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Conversation with the Shah of Iran at Blair House July 27, 1973 

1. The Shah used the conversation primarily to express his views on the 
political problems in the Middle East (the Soviet use of Baghdad as a center 
for Communist activity against Iran; the danger to Iran of the Soviet army of 
Iraq and Afghanistan; his hope that the countries of the region, meaning 
primarily Kuwait and Saudi Arabia, would ask for his military intervention 
in the event of military pressure from Iraq or other nations; the implications 
of the recent coup in Afghanistan, including the possibility that it was the 
Soviets who initiated the action through fifty junio~ military officers who in 
turn chose Daud as the political leader; the possibility that the Soviets 
intended the coup as a step toward dismemberment of Pakistan). 

2. The Shah said he was suggesting to Amuzegar that in his speech to the 
Security Analysts in New York he suggest the possibility of the Arab States 
chanelling their excess reserves through a bank to finance development throughout 
the developing world and he asked for my comment. I told him that my visit to 
the Middle East a few months ago was directed in part toward just that objective. 
As a first step, we hope to direct a portion of the reserves through the World 
Bank Group and that beyond that we believed it should be possible to establish 
other means by which their resources could be mobilized for development (I 
mentioned that just this morning I had authorized the assignment of Bank personnel 
to work with the Arab Development Fund to examine what institutional framework 
could be established for efficient investment of the oil receipts). 

3. I reminded the Shah that in April of 1969 I had expressed my disappoint
ment that the World Bank had not contributed significantly to the development of 
Iran and my desire that our operations in Iran be expanded substantially if that 
was the wish of the government. At that time he had indicated he wanted increased 
assistance from the Bank and I stated that we had in the five years ending July 1, 
1973 substantially increased our lending compared to prior periods. I said 
further it was our hope that we could increase the level of Bank assistance very 
substantially in the next five years, particularly in support of advances in the 
social sectors including agriculture, education, and population. He expressed 
appreciation of that objective indicating that the investment objectives of the 
Fifth Plan which are already large were being revised upwards. 

4. In conclusion, I emphasized we had but one objective and that was to 
assist him in the dramatic revolution which he had under way in Iran; that our 
technical assistance was, in my opinion, much more valuable than our financial 
assistance, but by its very nature, technical assistance might well lead to 
controversy and if the controversy ever reached a point where it was unproductive, 
I wanted him to inform me directly, either through Amuzegar or any other channel 
he chose. 

5. The Shah concluded by urging me to visit Iran some time soon. 

RMcN 
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1. A background paper (July 23) reviews the status of current 
operations in Iran. This note aims to identify a shortlist of possible 
areas for discussion during your audience, scheduled for 11 a.m. at 
Blair House tomorrow. 

2. Oil is always important in the Shah's calculations. It would 
be useful to know what developments he foresees, but I doubt that he 
will tip his hand in any very meaningful way. Two specific issues may 
be worth pursuing: 

(a) 

(b) 

Prospects for reopening Suez or building pipeline alternatives: 
More specifically, is there a role for IBRD in these gigantic 
undertakings? 

Tapping oil revenues for development: In the first big push 
for higher revenues a few years ago HIM argued forcefully 
that developed countries who were worried about higher consumer 
prices could lower their own internal taxes on oil products; 
meanwhile, he wanted a share of what had been collected in such 
taxes to finance development in Iran. Would HIM take the lead 
in imposing a tax on shipments of oil from Iran, the revenue 
from which could be administered by IDA to assist devel0pment 
of less fortunate countries? More generally, what are the 
ways in which countries blessed with oil can share this wealth 
in the interest of more widespread international economic 
development? In my view a gesture by petroleum exporting 
countries, combined with an invitation to importers to match 
their generosity, could produce significant resources for IDA 
and even more important psychological support for Replenishment. 

3. Agriculture and the rural sector are receiving more and more 
sophisticated attention by the Bank Group. In some ways the most ambitious 
effort the Bank staff has undertaken is the Task Force operation in Iran. 
Although you have exchanged letters with HIM on this and we arranged an 
audience for Sir John in October, tomorrow will be your first opportunity 
to tell the Shah directly of your hope that Iran will be the first member 

to enunciate and im lement a com r en~1ve P.ro ram or rura 
ou ave frequently reminded us of the ris s as we as 

of this pioneering venture. I believe HIM would like to 
you on this subject. 

/ 

1/ I believe the Alza Corporation of Palo Alto has offered HIM production 
rights for a new trachoma treatment process on the understanding 
that Iran will "invest"profits in free treatment services for LDC's 
especially in Africa. If there is any way the Bank or IFC can appro
priately assist in any dramatic development of this sort, we will 
of course do so. 
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4. This is obviously very delicate ground. HIM sometimes talks 
as if he already has a fully articulated program for the rural sector; 
we do not believe this. We also know that he is fed up with "effete 
Western intellectuals" criticising agro-business and raising questions 
about land reform; he has said that there is an "intellectual conspiracy" 
abroad to undermine his achievements and aspirations in the rural area. 
He has accused the Bank staff of joining in that criticism. (Actually, 
the Bank staff's first reaction to the agribusiness idea was that . 
investors were unlikely to go to Iran; later, when this proved wrong, 
the staff turned to a more constructive role of asking questions which 
need to be answered if Iran is to reap the full potential from agri
business. This Socratic gadfly role is seldom welcomed enthusiastically 
by anyon~and I believe it is fair to say that, in this case, the dialogue 
on agribusiness has never been entirely satisfactory to either Iran or the 
Bank.) Fortunately, Sir John Crawford's technical and diplomatic skills 
have now opened up constructive discussions (and serious studies) on a 
wide range of topics; I believe you have a report on this directly from 
Crawford. 

5. It will be important to learn how HIM views the Task Force 
effort and !rants rural problem generally. It will be even more important 
to reassure him that you personally will advise him or his Prime Minister 
on policy prescriptions emerging from the Task Force effort, that this 
advice will be entirely confidential and that if, in the end, the Bank 
and Iran cannot agree on joint programs in the rural sector you intend 
to see that we part company without animosity or any politically embar
rassing "confrontation". 

/ 

6. Bank lending in recent years and foreseen for future is largely in 
infrastructure and industry, at least as measured in dollar terms. Several 
points may be highlighted: 

(a) The Bank's proper role in Iran goes far beyond simple financing. 
We all know Iran has immense financial resources and considerable 
creditworthiness to enable very large direct borrowings in 
world capital markets. In these circumstances our financing 
is best tied to !lJ.stitutional improvements (e.g. sg_eamljped 
mana ement structures and modern ac ems in rapidly 
growing power and telecommunications sectors), better sector 
planning (e.g. industry, roads, pipelines, etc.) or ~ore care 
ro·ect anal si (e.g. Tehran water supply). Iran tends to 

find our questions and our institution-buildin too time-consuming; 
o 1cials say other money is available more readily from other 
sources. Of course it is! To some extent it is the very essence 
of the Bank's development mandate to explore with governments 
new dimensions in development planning. In the past the Shah 
has reacted very negatively to evidences of Bank leverage to 
force policy changes in Iran; he is proud of Iran's independence. 
Today we think we are working to support reforms he has decided 
to carry out, but he may still fear that Bank enthusiasts 
occasionally infringe on Iranian sovereignty. 
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{b) Although we are preparing to invest substantial sums in power, 
telecommunications and industry {provided these loans do 
assist with important institutional/structural changes), we 
would be happier with a mix of projects that had a larger 
percentage of social projects than is now planned. I for one 
think we should do much more in education and the Region has 
given first priority to projects in this sector; but these 
projects emerge slowly. We want to be more closely identified 
with HIM's social reforms than the present lending program 
foresees. 

7. Iran has been the most vocal member country, so far as I know, 
in criticising the Bank's policies regarding the allocation of currencies. 
Paragraphs 16-18 of the Background Note discuss this. Briefly, Iran 
objects to the Bank's practice of refusing to allow Borrowers to take 
probable future exchange fluctuations into account when awarding contracts; 
the low bidder gets the award even though Iran expects his currency to 
appreciate relatively to the second lowest bidder, and contracts are awarded 
in the bidder's currency- not in some "neutral, fluctuation-free" unit 
of account. Disbursements by the Bank are usually in hard currencies 
(recently, for example, largely in yen). And we call for softest currencies 
first during the amortization period of loans. All this makes IBRD money 
much more costly than 7-1/4 percent - and to some extent the price is 
unpredictable. The Iranians have done a lot of complaining about this 
during the last 6-9 months; as a result we have had many occasions to 
explain our predicament to them and to try to demonstrate that even at 
some cost higher than 7-1/4 percent IBRD funds are cheaper than alter
natives currently available to Iran. The Shah has probably heard ~omplaints 
about our allocation of currencies; it is much less likely that any Iranian 
has reported fairly to HIM why IBRD has had to continue operating with 
practices devised during a period of relatively stable exchange rates 
during the past two years of unprecedented fluctuations. 

8. Pollution and especially traffic congestion is a subject Iran 
is just beginning to take seriously. Given the shortage of water, I fear 
pollution may become very serious before any of us know what to do about 
it. Meanwhile, the traffic situation in Tehran is a scandal. Cars have 
become a symbol of economic development; this is crazy. Taxes should be 
raised even further, especially in Tehran; Draconian controls should be 
introduced along with rapid improvements in public bus transportation. 
Our project represents a small beginning; with HIM's energetic support, 
however, it could represent a major turnaround in favor of rational urban 
planning, and we are delighted that HIM has given the Government strong 
support in its efforts to create a strong Tehran Development Authority 
(now in the final stage of consideration by Majles). 

9. General: In any dynamic relationships there are arguments and 
complaints. There are plenty in our very active program in Iran. IBRD 
is thought to be rigid on procurement matters; our people think they have 
been very accommodating in response to Iran's suggestions and experiments. 
Such arguments are likely to be pursued vigorously in future; but we are 
working together, making adjustments on both sides and occasionally 
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agreeing to disagree and part company. Meanwhile, I suspect HIM is very 
much aware that some complaints he hears about IBRD have little to do 
with us really but are part of the clash of personalities within Iran 
(e.g. Amuzegar family against the Farmanfarmaians, Rouhani vs. Valian). 
Personally, I find it very hard to tolerate the Bank being misused in 
this way, but we have so far found no way to avoid it completely. 

10. Geopolitics: My best guess is that HIM will not discuss much 
about the Bank Group with you but will, as in the past, use the occasion 
to seek your views on political problems in the Middle East and South 
Asia and his plans for keeping peace in the Persian Gulf area. 

cc: Mr. Knapp 

GBVotaw:sap 
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DATE: July 23, 1973 

SUBJECT: IRAN: Background Paper 

1. HIM Mohammad Reza Shah Pahlavi will visit Washington from July 
24 untLl July 27, 1973. This note presents some background information 
on the Bankts lending program in Iran in the recent past ana the pros
pects for the next two years, the recently launched Fifth Five-Year Plan, 
the Agricultural Task Force ana the agricultural sector and matters 
currently of mutual concern. 

The Bankts lending Program in Iran in Recent Years 

·2. The Bank t s tota.L lending to Iran increased from $70 million in 
FY69 to $149.5 million in FY73o The net transfer of resources has 
increased from $1.8 million to $42.2 million over the same period. The 
program. has become fairly well diversified in this time: we have made 
three loans in the agricultural sector, two in telecommunications, three 
to IMDBI, two in power and one each in education, family planning, roads, 
pipelines and portso 

The Tehran Urban TrQnsport Project 
JC ifY_,_ 

3o A loan for the Tehran Urban Trru1.sport Project, a.p J.Se March 
1973, and egotia.ted in June 1973, is to be presented on August 7 The 
project focuses on improvements in public transport in Teh d .on the 
long-term institutional framework necessary to enable decisions on urban 
investments to be taken on the basis of a rational urban plan. The 
French consultants, SOFRETU, had recommended the construction of a metro 
for Tehran. · The Shah supports the metro. Haw ever, since this is such an 
expensive undertaking (some $10 million per km. ) the Government has agreed 
to revie'tv the SOFRETU study again, and have a further feasibility study 
parallel with the long term urban planning stuaies for Tehran, to examine 
the justif ication for a metro and the extent of construction that would be 
worth1-rhile in the first phase. The proposed Bank loan provides for detailed 
design of the first phase, provided the system is found to be economically 
justified. 

4. You might take this opportunity to commend the Government for its 
positive decision to enact a law to establish the Tehran Development Council 
to oversee all infrastructure investments in the city. The Deputy Prime 
Minister, Dr. Asfia, has extended considerable cooperation to Bank missions 
on this project. You may also 1dsh to tell the Shah that this will be the 
first Bank financed project in urban transport ; that you feel that the 
project in Tehran has good prospects of success in ameliorating Tehrants 
traffic problems ana in helping bring some rationale into urban decisions 
which have hitherto resulted in ad hoc growth; and that yo hope that the 
Government will continue to cooperate with us to ensure, for both Iran and 
the Bank, tha.t the project is successful. You coula also take this oppor
tunity to tell him that, for any public transport oriented policy to work, 
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it is necessary that the Government introduce and enforce measures 
limiting the use of private cars in most parts of the city. (Naturally, 
this cannot be done until an efficient public transport system is avail
able and this, we hope, will be the case as a result of the Bank financed 
project.) 

Prospects for Fuvther Bank Lending 

5. Over the next five years, the lending program contemplated amounts 
to $1,215 million, i.e. some $.240 million per year. This represents~ 
percent_J2f total gross foreiga bgrrowine~ ($8,100 million) required during 
this period according to the Fifth Five-Year Plan. For purposes of com
parison, the Bank's operations program would amount to some $1.7 billion, 
while Japanese delegations have pledged offers of about $1.5 billion 
(public and private), the Germans $1.2 billion and the British some $1 
billion over this period. The areas of particular concern to us have been 
agriculture and the social sectors. Recent statements by the Prime Minister 
and the Shah indicate that the Government is also concerned about progress 
in these areas and appears to be responsive to advice towards solving pro
blems in these sectors. The statements have emphasized regional and social 
development which is essential to improving the standard of living of the 
poor. 

6. Yru may wish to reiterate your desire to have the Bank finance / 
more projects in the agricultural and social sectors (without necessarily 
reducing our participation L~ traditional areas). 

Agriculture 

1. The Ministry of Agriculture (Rouhani) favors development through 
agribusiness while the Ministry of Cooperatives (Valian) favors the farm 
corporation route. This issue is affecting the Dez Irrigation project in 
Khuzestan where these Ministries have decided to test their two approaches. 
The Task Force is in the process of preparing a project for farm corpora
tions, but we would hope that the bulk of the projects prepared by the Task 
Force would be for the benefit of individual commercial farmers rather than 
large-scale agricultural operations. 

8. You may ask the Shah whether he has had any information on the 
Task Force now that it has been operating in Iran for four months. You could 
suggest that the Goverrunent make maximum use of the Task Force towards 
preparing projects they have in mind in agriculture and sui table for Bank 
financing, preferably those that would help the rural population. On 
agriculture, for example, the projects we have in mind for FY74 are in 
fisheries and credit. Projects for regional development and for livestock 
are planned for FY75. We have two further regional development programs 
scheduled for FY76-78 and would hope that these could encompass other 
social sectors such as education and nutrition in addition to their primary 
focus on agriculture. 
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Livestock 

9. On livestock, Minister Rouhani has decided to go ahead with his 
plans for large State-owned agro-inaustrial complexes in Moghan and Fars, 
based on sheep fattening. We would like to participate in a project 
oriented towards the breeding and rearing aspects to ensure an adequate 
input to the slaughterhouses. Crawford has been in Tehran discussing with 
the Ministry the project the Task Force might be asked to prepare. As 
Iran is foreseen to be a net im er the next ten years or 
more, this is a sub-sector which deserves much more active atten :1.on than 
it has received hitherto, and we would be glaa to participate in a meaning
ful effort to increase r.ed meat production in Iran. 

Social Sectors 

10. We have ma.de a first population loan in FY73_; it includes pronsJ.on 
for stuaies which shoula lead to a first loan for a nutri ·on roject in 
FY75 and in both these areas we hope to have repeater projects ever,r two 
years. You might commend the efforts made by the Goverrunent in the field 
of family planning ana its pronouncements to improve the basic diets of 
the poorer urban and rural populations. 

Education 

11. The Minister of Plan ana Buaget (Majidi) and. the Unaersecretary 
to the Minister of Finance (Agah) have recently reiterated their wish to 
have increased Bank participation in the social sectors, particularly in 
education. The next education project is still unaer discussion. · We had 
originally suggested a dispersed project for rural, vocational, technical 
and seconaary education in several provinces. The Government, however, 
has asked that we ~inance one or more of three large university-type 
projects: The Arya Mehr Tehni.cal University, The Pahlavi University in 
Shiraz ana The Hesarak Teacher Training Collegeo Their argument is that 
Bank procedures would be cumbersome for the dispersed (small) projects, 
which they coula ao themselves anyway. They are more concerned about the 
need for expanding higher education facilities immediately because 
Iranians obtain most of their higher education overseas at great cost to 
the country; furthermore, in their view the lack of research facilities 
exacerbates the braindrain. We are now exploring the possibility of 
combining one of the large projects with some of the lower level education 
projects. The Shah in the past, has been personally very intere . din 
4!'Xa Mehr and, juaging by the fact that there is pressure to go ahea with 
it, he probably still is. It would be useful for you ··.to know that a Bank 
mission will discuss the appropriate mix of projects to be financed in 
FY75 with Majidi, hopefully in the latter part of August. 

Public Utilities 

12. Power: We have explained to the Government that the Bank will not 
be able to finance the entire foreign exchange cost of the larger power 
projects in future and have discussed possibilities of joint and parallel 
financing and. some of the advantages of procuring items in large packages 
even if the Bank were only to finance a small parto The Government appears 

j 
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to be very interested in this approach and we hope to try it out in one 
of the next power projects. You may explain the results of the Bank ts 
efforts in mobilizing bilateral capital .for power projects in Mexico ana. 
Brazil. 

lJ. Water Supply: Bank financing has been requested for the Lar dam 
(Northeast of Tehran), aimed mainly at providing water for Tehran ts needs 
from the late 1970s onwards and at improving agriculture in the Hazano.aran 
area outsioe Tehran. The Government issued tenders in December, asking 
contractors to provide financing if Bank financing were not available. At 
our request for additional information to determine the economic justifica
tion, we tmderstand that the Shah personally decided to cancel the tendering 
and await the Bank's review. The additional information we sought has been 
received, but indicates that there may be advantages in first constructing 
the Taleghan Dam (on the Taleghan Rud some 80 km West of Tehran) and 
deferring Lar for a few years. We have asked for information on the compa
rison of cost streams and will review it when a pre-appraisal mission visits 
Iran during the latter part of August. Since the Shah was personally involved 
in the decision to seek Bank financing, he may discuss the importance they 
attach to immediate construction of Lar. If he does, you may wish to indi
cate the status as. far as our .review is concerned. Also, construction of 
the Lar dam will necessitate an increase in tariffs if the Tehran Water 
Board is to be able to service the debt. You might explain Bank practice 
whereby users pay the financial costs of utilities. 

Fifth Plan 

14. The Fifth Five-Year Plan, which came into force with effect from 
March 21, 197j, emphasizes larger investments in socia~ oriented sectors; 
50 percent of tota~ development allocations of Rls 1560 billion (approx. 
US$ 23 billion} is planned to be spent on agriculture, education, health 
and other socia~ services, ano. housing ano. construction, compared with 3~ 
percent in the Four·th Plan. 

Public Sector Allocations Under the Fourth and Fifth Plans 

TOTAL 

Agriculture and Livestock 
Education ana. Training 
Health ana. Other Social Services 
Housing and Construction 
Inaus try ana. Mining 
Power ano. Water 
Transport ana. Communication 
Other 

y Revised 1971 

Fourth Plan y 
Allocation % 

(b. rials) 

577 

51 
35 
so 
43 

116 
149 
131 

2 

100 

9 
6 
9 
7 

20 
26 
23 

Rials 68 .17 = US$1 from February lj, 197Jo 

Fifth Plan 
Allocation 
(b. rials) 

1,560 

208 
230 
169 
174 
230 
322 
221 

6 

% 

100 

13 
15 
11 
11 
15 
21 
14 
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The Fifth Plan envisages total Government development expenditure of 
about $23 ·billion equivalent (82 percent Government direct fixed invest
ment; 4 percent loans to private sector for fixed investment and 14 per
cent recurrent development expenditure) . However, the Government is also 
committed to spenaing increasing amounts on defense. In 197c defense 
expenditures were about $1. 5 billion (or about 10 percent of estimated 
GNP); they will probably approach $2 . 0 billion in 1973. As at mid-1973, 
it is estimated that military expenaitures will be equivalent to about 
11 percent of GNP and about 60 percent of oil revenues . Although Iran ' s 
justification for this level of defense expenditure is based on the 
grounds of regional stability, some criticism has been made of this policy 
as it causes constraints on the Government's development program. 

Economic Mission 

15. We understana. that a reVJ.s~on of the Fifth Plan is contemplated. 
Apparently, this will be focused partly on increasing the capacity for 
steel production . A Basic Economic Mission will be in Tehran in 
September ana this will be the first opportunity for the Bank to appraise 
the Fifth Plan in terms of targets, absorptive capacities, past performance, 
etc . Since the Shah gives the final word on these matters, you may mention 
the fact that the economic mission will be there and that we hope to be in 
a position to discuss the findings some time towards the end of the year. 
As there has been no economic mission to Iran since 1970, we hope to take 
this opportunity to analyze the situation in depth. You may seek the 
cooperation of the Government and indicate that the mission's findings 
1vill form the basis for the next review of the lending program in 1974. 

Other Matters of Current Concern in Iran 

16 . There are two main subjects of general concern to the various 
Iranian agencies that deal with the Bank, namely, foreign exchange risks 
and procurement. There are three main issues concerning foreign exchange 
risks; i . e . (i) Bank disbursements in hard currencies; (ii) the assumption 
of foreign exchange risk by sub-borrowers; and (iii) foreign exchange risk 
in procurement contracts . Attachment II (Part A) reveals that the currenqy 
distribution of the disbursed portion of the Iranian debt due to the Bank 
has shown a substantial change from March 31, 197c to June 30, 1973. While 
the portion denominated in US Dollars declined by 14 percent to $79 million, 
the portion denominated in Japanese Yen increased by 91 percent to $42.8 
million equivalent, and that denominated in Kuwaiti Dinars increased nine
fold to $20 . 4 million equivalent . The new currenqy distribution o1· Bank 
lending imposes a higher foreign exchange risk for the Government . More
over, Attachment II (Parts A & B) shows that, as of March 31, 197c, the 
proportion of the three most important hard currencies (Deutsche Mark, 
Japanese } ·en and Swiss Franc ) in the debt due to the Bank (37 . 9 percent) 
was significantly larger than for the total foreign public debt of Iran 
(10 .9 percent). This situation particularly affects agencies which borrow 
directly, as they find that their debt in Rials in subject to continuous 
fluctuations ana, in some cases, substantial increases . You may explain 
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that you have been concerned with keeping interest rates down to Bank 
borrowers as a whole, and that this necessitates borrowings of hard 
currencies. You might also explain the current proposals aimed at 
ameliorating the inequities of the present disbursement system. 

17. As the sub-borrowers of DFC•s are usually less solvent than the 
DFC, the Iranians have taken the position that the foreign exchange risk 
should. not be passed on to them but be borne by the DFC. Both lliDBI ana 
ADFI are preparing proposals on how they expect to cover themseives 
against foreign exchange risks. 

18. A third area of concern in Iran related to foreign exchange risks 
is the currency of contract signing for procurement under Bank loans. The 
Iranians would prefer to foliow commerciai practice, whereby biaders bear 
all exchange risks. We have explained to them that the Bank's practice is 
aimed at treating all members equaily and. that, in any case, over the life 
of the loan it is hard to foresee the relative positions of the various 
currencies and that there woulu be no advantage in denominating contracts 
in a currency of the borrower's choice. Also, if the borrower denominates 
a currency in the tender, the bidders may add a premium to their price for 
the exchange risk, thus distorting bid prices. 

19. Some Iranian agencies express concern at the Bank's relative lack 
of flexibility vis-a-vis civil works contracts. Thus far, unaer all Bank 
loans, all civil works contracts, mostly for roaas, have been awarded to 
joint ventures, or to Iranian contractors except in one case where foreign 
contractors were allowed to group bids ana local bidders were not. In 
view of the efficiency ana competitiveness of the local contracting inaustr.y, 
ana the fact that there are hardly any restrictions on foreign firms that 
wish to i'orm joint ventures with local firms and operate in Iran, they have 
sought to raise the size of the contracts eligible for ICB, ana to limit 
biaoing for some large works to local contractors. If the Shah raises this 
question, you may tell him about your efforts to examine what the Bank 
could do to develop domestic contracting industries; you may also wish to 
teli him of Sommers • study ana say that the Region vJ"oula, in future, have 
more flexibility in deciding the limits of contracts for ICB. You could. 
explain to him that it would not be possible to limit all bidaing only 
to local contractors unaer Bank loans. 

Mr. Benjenk•s Visit 

20. Mr. Benjenk is expected to visit Ircin in the first half of October 
for about ten days. This is his first visit to Iran ana you might propose 
to the Shah that it woula be useful if he coula have an auaience while he 
is in Iran, possibly towards the end of his stay. (By that time, we shoula 
also have a firmer iaea about the Lar ana Eaucation II Projects.) 

Oil Revenues for IDA 

21. During the Fifth Plan, Iran is allocating some money for aid to less 
fortunate countries. Afghanistan is one of the countries to benefit from 
this aid. Oil revenues are projected to increase from $2.5 billion in 1972/73 
to $5.0 billion in 1977/78 and to some $10 billion in the early 1980s. 
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Moreover, by the end of this decade, GNP per capita will have increased to 
close to $1,000. You may wish to explore 'ttVhether the Shah is inclined to 
allocate some of this increasing oil revenue for the IDA, thus helping 
Ira.n •s image as one of the more philanthropic 11 developingn countries. 

ESegura/SAiyer/gp 

cc : Mr. Knapp 
Mr. Benj enk o /r 
Mro Pollan 



ATTAC:JHENT I 

, ~~c!_?_9 in.L~9_l~ rc-~_. _ _::. 9t:_Z1 -19 7 J. 
' in .Jillions of ~igui valent ) 

. TOTAL 
FY69 FY70 FY71 FY72 FY73 FY69-FY73 

Dez Irrigation 30.0 30.0 

Agricult,ura~ Dev. FUnd 
of Iran 6.5 14.0 20.0 

Telecorrununications Co. 
of Iran J6.o 82.0 118.0 

Industrial .~-c Mining Dev. 
Bank of Iran 4.0.0 50.0 50.0 140.0 

Education 19.0 19.0 

Farnil y Plann:ing 16.5 
I 

16.5 
i 

Po1v-er I (TR!!;c) 60 .0 6C' p 

Pov-mr II ( T AV Pl'I ffi ) 51.0 51.0 

Hig .ys 42.0 h2.0 

Pipelines (NIOC) J2.0 J2.0 

Ports I (PSO) 29.0 29.0 

-- --
7otal Lending 70.0 48.5 165.0 125.0 149.5 558.0 

Gros-s Disbursements 18.8 25.1 43.3 59.1 81:5 

Less: Amortization 8.9 ·12.8 1J.6 17 .4. 21.6 

Equals: Net Disburse-
ments 9.9 12.3 29.7 hl· 7 59.9 

Less : Interest .~ Charges 8.1 9.4 11.0 14.2 17.7 ·~.( 

Equals: Net Trans fers 1.8 2.9 18.7 27.5 42.2 

L • 



A.' TUrAL DEBT DUE TO IBRD ( ll~ U.S} HILLION EQUIVALENT S): · 

As of 1' C1 ... ..:,~ of 
.harch._..ll, 1972 J·une JO, l97J:_ 

a . Disbursed: (7;) (%) 

US Dollars 91 . 9" . 4J .6 79 .0 32.6 

Deutsche Harks 43 .6 20.7 47.1 19 .4 

Swiss Francs 13 .9 6.6 17 .6 7 •.3 

Canadian Dollars 11 .1 5.3 9.9 .4 .. 1 

Japanese Yens 22 . 4 10.6 42 . 8 17 . 7 

Ku1v-ai ti DinE-rs 2. 2 1 .0 20 .4 8.4 

'Others 25 . 7 12.2 25 .6 10 .5 

sub t otal 210 .8 100.0 242 .4 100 .0 

b . Undisbursed: 3l.l:..3. ~ 

Total 524 .1 561.8 

'B . TOTAL PUBI~IC DEBT OU'I'ST J~'\TDTI~G (AS OF NJillCH 314 _1972 ): 

a • . Excluding IBRD: 

US Dollars 

·Pounds Sterling 

Deutsche :t-Iar l~s 

S1.;iss Fra.n.cs ·· · · 

Canadian Dollars 

Japanese Yens 

Others , including 
·Eastern 1urcjpe 

subtot&l 

IDHD: 

Total 

Amonn t in US$ 
llf.tillion Eoui valent 

--~,_G6J 

2, 038 .9 44 -7 

743 .1+ 16.3 

452 .4 9-9 

25.4 0. 6 

19.8 0.1-J. 

18 .3 0.}-~. 

L.£.6]-.:lt_ 2 7 . 7 

4:565 .6 100.0 

__ _22bl 

-~ ~ 089 . 7 

Average Average Gro.ce 
Interest Rate Period 

(%) --- (Years) --

5 . 76 2. 4 

6 .05 

.5.49 

6. 01 

7 .so 
5 -7.5 

5.14 

6. 70 

5.JC 

3-3 

2. 7" 

1 .4 

3·3 

3. 2 

2.1 

2.5 

2.6 

Net 
Increase 

-12. 9 

3-5 

3.7 

- 1 . 2 

20.4 

18.2 

- 0.1 

31. 6 

6 .1 

37-7 

Average 
riaturity 
(Year~ ) 

9.5 

. 9 .o 

11 .5 

4-h 

9. 8 

18 . 2 

11 . 3 

19:2_ 

12.1 



. c. PUBLJQ _ _l)EBT __ q_01'frP:_ACT_J?_D_ DQllDTQ._~Ei.:..b 1971 - DEC . 31 1971 
~--

~I OU...Ylt in us~ 1~ r • Interest Av . Grace AverDge 
a. ~eluding IBfi.D: l"'illion ~auivalent Rate Period Naturit :r 

--~--~c;;)- -~;-~ (Years) (Yevr-Sf 
u. s. Dollars 800.6 52.4 5.59 2 .• l 8.J 

Pounds Sterling 4.47. 9 29.3 6.52 J.5 8.4 

Deutsche Harks hL~. 9 2.9 .5.38 J.2 l4ol 

8-tviss Francs 

Canadian Dollars 19.7 l.J 7 ._50 J.J 9.8 

Japanese Yens 

Other 215.5. lh.l 1J:2_ l~ ll~ . .s 
subtotal 1,528.6 100.0 5-55 2.5 9. L~ 

b. I BRD : 82.0 ?.25 £.:.1 
't 
' 17 .f2_ - .. ·--~-
) 

Total 1,610.6 5.6h 2.5 9.8 
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1. The recent increases in the price of petroleum appears to place Iran 
close to the upper limit of those countries considered eligible to borrow from 
IBRD. With a per caput GNP currently equivalent to around $1,000 and expected 
to increase to $1,500 by 1977, the case for continued IBRD involvement clearly 
needs to be considered carefully. The following paragraphs list some considera
tions regarding the future role of the Bank in Iran, the position and ~ole of 
the Task Force, and the nature of any future Bank lending to Iran. 

The Role of the Bank 

2. The future role of the Bank in Iran clearly is going to be decided 
only after consideration of a broad range of . factors, many of which cannot 
properly be considered by the Task Force. On the basis of the information 
that is available, however, the following arguments can be put for and against 
a continuation of Bank activity in Iran. 

3. In the short- and medium-term, Iran patently does not need to use 
the Bank 1 s financial resources per se. Not only is Iran now able to generate 
domestically all the capital and foreign exchange that she appears able to 
absorb in the foreseeable future, but the leverage gained from her control 
of the strategically vital commodity of the lnoment enables her to raise funds 
overseas on highly favorable terms.~ These include suppliers• credit and 
export guarantees, particularly of military items and heavy industrial plant. 
The effectiveness of the leverage is illustrated by the recent agreements 
reached with several major industrial countries, including Japan and U.K. 

4. lran•s per caput GNP is now high compared with most developing 
countries and the continue d rapid growth anticipate d ove r the nex t few yea r s 
would normally be expe cted to disquali f y he r f rom access t o Bank cre di t . In 
these circumstances the Bank 1 s leve rage through lending on economic, s ectora l, 
or project policies wi 11 tend to decline. Although Iran may continue to need 
a range of advisory services for the forese~able future, she is well able to 
contract these commercially or under bilateral programs, as she already does 
on a large scale. In any case, the Bank is not . primarily a technical assist
ance agency and it is difficult to believe that there are not other countries 
that need or could benefit from Bank assistance in this field more than Iran. 

1/ This leverage arises not only from being . the world 1 s second largest 
petroleum exporter, but also from the fact that I ran is the only major 
Middle Eastern oil exporter not tb apply embargoes or quantitative lim its 
to oil exports on the basis of political considerations. 
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5. There are, on the other hand, three general arguments in favor of 
continued Bank involvement in Iran. The first is that Iran can probably now 
be regarded as a resource surplus economy, and therefore offers potential for 
Bank borrowing as well as for IDA replenishment . .!/ If the Bank wishe·s to raise 
capital in Iran, it may well be necessary to enter some quid pro quo arrange
ment under which the Bank provides technical assistance for Iran's development 
program in return for authority to raise funds locally. 

6. The second argument for continuing Bank involvement in Iran is that 
the present sit~ation Cdn be regarded as only a temporary state of affairs, 
and that trends in world prices wi 11 sooner or later compensate for the colossal 
advantage given by the current terms of trade to oil-exporting countries. The 
government of Iran has long viewed its oil wealth as a limited resource and 
therefore one to be exploited carefully and constructively. Long-term planning 
is based on the conservative assumption that oil revenues will no longer be 
available in 20 years. The recent boost in prices has done nothing to change 
.the basic strategy that Iran's economy must be independent of oi 1 by 1990. 
This being the case, it can be argued that Iran needs continued Bank support 
both now, in order to develop a non-petroleum economy, and in the future when 
the level of development ·of the economy is no longer disguised by huge petroleum 
earnings and when Iran will no longer be able to finance her development program 
solely with her own resources. 

7. The third argument follows on from this. For the great majority of 
Iran's population (perhaps as many as 70%) the level of socio-economic develop
ment implied by the national accounts is nothing more than a bad statistical 
joke. An estimated 70% of the rural population receive an income below $200 
per annum,Y and it is probable tl)at . thc majority of the urban popul.Jtion is 
in .J imi lar income cat 9ory. 13y C'lny sL EmdarcJ, these 7.0 mi 11 ion or o pers on 
arc cl igiblc for 13ank assistance. In other words, it c<Jn be urgucd tl1at 13ank 
activities that are likely to benefit these sections of the population should 
be continued irrespective of the degree of wealth revealed by the GNP. In Bank 
terms, ·this argument would indicate continued support for rural development, 
urban development and education. 

8. The deci~ion regarding the future role of the Bank will take into 
account also a number of other factors, not least of which wi 11 be the attitwde 
of the government of Iran. Early indications are that there ·is a debate going 
on within the government; on the one hand there are those (largely those on 
the planning and policy side) who wish the Bank 'to continue to be involved in 
development of the country's economy in order to provide monitoring and cbntrol 
of the use of funds, planning, and technical services ·and to add weight to the 
reformist elements .within government. On the other hand, there are those, parti
cularly in the executive ministries, who see little benefit to be gained from 
Bank participation, which inevitably brings with it standards of evaluation and 
implementation and a number of condi·tions that are considered irksome and that 
only slow ministerial programs. Even if the government- decides to continue the 

1 I This possibility is enhanced by the recent removal of foreign exchange .. 
controls. 

2/ ' Task Force esti]llates that 40 per cent of the rural population probably 
s t i 11 receive a p~r caput income below $100 per annum. 
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of act1v1ty in which the Bank wi 11 engage -- whether 
technical assistance-- wi l l inevitably affe ct mostly 
Without the goodwi 11 of those minis tr ies it is · l ikely 
to achiev~ Jess h~ving lost t~~ lever~ge that financing 

Q. 

9. . If it· is .assumed that both . th,e Bank and the governroE;.n"t agree that the 
Ban~ · should co~tinue its involvement in 'Iran, there th e n a r ise s ·. th~ prcbl1m of 
what form this !nvo1vemeht shbu 1d take r Should the Bank continue a financing 
role, or should it be restricted to a technical assistance function? If financing 
is to continue, what should be the conditions of future loans? If the rationale 
of continued lending · is to obtain leverage on policies and programs in specific 
fields, then the Bank wi 11 have to finance a s~gnificant share of project costs. 
But if lending is to be concentrated on the socially important sectors -- rural 
and urban development, education -- the foreign exchange component of project 
costs is likely to be low. To be able to gain the desired leverage, the Bank 
would therefore in many cases have to finance local costs. This, presumably, 
would meet with considerable opposition. There would also be a lot of pressure 
on the Bank from Iran to change · its normal loan conditions; this is discussed 
in paras. 18-19 be 1 ow. 

10. The ~lternative, however, is also unattractive. For the Bank to per-
form a technical assistance function without the backing of any financial com
mitment will almost inevitably .lead to the Bank becoming as ineffective as the 
other technical assistance teams in Iran, whether provided as part of aid or 
bilateral programs or contracted commercially by the government. In many cases 
they are simply ignored, and the influence of such teams on policy formulation 
or program implementation has been negligible. The Bank may be able to 1 ive on 
its prestige and goodwi 11 for awhile, but it wi 11 eventually meet th~ same fate. 
A Bank advisory group co~ld have some influence on the Plan Organization, but 
the P.O. itself has limited influence over the executive ministries. And the 
executive ministries themselves would in most cases be potentially hostile to 
Bank advice in these circumstances . . This relationship might be satisfactory 
if the Bank is merely se~kih~ some token input in return for authorization to 
raise capital locally. But it would be unsatisfactory if the Bank is seeking 
to infl .uence pol icy and programs in critical sectors. For Bank assistance to 
be potentially effective either it would have to be backed by a significant 
financial commitment, or it would have to be dire6ted to the ~xecutive ministries 
at the request and with the goodwi 11 and support of those ministries, or it would 
have to be acting for and with the support . of a supra-ministerial authority (much 
of the influence of the Task Force rests on this last condition, and reference 
to the agreement between Mr. McNamara and His Imperial Majesty has been critical 
to the development of a dialogue with the executive ministries on a few occasions). 

The Role of the Task Force 

1 l. If it is decided that the Bank should continue to be involved in Iran's 
development, then the role of the Task Force comes up for discussion. It would 
appear that the Task Force .would have a major role to play in future Bank activity 
because such activity appears likely to include more rather than less emphasis on 
the kind of planning and policy assistance that the Task Force is providing, and 
because the fields of agricultural and rural development are likely to be given 
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high priority in· future Bank involvement. The question remains, howe ver: 
what form should the services to be pro'vided by the Task Force take? 

12. Before tackling this question , it is necessary to make the point 
that there is a strong case for the continuation of Task Force activity in 
the field of agricultural and rural development. There is general agreement 
that progress in these sectors over the past deca·de has been . minimal and that 
a subsiantially improved performance in the Fifth and Six th Plans (1973-1983) 
is essential if major social and economic problems are not to emerge. The 
social arguments are that the rural population has benefitted 1 ittle from 
Iran's recent economic growth, and that both relative and absolute rural 
poverty is .li kel y to continue unless a major effort to improve on past per
formance is made now. The economic arguments are two-fold: first, that the 
continued expansion of Iran's industrial sector requires that the rural popu
lation (58% of the tota1 population) enter fully into the monetary economy; 
and second, that the impact of food shortage and high world food prices that 
hit Iran in 1973 should be avoided in future by a reduction in Iran's dependence 
on wor 1 d markets · for s tap 1 e food .c.ommod it i es. · 

. . 

. 13. This emphasis on agricultural and rural development is reflected in 
pol icy statements ('in the Fifth Plan and in numerous statements from the Shah 
and political leaders), in the substantial increase in budgetary allocations 
to the agricult~ral ministries, in the increased authority and activit~ of the 
agricultural ministries, and in the very large programs for agricultural and 
rural development that have been proposed and are being drawn up. In other 
words, there is recognition of the need to give priority to these sectors, and 
there is substantial financial and politica l commitment to this end. What is 
lacking at present are the .channels -- the means of raising rural production 
and income levels in a largely traditional rural society. It is in this respect 
the conceptualization, formulation and implementation of effective programs-
that the government needs, and appears to want, assistance. 

14. It is possible to visualize the Task Force operating in one of the 
following capacities:2/ 

(a) As a general policy and planning advisory group attached to 
the Plan Organization. This could involve expansion of the 
Task Force's terms of reference beyond the field of agricul
tural and rural development. 

(b) As a pol icy and technical advisory group attached to one or 
more of the executive ministries (i.e. Ministry of Agriculture 
and Natural Resources, Ministry of Cooperation and Rural Affairs, 
or Ministry of Water and ·Power). 

,~ (c) As a combination policy advisory/technical ass i stance/project 
preparation group working with al 1 agencies engaged in rural 
development, similar to the role of the Task Force to date. 

15. All these alternatives have their disadvantages. The first-- the 
general policy advisory role attached to the P.O. --would be the neatest 
administratively and would follow precedents (e.g. the Bank office in Djakarta). 
It would, however, also tend to be the least effective. Although the P.O. would 

1 I See Annex 1 • 
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probably welcome this type of relationship with the Bank, the P.O. is now so . 
weak vis a vis the -executive ministries that the role of the Task Force would 
be so divorced from the practical problems of rural development and program 
implementation·as to be almost academic. In other words, although there is 
a substantial need for the type of assistance that the Task Force could pro
vide, within the existing political set-up it would not be possible to provide 
this assistance effectively through the P.O. 

16. The second alternative is also unattractive. The nature of the 
decision-making process .in the agricultural ministries is not such that c:\ 

Bank advisory group would be likely to be effective. A number of such groups 
already operate ineffectively. The planning and evaluation capacity of the 
ministries is rudimentary, and these departments are weak in relation to the 
deputy ministers charged with policy execution. There is every possibility of 
the advisory group being largely ignored or utilized only to support one party 
or another in inter- or intra-ministerial battles. 

17. The third alternative has proved ~elatively effective to d~tc, wiLh 
the Task Force maintaining a political independence while retaining some influ
ence with the ministries through its authorization from His Imperial Majesty 
and through the leverage gained through actual or potential lending by the 
Bank. It does not seem in future, however, that the leverage gained from the 
Bank's financial support wi 11 be retained-- even if the Bank should continue 
to lend to · l([an, it is reasonable to as.sume that the leverage it will gain from 
lending wi 1 l be reduced. For the Task Force to be effective, however, some 
influence or leverage is essential. For this reason it is more important than 
ever that the work of the Task Force continues to be supported at the highest 
level. It can be expected that with the changing role of the Bank in Iran it 
will be necessary to redefine the terms of reference of the Task Force. The 
least precondition that will be necessary for the effective operation of the 
Task Force is that the support for its role and authorization of its terms of 
reference be restated at the highest level (i.e. between His Imperial Majesty 
and Mr. McNamara) . . Without this support, it is 1 ikely that the effectiveness 
of the Task Force would deteriorate to the level of other technical assistance 
agencies in Iran. 

Conditions for Bank Lending 

18. The government of Iran-- and particularly the executive ministries 
in agriculture -- have {rightly or wrongly) resented the conditions applied to 
Bank loans to Iran. To a large extent this - resentment is caused by the much 
higher standard of evaluation, implementation and accounting that such condi
tions necessitate. The government also argues, however, that some of the ~on
ditions are petty ~nd are inappropriate for an economy at I ran's stage of 
development. This argument is applied particularly to projects in the depressed 
agricultural and rural sectors. With the recent increase in oi 1 prices, the 
government is less likely than eve·r to be willing to accept those loan or pro
ject conditions that it considers unteasonable . 

. . 
19. If it is decided to continue lending, however, then some of the con
ditions . traditionally applied by the Bank to its loans may have to be changed. 
Central ministries, taking an overall view, do not wish to lower the standards 
applied by the Bank for the objective evaluation or effective implementation or 
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~ontrol of projecis. Any such pressure must obviously be resisted. Indeed· 
w i t h I ran 1 s i n c rea s e d f i nan c i a 1 res o u r c e s , · t h i s form of con t r o 1 i s mo r e n e c e s -
sary than ever if serious wastage of funds is to be avoided. But some of the 
detailed loan or project conditions wi 11 undoubtedly be unacceptable to the 
government and the Bank may need to modify its traditional position o~ tertain 
issues in the changed financial situation of the country. The following is a 
partial list of some of the terms and conditions traditionally applied by the 
Bank to its projects. 

Terms of Bank 'loans. There does not seem to be any case for changing 
the terms of Bank loans to the Iranian government (maturity, grace periods, 
interest rate) . .l/ 

Size of loans. In terms of Bank strategy, there may well be a case 
for a gradual reduction in the size of Bank loans.and in the share of project 
costs financed through such loans. If loans are to be continued in order to 
gain leverage for technical assistance, however, it wi 11 not be feasible to 
reduce too much the proportion of project costs financed through Bank loans. 

Local currency financing. There is clearly no case for financing 
local costs on country grounds. It .can be expected, however, that in the 
priority sectors -- rural and urban development,education -- the foreign 
exchange component of projects will often be low. If the Bank is to be able 
to influence such projects, there wi 11 therefore be a case for financing local 
costs. Whether or not ·the Bank should do so wi 11 depend largely on· the extent 
to which the Bank will acquire· its influence thtough financial leverage or 
other means. 

Procurement~ Iranian legislation requires all goods to be ~rocured 
locally when available. There does not appear to be any case for relaxing the 
normal Bank requirement for ICB in relation to financing of projects in Iran. 
This, however, wi l 1 increasingly lead to · reserved procurement for the purchase 
locally of certain goods. In agricultural projects this will apply particularly 
to tractors, agricultural machinery and well pumps · and motors. As a consequence, 
the amount of foreign exchange el igi.ble for IBRD financing is 1 ikely to be reduced. 

Project selection. It would appear that the Bank can play a major 
role in assisting the government in i.ts analysis of sectoral priorities and in 

.project selection. To do this effectively, however, wi 11 require a continual 
and close monitoring of the Iranian s .ituation. It is im~ortant that the Bank 
be increasingly rigorous in the selection of projects to be financed. 

Project feasibility. Feasibility analysis of agricultural projects 
is generally poor, with. the consequence that a number of poorly conceived or 

· designed projects have been initiated. The Bank must continue to be rigorous 
in its technical and economic analysis of projects in this sector. In respect 
of the financial feasibi 1 ity of projects, however, the rigour of the criteria 
applied should depend on the nature of ownership of the enterprise. If the 
project is one of public sector investment through a state-owned body, then 
given the explicit government policy of transfer of resources to the rural 
sector the financial feasibility of the projec~ -- i.e. the returns to the 

1/ It may be necessary, however, to . change the cond~tions governing the use 
of such funds; these are discussed below. 
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project agency in relation to its costs -- is not of critical . importance if 
the technical and economic feasibil .ity of the project is demonstrated. If, 
however, the beneficiary of the project is a private i~dividual or body -- as 
in credit projects -- then it is essential that the financial feasi.bi 1 ity of 
the project be established. 

Recovery of project costs. Traditional Bank practice is to require 
ful .l recovery of current project costs and .as full recovery of capital costs. 

·as· the project can· affo~d. This pol icy, however, has been evolved for resource 
. deficit economies where fiscal difficulties or other problems of resource mobil i
zation have limited the development program of the government. In Iran, however, 
these problems do not ·arise and at the present time and for the immediate future 
I ran wi 11 be a resource surplus economy.- Recognizing the social and economic 
importance of stimulating production and raising incomes in rural areas, the 
government has adopted a pol icy of transferring resources to the rural sector. 
One form of such transfer is to finance development in agriculture in the form 
of grants or ''soft 11 loans. This the government is now planning to do on a wide 
scale, but at a level commensurate with the resources available to th~ public 
sector. The direction of these transfers cannot be faulted on economic or 

·. sectoral grounds, and future Bank lending in the rural sector will have to 
accept that the level of cost recovery wi 11, as a matter of pol icy, be low. 

Subsidies. A similar argument applies to the granting of subsidies 
for agriculture and rural development. The government is developing a wide 
range of subsidies as part of its pol icy of transferring resources to the rural 
sector. These include low interest rates, investment grants, · subsidies on 
ferti 1 izer and improved seed, tax rebates and support prices. Again, the 
orientation of these subsidies appears to be in line with the economic and 
sectoral priorities of the country, .and the level of subsidies appears to be 
within · the financial resources of the government (thJs aspect wi 11, however, 
need to be kept under review). If the Bank is to finance projects in the rura~ 
sector, therefore, it wi 11 have to waive the traditional rules against factor 
subsidies -- rules which again have been developed in economies greatly differ
ent to that of Iran today. 

Institutional structure, technical assistance, training and monitoring. 
The interest of the government of Iran in continuing · its relationship with the 
Bank probably rests largely in its belief that the Bank can provide useful assist
a~ce to Iran's development effort in ihese areas. The structure of the institu-
t i on s act i v e i n a g r i .c u l t u r a 1 and r u r a l de v e 1 o p men t i s p a r t i c u 1 a r 1 y weak , ·.an d p r o
yides one of the major constraints to . the implementation of Iran's programs in 
these sectors. The Bank should give .high priority to th'e·· imr:>act of future pro
jects on the structure of the institutions concerned. It cancbe expected that 
most.· projects in .tbe rural sector wiJ l ,call for skills and expertise not readily 
av~~~able in l' ran. There will undoubt~dly be a need for tec~nf~al assistance-
particularly in the e~rly phases of the project-- and there wi 11 in most cases 
be a need for a training element in the project. As most of the projects in 
agriculture and rural development are likely to have similar training require
ments, there is probably a case for a systematic analysis of training needs 
across the sector. Bank financing could then ·.play a constructive role in meet
ing these needs in the medium- and long-term. The final contribution that the 
Bank could make through its projects is by mqnitoring the expenditure of funds 
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~nd project implementation. This monitoring.·can be done both directly, by the 
Bank itself, and - - perhaps more importantly - - indirectly through the estab-
1 ishment of a monitoring and evaluation capacity within the executing agency. 
As the level of expenditure in the rural sector increases, so the need for 
independent control of the use of funds grows . · 

AKStapleton / OTWPrice : omc 



Annex 1 P,L TcT~Ni\ T IVES FCR THE:: Bnr~K AND THE TASI~ FORCE Ir~ IRf\N 

Alterriativ~ Role of Bank 

·. 

A. No further 
involvement 
- no lending 

B. 

c. 

D. 

E. 

- no borrowing 

As for·Part l country 
no l ending· 

- borrowing and/or 
ID A re plenishment 

As for Part l . country 
but with advisory 
in~u t 
- no lending 
- borrowing and/or IDA 

· replenishment 

Combination of 
borrowing plus 
lending, with net 
transfer of resources 
out of Iran 
- lending 
- borrowing · and/or IDA 

replenishment 

Continued lending, 
with net transfer of 
resources to Iran 

lending 
- no borrowing 

Nr:: ed for 
Bank Nature of Bank 
PreSence Presence 

No None 

No 

Yes 

Yes 

Yes 

None 

(i) General advisory 
group 

(ii) . Agricultural 
advisory group 

(iii)Resident 
representative 

(i) General advisory 
group 

(ii) Agri c ultura l 
Task Force 

(iii)Resident repre
. sentati ve 

As at present 
.(i.e. Agricultural 

· Task Force) 

Role of Task Force 

~Jone 

(i) To be expanded 
- to general 
ad visory group 

(ii) To become 
agricultural 
advisory group 

(iii)To"be replaced 
by resident 
representative 

(i) To continue 
along pre sent 
lines 

(ii)To be expanded 
to general 
advisory group 

(iii)To be replaced 
by resident 
representative 

To continue along 
pr.esent lines 
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OFFICE MEMORANDUM 
Files DATE: Marc}l 13, 1974 

, FROM :~ de Lusignan, Division Chief", EMFNA CP 1B 

SUBJECT:/~- Mr. McNamara's Visit to the Plan and Budget Organization (PBO) 

< l 

1. On February 21, 1974, Mr. lv!cNamara paid a visit to the Plan and 
Budget Organization (PBO). He was received by Dr. Hajid Majidi, ¥.inister 
of State in charge of PBO. Mr. McNamara was accompanied by Messrs. Benjenk, 
Ljungh and de Lusignan. Also attended tr..is meeting: Hr. Hejloumian, 
Undersecretary for Planning at the PBO, Mr. Safavian, Undersecretary in 
charge of Budget at the PBO, Dr. Manuchehr Agah, Undersecretary of State 
for Economic Affairs, Ministry of Finance, and Hr. Firouz Vakil, Director 
Planomatrix Bureau, Mr. Mehdi .Amin-Saler.d., Director of Information and 
Public Relations, Hr. Bakhtiar, Adviser to the l1anag111g Director of PBO, 
Ivlr. H. Ashraf, Director Social Planning Bureau, · Mr. Farrokh Aminzadeh, 
Director of the Population and I1&'1pOHer :3UI'eau, Hr. Fereidoun .Hobasheri, 
IQrector of Natural Resour ces and Envirorunental Protection, Mr. Mohsen 
Fardi, Director of International ~conornics Bur eau, all from the PBO. 

2. l1inister Hajidi opened the meeting by briefly smnniarizing the 
good relationship that the Bank and the PBO had entertained over the last 
15 years, and expressed his appreciation for the most recent operations 
that the Bat"'1.k has processed. He referred to the chanees uhich had occurred 
since the Fifth Plan, and stressed the neH era -vir.d.ch had now started and 
which will lead to a revision of the targets initially set up for the Fifth 
Plan. He informed Hr. IvlcNamara that in this context , his staff was preparinc 
a 20-year perspectives survey. By the end of April 1974, a first picture 
of the 20-year perspectives would be available, and by July, the Fifth 
Plan 1-1ould be revised. Tl1is revision 'tvould enable the PBO to prepare neJ-..rt 
year 1 s budget. l:Iinister Majidi also indicated that a much more flexible 
budgetary system had been instituted, vThich covered a two-year period and 
would take account of the targets of the Plan. With respect to future 
operations 1-r.i. th the 1-Jorld Bank, he assumed that on the basis of the ne1v 
situation in Iran, and the new type of relationship 1-lhich was going to be 
established, the Banlc ~-;o1.lld continue to lend for certain types of projects. 
He informed Mr. NcNamara of the list of projects which had been prepared for 
Bank consideration, and which was about to be transrni tted to \-J'ashington;. He 
emphasized that cooperation with the Bank 1rould not be for foreign exchange 
as such, but to obtain technical advice on how to prepare and evaluate 
investment progra.111s and specific projects. He hoped that Bank involvement 
would hel9 improve the administrative and financial discipline of those 
agencies which could be.LJ.efi t most from the Banlc 1 s teclmical advice as well 
as from Bank loans. 

3. . Minister l·fajidi then asked his colleagues to draw up certain 
general considerations for the information of l'Ir. McNamara. Several 
speakers referred to the increasine oil revenues, but also pointed out 
that these sources would be available for a certain limited period of time 

Presi e 1 has seen 
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of about 20 to 25 years. Foreign exchange surpluses resulti~g from the 
oil revenues would have to be used t0 accelerate economic growth, while 
simultaneously Iran would look for oil substitutes in a long-te~ perspective 
to keep the momentum of gro-vrth rate. A non-oil sector would have to be 
developed. In this perspective, 1-ir. Hejloumian mentioned as major constraints 
the development of urban centers, lagging and remote underdeveloped regions, 
as well as shortages and 1-realmesses in the agricultural sector. In other 
words, the PBO has to define as soon as possible, what type of economy Iran 
would be confronted 1d thin the coming 15 to 25 years, and 1-1hat readjustments 

.would have to be made, once oil and gas resources taper off. A major 
concern is to develop by-products from oil. While the public sector will 
be the determining factor for development, in the short and medi"Wn term, 

' private sector and private consumption will, in the longer term, be much 
more important than today. It is therefore necessary to split the GNP 
not on the basis of oil revenues, but on the basis of the oil and the non
oil sectors. The Plan has to set up a strategy for year 2000, to enable 
the economy and the social structures .to keep up vr.ith a reasonable growth 
rate and to generate income from other sources to avoid a critical recession, 
which could be foreseen when oil resources decline. Long-term growth 
perspectives will depend on improvffinent and development of industr.ies 
and services as well as agriculture, with special emphasis on regional 
development. 

4. One of Minister Majidi 1 s assistants mentioned the very important 
problem of population, which today is 31 million and 1vh:i.ch is bound to 
reach 50 million 1-d thin 20 years, more specifically by 1991, at which time 
the annual growth rate will be 1 .6% against 3% today. 

5. With regard to this last point, Mr. McNamara stressed the serious
ness of' the population problem and urged that inertia, 1-1hich is the strikine 
feature of population sector all over the world today, should be fought 
forcef'ully, i.e. by looking ahead to measures on hov1 to do much more to 
reduce population rate. Even 1d th a lesser percentage rate than the one 
forecasted in 1 991, Iran 1 s population might well reach 1 00 million persons 
by early year 2000. This would of course create dramatic proble..rns. There
fore, a major ef£ort of plannine is necessary, data collection has to be 
made on how one can influence the forces that control the population rate. 

6. Mention was made of the importance, within the corning 25 years, 
to make a major effort in education and training. The Education Mission, 
which just arrived in Iran, was commended and the PBO hoped that -Bank and 
PBO staff would be able to analyze in depth the problems and solutions which 
this sector is facing. Suggestions like a new approach for training general 
practitioners, to revitalize traditional medicine, to train teclmicians and 
midvdves instead of doctors for remote areas, were made. 

7. The entire problem of rural development, not only in terms of 
improvement of agriculture, but also in terms of introducing industrialization 
to rural areas, such as in the promotion of small-scale industries in order 
to create jobs in rural areas, was elaborated. 
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8. Finally, one representati v.1 of the PBO mentioned the important 
problem of meat production, which is presently at 450,000 tons ~ year and 
which should reach 4 million tons a year by the end of the century. This 
involves a major effort which may not be fully successful and which may 
lead to seek protein substitutes in the longer term. In this respect, 
the figures of 9 to 10 million hectares of additional cultivable land was 
mentioned against 3.5 million under irrigation today. This objective 
seemed almost impossible, due to the shortage of water. One speaker 
concluded that while Iran could be self-sufficient in wheat, sugar and 
rice, the real bottleneck was availability of protein. 

9. Mr. }icNamara found the presentation made by Minister Majidi and 
his colleagues extremely interesting and highly sophisticated, and -vras 
extremely pleased by the points made by them. He too~ the opportunity of 
saying that, while he did not want to elaborate as yet to future offset 
arrangements which might be agreed upon between Iran and the Bank, he would 
like to knou in ,;mat areas the Government of Iran and more particularly, 
the PBO, would like to obtain the teclmical advice of the Bank and the 
B~s intervention and suggestions L~ reforming some institutions of the 
country. He felt, e.g. that Bank financing and involv~nent in projects 
like pov1er generation or support for banks like INDBI 1vere not required 
any more, 'tvhile agriculture, education, population and urbanization 1vere 
four sectors 1vhere Bank kno-vrhow·, advice and contribution could be helpful. 
Actually, he added, due to the sophistication of Iran 1s investment programs 
and objectives, the Bank could learn something in the process. The Baruc 1 s 
involvement could result in bringing out, in a joint effort, some ne1-1 
innovati ve ideas which could be helpful also in . other parts of the world. 
He concluded that a country like Iran has a dual - economy and that the 
presence and the benefits gained by oil was also creating a very important 
income distribution problem and such type of dual economies were the 
toughest. There was need, therefore, to refine as much as possible existing 
and future data on the Iranian society, so that ill-founded assumptions 
may be prevented and productivity in all sectors may be increased. 

0 

10. Minister Majidi concluded that the sectors mentioned by Mr. 
McNamara were definitely those in which they would 'Wish to have the Bank's 
advice and contribution. He added that he was aware of the necessity to 
refine statistics in the co\Ultry and he indicated that an information 
center and a data baruc were being established. Finally, he again expressed 
his appreciation for the work carried out until now by the Bank staff in 
Iran. 

Cleared "With and cc: Mr. A. E. E. Ljungh 

cc: Mr. R. s. l-1cNamara 
Mr. B. J. Knapp 
Mr. M. P. Benjenk 
Mr. w. A. Wapenhans 
Mr. G. B. Vota\t 
Mr. N. Horsley 
Mr. A. Karaosmanoglu 
Sir John Crawford 
Mr. o. Price 
Mr. ~v • Nijhof .. Mr. v. ~~tt GdeLusignan/mj Mr. G. 
~r. R· ~a;fes .,...,. - n ~n 





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

OFFICE MEMORANDUM 
TO: Files DATE: February 5, 1976 

FROM: W. A. Wapen a s 

SUBJECT: IRAN - Working Luncheon with Ambassador Amuzegar 

1. A working luncheon took place on February 3 at 1 pm. In addition 
to Mr. McNamara and Ambassador Amuzegar, Mr. Knapp and I attended. After 
the usual courtesies, the present and future status of Iran-Bank relations 
was discussed. 

2. Ambassador Amuzegar stated that, following an audience with H.I.M., 
The Shah of Iran, and after consultations with Government officials in Iran, 
he could envisage the future relationship to rest on the following principal 
components: 

i) technical assistance would be continued on a reimbursable 
basis; 

ii) the offset arrangement for previous lending ($50 million), 
already agreed in principle, would be completed in ac
cordance with mutually agreeable disbursement procedures 
still to be worked out; 

iii) the Bank would continue to process the three agricultural 
loans in the pipeline, subject to the Board's approval, 
and the Bank's management would undertake its best e,fforts 
to secure such approval; 

iv) future lending to Iran would be offset by an undertaking in 
principle to co-finance in equivalent amounts Bank-supported 
projects in third countries for which requests for financing 
would have been received by Iran or the Bank and which would 
be located in countries to which Iran wished to extend dev
elopment assistance; and 

v) provided the above components were acceptable to the Bank in 
principle, Iran would participate in the capital increase 
of the Bank and IFC (but not in the replenishment of IDA). 

Ambassador Amuzegar stressed that these were integral parts of a package and 
should not be treated separately. He added that Iran expected to be treated 
as a Bank member subject to the same criteria and constraints normally applied 
to countries of a comparable level of development. In response to a question 
on Iran's participation in the fifth IDA replenishment, Ambassador Amuzegar 
stated that Iran had not previously contributed to IDA and was not in a posi
tion to do so now since it would have to borrow in the international market 
for such purpose; furthermore, Iran did not favor the decision-making process 
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that governed the use of IDA resources. 

3. In response, Mr. McNamara expressed his concern about the status 
of our relations and the lack of meaningful communication. He recalled 
that he was given to understand during his visit to Iran that the Shah's 
and the Bank's objectives in supporting developing countries were entirely 
compatible, that Iran wanted to continue to benefit from Bank support though 
clearly on an offset basis, and that he had the general support of Iran in 
the furtherance of the Bank Group's mission. Instead, he had seen a discon
certing change in attitude leading to protracted discussion on technical 
assistance and on offset arrangements for loans previously made by the Bank. 
He was disturbed to see that scarce human resources, urgently needed for 
work on other countries, were deployed on activities in Iran without 
proper arrangements having been concluded. Mr. McNamara ~expressed disap
pointment regarding Iran's attitude on IDA but stressed that, irrespective 
of Iran's final decisions on IDA and capital increases, Iran's case would 
be treated as that of any other country in comparable circumstances. He 
was thus not prepared to accept that capital subscriptions (or IDA contri
butions, which he still hoped Iran would consider) should form part of the 
package relating to technical assistance and any future lending to Iran as 
outlined by Ambassador Amuzegar. Instead, he urged that future relations 
be seen in terms of three distinct elements: 

i) clearing up pending issues, namely _ finalizing the technical 
assistance arrangements, consummating the offset agreement 
relating to earlier loans on mutually acceptable terms, and 
advancing the existing pipeline of three agricultural pro
jects; 

ii) considering Iran's case for future borrowing from the Bank in 
the light of the interesting co-financing/offset proposal 
advanced by Ambassador Amuzegar and the changed economic 
circumstances of Iran as they would emerge from the analysis 
of fresh economic data repeatedly promised by Iran; and 

iii) Iran's position regarding the capital increases and the fifth 
IDA replenishment. 

Mr. McNamara made it clear that he had made a number of commitments to the 
Board which could not be easily changed and, if so, only on the basis of 
new evidence and innovative app~oaches. In this context, Ambassador Amuzegar 
referred also to the OPEC fund but did not have any up-to-date information 
on the modalities of its operations, though he deplored the : fact that the 
target level for the first year of operations had apparently been reduced 
from $1 billion to $800 million. 

4. There ensued a discussion on voting rights and Board representation. 
Ambassador Amuzegar inquired whether the question of voting power and Board 
representation would create problems comparable to those presently faced by 
the IMF. Mr. McNamara explained that there were distinct differences between 
the Fund and the Bank and that Board representation was more important for the 
Bank. He felt certain that a generally acceptable solution could be found in 
which the balance of regional representation would be preserved. 



Files - 3 - February 5, 1976 

5. It was agreed that, on the basis of these discussions, a paper 
setting forth our understanding of the principles of our future relations 
would be prepared and discussed further with Ambassador Amuzegar. 

cc: Mr. McNamara 
Mr. Knapp 
Mr. Cargill 
Mr. Paijmans 

WAWapenhans:rs 
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nEeONsrnUtTION AND DEV~LOPM~NT 

OFFICE MEMORANDUM 
T<:;>: Memorandum for the Record DATE: May 11, 1976 

L .. JM·. • (\_r, /') . 
-r J ona;:tr\-C f'.Jrown 

UBJECT: SENEGAL- Mr. McNamara's Meeting on the Pahlavi Project 

1. On April 9, 1976, Mr. McNamara met with the Ministers of Planning 
of Iran and .Senegal, Messrs • . Magidi and Seck, accompanied by Ambassador 
Coulbary of Senegal, Arabassador Amuzegar of Iran and Messrs. Stephanian, 
D. Diouf, and J. Diouf of IRASENCO. Present for the Barut were Messrs. 
Knapp, Chaufournier, Wapenhans, Fuchs, Paijmans and myself. 

2. Minister Magidi began the meeting by reviewing previous Iranian 
assistance to Senegal in agriculture, for the proposed Diama Dam on the 
Senegal River, and for the Industrial Free Trade Zone near Dakar. He said 
that Iran and Senegal are now cooperating on a much larger effort, the 
Pahlavi Project, 1/ which would include a phosphate mine, refinery and 
fertilizer plant.- Iran and Senegal have jointly established IRASENCO with 
initial. capital of $80 million to finance the project. Infrastructure 
associated with the project, in particular a mineral/petroleum port, would 
be financed entirely by the Government of Senegal. Minister Magidi said the 
purpose of his visit to Mr. McNamara was to ask the World Bank to consider 
financing the port. 

3. Minister Seck traced the evolution of Iranian-Senegalese cooperation 
ending in the establishment of IRASENCO. He asked the Bank to help in further 
studies, to organize donors and finally to finance the mineral/petroleum 
port. There are indications that other infrastructure would be done by other 
agencies. 2/ 

4. Mr. McN?JD.ara asked how much the World Bank 1v-ould be requested to finance, 
who would finance the industrial units and where would their products be sold. 
Mr. Magidi said the Port would cost about $90-100 million but there was no 
estimation at this stage of how much might be asked from the Bank. He added 

· that the OPEC Fund could be approached to help finance the port if the Bank 
thought the project was justified. The industrial units would be financed by 
IRASENCO's capital and by commercial loans and suppliers' credits. Refinery 
products would be for the most part consumed locally while the phosphates would 
be exported. Mr. Magidi added that it would be important in realizing the 
project that the World Bank give assurances on the viability of the Pahlavi 
Project as soon as possible. 

5. 1-1r. McNamara concluded by saying that the first prio_rity would be . 
for the Bank's staff to establish the economic and technical viability of the 
project. If the conclusion were favorable then the amount of possible Bank 
participation wouJ.d depend on a number of factors: ( i) an estimation of 
Senegal's creditworthiness; (ii) a determination as to whether Bank lending 

1/ See Mr. 'rhalwi tz 's memorandum of .March 19, 1976 to Mr. Knapp. 
2/ Canadian interests may finance the power plant with a suppliers' credit 

and CIDA is interested in power distribution. To our knowledge, there 
is no other source of .finance for the road and rail connections or for 
storage facilities. 
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would be in substitution for present projects in the Senegal lending program 
or additional; and (iii) if Bank financing were additional, it would face the 
constraints imposed by the Bank's present level of capital. 

Cleared and .cc: Mr. Chaufournier 

JBrown: dl t · 

cc: . Messrs. McNamara (through Mr. Burmester) w" 
Knapp 
Wapenhans 
de la Renaudiere 
Fuchs 
Paijmans 
Brandreth 
Cash 
de Lusignan 
Dewey 
Gillette 
Billington 
de Leede 

,, 

. I 
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WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM CONFIDENTIAL 

Memorandum for the Record 

Martijn J. W. M. Paijmans 

IRAN-Bank Relations 

DATE: April 12, 19 76 

DECLASSIFIED 
APR 0 1 2013 

WBGARCIDVES 

1. On April 9 Messrs. McNamara, Knapp and Wapenhans met with Minister 
of State Majidi, Head of the Central Plan Organization, and Ambassador 
Amuzegar. I was also present. 

2. Mr. McNamara opened the discussion by saying that in his view Iran 
needed the Bank's help. Technical assistance presented no problem as it is 
already in effect and we have reached agreement on reimbursement. With 
respect to Iran· borrowing from the Bank, we do not yet know whether the 
country qualifies for net borrowing and we are waiting for data in support 
of the Government's request. An ·additional category of problems in this 
respect is the scarcity of resources which has--for the first time--emerged 
because the Bank ,.s lending program is reaching its statutory limits. This 
problem is connected with the issues of the Selective and the General 
Capital Increases; without the latter an upper ceiling to lending of $5.8 
billion will have to be established. Any borrowing by Iran would have to 
be accommodated within this limit and a major question is how to do this 
without penalizing other, less fortunate, developing countries. 

3. If net borrowing cannot be justified, or until it can be justified, 
a possible alternative would be to follow the"Thai-formula'; the character
istics of which were explained by Mr. McNamara, who added that he was most 
anxious to continue the Bank's association with Iran, but that practical 
problems did exist to the extent that he did not even know yet how the three 
projects we are presently working on can be fitted in. In any case, 
Mr. McNamara felt, Iran can ·benefit from our technical assistance. 

4. Minister Maj idi said that if the Bank looked predominantly at "the 
financial side of pur relations', (i.e. the need to buy back or offset) it 
would be difficult to find a solution. Iran had proven, he said, that if 
and when it has sufficient resources it is ready to contribute to the Bank's 
programs, but to tie such contributions--in whatever form--tightly to its 
borrowing from the Bank would be difficult. If the country would again be 
in position to buy Bank bonds it would most certainly do so. Although the 
Minister underwrote the philosophy behind the Bank's policy of offsetting, 
dictated by its resource constraints, he felt that the nature of the two 
elements (borrowing and lending) was different. Furthermore, he feared 
that Iran would not be able to satisfy the Bank fully with respect to proof 
of eligibility for net borrowing. 

5. Mr. McNamara responded that absence of a justification would 
indeed create a problem as our member countries are, and would be, reluctant 
to let us use our limited commitment ability for countries that do not have 
a demonstrable need to borrow. 

Cont. 
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6. If Iran's resource position were sufficiently strong to self-
finance its investments, or to borrow from other sources (viz the Bank's 
charter), Bank vetting of development projects would remain possible 
through the technical assistance mechanism. As indicated before, however, 
an alternative might be the "thai-formula" under which the Bank's net 
investment in Iran, in an amount of some $10 million, should not create 
a problem. Therefore, Mr. McNamara felt that the buy-back arrangement 
was the best possible arrangement at this time. 

7. Messrs. Majidi -and Amuzegar said that Iran's eligibility problem 
should be tackled first. Both were aware of the absence of answers to our 
questionnaire left with the Minister of Finance following the October visit 
of Mr. Cargill and myself. Dr. Amuzegar acknowledged that the questionnaire 
was reasonable but he suspected that it could not be fully answered. He 
elaborated on the problem of forecasting balance of payments flows, in 
particular where Iran's fo.reign commitments were concerned. He said that 
it was practically impossible to go beyond the data that had been provided 
to the IMF. He is scheduled to go to Tehran in a fortnight and will 
personally attempt to obtain a maximum of information. It was then decided 
that the Region would review the questionnaire, eliminate questions on. 
which answers had been provided to the IMF in the course of the Fund 
Consultations (these data are already in the Bank but fall clearly short 
of what we need), and further reduce the questions to the irrevocable 
mlnlmum. This redraft will be handed over to Ambassador Amuzegar early 
in the week of April 11, and regional staff will be available for follow-up 
discussions. During the brief discussion on data, Minister Majidi explained 
that Iran was keeping the minimum of foreign exchange reserves required to 
finance about three. months of imports, and also that Iran's own investments 
abroad did not exceed $300 million, in spite of the unfortunate and great 
publicity given to some headline-making investments. 

8. Dr. Amuzegar returned to the problem in the· second category, as 
explained by Mr. McNamara, namely the scarcity of Bank resources. He said 
that whatever the outcome on the eligibility question the problem of Bank 
lending to Iran would remain, as any loan amount would have to be taken away 
from other Bank members. Mr. McNamara responded that lending to Iran, with 
or without buy-back, should not be impossible; he did not yet know however 
exactly how it could be arranged--lending to Iran simply cannot replace 
lending to another country--but he was wtlling to consider all possible courses. 
Minister Majidi reacted that although he, personally, and his Plan Organization 
felt that a buy-back arrangement would still be profitable for Iran because 
what is important for the country is "cooperation with the Bank", it would be 
very difficult indeed to convince the technical ministries and organizations 
to accept such a formula which did not allow for any monetary contribution 
to their investment budgets. Mr. McNamara responded that if net lending would 

Cont. 
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not be possible for the Bank, and if buying back would not be possible for 
Iran, he still thought that the two needed each other. The Bank wants to 
help Iran, the President thinks that it can do so, and he stated that we 
want to adapt ourselves · to the unusual situation which has emerged with 
respect to Bank-Iran relations. He quoted the assistance provided by the 
Bank to Saudi Arabia and Venezuela as examples of the Bank's ability to 
make such adaptation. 

9. At the end of the meeting, which took place in a very friendly 
atmosphere, the President and the Minister both agreed that the direct 
and frank exchange of views had been beneficial and that it had clearly 
defined the issues. 

MP aijmans: gg 

cc: Mr. McNamara's office (2) 
Mr. Knapp, Mr. Cargill 
Mr. Wapenhans 
Mr. de Lusignan 



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

OFFICE MEMORANDUM 
. TO: Mr. Robert S.~Namara 

.. THROUGH: Mr. J. Burke a 
FROM: Willi A. Wapen ans, Vice 

~~ 

DATE: April 8, 19 76 

SUBJECT: IRAN: Your meeting with Minister Abdol-Majid Majidi 

1. Although Ambassador Amuzegar has made clear to us that, in his 
opinion, Minister Majidi will only wish to discuss technical aspects of our 
cooperation, he may wish to raise some general points relating to Iran-Bank 
relations. 

2. With respect to the technical aspects of our operations, I am 
attaching a memo from Mr. Paijmans. Also attached is a biographical sketch 
on Minister Majidi. 

3. With respect to the overall relationship, the Aide Memoire on 
Iran-World Bank Relations has been transmitted to Ambassador Amuzegar with 
a memo from Mr. Knapp, dated March 25. Ambassador Amuzegar has forwarded 
this document to the Minister of Economic Affairs and Finance, whose Min
istry is in charge of this subject. As Ambassador Amuzegar is leaving in a 
few days time for Iran, he intends to follow it up in Tehran. 

4. I would like, however, to draw your attention to two outstanding 
matters related to our relationship: 

i. During last October's discussions in Iran on Bank-Iran 
relations, Minister Ansary offered to provide us with 
economic data in support of Iran's request for reneweq 
net Bank lending. A questionnaire on these data was 
prepared and discussed in Tehran within two days of 
this offer. It asked for further information on the 
balance of payments situation and its forecasmfor the 
coming years, as well as more accurate figures on the 
inflows and outflows of funds, and particularly on 
Iran's commitments and disbursements of aid and invest- j 
ments abroad. No response has yet been received to 
this questionnaire. On the other hand, we have ob-
tained clearance on the Country Economic Memorandum 
which can now be distributed to the Executive Directors. 

ii. Attached to the Aide Memoire is the Vice President, 
Finance's proposal for a further offset loan against the 
remaining two Bank loans approved in FY75, in the amount / 
of US$50 million. We have not yet received any reaction 
to our proposal, which is based on earlier discussions 
between Bank staff and Iranian authorities. 

5. Finally, we intended to send at the end of next week a mission 
to Tehran to finalize by end May our technical assistance work program beyond 
FY76, first, in agriculture and rural development, and, secondly, in any other 
sectors for which the Iranians may wish to obtain Bank assistance, in particular, 
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in the field of education. We received today a cable from the Deputy of 
Minister Majidi, who indicated that, because his Minister intended 'to discuss 
future technical assistance activities with us in Washington, it would be 
preferable for the mission to be delayed by four weeks. 

Attachments 

GdeLusignan/MJWMPaijmans:pl 



Attachment 

Biographical Sketch 

of 

Dr. Abdol-Majid Majid! 

Dr. Majidi is 48 years old. After having graduated in law from 
Tehran University, he pursued postgraduate studies in economics at Harvard, 
and obtained his PhD in law from Paris University. He started his career 
in the Administration as Superintendent of the central budget in the Plan 
Organization. In 1966, Abdol-Majid Majidi became head of the Central Budget 
Bureau with the rank of Assistant to the Prime Minister. In 1967 he became 
Minister of Agricultural Products and Consumer Goods, and in November 1968, 
he was appointed Minister of Labor and Social Services. In March 1972, he 
was asked to take over the Plan and Budget Organization with the rank of 
Minister of State. He is fluent in French and English. Minister Ma]idi 
has been following very closely all the activities of the Bank since 1972, 
and has shown an understanding for our views and positions, as well as our 
work, fully supporting the continuation of our operations. He is, however, 
convinced, because of the hastily-prepared projects and misallocatiorr of 
resources of recent months, that the Bank's activities should regain 
momentum in Iran through resumption of net lending in key sectors, such as 
infrastructure, agriculture, education, urban development. 

EMENA CPDIB 
4/7/76 
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OFFICE· ./\1\E/v\ORA.I"lDU/\1\ 
:ro: Mr. W~J. li A. Wapenhans DATE: April 8, 1976 

.. :ROM: Hartijn .J. H .M. Paijmans 

SUBJECT: IRAN: Brief Prior to H~E. Abdol-Hrti id H;:j _icli 's Visit to HashinG_!_~~~--

. : 

1. H.E. Abdol-Najid Hajidi, Hinist.cr of Stntc in Charr;c of Plan ancl 
Budget Organization, wil l be in Hashington on April· 9_, c.rri vin g Apri l 8, 
evening:. and leaving April 10, morning. Attached is a short bio8:r <:! phieal 

~ note. 

2. As. you knm·-7 ~ the purpo~~e of Minister Haj idi' s visit J_r; to meet 
with Mr. McNamara on April 9 at 3:00p.m., together with the Minister of 
Plan of Senegal, Mr. Seck, for discussions · on a project in Senesal fur 
which the Iranians and the Senegalese would like Bank financinn and tech-

. nical assis tance. - Hm·lever, a meet ing -v:as arranged \ ·Ji th you in Dr. Amuzef~ar. ' s 
office with the ~linist~r the same day at 10:00 a.m. 

3. As I indicated in my memo to you of April 1, the meeting Hith 
the Hinister is likely to focus on the t c ctn.ical aspects of our cooperatioi· ;. , 
to use Dr. Amuzegar ' s 0\·Tn \vords . Therefore , this me1:-~ o only aims at suiTu1lc.1_1..-Ld.Eg 
the status of our pre.ssnt opera tions." Hm-1cvcr, considering the r,1ect:tngs ~h: 1 t 
\·Ie haG i-.. :;_th the.:. Hinister last year, particulu.r ly dur"ing l'.tr . C.::.r~-~- 1:.:..; s m:i.s ;:;io l~ :::, 
it \vould not be unlikely that reference would be made by the Nin:L>tcr to so1~1c 

general aspects of Iran-BarJ< relations. Feference is also wacle tu tltis pGs
sibility in the last paragraph of my Apl·il 1 memo to you follm·;ing my t e l ephone! 
conversation \~ith Dr. Amuzegar. 

4. Kermanshah Agricultural and Livestock. Develop1l!£-Ht Fr~j Cc:!_: Lo m t 
Committee p a ckage Itas l,een cleared by all departments con cerned, and b.as Lccn 
transmitted to you through my memo of April 7. He do not intend.> hm\:ever) to 
invite. for n egotiations , subject to Loan Commit tee concurrence, unt i l we 
explore with the Iranians some of the main issues of t he p ro ject (Han:ely , 
legislation, project execution, water distribution and charges) tl te detai]s 
of which are given in my memo of April 7 (see copy attached for easy reference). 

5. Small F?nn gonsolidati:.~_Proj ect: The Lo "n Conunittee Pacl-age has 
been cleared by the departments concerned. ' ''e still expect some comments fro1n 
David Haynes on the covering memo · (however, ngain, for ensy reference, we are 
attaching the draft memo). I intend to send you the package not later t h2n 
tomorrow. The issues of project organization, and, more irnporLantly, of con
cessionary credit, r equire r;uidanee from the Loan Commi ttee before disc.uss :.ing 
our recommendations on this project with tb e Irania·ns prior to ner;otiations. 
For this project, ns uell as for Kcrmanshah, it is planne d for tJr. ffrcnch-tfu}l cn 
to join Hr. de Lusignan on April 20 in Teh1~c.!.n for c nrrying out these discu:;c:iuns . 
Hr. de Lusign.::m uill arrive in Tehran on April 16, together \vith Hr.. ArmsLr· ~~ng 

for discussions on tcclmlcal cooi!eration . ~·, Hr. ffr ench-Hullen h~s :Left for 
Sanaa. Jle has tq be told by April 18 Hhcthcr to proceed to Iran or _not, b~t Gt:~d 
on Loan Committee's reactions • 

,.'Follm,d ng th e cab] e received today from the Deputy of Ninistcr 1'-bj i.di, this 
mis,s:lon ntay be delayed . 
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6. Rural Coop erative Proie2t: TI1is project has been reviewed at 
yellow cover also----;-itl;-thelr~_ui~, who have received extracts of the rc
por~ with a letter flagging the basic issues. The discussions \·Jere held 
in February. HovH~ver, the d:LJ.ft yellow cc:mnot be processed into r;reen for 
Loan Comnlit tee until \·7e recci ve a decision from the Gove rnment of Iran on 
the channeling of credit and the organ:Lt::ation of the project. At tht:! pre
paration s tnge and during appraisal, credit ~;,;as to be. channcJed to rural 
cooperatives throush regional cooperative banks to be. es tablishccl under the 
project. It noH seen:I.S that there is a preference in Government circles, 

,fllthoneh not in the Hinistry of Cooperatives and Rural Affairs, as to the 
credit being channeled through the Agricultural Cooperative 'Bank and its 
branches. However, because of the diffcr:ences of opinion bet\·Jec.n various 
governmental circles, the Hinistry of Economic Affairs and Finance, the 
Central Bank and the Plan and Budget Organit;:ation ha\1e to make a decision. 
A meeting \·las to be held this \\"cek in Tehran to this effect, -vlith a vievl 
to transmitting the position of the Iranians to the Bank, which \-Jill hBve 
an effect on the finalization of the Appraisal Reports and, as a result, 
of the draft President's Report and the Loan Agreement. He expect to reach 
Loan Committee stage around approximately the end of the first \veek of 
Nay. 

7. You \·Till recall that the processing, if any, to the. Board of 
these three projects requires, in 2.ny event, the satisfacto1:y conclusion 
of the offset arrangement of \TS$50 million~ 

Technical Cooperation 

8. Agriculture. Hork is progressing sa. tis factorily under the v:rork 
program for the cui-rent fiscal year agreed t1pon for tC:chnical cooperation 
in agriculture ancl rural development. Staffing rearrangements are under 
processing: firS.t-, -the re.placernent of Hr. Price. . by Hr . Naylor, 'I·Jho is to 
take up his ne\v fu..Ylctions some time in Nay I June, b u~ Hho \·J"ould pcty a visit 
to Tehran during 1-Iessrs . Armstrong's and de Lusignan's visit, n~id this month . 
Second, Mr . Purcell is to be replaced, as well as Hr. John Wrigley. Discus
sions on the '\\7 ork program for FY77 have not yet started in detail. The 
objective of Nessrs . i\rmstrong' s/de Lusignan's visit is to revie\v \·lith 
11r. Price and the Iranian authorities the ar.1ount of \·lark to be expected 
in agriculture and rural development beyond FY76. 

9. Education. Hessts. Erder and SteHar t '\vill be in Tehran April13. 
:Hessrs. Armstrong ond de Lusignan will attend their concluding meetings, 
wbich may result in a \\7orlc program for J?Y77/78. 

10. Finally, Ne ssrs. Armstrong and de Lusignan Hill explore Hhether 
the Iran:Lnns are expecting Banl~ assistance. in sectors other th an 3gricul·--: 
ture and education, such as regional and / or urban development. You \,1ill 
recall that these sectors \vere mentioned by H:Ln:Lstcr Najidi, alonr; w·ith 
agriculture and education, cluri.nr; his meetinr; cnd--JanuaJ~Y with Ncssrs . 
El Da1vish and de Lusignan. 

Attachmen ts 

GdcLusi0nan:pl 

. > 
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WORLD BANK I INTERNATIONAL FiNANCE CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. J. Burke Knapp 

FROM: Wilfried Th~z, Acting Vice President 

DATE: March 19, 1976 

SUBJECT: SENEGAL- The Pahlavi Project: Request to meet.Mr. McNamara by 
the Ministers of Plan of Iran and Senegal: 

. : 

Summary 

Iran and Senegal have recently announced their intention to build ~ 
refinery/petrochemical. complex, mineral port and new phosphate mine in Senegal. 
The total cost for the project,l/ named after the Shah of Iran, would be about 
$436 million. We have received a cable (translation attached) from Senegal 
asking Mr. McNamara to meet on April 12 with the Minister of Plan of Senegal, 
Mr. Ousmane Seck, and the Minister of State for Planning and the Budget of Iran, 
Mr. Abdol Majidi. The purpose of this mission according to the telex is to ask 
the Bank to participate in the Pahlavi project's basic infrastructure, in parti
cura:rpor£:- trari'Efp<:Yrta:ti6n·· ancC co~Un.ic.at.fons···r-a·c~ii'ft.fe·s ·:~- ---· ---· ·-- ----- ··. 

• ' ... • ... ... • • ~ ~. •" .<( .,, ....... , ... "-"-''•~ ·• ... _ ... 

1. As a result of ,various meetings over the last few years between 
President Senghor and the Shah of Iran the idea emerged of a joint Senegalese
Iranian project based on Iranish crude refined in s·enegal for the export market 
and phosphate mined in . Seneg·al--~d·-.. exp"'(;'rted .to ~I.r~ .· . I~ ... ~~riy · l-97.5 the two 
countries - commiss-ione·a .Ai-thur ·r;~ --i:Ir-t·1e-to .. doagerieral economic feasibility 
study of the project which was followed by a more detailed study by Sores and 
Associates of the mineral port. We have followed the progress of this project 
in general but until last month Senegal has not been prepared to furnish us with 
details.2/ 

2. In early February, Mr. Seck revealed the structure of the project. 
Senegal and Iran have jointly established IraSenco which will have paid-in 
capital of $80 million. Senegal's 50 percent participation will be financed by 
an Iranian loan of $40 miilion--at8-perc.ent~-interes-·frepeyab1"E~-1n-i4-ye-ars- with 
four ·y-e-ar·s -~ grac"e~:·· 'Ir·asenc·o" 'will then borrow on the international money markets 
and from development institutions, on th~--~~gis of a guarantee by Iran and 
Senegal, additional funds to financeT(i) lo'O .. perc~ent of apetroreum refinery 
wi'til"an initial capacity of 1. 5 million tons and possible extension to 2. 5 mil- ~ ~ 
lion tons. The first phase is estimated to cost $130 million, t~e output wil.J, ~ 1J.I,1 
.Q_e exclusively for export; ( ii) 61 percent of a new $200 million phosphate /-) ,.,-} - ) 
mine (Tobene) w1th a capacity of 2 million tons per year; (iii) 46 percent of a ) 
$7. 6 million amenia and urea plant with a capacity of 680 tons per day; and ( i v) ~ ..... ~.7 
50 percent of the $5.0 million Shell gasoline distribution system in Senegal.3/ , 

\- (} 
-"1--Y 

1 , ) ) ~ 

1/ All costs in this memorandum are as of end 1975. r.,. •/••\' 
2/ We believe that the Government of Senegal has been reluctant to involve us in 

large industrial projects because of our role in preventing the proposed Dakar
marine ship repair yard from going ahead in the absence of firm market assurances. 

]./ The balance of investments r .efer.red to in paragraphs (ti) , (iii) and ( i v) would, 
we assume, be financed by foreign private or Senegalese public enterprises • 
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3. The total initial investments by IraSenco in these four projects 
would be about $256 million in 1975 prices. The petroleum and phosphates 
will be purchased at "world market prices". 

4. Senegal by itself will be responsible for financing the infrastructure 
associated with the project: 

(i) 

(ii) 

(iii) 

(iv) 

a $ll_Q_million mineral/petroleum_E9rt for the Pahlavi project 
a:ri'dfor-Ir.onore~- fro·m. .. -·t:rie-- pr-c)j?9~8.~.9.. Faleme mine which is currently 
being studied by Krupp ~'(Germany) a.I;'(i''J3:RGi.t.(France); 

$50 million for power generation for the project. The power 
·aistributfon-'sys.tem ('$'5 ·ini'ilion) will be financed by CIDA as 
part of a larger power distribution project; 

$10 million for constructing a railroad connecung the phosphate 
mine with the por-f; --~-~---·-~---·-·-· ~ ... · 

$10 million for roads water, telecommunications and geotechnical 
·-- - --·~-- ........ -~-~--~·-·""-~ ~,...,, ,.,.,.- •. ·• . :;;;;;:.} ....... r•> ~ .... ~. ' 

studies. 

5. · According to our conversations with Mr. Seck in early February, Iran 
has promised to assist Senegal in obtaining_~9P~~l.-. .f~_I_:_i?,g~ __ i_r:_:t:E~-~-~~!..':l:r.:_!.~~~ 
OPEC development fund for which pledges have been reported. Our lnformation on 
'the proJect is - very--·ge ... neral. We have an idea of what was in the Arthur D. Little 
report but have not been given a copy; in February Mr. Seck gave us the Soros 
study on the port. We are in the process of gathering more information; our 
questions center on the following areas: 

(i) Are the prospects for the export of refined petroleum products 
in West Africa favorable. Our initial investigation suggests 
they are not. Thus assured markets becomes a critical issue; · 

(ii) Are the price forecasts . for petroleum and phosphates such that 
both countries will benefit; how will the risks and benefits · 
be divided between Senegal and Iran; what must Senegal receive 
to justify'_'the._fa.c.:t_th..~:t ... ..Lt.~m:.usj~_finance the infras'Gruct·ure itself; 
____ .......,., ~~ ..... ..., ... , _ _.""'IU~,.-~-t.G-." ... .. ......-:- ---~"' ·- ... _____ -.., .. ,., __ __.._. ...,. ------ -

(iii) Is it possible to go ahead with the very expensive mineral port 
based on IraSenco operations alone without being certain that the 
5-6 million tons per year of iron ore from Faleme (see para. 4) 
will be available; 

(iv) Are there alternatives to the present project conception, such as 
expanding the present refinery in Senegal, and how receptive 
would the two countries be to alternatives. 

/3 ....... . 
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6. The Government of Senegal has put considerable political capital into 
the Pahlavi project. There have been numerous exchanges of visits of high 
officials between the two countries concluding in th.e visit to Senegal last month 
of the Empress and ·the Prime Minister of Iran to put the first stone into the new 
cityl/ which will be created to house workers for the project. The outline of the 
project has been publicly announced increasing Government's commitment to its 
present scale. 

Recommendation 

7. In view ·of the importance of this project for Senegal, of Iran's 
involvement and of the request from these two high official.s, we believe 
~tr. McNamara should meet with the two Ministers. We cannot at this time pass 
a judgment on the Pahlavi Project and while we will attempt to get additional 
information about it before April 12, we will probably not be .in a position to 
make a firm recommendation about the merits and the risks of the project and the 
position which should be taken by the Bank. However, we hope to learn more about 
the details of the proposal during the visits of Messrs. Majidi and Seck and plan 
to hold technical ·discussions with the Iranian/Senegalese delegation after the 
meeting with Mr. McNamara. 

8. We have discussed the Senegal request with the EMENA Region which feels 
that as matters concerning our relations with Iran stand today, the desirability 
of a meeting between Mr. McNamara and Minister Majidi should be carefully thought 
through. There is still the outstanding Aide Memoire to be finalized follo,..ving 
Mr. McNamara's luncheon with Dr. Amuzegar, Chief of the Iranian Economic Mission. 
This Aide Memoir specifically refers not only to the overall framework of the 

~ ank/Iran relationshlp~-t'~rso-, f~ther to a proposal from the Government of Iran, 
1 to the possibility of Iran co-financing Bank supported projects in countries of 
~ Iran's choice as a counterpart or "offset" to the Bank resuming net le:qding in Iran. 
~ Considering the reference made to the OPEC Fund, this approach could be an initia-
tive towards pressing us into an early implementation of this proposal. 

1/ The costs of this city, which will also be borne by Senegal, are not known. 

cleared with and c.c. Messrs. Paijmans 

~ c. c. Messrs. Cargill 
Chaufournier o/r 
Burmester 
de la Renaudiere 
Fuchs 
Brandreth 
Cash 
Gillette o/r 
Payson 
de Leede 
Billington 

de Lusignan 
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ANNEX 

Mr. Chaufournier 

' 

FoJ..lowing the Grand Iranian-Senegalese Cooperation Commission, M. Abdol Magidi 

Minister of State for Plan and Budget of Iran and the . Minister of Plan and 

Cooperation of Senegal have been designated to present to Mr. McNamara the 

investment program for the Keur Farah Pahlavi Complex (the old Cayar project·). 

This presentation is to request participation of the Bank in financing this 

complex, in particular the port, transportation and communications, etc. 

The Minister of Plan of Iran and I .shall be happy to have a meeting with Mr. 

McNamara on April 12. It may be .possible to have a working level meeting 

under your direction. · Sincerely, 

Telex unsigned but assume it must be Ousmane Seck, 
Senegalese Minister o.f Plan and Cooperation. 

.. 

·-



TO: 

FROM: 

SUBJECT: 

i NTERNATIONAL DEVELOPMENT I . INTERNATIONAL BANK . FOR . 
• ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE: April 8, 1976 

J. Burke Knapp1/)~ . 
SENEGAL - The Pahlavi Project: · Visit by Ministers of Iran and Senegal 

\ 

You will be receiving a visit tomorrow afternoon from Mr. Majidi 
of Iran and Mr. Seck of Senegal who will ask about Bank assistance in 
financing infrastructure related to certain joint ventures by the two 
countries in Senegal, including an oil refinery and phosphate mining 
development. At.tached is a memorandum on this subject to me from · 
Mr. Thalwitz, dated March 19. Mr. Chaufournier is meeting Mr. Seck 
this afternoon, and Mr. Wapenhans will be seeing Mr. Majidi tomorrow 
morning. We may therefore have further information for the meeting. 

The external financing requirements for the infrastructure 
concerned are large and it would be very difficult to fit them into 
our present Bank/IDA lending program in Senegal unless some special 
security were obtained. ' The first thing we think of is an Iranian 
Government guarantee, which you will note is to be given with respect 
to the refinery, phosphate mine, etc. themselves. You will also note 
that co-financing is contemplated from the OPEC Development Fund. 

With regard to the last paragraph of Mr. Thalwitz' memorandum, 
the Aide Memoire was transmitted by me to Mr. Amuzegar on March 25, and 
we have had no response except his statement that he was forwarding it 
to Mr. Ansary. You will recall that we rejected the Iranian proposal 
to have our loans to Iran offset by their loans to developing countries; 
this point was made in my covering memorandum to Amuz.egar, rather than 
in the Aide Memoire itself. 

Attachment. 

cc: Messrs. Chaufournier 
Wapenhans 

JBKnapp:vm 





TO: · 

FROM : 

SUBJECT: 

I NJERNATI ONAL DEVELOPMENT I INTERNATIONAL BANK FOR I IN TERNATIONAL F INANCE 

. •ssocrAT r oNOFFI~~oN~~~~~;o~E~UM ;r~~J':~~· ~_.A.Jr-..._u .... ._ 
Memorandum for the Rkcord * • 

Syed A. Wasay Moini 
t 

DATE: August 4, 1976. 
A t ~ tJ 

IRAN - Mr. McNam.p a's Meeting with Dr. Jahangir Amuzegar 

1. Dr. Jahangir Amuzegar met with Mr. McNamara on July 28, 1976. 
Also present were Messrs. Knapp, Bart and Moini. 

2. Dr. Amuzegar started off by saying that due to a decision to 
transfer all the economic work to the Embassy he would, from now on 
devote most of his time to the Fund and the Bank. 

Economic Information and Bank Lending 

3. Dr. Amuzegar then said that on his recent visit to Tehran he 
was told that all the data asked for had been supplied to the Bank. 
On being told that this was not so he said that Iran could only give 
the data and projections it had, which had been given to the Fund, and 
this was on 1976/77 and 1977/78. He then dilated on the political and 
other difficulties inherent in projecting over a long period. Iran did 
not set the prices of its oil or its imports and this created tremendous 
uncertainty. Iran could not reveal its strategy regarding oil. Iran 
did not have any idea as to what the pace of utilisation of its aid 
commitments would be. The data available to the Fund for 1976/78. showed 
an increasing deficit in Iran's balance of payments and that its reserves 
were already down to three months' imports. The gap between Iran's 
imports and export earnings is projected to be about $2 billion this year 
and would continue to widen over the next 4-5 years. Iran's external 
aid commitments, which now totals $12 billion (the bulk earmarked for 
India, Pakistan and Egypt) would contribute to the deficit although it is 
not possible to say when, and - in certain cases - whether, disbursements 
would take place. It is clear that Iran needs not only technical 
assistance from the Bank but also to borrow externally and that the Bank 
must respond. After all the Bank is helping so many other countries at 
higher income levels than Iran. 
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4. Mr. McNamara said that regarding projections and forecasts, 
the uncertainty of oil prices cannot possibly present any more of a 
problem than Zambia's copper exports which fluctuated widely but 
estimates are nevertheless required and are prepared for Zambia. He 
said it was not credible that Iran did not have three or five or ten 
year projections. We do not ask for access to Iran's secrets but 
information based on existing commitments regarding imports such as 
defense contracts and for external aid. This information supplemented 
by realistic projections of other imports, oil production and domestic 
and external investments could provide a fairly good picture. Bank 
staff could assist by plugging in price assumptions if that was the 
only problem. Even with such data it was not going to be easy to 
demonstrate to the Executive Directors that Iran needs Bank assistance. 
He wanted Dr. Amuzegar to realize that the situation had changed greatly 
since their conversation in the Spring. The Bank is now working under a 
strict lending ceiling and very rigid rationing will soon come into effect. 
Even with the most convincing projections on Iran the task would be 
formidable. Anyway, the first step has to be cooperation in putting 
together realistic and acceptable projections. That is required to 
prove the need for Iran's borrowing and for Iran's credit worthiness 
to all concerned. In fact such data would be required even to convince 
us. For instance, the trends in imports and exports seemed to be 
alarming. He had not delved into Iran's balance of payments data, but 
going on what Dr. Amuzegar said and what the newspapers reported, he 
feared that Iran was headed for great problems. He doubted that the oil 
income could increase sufficiently to sustain such a rapid increase in 
imports. Dr. Amuzegar said that oil production is expected to regain 
past levels and to increase beyond them and it is also expected that 
defense outlays would stabilize. 

5. Dr. Amuzegar said Iran would attempt to provide whatever 
information it could but he was afraid that by the time the Bank staff 
and Executive Directors were satisfied that Iran had a case for normal 
borrowing, Iran would probably be barred because of its high income 
level. Mr. McNamara expressed doubt about Iran's economy growing so 
rapidly but Dr. Amuzegar insisted that Iran would grow from its present 
$1600 per capita level at 12-15% per annum over the next three-four years. 
He, therefore, felt that pursuing the proposal he made earlier of Iran 
offsetting its future Bank borrowing by co-financing with the Bank in 
other countries, was preferable to the normal borrowing approach. His 
proposal would involve additionality as Iran would top by, say, $200 
million, the $5.8 billion of Bank lending in a given year; the Bank 
would match this $200 million through direct lending to Iran, which 
would be the vehicle for technical assistance. He further explained 
his proposal using Senegal as an example. If Bank lending to Senegal 
is programmed at $20 million for a particular project, then the Bank would 
(under this proposal) only provide $10 million and tell Senegal that 
Iran would provide the other $10 million. Mr. McNamara asked as to 
how this would benefit Senegal? Dr. Amuzegar replied that it would 
not provide any additional benefits for Senegal. Dr. Amuzegar then 
said it would however provide certain political benefits for Iran 
vis-a-vis Senegal. Moreover, both Iran and Senegal would benefit 
from the Bank's technical assistance. How could we satisfy our 
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Executive Directors that Iran's co-financing would be additional aid 
that would not have been available if the arrangement with the Bank 
was not in existence? It can be done, said Dr. Amuzegar, by the Bank 
choosing the country and the project and by knowing in advance what 
Iran's existing aid commitments were. Most of Iran's existing aid 
commitments are to neighboring countries such as Afghanistan and 
Pakistan and to India and Egypt and the Bank could also get the 
information on existing commitments from these countries. In addition, 
the Bank would, by spreading its funds, be able to expand its operations 
despite the overall lending ceiling. 

6. Mr. McNamara said that the technical assistance argument was 
valid. It meant, however, that the Bank would need to double its staff 
input -- working on projects in Senegal and in Iran -- but this could be 
justified if the benefits were clear. Although this consideration did 
not bother him too much, he felt that Bank technical assistance could be 
provided in other and simpler ways. Dr. Amuzegar reminded Mr. McNamara 
that he himself had said to the Shah that technical assistance without 
the support of lending was not likely to be effective. Mr. McNamara 
agreed that this is generally so but could not Iran use the Thai formula 
and buy back, say, 90 percent of the Banks loans. It would thus save 
us the headache of trying to convince the world about the complicated 
triangular arrangement and yet utilize the Bank's expertise. Mr. Amuzegar 
commented that Iran would not get any good will from other countries, 
under this formula. 

7. Mr. Knapp said he wanted to comment on four points made by 
Dr. Amuzegar. First, whatever data Iran may provide or we may build 
up, it was not likely that we could satisfy our Articles and our 
Executive Directors that Iran's requirements were such that they could 
not be met through Iran's access to other sources of borrowing, without 
Bank lending. Second, the technical assistance aspect had not been 
borne out by our recent experience on three agricultural projects where 
our staff just could not convince their Iranian counterparts about their 
recommendations and the projects had got grounded. Third, he could not 
see the Executive Directors being convinced of the 'co-financing as an 
offset' proposal because it would be almost impossible to demonstrate 
additionality regarding Iran's external assistance. Fourth, he would 
contest Dr. Amuzegar's statement about Bank lending to countries with 
income levels far exceeding Iran's and at some later date would provide 
details to Dr. Amuzegar to show that the Bank is in fact phasing out 
its lending to high income countries and the movement in this direction 
is accelerating. Dr. Amuzegar retorted that Mr. Knapp talked of the 
future while his statement was about the present. 
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8. Mr. McNamara said that he felt that Iran should try to make 
out a case for normal lending. If its economic requirements were so 
evident this would certainly be the route to follow. However, if 
this cannot be done we would need to consider special arrangements. 
He personally felt uneasy about the co-financing arrangement. 
Nevertheless, we would re-study the proposal and see if it could be 
worked into an acceptable form. Dr. Amuzegar said he had faith in 
the President's ingenuity. 

Technical Assistance 

9. Mr. McNamara went on to say he was ready to assist Iran when
ever it needs the Bank. He wanted Iran and the Bank to work together. 
He was very disappointed to learn that Iran had decided to discontinue 
the Bank's assistance in agriculture because whatever our limitations 
there was much we eould have contributed to Iran's agricultural develop
ment. The money involved was such an insignificant amount. Dr. Amuzegar 
said he agreed and had also been very upset on hearing of the decision. 
He explained that, as Minister Majidi had said two months ago, the 
Ministers concerned felt that technical assistance without financial 
backing was an unnecessary imposition. 

North-South Dialogue 

10. Mr. McNamara asked Dr. Amuzegar about his reading of the progress 
in this dialogue. Dr. Amuzegar said that there had been almost no 
progress and he did not expect any at this time given the political 
situation in the United States and West Germany. The best solution would 
be to put the entire discussion in abeyance for the time being. In fact, 
Jamaica had suggested a year's suspension of the talks. He added that 
he was surprised by the hard line being taken by Germany, France and Japan 
in support of the United States positions in all such discussions, 
including those in the I.M.F. 

Population Control 

11. Mr. McNamara said he was interested in finding out what was 
being done regarding controlling the population in Iran. Dr . Amuzegar 
gave an evasive answer, but said that a census is at present under way 
in Iran and this should provide better data on fertility, mortality, etc. 
and permit appropriate policy decisions. 

Future Travel and Meetings 

12. While leaving the room Dr. Amuzegar asked Mr.McNamara as to 
when he was likely to visit Iran again. Mr. McNamara said he was fairly 
tied up in the foreseeable future. Dr. Amuzegar said that as Minister 
Ansary visits Europe often it may be possible to ask him to see Mr. McNamara 
on one of Mr. McNamara's stopovers in Europe. Should this be possible, 
Dr. Amuzegar would also fly over and join in the meeting. Mr. McNamara 
said that it may be possible to arrange such a meeting. 
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Discussion Before Meeting 

13. During a brief discussion before the meeting between Amuzegar 
and Messrs. Bart and Moini, Mr. Amuzegar asked what had been done with 
the gray colored economic memorandum on Iran (of May 10, 1976) that was 
meant for the Executive Directors. Mr. Bart told him that it was in 
fact distributed to the Executive Directors. He then asked as to 
whether it had been discussed by the Executive Directors. Mr. Bart said 
it had not, as it did no more than report on the current situation. It 
contained no projections, and we were awaiting data that would allow us 
to work them out. Mr. Amuzegar said that was what he proposed to discuss 
with Mr. McNamara. He asked us whether the economic data we had requested 
had been received. I told him that Mr. El Serafy had been in Iran about 
1-1/2 months ago for this purpose. He had only been given detailed 
information regarding the current year: 1976/77. As we had stated (in 
our memorandum of April 15, 1976) we needed, in addition, detailed 
projections for the next year or two and more general ones covering four
five years. (Mr. Knapp joined us at this point) 

14. Mr. Amuzegar started to explain the difficulties Iran had in 
compiling longer term economic and financial projections. Mr. Knapp 
said that the problems with projections is confronted in all countries 
and all the time. His fear, however, was that even if the data could 
be secured it probably would not sufficiently demonstrate that Iran had 
no other source of financing available and had to rely on the Bank. 
(We were called into Mr. McNamara's room at this point). 

Cleared with and cc: Mr. Bart 

cc: Messrs. Knapp 
Cargill 
Paijmans 
Goodman 
Knox 
El Darwish 
Horsley 
de Lusignan 
Burmeister 
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TO: Mr. Maurice P. 

THROUGH: Norman Horsley 
FROM: S .A. Wasay Moi 

.-

WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
rt, Acting Vice President, EMENA Region DATE: July 

Acting Country Programs Director, EMENA CPDI 
. , Acting Division Chief, EMENA CPD~ 

SUBJECT: IRAN: IBRD Two-Year Bonds 
----------------------~~ 

28, 1976 

1. Mr. H.C. Hittmair (Deputy Treasurer) has requested me to bring 
the scheduled September, 1976 US$350 million bond issue to your attention 
in connection with the meeting with Mr. Amuzegar. He requests that, if 
appropriate, this may be mentioned to Mr. Amuzegar. 

2. Iran, at present, holds US$62.05 million of IBRD two-year bonds. 
Of this total, US$15.25 million consists of the US$200 million September 15, 
1974 issue that will mature soon. We would like Iran to subscribe US$25 
million, as it did in March, 1976, so that it not only contributes to the 
refinancing of the maturing issue, but also helps the Bank in raising 
additional funds. 

3. Previous Issues 

a. March, 1976 

Iran s·ubscribed: US$25 million 
Iran Allotted US$25 million 

b. SeEtember 2 1975 

Iran Subscribed: US$10 million 
Iran Allotted US$ 8 million 

c. March 2 1975 

Iran Subscribed: US$15 million 
Iran Allotted US$13.8 million 

d. September 2 1974 

Iran Subscribed: US$25 million 
Iran Allotted US$15.25 million 

cc: Messrs. Goodman, Hittmair, Hattori, Paijmans (o/r), de Lusignan (o/r) 

SAWMoini:pl 



TO: · 

i.'hrough: 
FROM: 

SUBJECT: 

INJERNATJONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
.ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
DATE: July 21, 1976. Mr. Robert S. M~~~a~ j,~ 

Mr. J. Burke Kn~ ....... '0,..., /f . 
Maurice P. Bart, Acting Regiona Vice President,EMENA ~ 

Mr. Jahangir Amuzegar's Visit IRAN: 

1. You are meeting with Mr. Jahangir Amuzegar at 4.00 p.m. on 
July 22. The following briefly reviews the present position on various 
aspects of our relations with Iran and the current economic situation. 

Iran/Bank Relations 

2. Overall Relationship: We have not re espouse to the 
Aide Memoire on "Relations between Iran and the Bank" (Annex I) sent to 
Mr. Amuzegar by Mr. Knapp on March 25, _1976. the nt 
provided us with the economic data referred to in the Aide Memoire 
(paragraphs -6 and 9) which would have enabled us to assess in particular 
balance of payments prospects and to review the case for a possible 
resumption of normal lending. 

J-.;f 

3. Financial: The_$ 50 mjlljon offset against the two loans approved 
in FY75 h~ngt made so far. Iranian officials have repeatedly 
confirmed that they recognize this to be an outstanding obligation. They 
have, however, been insistent that we must agree on a formula that would 
equate the two flows (i.e., disbursements from our loans and the payment 
of the proceeds of the offsetting loan from Iran). We have communicated 
a specific proposal regarding the outstanding $50 million (attachment to 
the Aide Memoire). We have not received a response to our proposal so far. 

4. Project Lending: The pipeline has now been reduced from three 
to only one agricultural project. The appraisal reports on the other two 
projects are being revised for sending to Iran as technical assistance, 
because we do not see any prospect of resolving our major differences on 
project issues. The third (Rural Cooperatives) could move to negotiations 
quite rapidly if the general relationship with Iran (especially the basis 
of future lending) could be clarified. In the absence of an Iranian 
response to the Aide Memoire by August, 1976, we would edit the appraisal 
report for this project also and send it to Iran as part of our technical 
assistance. 
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5. Technical Assistance: Iran declined to enter into any 
general contractual agreement for reimbursable technical assistance. 
We, therefore, established an arrangement (by exchange of cables) regarding 
technical assistance in agriculture and rural development for FY76. 
In recent months, we have pressed the Iranians for an extension of 
the arrangement, or at least an agreement on the work program for FY77, 
before the fiscal year began. On June 30, 1976 Iran informed us that, 
while they may request ad hoc assistance in the future, they could not 
"make effective use" of the services of our resident mission beyond 
July 1, 1976. Consequently, the mission is being closed. We have 
billed them $527,521 for the first three quarters of FY76, but we have 
not received any payment so far, although we were recently told that 
steps are underway to do so. We intend to bill them for the last quarter 
of FY76 and for the closing-down costs in FY77, by the end of August, 1976. 
Sir John Crawford is in the Bank and we shall be discussing with him today 
the reasons which may have led the Government to request the termination 
of the mission. It is possible that, as may be speculated from Minister 
Majidi's statement in his meeting with you last April, the Iranians wanted 
to dramatically reaffirm their oft-repeated position that they do not 
want to dissociate the question of Bank technical assistance (and 
reimbursement for it) from that of future Bank lending. 

6. Project Supervision: Seventeen projects are under supervision. 
The progress in execution is generally satisfactory. 

Recent Economic Developments 

7. Domestic: During 1975/76 GNP grew 4-5 percent in real terms 
against the target rate of 12 percent. We estimate GNP per capita to 
have reached $1436 in 1975. Crude oil production was 11 percent below 
the previous year. The economies effected in public spending during 
1975/76 in response to lower oil revenues reportedly amounted to 7 percent 
($1.7 billion) of total appropriations. The 1976/77 budget shows a small 
deficit ($0.6 billion) excluding foreign aid and investments; if they are 
included, the deficit increases to $2 billion (see Annex II for details). 
About half of this is to be borrowed abroad. The 1976/77 budget estimates 
project growth in fixed investment relative to current expenditures, and a 
decline in the contribution of oil and gas to total revenue. During 
1975/76 the wholesale price index showed an increase of 3.9 percent and 
the cost of living of 9.9 percent, compared to 15.9 percent and 15.5 percent, 
respectively, during the preceeding year. 
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8. External: During 1975/76 oil exports were $19.2 billion, 
$1.3 billion less than projected. Merchandise imports at $25.3 billion 
were $1.7 billion less than earlier assessments. The balance on current 
account was positive at $2.3 billion; and on capital account, the 
deficit was $3.8 billion; the performance on both was better than 
expected. Foreign exchange reserves of the Central Bank stood (in March, 
1976) at $6.6 billion compared to $7.5 billion a year ago, (see Annex III 
for details). 

Attachments 

Cleared with and cc: Messrs. Goodman, Knox, Horsley, El Darwish 

SAWMoini:nhl 
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Annex I 

I:): Hr. J r. .. hangir Amuze.gar DATE: March 25, 1976 

: S!JEU!~CT: 

.. 

J . Burke Knapp ~~::.~. 
;'II\ 

Rcl<1tlon~:.~et\-7een Irnl2_~~1d the Ho1·ld Bank 

Please find at lached t\,ro copies of an Aide Hemoire \-lhich we 
have prep a red f or disctwsion Hith your authorities on the ·subject of 
the futu r e rela tionships bct\·Jeen Iran and the Horld Bank. 

Please note tha t this Aide Mernoire does not respond to a 
proposal \..rhich you tentatively put fon·7ard during your lunch last 
month Hj_ th Nr. HcNamnra, nan,.ely s that disbursements on future l·Jorld 
Bank loans to Iran might be offset by disbursements by Iran on loans 
t o developing countries to be co-financed by the \<Jorld Bank and Iran. 
Upon reflection it has seemed to us.that this propo!?al does not meet 
the needs of the situation: 

., . 
·.: 

a) If we can agree upon nel-l lending to Iran on a 
normal basis, ·such an arrangement would not be 
necessary. 

b) . If the Bank cone ludes that some kind of financi.al countcr
contrthution }Jy Irnn is r.equired, \\l'e think ,\.,e would 
have great difficulty in persuading our Board that 
your proposal would accomplish that purpose. 'l'he 
arrangement you propose might not bring any real ne·i\F 

financivl contritutjou Ly Iran; indeed) it would be 
open to the criticism that in making new loans to Ir~n, 
the Dank vmuld ncrely be taking over from Iran some of 
the finqncial burden of commitment~ that you had alre~dy 
made for assistance to the developing countries. 

I shall be out of t:ol-m tomorrolv but \vill give you a call on 
}ion day to see if you uould like to discuss these papers. · 

At tc.: chmen ts •. 

'-

cc: Messrs. HcNamara 

JBKnapp:vm 

Cargill / 
\>Japenhans / 
Goodman 
Rot berg 

I> 

!.: 

r- ·. 
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AIDE MEHOIRE 

Iran -World Bank Relations 
I 

, · \ ' 

Introduction 

1. Since H.I.M., the Shah of Iran, and Mr. McNamara, Presiden t 
of the World Bank, rnet in February 1974, basic changes have occurred in 
the world economy and in Iran's economic situatjon. These changE's also 
have an impact on the relationship bct,veen Iran and the World Bank Group. 
It is thus timely to rE:vie\·1 the present relati.cnshi;> and to \vork to\\~ards 
such changes and 1:1odi fica tions as ho l d p ·romi~ of expanding areas of mut
ually bene fi c i al cooperation. To this end, a series of meetings have 
taken place dur ing recent months and most recently (February 3, 1976) 
bet\-7een Anibass a dor Amuzega r and Hr. McNamara. · 

2. This aide memoire (i) reviews the present status of relations , 
(ii) sets forth the broad principles of future cooperation, and (iii) 
proposes a pro gram of action in the ·light of recent discussions. It ,is 
intended as a working document on the basis of which further ·detailed 
discussions can be initiated. 

Present Status 

3. The Bank has ~ade five loans for a totnl of US$200.5 rnil.lj0n 
equivalent to Iran since March 1974~ The Govern~~~t of ·Iran has, over 
the sa~e period~ lent to the Bank a total of US$350 ~illion. In kecpin~ 
with Iran'~ stated intEntio~s, this total included [S$200 million of ~~t 
lending to the Bank; another CS$150 mill{on ~as prcvidcd as dir~ct off
set lending for the first three BGnk loans E.!XtenC.e<: after Na rch 19 74. A 
fu r ther offset loan against the ret:;ainir.g t\·:o Bank :oans (1046-IR.'{ c:.nc 
1047-IRN) in the affiount of VS$50 rrillion has b6~n a;reed in principl~. 
Technical arrangerrents for the transfer of these l~tter funds in rel2ticn 
to Iranian withrl ra~als of the Bank loan procee2s re~ain to be coreplete ~ . 

A proposa l fer the completion of these arrangE~ents, based cn _earlier 
discussion bet\o.~een Bnnk staff and Iranian authorities, is attached hereto . 

4. The Bank has continued to extend technical assistance to Iran, 
mainly, tho u8h not exclusively, for agricultural and rural development and 
f or educa ti on . In ~la rch 1975, the Bank decided to e:~tcnd substantial tech
nical assis tance to oil exporting copit.Jl surplus countries on a reimburs
able basis only. Consequently, the H.:1nk, in July )975, submitted to the 
Government of Iran proposals for a technical cooper3tion agreement and for 
technical ass istance se rvices on a reimbursable basis. In October, the 
Government exp r essed the \-;ish to finalize t e chnical assistance arran~:err.ents 

on that b.J s i s for th e current fiscal year in the field of agricultural and 
rural d eve lopc~nt. In nn exchanfC' of cables (Janu.1:.y 21 and 22, 1976), 
the Gove rr. r:1e nt agreed to reimburse the incn.'mental costs of such scrvj ccs 
from July 1, 1975 through June 30, 1976. Total reiPihursablc costs for 
the fisca l year .:1 rc presently e~tim.Jted at abc)ut OS$1 .. 02 million. \Vork 
progra t:Js, cove r ing about seven direct profes!:donal r.1:rnyears, and billing 
pr ocedure s hove been ar,recd and arc being irr.plL~ I:~cntcd. Discussions have 
also s tarted on a la r r,e r, multiscctoral technical nssistance progr:~m for 
FY1977. 
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5. Simultaneously, the ~~nk has offered on various occasions 
support for Iran 1 s external assistance progran1. Such support could 
range from services for co-financing to advice on institutional arrang~-

.ments for the extension of external assistance, ~nd is to be rendered 
free of any charges. Relevant information and docu~entntion for such 
activities has been provided to Irani~n autbori.tjes. So far, no tangible 
cooperation in this area has emerged but discussions continue. 

6. Also, the Bank has continued its econo1:.;ic \vork on Iran. Re-
cently, Iranian authorities have commented on the final draft of a country 
econom!c me~orandum being prepared for the Bank's Eoard of Directors. 
This report, inter a]i~, assesses IranTs short-ter~ balance of payments 
prospects, but only tentatively because of prevailing unccrtainti.cs. Tl1e 
recent deteriorc..tion in the balc..nce of payn:ents·, tcf;ether \·:ith the effects 
of cnpital exports resulting frorr. existing aid and investr.:ent cor.ur.itinents 
abroad, may necessitate adjustments in the five-Year Pl~n and in the strat
egy to be followed for short- and rnEdiu~-ter~ econcrnic ~anagement. IrEnian 
authorlties have u.greed to provide acditiOnC'.} cata \..7hich \·:ould alJ.O\\' C. tr.ore 
comprehensive ass essment of IranTs economic prospects. The Bank intends to 
complete its analysis of this subject as soon as these data become avut lable. 
In particular, such an assess!::er .. t \-.~ill pro'.'idc the basis for more definitive 
conclusions regarding Irnn's ~ediu~- and _ long-te~rn e~ternal borrowing require 
ments, and the extent and form of future Dank lending to Iran. 

Broad Prjnc.l.ples of Futt'r e Cooperation 

7. Recent discussions between Ira~i&n authorities an~ Bank staff 
suggest that a framework for future coopernticn can be built on the following 
four princip0l components~ (i) technical assist.:..r.ce; (ii) lending to Jrar~; 

(iii) Bank cooperatio11 in Iran's extern~l assistance progra~; and (iv) 
Iranian support of the \-~orld Eank Group. Tf:e broad con tents of ench of 
these co~poncnts - subject to further disc~ssion and refinement - are 
out lined in the follo\·: ing para brnphs. 

8. Technical As s ist~nce: The Bank would continue to prov1ac and 
expand te clnical assi sr2 nce to Iran on a rei~bursablc basis at the request 
of the CovernPenL. Su ch services ~o~ld not necessarily be linked to possible 
lending operations and would not be limited to any specific sectors. Tech
nical a s s ist3nce ~ould be rendere~ in response to specific Government re
quests for ~cti.vit.ies and in sectors in ~hich, in the Bank's determination , 
it has a compa ra t ive advantage over other sources of assistance and has 
available tbe rcqt!isi t e expert ~c:npm,·e r. S uc.h assistance could extend 
beyond sect<' r and project \·:ork r.nd include regional ns '\\.'ell us macro
economic pl a nning. For the ad~inistrnLion of such Services, annual work 
p ro~rams nnd bud gets ~ould be prepared and arreed well before tlte start of 
the respective fiscal yc<lr of the Bank. 

9. Lendin_g_ : Future Bank Jcndinr. to Iran would be considered on 
the b<:1 s is of ei ther ( n) norm.'ll lencl inp, in n ceo rd.:~n c<.> \d. t h cri tcrin <1nd 
tcn~1s commonly .:1pplicd by thl' Bm~k to lvnding to hir,her income countries 
in con:pnr.'lble C' conondc circumstances, or (b) lcnc.Hng accompanied by "buy-

--~ ;, back" arranr,crr.ents under Hld.ch lran \·Wuld take a miljor participation in 
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each Bank loan. The feasibjJity of resuming normal lending vJOuld be 
con~idered by the Dank in the l{ght of Iran's economic and, in part
icular, balance of payments prospects, including its access to other 
sources of capital. Such co~sideration would need to be based on a 
full analysis of reasonably reliable data on the domestic and external 
economic situation, developn:cnt objectives and economic performance. 
In view of the lev~l of Iran's per capita income, Bank lending would 

·normally be directed in either case (a) or (b) to projects and sectors 
which call for a high technical assistance input, and for which ether 
sources of finance are not readily available. It would also be subject 
to agrecRent on sector and project conditions appropriate to the spec
ific case. 

10. If the Bank should be untible · to conclude that the resumption 
of normal lending would be justified, it would consider (subject to Bank 
approval) lending to lran for economically viable projects on the.basis 
outline~ in paragraph 9(b), with Iran taking a part:i.cipation of 90~ in 
each Bank loan as it is approved. rn~er this arran[e~ent, the Bank woul~ 
also provide the entire range of services associated ~ith its nornal 
lending. 

11. Bank Cooperation in Irar.'s External As~:istance Prograr;.: The 
Bank continues to stand ready to cooperate with Ira~ in its externa: assis
tance progran. If the Govern~ent so ~esirecl, such cooperation could i~
clude, but ~auld not necessarily be li~iteci tc, (i) t~e joint appraisal 
and co-fin~{ncing of econon·.ically viable projects in countries ,of Irar.' s 
choice, the supervision of their it~le~entation, and the administratio~ 
of disbursecents; (ii) consul(aticn on the org~nization and procedures 
for Iran's external assista~ce progra~s; and (iii) to the extent desired, 
traini~ ~ and staff second~c~t for such progracs, all as the Bank can rea
sonably rer~er. Except for staff second~ent, such services would be free 
of ch a rges an~ ~ould be'provideci in the context of the Bank's extensivE 
frarne ;ork of economic analyses and preinvestcent ~ot·k in countries likely 
to be bene f iciaries of Iran's external assistance J'rograrns. 

12. Iranian Support for the ,,·C'rl d Bnnk Grot.··5:: Iran demonstrated 
its con cern for the econor.1ic develormen t .cf the LDC 's by calling, early 
in 1974 , for joint efforts ' to increase the flo~ of funds to developing 
countries and by entering into generous bilateral aid corrmitments. }~re 

recently, Iran has also played a leading and constructive role in the 
establish~ent of the OPEC Fund. ~evertheless, it ccntinues to be one of 
the bu.sic concerns of Iran and the Bank that develcl'ing countries are not 
receivi~g s~fficient assistance on suitable terms u~dcr efficiently operated 
assistance prograr.1s. In this context, Ir<!n has indicnted its intentions to 
p 1 a y , ,,, i thin t h c 1 in it s o f i t s a ld 1 i t y , a cons t r u c t: i v e r c 1 e in t h c p r ov is ion 
of resources to the \,~orld Bank Group. It is hoped, there fore, the t the dis
cussions on such pending isst:es as the> selective C<ir:i tal incrcnse of the B~1nk, 

the propos e d inc r e ~1 s e i. n the c a p i t al o f l F C , and t k2 f i f t h rep 1 (' n ish n: en t o f 
IDA \·.'ill continue in the spirit of Ir<:r1' s general s:.1pport for the \.,'orld Rank 
Gr oup Lin c its ro 1 e in devel opmcn t assistance. Bo'.-.'C'.'e r, these rr.n t te rs are 
to be considerl'J indepc>ndently of any actions to O<.! taken in estnblishing 
a new Bank lending pro~r:nn for Iri1n. 
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Progr~m ~f Action 

13. Aside from conti nuinp, v:ork on projects in Iran, agreed 
'technical assistance, rrnd economic \-.'ork, specific nc.tion i.s required 
in the follo~ing areas: 

(i) agreement on the technical nrrnngerr.ents for th·c re
maining liS$50 million offset lending along the linc:s set forth in the 
attachment; 

(ii) prov1s1on by Iran of economic and ·bnlnnce of payr.:ents 
data needed for the complet i on of the Bank's econo~ic and balance of 
payments analysis ancl release of its country economic mencrc-wdum to the 
Board of Directors; 

(iii) co~pletion by the Dank of its review of Iran's eligibility 
for a~d the justification of resumption of normal Bank lending; 

(iv) con ,pletion of the appr~:lisal of, and ncgot:iattons for, 
three agricultural projects presently under consiceration by the Ba~:k .::nd 
their sub~ission to the Doard of Directors for .approval on a lendi11g basis 
to be deternined; 

(v) completion of discussions and agreen~cnt en cxpnncle~ t.c:.ch
nical nssis.tance: program for FY1977; and 

(vi) further discussions on any suppcrt Iran may wish to obtain 
for its external assistance program. 

lLf. On the w:: stm.ption that the broad outlin~s of the future relation-
shi p bet\·.'c en Ir a n <md the B8nk set fo1·th abcve nrc abree.d ~pon, the Dnnk 
woulrl resu~e its work on the preparation of a len~ing program in areas re
quest e d b y Irnn and in 8ccordancc ~ith practices nor~ally followed in l1~gh 
incoce countries. Initiation of such work is urgently needed if lendin~ 
on t he 1JDs is of either of the alternatives set forlh in paragrnph 9 abcve 
is to be r e sumed on a sustnined basis. 
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ATTACE.~rr:~T 

Technic.:1l Proposol for Offset of 
Loans 1046-IRN ~nd 1047-Jru: 

Disburse.nents under Lo.:-~n 10!.6-Ilt~ have af:_t;re[ated i:SS15 
m:i.llion cqui valent to dCl tc .· Disburser.:en t s in res pee- t 0 := beth lo?..r~s 

are expected to be completed in 1979 and both loans ~i~l be repayab~e 
to the lkmk over the period 1979 through 1988. This \·:ill resu2..t ir. an 
average life of about eight years for the principaJ n::·.ot.:r.~s cf thE:: t\·:o 

loans. The ae,grer,<1te principal D.r:.our:.t tc·t.:l] s 'CS$52. 5 r.:il:io!1 equi vc:lertt. 
However, since the enrly offset operation ~as for a tc·tnl c~ 'CSSl50 nillion 
against Bank lending of US$148 miJlion, t his propos~l ~ct.::~ c0ve~ the net 
differe1:.c:e of US$50 million only. 

The arrangements for the loan to the Dan~~ re:le.:tE:d ~E:lc·.\· Frc
vide (a ) that the principal a!i:ount of the loc.r:. and :::..r.te:-t::s~ t:;erec·r. \~·culc 
be identical to the above-mentioned twc loans to lra~, (~) that p2y~e~t cf 
the proceeds of the loan would be substantialJ.y in : . i~2 ~:::..:~ the act~al 
disburse1.1cnts under tl:c:: t\·lO Bank loans to lrar., and (c) t:--.c..t t~e avE: -;a[;e 
life of the loan would be substantially the sane as t~~ ave~a&e li~~ cf 
the two Bank loans to Iran. The proposal is as fcl:a~s: 

Amount 

Interest Rate 

Payreent of Proceeds 

Hatutitv 
-------"-

US$50 milliOn. 

8% per annu~ paya~]0 se=i-a~~u&::y 
on th~ outstan~~~; ~~c~~: o~ ~~~ 

loan, on March : &~~ Se?:e~~E:- -

(a) US$15 millie~, ~e?rcse~=~~~ tt~ 
amount of tSS15 ~~:lie~ ~~~~~a2£~. t 
·a 1 r en ci y c i s b ~ r ~ -: ,: -c :-. c e :: ~ 0 !. E - : : ·_: : , 
payable to the ?s~~ c~ :~ a~ c~t 

April 1, 1976; ~nc 

(b) amounts eq~~: tc t~~ rs clol:a~ 
e qui v 3 1 en t c1 is l. ..: :· s c- c : :; the Bar.~:. 

under Loans 10..',~ -I::C~ .::.::.:: 10!.;7-:::~~, 

paye1b J e to the :.c.r. k cr. ~ · ~arc:: l 2:-.c 
S c p t e r.1l' E: r 1 o f .;;·.::. c 1·~ y e c. ~ . ( I f .::. r: y 
p a r t o f the un c : s b u r s e :. -;: c· r :.. i c ~; ~ c : 
Loans 10L.6-IR:~ ·:::. ~ ~o.:-;-::.:: is ca;-:-
celled, a pror~:a ca~cc::~tic-~ ~culd 
also be made in rEs?ect o! thE: :ca~ 

to the Dank). 

The full amount c: the loa~ to the B~nk 
would be repay;.::~c 0:--. > : a~c:-: 1, :~r~. 

T a k in f . in to a c c c. u n t t :~ (· p e r i o c o ,_. c r 
which the proct0d8 o~ t~e loan ~~uJ~ 
be pay3b]c to t ~ c Bank, this resu}~s 
ln an average 1-i fc o: abc.·t;t el.~ht yeurs • 



I 
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L t 

Revenues 

of which 

Expenditure 

of which : 

SUMMARY OF GOVERNMENT FINANCES 

Oil and Gas 

Fixed Capital 
expenditure 

Current 
expenditure 

Foreign aid & 
investments 

*I 
(billion rials)-

1974175 1975/76 

Actual Revised Budget 

1,536 1,804 

1,205 1,481 

1,536 1,804 

349 523 

826 1,079 

161 177 

Surplus or Deficit 

SUMMARY OF GOVERNMENT EXPENDITURE 

(billion rials) 

Annex II 

1976/77 

Budget 

1,912 

1,409 

2,057 

701 

1,227 

105 

145 

1974/75 1975/76 1976/77 
Actual % Revised budget % ·Budget % 

General Administration 118 8.7 178 9.9 251 12.2 
Defense 373 27.4 526 29.2 567 27.6 
Social Affairs 232 17.1 323 17.9 398 19.3 
Economic Affairs 291 21.4 430 23.8 579 28.2 
Other !!_I 346 25.4 347 19.2 262 12.7 

TOTAL 12360 100.0 1,804 100.0 2,057 100.0 

!!_I Obtained as a residual 

~/ 1 US dollar 70 Iranian rials 

Source: Iran Budget ("Minister's- Version", in Farsi), Tehran, 1976. 



Annex III 

BALANCE OF FOREIGN EXCHANGE PAYMENTS AND RECEIPTS 

Oil Exports 
Non-oil Exports 
Total Exports 

Imports 
Services net 
Total "Imports" 

Balance on Current Account 

Capital Inflow 
(official) 
(private) (net) 

Capital Outflow 
Repayments 
Loans and Investments 

Balance on Capital Account 

Errors and Omissions 

Change in Reserves 
(- = increase) 

1/ "Of f icial Estimate" 
Z/ Bank Markazi Projection 

(US$ million) 

1974/75 

18,671 
694 

19,365 

10,344 
807 

11,151 

8,214 

435 
(257) 
(178) 

-3,700 3/ 
(-1,313)
(-2,387) 

-3,265 

-30 

-4,919 

1975/76 j_/ 197.6/77 '!:_/ 

19,211 19,526 
700 800 

19 2911 20 2326 

15,300 17,600 
2,300 2,300 

17,600 19 1900 
I 

2 2 311 425 

700 . 2,100 
(300) (1,600) 
(400) (500) 

-3,883 !!_/ -2,700 
(-800) (-800) 

(-3,083) (-1,900) 

-3 1 183 -600 

872 174 

3! Capital outflow includes $300 mln. deposit with BIS, $537.1 mln. lending 
to IMF Oil Facility and $350 mln. World Bank bonds. 

~/ Capital outf l ow include $483 million lending to IMF Oil Facility. 

Source: Bank Markazi Iran 
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INTERNATIONAL FINANCE CORPORATION INTERNATIONAL DEVELOPMENT ASSOCIATION 

Prior to August 30, 1976: 
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Cable Address : 

INTERMEET 
WASHINGTONDC (USA) 

Telex Addresses : 

(RCA) 248331 IMF UR 
(ITT) 440040 FUND Ul 
(WUI) 64111 INTERFUND 

After August 30, 1976: 

Mail Address: 

JOINT SECRETARIAT - ANNUAL 
MEETINGS 

IMF - IBRD AND AFFILIATES 
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MEMORANDUM 

TO: 

FROM: 

SUBJECT: 

Memorandum for the Record 

Martijn J.W.M. Paijmans 

Annual Meeting 
Manila, Phi~ippines 
October 6, 1976 

IRAN - Mr. McNamara's Meeting with 
H.E. Hushang Ansary, Minister of 
Economic Affairs and Finance --- - - -

1. The meeting started with a private discussion between 
Mr. McNamara and the Minister who were later joined by Messrs. 
Khelif, Knapp, Benjenk, Burmester and Paijmans, and for Iran 
Messrs. Hassan Ali Mehran and Ambassador Jahangir Amuzegar. 

2. When the meeting was complete Mr . McNamara announced 
to Mr. Khelif and the Bank staff that Iran had the feeling to 
be treated inequitably as compared to other countries, roughly 
in the same category with respect to per capita income, balance 
of payments situation, general level of developme~t. The 
President stated that he wanted Iran to be treated at least as 
equitably as other comparable countries, if not more favorably 
in view of the efforts the country was undertaking to address 
its problems in the area of economic and social development. 
Mr. McNamara said to be willing to resume net lending but that 
this would only be feasible while maintaining equity among the 
Bank's membership. 

3. 

( i) 

(ii) 

This question therefore requires a review of: 

the exact situation of Iran on the basis of relevant 
information such as: 

income per capita 
balance of payments reserves 
ability to borrow in the capital markets 

this situation in, and with respect to, comparable 
countries. 

Fu r ther to this major issue there are some other pending 
questions, Mr. McNamara mentioned the $50 million offset 
and the T.A. invoices. To address these issues properly Mr. 
McNamara and Minister Ansary had decided to set up a Working 
Group which should meet in the very near future for the first 
time, in Iran 
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4. After Messrs. McNamara, Knapp and Burmester left the 
meeting the discussion continued under Mr. Benjenk and it was 
decided that for the side of the Bank the first meeting should 
be attended by Mr. Paijmans and _ senior departmental staff; further 
routine meetings could be handled by departmental staff. It was 
also decided that Mr. Kooros and Mr. Paijmans would immediately 
meet to set up an agenda and time for the first meeting. 

5. A discussion followed, mainly between the Iranian 
representatives about the availability or unavailability of basic 
information required by the Bank according to questionnaires previously 
submitted to the Government. Mi nister Ansary basically decided . 
Iran should be able to provide the Bank with the ffime type of forecasts 
as were arrived at in the Algerian case. This case, referred to by 
Mr. Benjenk, was the exercise in which the Region had been able to 
determine that country's eligibility for borrowing in spite of it 
being a major oil exporter. In this context Mr. Benjenk promised 
to make a v ailable to Iran relevant £eports on Algeria (in particular 
where forecasts were concerned). L The Program Division will follow 
up on this matter._/ 

6. Messrs. Benjenk and Ansary agreed that this exercise was of 
major importance as it would touch upon the very basis of Bank/Iran 
relationship. Both agreed that all possible efforts should be made 
to reach a clear understanding of the situation, whatever it might 
mean for future lending. In this context Minister Ansary made he 
observation to his colleagues that "we have problems in our own 
Government" in that no agreement could be reached on matters h which 
Iran owed to the Bank. The Minister also said that he and Mr. Mehran 

wo uld make themselves available in case of any difficulty that might 
emerge during the Working Group meeting in Tehran. 

MPaijmans:gg 

c c : Mr'~ ·'Mc Nam.ar a ' s office ( 2), Messrs. Khe'lif, Knapp, Benj enk, Knox 
Burmester, Dubey, Aiyer, Kavalsky 
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WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Robert S. McNamara DATE: May 20, 1977 

FROM: J. Burke 

SUBJECT: IRAN 

In connection with the attached memorandum from Mr. Paijmans, 
briefing you for your meeting next week with Dr. Ansary, I have two 
suggestions to make for your consideration. 

1. Future Loans to Iran. I think the review of our future over
all Bank lending program, based upon a rising level of lending in real 
terms, will indicate that we can "afford" to lend some money to Iran 
without seriously restricting our ability to lend to other lower-income 
creditowrthy countries. If we were to resume lending to Iran we might 

'--' 
try to justify it along the lines of the Iranian proposal, that they 
would devote corresponding amounts to loans to developing countries. 
However, I think this would be complicated to work out and would always 
pose the difficult question of the "additionality" of the Iranian loans. 
I suggest that a more promising approach would be to justify some new 
loans on the basis that they would "maintain our stake" in Iran in the 
face of the net capital repayments to the Bank (excluding interest) that 
Iran would otherwise be making commencing in 1979. (see Annex C to the 
Paijmans' memorandum). For example, if we were to make new loans of 
$200 million over the next year or so, we would defer the date when Iran 
would be making substantial net repayments to the Bank until FY1984. 

2. The $50 million Offset Loan. It is obviously embarrassing for 
us not yet to have arranged this offset loan after having promised the 
Board that we would obtain it to "neutralize" the affects of the ADBI and 
Fisheries loans made in August and September 1974. The negotiations for 
this loan got bogged down over the whole question of our relations with 
Iran, and over the issue of whether disbursements under the offset loan 
should be made by Iran forthwith or only pari passu with disbursements 
by the Bank on the loans which were to be offset. However, I think an 
opportunity arises for us to clean this matter up in connection with the 
cancellations on the Population and Urban Transport loans referred to in 
paragraph 9 of Mr. Paijmans' memorandum. Even though these loans were 
made in May and August 1973 respectively (i.e., before we instituted 
offset lending in Iran), I think it would be reasonable to treat the 
$39.7 million of cancellations on these loans as satisfying an equal 
amount of the $50 million undischarged offset commitment from Iran, and to 
so inform the Board. As for the remaining $10.3 million, perhaps we could 
persuade the Board that it would be reasonable to forget about this in the 
light of the fact that since September 1974 Iran has increased its holdings 
of two-year Bank bonds by a net amount of $37 million (although of course, 
two-year bonds represent only a short term offset unless they are renewed). 

cc: Mr. Cargill 
Mr. Paijmans 

JBKnapp:dpw 



WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: ·Mr. Robert S. McNamara, President ~~ ~ATE: May 18, 

{THROUGH: Mr.~ Burke Knap~ SL Vice Preside ; Mi. urice P. Bar~ Acting RVP, 
FROM: Martijn J.W.M. Paijmans, Director, EMENA P I ~ 

SUBJECT: IRAN: Your May 23 Meeting with Minister of Finance 

Status of Relations 

1977 
EMENA) 

1. After unsuccessful attempts in FY75 and 76 to obtain Iranian con-
tributions to the Third Window and IDA V, and the closing down in July, 1976 
of our Technical Assistance Mission, your first meeting with Dr. Ansary was 
in Manila. At that meeting, you and he agreed to set up a work group that 
would look into Dr. Ansary's allegation that Iran had not been treated 
equitably by the Bank. On that occasion, your reaction was also that Iran 
would have to be treated as equitably as comparable countries, if not more 
favorably, in view of its efforts to address economic and social develop
ment issues. Following the decision to set up a working group, considerable 
effort has been made towards getting our relations with Iran on a more 
agreeable course. 

2. In February of this year, I had discussions in Iran on the basis 
of a very frank and confidential report ("Joint Iran/World Bank Working 
Group -- Background Paper," approved by you in January, 1977) that compared 
Iran's past treatment with that of a number of other Bank member countries 
selected by Minister Ansary. The outcome of these discussions -- reported 
upon in detail (please refer to Attachment A to this memorandum) -- was in 
summary: 

i. Iran now understands the rationale of the Bank's decision 
not to finance projects during the past two years; 

ii. Agreement was reached on a number of pending questions 
(problem projects, arrears in payments, provision of 
data); 

iii. A work program was agreed upon to address the format and 
type of possible future Bank activities in Iran. 

3. You may wish to be reminded that, following the February discus-
sions, Iran paid its long outstanding T.A. bill of $804,000.00, ag r eed 
to its participation in the selective capital increase, continued to support 
the Bank's two-year Bond issues (March d977 subscription: $25 million) 
and became generally more responsive to our operational communications. 

4. Under the work program agreed upon in February, we have started, 
on the basis of information which was then provided, the drafting of a 
report that would analyze the case for possible future Bank activities in 
Iran (including the need for and possible justification of lending). A 
rough draft of the report has been completed, and will be discussed in 
Tehran starting this May 23. The report will be completed, with further 
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Iranian information and the addition of some other sections, to allow a 
clearer insight into the situation, and, therefore, facilitate a senior 
management decision. This process will take us into late June. 

5. The Iranian authorities are, of course, fully aware of the situa-
tion described above (but, they do not know that we intend to add to the 
report some sections that will not be discussed with them). Consequently, 
Minister Ansary cannot -- and, as far as I know, does not expect a 
decision from you at this stage on future Bank activities in Iran. 

6. From our discussions last February, the Minister is also fully 
aware that, whatever the outcome of our internal review may be -- and it 
will not be available before late summer anyway -- our Board would have 
to be approached in case any future lending might be contemplated. This, 
again -- the Iranians realize -- would take time. A way of dealing with 
this matter -- in case of a favorable management review outcome -- might 
be the compilation of a full-size Economic Report on Iran by which means 
the Board might be informed of the situation in the country, without 
putting forward any specific request as a means to test the waters. Such 
a possible tactic was briefly touched upon during the February discussions. 

7. I believe that the purpose of Dr. Ansary's desire to meet with 
you is partly a gesture, partly to have the benefit of your views on some 
wide-ranging subjects. In particular, to: 

i. confirm to you personally his pleasure with what Iran' 
feels to be "improving relations." Your letter of 
March 28 (Attachment B) is seen as an expression of 
your and the Bank's desire to entertain friendly rela
tions, and to make an effort in that direction, what
ever the practical outcome may be; 

ii. discuss with you the future of the Third World, of the 
Bank and the role Iran could conceivably play therein 
(please refer to Attachment A, paras. iii., and 11-13), 
a subject on which the Minister expressed his thoughts 
quite freely in February intimating that he was in favor 
of a very active role for Iran in the Bank, but that he 
had problems in the Cabinet. 

~ Other Background Information 

8. Financial: The $50 million offset against the two Bank loans 
approved in FY75 has not been made so far. This subject was intentionally 
not pursued during the February discussions. The recent and proposed 
cancellations of undisbursed balances in IBRD loans (refer to para. 9 
below) could, perhaps, be considered in this regard. Iran's total holding 
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of two-year Bank Bonds, at present, amounts to $66.2 million. It may be 
noted that, for some years, Iran has responded very well to our invitation 
to subscribe, and has usually been alliXted a smaller amount than its sub
scription. The past and projected flow of funds between Iran and the Bank 
is set out in Annex C. 

9. Project Supervision: Sixteen projects are, at present, under super-
vision. The undisbursed balances in the loan accounts amount to $222.5 
million. The disbursements have been slow and have lagged behind the physi
cal progress of the projects. The Iranian Government agreed to the cancel
lation of $15.9 million of the $16.5 million loan for the Population project 
owing to lack of progress on the project. The $23.8 million undisbursed 
balance of the $42 million loan for the Tehran Urban Transport project is 
expected to be cancelled end-June, 1977 (currently the loan's closing date). 

Recent Economic Developments 

10. Iran's economy grew enormously in the last three years largely due 
to the oil price increase; in 1975/76 the GNP was $53 billion (making per 
capita income $1,900 on standard conversion, and $1,440 by the Atlas for
mula). But, as a result, its growth has become highly sensitive to oil 
production and exports. For instance, an 11 percent reduction in oil produc
tion in 1975/76 pulled GNP growth down to 5 percent, while a 12 percent 
increase in 1976/77 may push growth up to 15 percent. However, rapid growth 
(15-20 percent a year) is reported in the non-oil sectors, largely as a 
result of very heavy investment. The balance of payments still shows a 
current account surplus (though much less than previously), but it is 
projected to turn into deficit in a year or two. On capital account, the 
balance is heavily in deficit on account of debt amortization and active 
lending and aid. Gross international reserves were $10.1 billion at end
February, 1977, equivalent to nearly six months of imports. During CY1976, 
Iran contracted to borrow in the Eurodollar and bond markets $1,431 million 
(not all of which has been disbursed), as compared with $245 million in 
1975, $114.5 million in 1974 and $726.9 million in 1973. These borrowings 
are generally on medium term, and the spread above LIBOR tends to be more 
favorable than for other international borrowers. 

11. Iran is currently in the process of drawing up its Sixth National 
Economic Plan (March 1978-1983). A sober reassessment of the country's 
limitations is underway, and a more realistic approach to development seems 
to prevail. Major economies in public spending have been initiated, in
cluding stabilization in money terms of defense outlays. The Plan is 
expected to give more attention to the neglected social services, and to a 
reduction of income inequalities. Oil revenues at levels in excess of $20 
billion a year are foreshadowed in the next several years, and, these, if 
supplemented by adequate domestic mobilization efforts, could produce very 
promising results. 
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General 

12. Iran, it appears, has many motives for desiring better relations 
with the international institutions in general, and the IMF/World Bank, 
in particular. During the last two years, Iran has suffered considerable 
setbacks that appear to have induced a sense of realism, but also created 
self-doubt and insecurity. First, Iran's development effort has confronted 
major problems and much costly waste due to (i) poor planning and coordina
tion; (ii) hasty cut-backs due to resources falling short of projections 
and large import cost increases; and (iii) limited execution and manage
ment capacity and corruption. Second, the frequent criticism of political 
repression and of overspending on defense in the foreign press has encour
aged domestic opposition and also made the Government aware of image 
problems. Third, the overt differences in OPEC seem to have eroded con
fidence, and the incipient emergence of Saudi Arabia as the pace-setter 
evidently rankles. Fourth, recent prominence given to Saudi Arabia, Kuwait 
and the UAE in international forums (such as the recent Interim Committee 
meetings in Washington) reportedly causes some heartburning in Iran. For 
these reasons, we believe Iran is keen to secure Bank support of some sort, 
and, if possible, approval for its development efforts. 

Attachments 

cc: Messrs. Knox, Aiyer (o/r) 

SAWMOini/SElSerafy/MJWMPaijmans:pl 
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WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

. OFFICE MEMORANDUM 
TO: Mr. RobertS. McNamara~ President \J 9ATE: February 28~ 1977 

THROUGH:· Mr. Hunir P. Benjenk, Vice President, EMENA Region ~'"'Y 
FROM: Martijn J.W.M. Paijmans, Director, EMENA CP I ~ CONFIDENTIAL = 

SUBJECT: IRAN - Discussions Held in Tehran from January 29 to February 5, ·1977 ~ ~ 

• i 

rll_ 

Summary of Discussions 
r:I'J.C) < 
~ ·~ 

i. At the outset of our meetings quite a suspicious attitude (.) ·~ 
~ · 

prevailed on the Iran side - ours was firm but, I believe, ,sympathetic 
and during the lengthy discussions an understanding gradually developed. 
In summary: 

a. Our main line firmly was that Iran has been treated equitably; 
with respect to the future the Bank has an open mind, but w~ 
certainly want an active working relationshfp: with Iran which 

b. 

we consider an important member country. We the·re.fore ·regretted 
the unnecessarily tense relations which ' ! felt were 'mainly the 
result of misunderstandings and possibly mistakes on both sides. 

For Iran, once they were convinced of our sincere wish to 
cooperate .to the fullest without any preconceptions, a most · 
cooperative attitude evolved. At the end of the .mission 
~nister ~~sary recognized that mistakes had. certainly been made 
by Iran, and expressed his pleasure that you .had .agreed ~o the 
.revie't·J t!:lat had tE.ken place end -;.-ith its results ~hich he termed · 
to be very satisfactory. He also spent considerable time . 
discussing the Bank and .Iran's future relationship with a . 
genuine interest in our institution. 

ii. The practical results achieved are: 

a. 

b. 

c. 

Provision of information and data by Iran to enable the Bank 
·to start assessing the country's situation ,and _ needs~ and .~·· _,: ~-; 
willingness by all authorities involved· (Finance, Plarl:, Central · 
Bank) to help us to the fullest to make an objective assessment. 

Arranging payment of tbe still outstanding full T.A. incremental 
cost of $864,000 over FY76, which includes the cost of closing 
down ARDAH. 

Understanding by Iran of the Bank's rationaie and decision
making process regarding lending to Iran .over the past ._.two y~ars 
·(on the basis of the paper we had prepared). 

d. A decidedly better understanding by us of Iran's situation, 
problems, policies, capabilities and also intentions vis-a~vis 
the Bank. 

e. Mutual agreement on a program of economic work in the next 
ten months. 

... - ... ~ ... '"l: r ~ -. 4,; •• t~ .. --
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f. Agreement on immediate action by Iran on a number of problem 
projects whose performance had been unsatisfactory (one project 
to be cancelled in March and a second in the months ahead; 
on others, technical agencies will be called to task by 
Minister Ansary). 

iii. Beyond these points Minister Ansary, in our concluding 1-1/2 hours 
session, went to great lengths to explain his Government's wish not only to 
normalize relations with the Bank but in fact to strengthen them further 
on the common basis which had been found. He expressed his thoughts about 
the Bank's future and Iran's role in the international community in such 
an open, concerned and constructive way that I felt compelled to suggest 
a discussion between you and the Minister in the not too distant future. 
The Minister would very much welcome an opportunity ~ for a totally informal 
discussion which could take place for example in Europe on one .of your · 
travels. He specifically asked us to convey to you his best regards and 
appreciation for the Bank's open mind and frankness~ ·. 

iv. The discussions are reported upon in detail in the paragraphs 
below (the issue of the Bank's future is dealt with ·.in paragraph.s _11-13), 
under the following headings: 

Introduction 

General Atmosphere 
• J • 

Closure of ARDAM 

Dialogue/Changes of Substance 

~tivation for Seeking Bank Assistance 

Recent Domestic Policy Initiatives 

Areas in which assistance is sought 

Iran's Future ·Role in the Bank 

Outlook . 

~erformance of Ongoing Projects 

Outstanding Offset 

Technical Assistance Payment 

Conclusions and Recommendations. 

Although I believe that the scene has been set for a possible constructive 
~ relationship with Iran -- also with respect to ·its overall role in the Bank 

family (Iran has again requested a $25.0 million subscription for the March 
Two-Year Bond Issue) -- we s hould very much be aware indeed of the sensi
tivity of the Iranians and further establish and maintain our contacts 
accordingly • 
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Introduction 

1. Further to Mr. Benjenk's memorandum of January 5, 1977 to you on 
the Joint Iran-Bank Working Group, discussions were held in Tehran from 
January 29 to February 5, 1977. Messrs. Dubey (Chief Economist, EMENA 
Region), Aiyer (Programs Division Chief), and El Serafy (Senior Country 
Economist) joined me .in these discussions. The background paper prepared 
following the understanding reached in Manila between the Iranian Minister 
of Economic Affairs and Finance ~), Dr. Houshang Ansary, and yourself, 
was used as a starting point for the discussions which then -led to the 
subject of future relations between Iran and the World Bank. During our 
stay, we also touched upon other outstanding matters, nameiy, the pending 
·$50 million of World Bank loans still to be offset by Iran, payment for 
technical assistance rendered in FY1976, and performance under ong~ing 
Bank projects. 

2. The detailed discussions on the background paper: Y7ere held -
as was indicated in Manila - with the Vice Minister for Economic Affairs, 
Dr. Ahmed Kooros. In addition, the mission also had meetings with the 
Minister of the Plan and Budget Organization (PBO), Dr. Abdol-Majid Majidi; 
the Governor of the Central Bank, Dr. Hassan Ali Mehran; the President of 
the Agricultural Development Bank of Iran (ADBI), Mr. Mehdi Samii; the 
Managing Director of the Industrial and Mining Development Bank of Iran 
(IMDBI), Mr. A. Gasem Kheradjou; and the Deputy Minister of Economic Affairs 
and Finance.: Dr. Ja-;LU Shoraka.s ,and reviewed proplems faced by ongoing 
projects with Dr. Jamshid Ashrafi, Vice Ministe~ · for Investments and 
Foreign Assistance. At the conclusion of our stay, a long meeting 
was held with Dr •. Ansary on Saturday, February s·, following his return 
the previous day from Europe. I also took the opportunity _to update the 
Iranian officials on the proposed consultative· group meeting on Egypt 
·on which I have reported to you separately. 

General Atmosphere 

3. ·The "strictly confidential" background paper had been studied 
in detail by officials in the MEAF, and also,we were told, by the Governor 
of the Central Bank and the Minister of PBO. Few of the substantive points 
ln the paper were questioned, and, although at the outset of the discussions 
the atmosphere was quite tense, as they progressed, they were held in a 
very constructive and cooperative spirit. After 'the di$cussion on the 
paper was finished, the Bank was complimented on the paper's frankness 
and explanations, and, I believe, that it was accepted that the Bank has 
not been inequitable in its treatment of Iran in the past • . It is important 
to point out that, after the initial problems had been overcome, in all our 
meetings,. the officials were most cordial and receptive, and the desire of 
the Government to reestablish a positive relationship with the Bank, and, 
.thereafter, to further strengthen · their relationship was stressed by all 
of them. The meetings provided for a more candid exchange of views on both 
sides than I have seen hitherto in Iran ~ All o·f{icials, including the MEAF, 
accepted that there had been misunderstandings on both sides of the other's 
positions, and tha t the Government and the Bank may have committed some · 
m:i.stakes. This was in contrast with the past few years when it has been · 

l.. extremely difficult to get any admission of possible mistakes on the part 
of the Iranians. 
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Closure of ARDAM 

4. The Governor of the Central Bank, PBO and ADBI all mentioned that 
the professional work of the ARDAM staff was very welcome, -useful, and 
helpful to the policy-makers. We were repeatedly told that ARDAM's closure 
was a symbolic gesture, the only one that the Go_vernment felt it could -make 
to show the Bank its dissatisfaction with the tenor and pace of the dialogue 
between Iran and the Bank. It is worth noting that many of ARDAM's policy 
recommendations are likely to be included in the Sixth Plan; one, regarding 
a change in the fragmented organization of the sector has already been 
implemented in December, 1976. 

Dialogue/Changes of Substance 

5. Over the past 18 months whenever the Bank had asked the Government 
of Iran to provide data on its economic position or prospects, or on its 
aid outflows in order to study -Iran's case, this · information was never 
received, and, on occasion, was said to be unavailable. MOreover, they 
were always reluctant to discuss with us projections of economic parameters 
to enable us to substantiate their need for official assistance. 

6. On this occasion we found a willingness to gradually respond more 
~ositively and we have finally been provided with considerable detailed 
·aata on Iran's aid pledges, commitments and disbursements, along with data 
on the economy,,. togf.'ther .with infonn...a.tion 0n goyernment policies, includin~ 
information on the budget for 1977/78, which is yet to be presented to the 
Parliament. The government officials also said that, while they do not 
have any reliable or firm projections beyond 1977/78 (which · could possibly 
be extended to cover the whole .of 1978) because of uncertainties on the 

_income side, they would be pleased to review· and cotmnent upon any projections 
we may make; ME..o\F has given us their preliminary projections for 1980 of 
macroeconomic parameters (shown in our' background paper for the other 
countries with which I~an was compared). The Government wourd be agreeaple, 
as we suggested, to .having a preliminary review of the economy by a Banl{ 
mission in April with a more detailed review in . the fall, at. which time 
the Minister of PBO said the contents of the dra'ft S:i.xth Plan which will be 
ready would be made available to'the mission. 

Motivation for Seeking Bank Assistance 

7. We have tried to determine why Iran is interested in having Bank 
assistance, given that it has access to large sums of money and can finance 
expert consultancy services with its own resources. The principal response 
from government officials and confirmed by Minister Ansary can be summarized 
as follows. wnen oil incone rose in 1973, the t.echnical ministries were 
asked to invest (i.e., spend funds) as rapidly as possible; these ministries 
sought whatever funds they needed through t:he budget. As a result, the past 
three years have witnessed the emergence of a number of bottlenecks in the 
economy, and in some areas, progress has been disappointing . to the 
top echelons of government and growth has been distorted. To be able to 
restore the impressive 10-12 percent annual economic growth . rate attained 
consistently before 1973, the Government has decided during 1976 to control 

_.:·.{ 
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spending by eliminating waste. Financial and operational discipline, made 
even more necessary by the very recently changed prospects for oil revenues, 
could be aided, the Government feels, by an outside agency such as the Bank. 
Also, they feel that the Bank can bring objective advice and expertise, 
which is oth~rwise unavailable to them in certain sectors of the _economy; 
and, it could lend support to some of the newer policy initiatives of the 
Government in the economy. Dr. Ansary also mentioned that the Bank should 
see its relationship with Iran in a long-term perspective, and, as the leading 
development institution, should want to be associated with a developing 
country such as Iran which is likely to be among the first developing Bank 
member countries to achieve take-off (see paragraph 11 -below). On 
grolli~ds of past economic performance, he felt that Iran's case clearly merits 
consideration for Bank assistance. Also, although the_ Iranians have good 
access to the capital markets (which they propose to tap for $1 billion for 
the first quarter of CY1977), they feel that the terms of such borrowings 
are usually not suited for the projects they wish tQ undertake, and more 
importantly that Bank lending brings with it techn.icaf expertise and wide 
experience in development. 

8. Other arguments on a political plane that we sensed during some 
conversations are that Iran has grown extremely sensitive and almost paranoid 
about criticism from the outside which was negligible three years ago when 
exporters' order books were being filled, but has now mounted and comes 
frol!l all quarters, .including the U!.1ited · 8tates. Iran _is cast as a country 
net Literested iu pecsonal l~berties or social goals, " only oeca~se outsiders 
are unaware of the policy measures being imp~emented by the Government. 
Iran has even lost its hitherto leading voice in OPEC. The presence of the 
Bank in Iran would imply endorsement of some of the Government's -econom.ic 
policies. Also, a report issued by the Bank and distributed to its Board 
would serve to explain Iran and could improve Iran's image in economic 
and social areas. 

~ecent Domestic Policy- Initiatives 

9. On the -economy, the Government appears to have taken several ne~ 
policy initiatives, some of which were -explained to us. In an att'empt to 
curb waste in government, all ministries and _public sector agencies have 
been told to curb employment by between 15 and 25 percept this year. 
In the 1977/78 budget, no new projects are foreseen, in order to allow the 
public sector to concentrate its investments on compietion of ongoing 
projects. Furthermore, even the Sixth Plan (1978/79-1982/83) will ··focus 
at the outset on completion of ongoing projects _before launching any new ones. 
The Government has, over the past year, ._been giving :considerably increased 
attention to reducing regional and personal income disparities. The individual 
governors of each province are being given a portion of the budget, for . 
implementation, and the Sixth Plan will be a combination of several regional 
plans. In agriculture, they will be responsible for implementing projects 
in their governorates from this year. The expenditures for the governorates 
outside Tehran have been increased. In the discussion of the working paper, 
the officials pointed out that on matters su~h as income distribution, 
Iran was more progressive than Brazil, Mexico and Venezuela. Also, more 

: .~ ~ -
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recently, Iran seems to have become more active than before in pursuing 
policies aimed at reducing personal income disparities. In the area of 
domestic savings, direct taxes which form 8 percent of total income in 
1976/77 are to be revised to 20 percent by 1982. The Government also 
expects to implement measures to increase non-oil exports to raise their 
share in total exports. All these, they feel, are objectives that deserve 
support from the Bank. 

Areas in which assistance is sought 

10. The officials unanimously felt that technical assistance alone . 
without lending would be ineffectual in Iran, ·. because such advice is 
listened to but not readily implemented. The wo·rk of ARDAM, they felt, 
provided, to some extent, evidence of this. Our own experience over the 
last three years, when too many projects became problem cases· in spite of · 
close supervision, ·also tends to confirm this judgment. -The . Government . 
seems to be interested now in a relationship with the Bank which would 
include both lending and some technical assistance. The Ministers explained .· 
that there were certain specific areas where the -Government .,would like tG 
receive general advice from -the Bank for which it would be prepared to pay. 
This would be in large industrial projects and in the power sector,_ including · 
·procurement for such projects which evidently ·tend to be complex, and 
fraught with dangers for Iran (cf. our role in Saudi Arabia), and in higher 
education and training. They felt that·· the Bank could give more sound and 
objective advice than consultants. PaYment for such services was only 
briefly mentioned and said not to be a problem. They would like to establish 
a lending relationship in major infrastructure projects on a select1ve basis, 
and mentioned irrigation, transport (railways .and ports) and communications. 
They would like the technical agencies to ·benefit rrom the Bank's technical 
capabilities and financial discipline in the projects fo-r which lending is 
sought. Given the extensive medium-term -planning that -has been go:ing ·. on 
and the number of stud~es it has initiated; PBO felt that it ·should be . 
possible to identify suitable projects. They also · pointE7d qut that, given 
the ambitious targets and the existing bottlenecks, most of the projects 
·would have an urgent label and that they would have to be processed speedily. 

Iran's Fu·ture Role in the Bank 

11. Dr. Ansary explained that the highest levels of government ha4 
discussed Iran's role in the Bank and the possible increase . thereof in 
whatever form, .but that he had so far been unable to justify a change. 
This was because they felt that they did not have a meaningful relationship 
with the Bank and mainly because they receive no benefits from their· m~mber
ship in the Bank. Dr. Ansary agreed that partnership in an institution as · 
the Bank carried a certain significance by itself in view of the joint 
responsibility for the world community but he also alluded that Iran was . 
in the process of graduating from Part II, while having littl~_ expectati~n 
of benefitting from increased exports by virtue of participation in the Bank, · 
therefore it was not yet a full Part I country. We discussed ···that Iran 
was not unique in this situation and Dr. Ans~ry suggested that the Bank 
should give thought to making it worth¥:hile for this type of country to 
continue their interest in the institution. He recognized that Iran 1 s case 
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for assistance from the Bank was marginal, because a slight change in either 
projected income or expenditures could shift its position from one of need 
to one of surplus. He was also aware that by a slight increase in suppliers 
credits or other outflows, the Bank's help would not be _needed. He said, 
however, that if the Bank could do something for Iran at this point (when 
Iran felt it needed the Bank), on whatever basis, it was not .unlikely that 
the Government would consider increasing · its participation in the Bank's 
capital structure and even in the overall activities of the Bank (during 
the preparatory discussions IDA was mentioned by both parties as an import~nt· 

instrument of international cooperation). He repeatedly spoke of normalizing 
and further strengthening relations with the Bank (it should be pointed out 
that after Saudi Arabia contributed $200 million to the OPEC Fund, Iran 
announced its contribution of $210 million*). 

12. Dr. Ansary mentioned that the Iranians would be prepared to discuss 
furth~r the basis on which Bank lending would be pqssible, ~ecognizing the 
Bank's financial constraints. He made it very clear that, given the present 
and foreseeable financial position of Iran, whereby its income is not 
expected to continue to rise significantly · and is all needed fo.r its own 
development, the Government had decided to make no further new aid commit
~ents. This position will not change unless there is a change in Iran's 
oil income. He recognized that as long as Bank lending to Iran would mean 
depriving some other more needy country, we would have to move away from 
traditional approaches~ A possibility he mentioned was one whereby Iran 
would ccmmit to a new ·~roject in a coun~ry acceptable to both the Bank and 
Iran,and ·on the basis of Bank appraisal, an amount equal to that committed 
by the Bank for a project in Iran. In the circumstances, the Minister said 
that the approach he proposed would mean that Iran would commit ·new funds 
only because it was seeking to borrow from the Bank. To continue to ask 
fo.r proof of additionality, he stressed, would mean that we· would never be 
able to reach a workable arrangement. Under the changed circumstances 
I felt that "additionality" could indee'd no longer be realistically pursued 
as an avenue toward normalization, at least at this m~ment. 

13. The Minister made it clear that these were nis personal thoughts. 
He said that, upon receipt of a "~ignal" from the Bank on "opening the doors", 
he could take these matters (Iran's future in the Bank and the "quid pro quo") 
up with his authorities. ' 

·Outlook 

14. Judging by the gestures made by the Iranians we met during our 
mission, we have no doubt that they are strongly interested in a normalization 

~ - in our relationships. They have also hinted that an increased role for Iran 
in the Bank could follow once Bank help would begin. There is no question 
that, given their extreme sensitivity (which is not new),_ it will not be 
easy to tackle policy matters, particularly with the technical ministries, 
but Dr. Ansary and Dr. Majidi are confident ·that, if handled adroitly, 
we should be able to reach common ground on any such matter, ·notwithstanding 
the highly centralized system of decision making in Iran (H.I.M. the Shah 
chairs Cabinet meetings on alternate weeks). 

* As contribution to the first year operating capital; recently Iran agreed 
to provide a further $20 million to OPEC Fund •. 
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15. The government officials, including Dr. Ansary, were at pains to 
point out that, although in the recent past, the Bank felt rebuffed on some 
of its recommendations, e.g., in the case of tariffs on the Lar Project, 
where the negotiations were terminated, the Government had, in fact, later 
adopted the recommendations. Thus, they had raised water tariffs, although 
not to the same extent as the Bank had suggested; they had allowed for 
concessions for agricultural and other selected categories of users. 
Similarly, while the Bank's criticism of the organizational structure in 
the agricultural sector was not well received at the time (1970), it was 
taken into account in the recent reorganization of the sector (in December, 
1976), which has been consistent with the Bank's (ARDAM's) recommendation 
(see paragraph 4). It was repeatedly pointed out to us that wherever the 
Bank's work touches upon issues of government poltcy, these matters can be 
resolved, provided that they are handled delicately. 

Poor Performance of Ongoing Projects .. . 

16. A$ to poor implementation of ongoing projects, we have given the 
Iranians a candi.d presentation of the situation, and, at our suggest~on, 
they have agreed that we should cancel the unutilized balance of $15.9 million 

·of the Population Loan ($16.5 million, approved in May, 1973). We have also 
indicated that we propose not to extend the closing date of the Tehran Urban 
Iransport Project in June, 1977, and to cancel the unutilized balance, and 
that we may do the same for the Fisheries Project unless there should be a 
dramatic improvement 'in implementation. Our Iranian interlocutors indicated 
they too felt such action to be the best solution, however they had not 
wished to initiate any movement toward cancellation, since they felt this 
might have been misunderstood by the Bank and thus further jeopardize the 
relationship. As for the other projects, Dr. Ansary was quite disturbed 
upon learning of patently unsatisfactory performance and he has undertaken 
to take a personal interest in followipg their progress, and has asked that 
his staff follow these projects with more diligence than hitherto! 

Outstanding Offset 

17. So as not to avoid the.subject, we briefly mentione4 the outstanding 
issue of offset arrangements. The Iranians ~tressed that one of the key 
causes of the misunderstandings was the offset arrangement agreed upon in 
February, 1974, because they felt it had never been clearly established 
exactly what the offset involved for them and whether it was commitments 
(as we insiste~) or disbursements that should be offset. Thus, while 
expressing their readiness to meet their commitment to offset all loans 
received in FY1975, they felt that the arrangements should be fair to both 
sides. I did not pursue this matter further, except for noting their 
readiness in principle to consider settling the outstanding offset of about 
$50 million, mainly because this clearly was not the moment to push this 
issue and also since we did not have prior clearance from Headquarters for 
acceptable alternative arrangements. The cancellation of undisbursed balances 
of two projects totalling about $30 million is a point to be considered in 
this context. 
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• 
Payment for Technical Assistance 

18. During our stay, we obtained the MEAF's undertaking that the 
$864,000 owed to the Bank for technical assistance (during FY76 and closing 
of ARDAM mission) would be paid forthwith. They explained that the delay 
in completing this payment was apparently because the ·Ministry of Agriculture 
and Natural Resources was unaware that funds for this payment were included 
in their budget. Whatever the real reason, the two Vice Ministers of Finance 
personally followed up on this matter for several days in order to arrange 
for actual payment but obviously not without Dr. Ansary's blessing. We 
were informed by the MEAF on February 21 that . the money has been sent. 

Conclusions and Recommendations 

19. The attitude in Iran towards the .Bank during this mission became 
remarkably different from that of the past two years. The Iranians catego~ 
rically stated that they "need" Bank assistance, · and that they are interested 
in receiving it.. This they say is because without such outside assistance 
it might be difficult for them to sustain their very high development 
~mentun and to achieve their goal of a .10-12 percent annual growth rate 
over a longer term. Also, they are prepared to review with us their economic · 
parameters, which they say will indicate financial deficits for the Sixth 
Plan period. We are now analyzing the information presently available on 
the economy. They have also become conscious of the waste in their economy 
that has grown over t_he past three years 7 _and _ha":.Te been inst.ructed to cut. 
such waste. Furthe.rmore, they seem to be interested in pursuing progressive 
policies towards the types of social and regional objectives that t .he Bank 
has endorsed in other member countries, and they are asking for the Bank's 
advice and support in furthering these objectives. They were categorical 
that they propo-se no ne.w aid commitments ·this year. Lending by the Bank to 
Iran may enable a continuation of Iran's aid to other countries. There is . 
also the possibility of Iran's enlarged -participation in the . activities of 
the Bank Group if the ~ank should respond posit.ively to Iran at this stage·. 
With respect to the vj.ews of the Executive Directors on Bank lending to Iran, 
the matter could either be left until a ·project -is. ·pr_esented, · or brought up -
implicitly- through the means of an economic -report, which could be distri
buted before the first project i~ presented. The Minister of -Financ-e and 
his Vice Mini~ters have asked to discuss the economy further and in greater 
detail in April with Bank staff and to receive an economic mission in the 
fall; they would also be ready to have preparatory_ discussions ,_ on a proposed 
work program with the Bank on the operational side - which would cover 
arrangements for receiving Bank advice - in late April. 

20. In view of (i) the positive gestures towards the Bank by Iran, 
beginning in Manila, (ii) Iran's highly commendable economic performance 
over the past 15 years, and the recent progressive policy initiatives of 

-the Government, (iii) its potential economic and financial position_ in the 
years to come, and the possibil:i.ty of its playing an enlarged role in the 
Bank, and (iv) its eminent credit\.mrthiness and high absorptive·:·capacity, 
I recommend that, even if the case of Iran's need for Bank assi~tance is 
marginal, we consider it favorably for such assistance and main:-tain flexi
bility in asking for a satisfactory quid pro quo. 
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21. Towards this end, · I have agreed in principle with Dr. Ansary to 
proceed as follows: 

a. a small mission will visit Iran in late April when the 1977/78 
oil revenue expectations and investment plans are likely to be 
more firm to ·obtain more details on the economy; 

b. we will also review with them in detail, but on a tentative 
basis, their views on a likely operational work program 
(technical assistance, sector work and selecticn of areas for 
possible lending) to be able to assess its budgetary implications; 

c. an economic mission will visit Iran in the fall of 1977 for an -. · 
overall review of Iran's economic prospects and of the then 
drafted Sixth Plan. 

22. Iri order to enable the definitely positive atmosphere to be 
sustained, I would like to recommend that you write shortly to Dr. Ansary 
referring to this mission, confirming your intention to consiqer Iran's 
case for Bank assistance favorably, which is in l.ine with your observation 
at Manila that in view of the efforts the country was undertaking to address 
its problems in the area of economic and sectoral development Iran should be 
treated at least as equitable as comparable countries if not more favorably. 
Considering Dr. Ansary's wish to be instrumental in strengthening the Wqrld 
Bank · by working O'l.lt .. a · fu-rmula that might specifically -prove to be beneficial· 
for countries such as Iran, I would like to suggest that in this letter ·:··you 
also express your interest in meeting him at a mutually convenient venue in 
Europe to discuss the matter further. 

cc: Messrs. Knapp 
Benjenk 
Dubey 

MSAiyer/MPaijmans:sap 
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Attachment C 

·(in million US dollars) 
Fiscal Years · 

1974 1976 1977 1978 1979 1980 

Transfer to Iran: 

A) Disbursements of existing 
IBRD loans 

B) Interest Payments on 
Loans to Bank 
(total $350 million)2/ 

Total Transfer to Iran 

101.5 

ft .• 0 

105.5 

167.2 153.9 

I 
I 

20.0 28.0 

187.2 181.9 

138.2 86.4 33.9 18.0 

28.0 28.0 28.0 28.0 

166.2 114.4 61.9 . 46.0 

Transfer to IBRD: 

A) Servicing of Existing "IBRD Loans: 

Amortization 
Interest & Charges 

B) Loans to IBRD 

Total Transfer to IBRD 

-

17.2 
21.7 

200.0 

238.9 

22.5 
30.5 

150.0 

203.0 

32.3 
40.0 

72.3 

\ 32.4 
50 .. 2 

82.6 

36.8 
50.9 

87.7 

40.9 
/" 52.9 

93.8 

48.9 
52.0 

100.9 

Net Transfer }_/ 

1/ 

ll 
~/ 

A) To Iran 109.6 83.6 26.7 
B) To IBRD 133.4 15.8 

Preliminary estimates, subject to revision. The purchase and retirement of Two-Year (Central Bank) 
Bonds are not included. 

54.9 

$3~0 million principal is due at the . end of 12 years (1986} and only interest (at 8% p.a.) payments due annually. 
The cancellation of the undisbursed balance of the loans for Population and Urban Transport --($15.9 million 
and $23.8 million respectively) in the last quarter of FY77 would change the net transfer figures given above thus: 

FY1978 FY1979 FY1980 
To Iran 17.4 
To IRRD 41.3 58.0 
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OF"FICE OF" THE: PRESIDENT 

His Excellency 
Dr. Houshang P..nsary 

INTERNATIONAL BANK FOR 

RECONSTRUCTION AND DEVELOPMENT 

WASHINGTON , 0. C . 20433, U.S. A . 

March 28, 1977 

}tlnister o f Econowic Affairs and Finance 
Avenue Nas s er KhosroH 
Tehran, Iran 

Dear Dr. Ans ary: 

· Attachment B 

; 

I am writing to convey to you my personal thanks for the cordial, 
pleasant and constructive discussions that you had ·with Hr. Paijrr.ans and his 
colleagues in Tehrzn on February 5. I was also very pleased to learn that 
the detailed discussions that our mission hn~ with your colleagues 2nd other 
officials of your ·Governmenf·' provided for rr ~nk and fruitful exchanges of 
views bet·h":-een our two sides, and that they : lave greatly helped to clarify 
our respective situations and promise to pave the t\Tay for the reneirJed spirit 
of cooperation that tve both feel should, at all times, characterize our re
lationship. He very much value your country's metnbership in the Horld Bank, 
and I t-rould like you to rest assured that we in the · Banl~ shall do all He can 
to be of use to Iran. 

Our staff is nm·: working on a broad analysis of Iran's economic 
position based on information received in February. On the basis of tl1e 
understanding reached during the mission, we are arranging for a brief 
visit by a Bank economist in the next feH vleeks to revietv "-T~th your offi
cials a first draft of that analysis. This should then provide a clearer 
view as to Iran's requirements and attendant policies and, thus, indicate 
the direction that cooperation Hith the B~nk could take. 

As Hr. Paijmans e};.-plained to you~ we ldll then set ourselves the 
task, in the light of our current financial constraints .and the decisions 
of the Executive Directors arising out of this, and in the light of the 
clarified needs and economic position of Iran, of e~-ploring 'trith .you a work
able financial r e lationship. I he2ve tal~en note 'of the var:ious points raised 
during the 1~orking Group discussions, and I very much hope \ve shall be able 
to surmount the difficulties which might iEIJede progress tollards a substan
tive relationsh ip_satisfactory to both sides. 

I also appreciate very much the senti~ents that you e~~ressed on 
the larger que stions of the role and potenti~l in the l iorld Bank of coun
tries such as I r a n, vlhich could be regarded ns in the process of mo'\ring 
a\vay from Pa rt II to Part I status . This is a r.J.ost important n:a~tcr Hhich 
deserves n o r e t hought, and one ,,,hich I 'tvould be very interested in pursuing 
llith you fur ther. 
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I am sure that the Bank can make a useful contribution in the 
context of the problems faced by Iran at this stage of its developmeni in 
such areas as development plnnning, efficient resource mobilization, and . 
structural reforms in various sectors of the economy. I ·Has also pleased 
to learn of some. of the recel}t econoiPic and social policy initiatives of 
the Government, such as those aimed at reducing regional and personal in
come disparities and imprcving educational opportunities and nutritional 
standards. A coiJ.prehensi ve econor.:d.c mission by the Bank. could serve to 
highlight the det~ils of these and other policy measures in an econonuc 
report distributed to our Executive Directors. ; 

In order to move concurrently on all areas o~ interest, I under
stand that you indicated your agreement in principle to an econo~ic ~ission 
which '{·TOuld include .sector specialists to visit Tehran in the fall of 1977 
for a detailed revie-v7 of the econon:y and the draft Plan, \·:rith a . yiew also 
to identifying possible areas that may be suitable for Bank activities, 
the basis for ·Hhich we hope can be agreed upon before or at that time. 

In order to enable us to discuss further the matter of . '{·JOrkable 
financial arrangements and the overall place of countries such as Iran in 
the 1-Jorld Bank, I hope that it -v;ill be possible for us to meet at a mutually 
convenient time in Europe or else\.;rhere • 

. I look forward ·'to · hearing from you soon. 

With kind regards. . ... 

Sincerely, 

/{JU!~·Mt-t~~ 
Jmbert S. HcNamara 

Cl d · h 'd u" \ ) eare w~t an cc: ~~ssrs. Knapp, BenJenk, Paijmans 
.~~,;.. 

SElSerafy /H.SMy(;r /NJl11-1Paijmans/HPBenj enJ.::./ JBKnapp :pl 
l1arch 21, 19 77 

ec: For Nr. HcNamara's Office (2) 





WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
CONFIDENTIAL 

TO: Memorandum for the Record 

FROM: Martijn J. W.M. ENACPI ~ 
SUBJECT: IRAN - Meetin 

DATE: September 26, 1977 

DECLASSIFIED 
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WBGARCIDVES 
1. On September 26 Mr. McNamara met with the Minister of Finance, 
Dr. Ansary, who was accompanied by Messrs. Mehran, Governor of the Central 
Bank, and Kooros, Deputy Minister of Finance, as well as Mr. Amuzegar, 
Iran's Executive Director at the IMF. For the Bank attended Messrs. Knapp, 
Benjenk, Bu~ester and Paijmans. 

2. Mr. McNamara mentioned to hope that our next step, an economic 
mission, would be helpful, also in view of the technical assistance it 
could provide through its analysis, assistance which he understood was 
actively sought by Iran. 

3. Mr. McNamara explained the still difficult resource situation 
of the Bank and IDA which, together with increased awareness of serious 
and unfilled needs in the developed countries, did not make a resumption 
of lending to Iran easy. Nevertheless, he personally backed lending to 
Iran. However, he had to be in a position to demonstrate that Iran was 
making contributions to development aid flows. If a formula could be found 
for this aspect Mr. McNamara thought that an active program could be worked 
out combining the technical assistance and advice actively sought by Iran 
with financial flows possibly in the order of magnitude of $150-200 million. 
This amount, although not very large, was based on an estimated 6 ~rojects 
per year, thus allowing a broad sector coverage, for approximately $30 million 
each. Mr. McNa~ra explained however that number of projects and areas of 
involvement would be open for discussion with the Iranian authorities. 
He mentioned that from its side the Bank would for example be interested 
in being involved in employment creation and low per job capital investment 
projects but he observed that Iran might not feel this to be an area for 
immediate cooperation. 

4. Dr. Ansary emphasized the beneficial character of the active 
Iran-Bank relationship of the past and appreciated the progress that was 
being made in reactivating this relationship. He welcomed the forthcoming 
economic mission. The possible amount of lending was not very high he said 
but he understood its basis. Iran's favorable attitude vis-a-vis the 
developing countries was well known, the Minister said, and was regularly 
reported upon. He had interpreted Mr. McNamara's observations to that 
effect to mean that more emphasis should be put by Iran on its aid policies 
and to have understood that he should look into coming up with a specific 
reaction to Mr. McNamara's proposal for example by earmarking part of what 
was now bilateral aid for IDA contributions. 

5. The Minister said that on the details as to the shape of lending 
operations, these details could be worked out by the staffs, he would 
concentrate on the main issue and he took it upon himself to be back to 
Mr. McNamara with an answer. 
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