 145.0 175,0 140 ,0 14 0,0. 145, 0 ........ ------- ....... •••••• •••••• • ••••• • •••• • ··-···· •••••• ....... • •••••• •••••• • ••••• ....... • • • • • • • ••••• 
NC 7 17 22 NO • 5 4 •• 5 

p ~ R 07/13/71 

. 
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