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WORLD BANK / INTERNATIONAL FINANCE CORPORATIOrJ

OFFICE MEINJORAINDUM
TO MEMORANDUM FOR THE RECORD March 21 1978

FROM. Ma-rtijn Paijmans CONFIDENTIAL

S U B J E C T: SPAIN: Meetin of Minister of Finance with Mr. McNamara

ea March 20, 1978 Sr. Ordonez, Minister of Finance, visited
Mr. McNamara accompanied by Sr. Jose Barea Tejeiro and Mr. Martin
Fernandez, Alternate Executive Director. Messrs. Koch Weser and
Paijmans were also present.

The Minister explained that the Spanish Government was now able
to govern with a majority in Parliament, and has thus become more
effective; substantial efforts were being made to have a peaceful
and democratic climate prevail in the country. The degree of open-
ness in Spain, he said, was remarkable.

Spain supported Mr. McNamara on the capital increase issue. A
tax reform was now being prepared which should considerably improve
the position of public finance in Spain and thus the Minister hoped,
would allow Spain to contribute its share.

The M±nister mentioned that if the US Congress would succeed in
bringing human rights limitations to bear upon the international
financial institutions he expected that some problems might be
triggered in Spain. He was in full agreement with Mr. McNamara, who
expressed as his view that the Bank as a development agency could,
and in fact was, active in the human rights field in terms of filling
needs for nutrition, health, education, etc., but that it could not
become embroiled in the civil riplit:s. arena for which it lacked in-
formation, competence, and criteria. Mr. McNamara expressed the
expectation that some circles in the US might also start seeing the
human rights problem in these terms insofar as the international
institutions are concerned. The Minister firmly stated his support
for Mr. McNamara's position and indicated that his Government had
not been subject to any outside pressure on this point.

The same was not the case with respect to World Bank salaries;
he strongly felt, however, that salaries should not be reduced but
rather increased to enable Spain to have a contingent of its nationals
on the staff. In this area also the Minister firmly supported
Mr. McNamara's position which the latter explained as the need for a
salary structure determined by the professional requirements of the
Bank and not one which would be determined by political considerations
of one member.

The Minister mentioned his agreement to the $2 million Special
Program and hoped that it could be accommodated in this year's budget
of Spai7x. He also reported that all administrative requirements for
the Industrial Research Project had been met.

cc: Mr. McNamara's office (2 copies)
Mr. Benjenk o/r
Mr. Kaji
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INTERNATIONAL DEVELOPMENT NTE1-11,ýý PA1,- INTERNATIONAL FINANC-F
ASSOCIATION Fl -J AND DEVEL 'AEN CORPORAT [ON

OFFICE MEMORANDUM
TO: 'Mcr,,.,ra-diuý _for t19,9 Record DATE: September 5, 1975

FROM:

SUBJECT: ýkv,:ýrnn r fnr Spmn s ,ýrith

Ieetir;,- 1975

Krý Jose Luis Ceror tIinister of and Govq_rnor L
th,3 Bank fe),-- Piet -witýj Ur. Je J,ýý,nýLra on Jejp,ýý,-n)ý-- 33 1975. 71e

wýý aconm,Viniad by Mr. Juan arciýÄ Iiiaz. Tec, nJx 11 Secre-
of Coi-.bii,,grcn and T-3MPcrary Alt-ernate ý.,overnor. Mr. jllpni-Li,gl

MnI i nrý , G,_ip f o 11 Gäbir,- , 0£ th,, Mir-d o f Commerce, and b1r . Germývi
Alternate Kýcqcutive Director. Mesj-rs. Benjenk,
and Horsley attended Vhe mepjtý,7m-,.

2. The -jj_n,:,iLnced th:-tt i-,ras rreppred. to narLicio.-ýtý i-n the
Third -Winclow. bat the wu)urt rand fom (ý-,f tha ,qxe not yet k-nown.
The amouni, ý,,,3-ald depond u-ý,-)n ývhat oth-r cnýAntrie, wera pren,,qrGd tu do. muld
not exc-end milU_ýýn aný b,ý made known to the Bank ýNqC,,-)re th-. end ofthp yu3r. ýICI as,-,-ad hýýIja'na7-,3 exn- is appreci-vý,-ýon and offered to send a staff
merrJ),2r ta ý'biýn tn h-! k) work otit tbje dctaUs. 1/ he said tltýLt, lic,ý ija-,
for for the Third j,._JnCjl).T tC) 'ýK- 0ý-ý,nnlqted so th-it the fýÅri13ýtins
could be used as soon as possibla.

3. Aftar refa- rý n-, to UJýn 3n-7 thaf, ST)3in -,dth the
ý,avnk, and to the prngrqss m,ýdý3 ýýjith '1-3 ~iid lnaustrial

nrojeet, the neted thal -,.k-iin now seemgd to hn in a position,
whe"e 1t was not entitled to further 3arfk He said that, while ha h,ad
no nrojeets to nrgýýose for 3ýiiill- financý.n-, hý_ vj,-lntý-,d te, retaln tl-ýp right to

Vjr. ý,1c.Jcurra replierl th,ib Uris i.:as not a ri-ktter on which
t-ITie. Iln qu'Iined the cufficulties

llmited ý_,midinj, and whicl, affecued income countries
omphasizoýd that ha had no specific proposals in mind,

buf-, merely uo leave open the possibility of Bank lending for special
7-ý"ojcctýý in tilL i-uture.

4. In eonn,)ction ý,,dth the proposej selective inercÄý,p, in cjpital sub-
serlptions, Vre said th-At t,:ý its pr,ýsen'ý share of
V_)ý',es in the Bwýl. that this ijus a difficult problem.

-ýjas an:,dous t,,D first obtnin appý-oval :b, nz-incinle to -the selective

1/ At a meqtiný- betý.jrý,-_q 143=. Calvillo., and Horsley, it was
a7rn,.-.:ýj from office äuJC' visit Madri(ý in
Ocur'1-2r.



Memorandum for the Reod - 2 - September 5, 1975

increases and only thn attempt to de·l tith th diffNcuities of detail such
as the on raised by Spain. e assured the Minister that this matter wuld
be addad t h he li:t ef problems to be dealt :ith and that he would take into
account the poins of view expressed by tle 1inister.

NiHorsley/llj

Cleared with and cc: Mr. Paijsanns

cc: cessrs. Knanse Bet;znk, Cargill, Wapenhans, Wyatt, Goonan,
armester (2), Kaji, Schrenk
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INTERNATIONAL DEVELOPMENT IN TERN AT IONA L PANK FO+_ INTERNATIONAL FINANCE
ASSOCIATI01 RECONSTRUCTION AND E,EVEL CORPORATION

OFFICE MEMORANDUM
TO: Memorandum f or the Record DATE: June 16, 1976

FROM: Martijn J.W.M. Paijmans, Director, EMENA I

S U Bi ECT: SPAIN - Meeting between Mi. cNaniara and the Finance Minister

1. On June 15, 1976 Mr. McNamara received H.E. Juan Miguel Villar-Mir,
Spain's ',-Iinister of Finance. Mr. Calvillo and I were present.

2. The Hinister first reflected on the fruitful cooperation that
exists between the Bank and his country and expressed his Government's
appreciation of the constructive way in which the Bank has always been
willing to cooperate with Spain. He then hanLlecl 11r. McNamara an Aide-
Memoire (copy attached) to discuss with the President.

Operations

3. The Minister reviewed past Bank operations in Spain and noted
his Government's understanding that because of scarcity of resources the
Bank would have to "graduate" Spain. He expressed hope that the Bank
would however be willing to continue to provide technical assistance as
he had found that interaction with the Bank was thought-provocative and
one of the most effective means by which the Bank could assist its member
countries. Mr. McNamara explained to be quite prepared to talk with the
Government to see what type of technical assistance would indeed be needed
if and when the Government would be ready to discuss the matter. He mentioned
that the Bank might, however, have to ask for reimbursement of incremental
cost of technical assistance.

IDA

5. The Minister touched upon Spain's support for IDA and Mx. McNamara
reacted that Spain's effort was excellent and set an example for other
countries.

IFC

6. The Minister made the statement that Spain was ready to accept
more IFC investment in the private sector. Until now the Corporation had
not undertaken much activity in Spain and he felt there was a great area
for cooperation and need for assistance. Mr. McNamara explained that the
scarcity of resources faced by the Bank also applied to IFC, and he gave
a detailed explanation of lending operations procedures between the
Corporation and the Bank. The conclusion had to be, said Mr. McNamara,
that the rules applying to the allocation of scarce Bank resources would
have to apply equally to the Corporation's operations. The Minister explained
that what Spain was seeking was not so much the transfer of resources but
rather the umbrella and stimulus that came with IFC participation.
Mr. McNamara said he fully understood the Minister's concern and request



Memorandum for the Record - 2 - June 16, 1976

and that he would give the matter his attention. However, he did not see
an immediate answer nor could he hold out much hope for the immediate
future. The structure of the Bank's capital and general capital increase
were briefly touched upon.

Procurement

7. The Minister mentioned that in spite of Spain's long standing
membership in our Institutions, procurement under Bank loans and IDA
credits had remained extremely small /the actual figure is $119 million/.
The Minister explained that his Government and he understood perfectly
that the Bank could not interfere in the procurement question and that
this was not his request. He asked, however, for advice. Mr. McNamara
responded that we might be able to do something. He cited a case raised
by Canada sometime ago and how the Bank had addressed the issue and, indeed,
had been able to help that Government by an analysis which showed that
Canadian bids often were not competitive, and that Canadian industry and
the Government were not sufficiently organized to stimulate successful
bidding. Mr. McNamara added he would be willing to have procurement staff
from the Bank meet with the Spanish authorities to try to determine why
the Spanish procurement experience has not been sufficiently successful
and how any specific problems or shortcoming might be addressed.
Mr. McNamara asked me to raise this matter with Mr. Baum to see how we
could organize a Bank response along the lines indicated. The Minister
was very appreciative of the offer.

Recruitment of Spanish Nationals

S. The Minister mentioned his Government's concern about the small
number of Spanish nationals working in the Bank while stating his appreciation
of the recent effort by Personnel Department in this respect. He elaborated
that the high growth rate of the Spanish economy, and consequently its own
needs, was the reason why Spain did not have any significant number of
senior and experienced staff to offer. However, well trained young people
were in the market and he would welcome an effort to bring qualified juniors
to the Bank. Mr. McNamara responded that although the Bank did not have
national quotas, he was anxious to get a broad representation of the member-
ship among its staff and he promised the Minister that special attention
would be paid to this issue. He asked me to bring this matter to the
attention of Mr. Chadenet.

Housing

9. The Minister referred to the discussions his colleague for housing,
Minister Francesco Lozano, had on June 2 with Mr. Knapp and Bank staff.
He said that Spain would indeed like to have Bank experts working with
Spanish experts in this field. Mr. McNamara reacted that we had only very
few experts ourselves as we are building up our own expertise in this area
and that we might not be able to respond to the Minister's request in the
fashion requested. Mr. McNamara said that the Bank was preparing a response
to Minister Lozano following upon his visit, and he agreed that to the extent
possible the Bank would be happy to cooperate with Spain and to gain knowledge
together with the Spanish authorities in this new activity.



Memorandum for the Record - 3 - June 16, 1976

10. After his discussion with Mr. McNamara, the Minister again
brought up with me the issue of assistance to the Spanish plans in the
regional/urban field, emphasizing the importance his Government attaches
to developing experience in this area together with the Bank.

Bank Borrowing

11. Mr. McNamara brought up the subject of participation by Spain's
Central Bank in IBRD borrowing through the mechanism of our two-year bond
issues. He explained the significant investment value of IBRD bonds and
mentioned that in his view Spain, which has substantial reserves, had
invested a relatively small amount in these instruments. He handed the
Minister a copy of the memorandum on the forthcoming Two-Year Bond Issue
(Attachment to Mr. Goodman's memorandum of June 9, 1976).

Attachment

cc: Mr. McNamara's office (2)
Messrs. Knapp Wapenhans Chadenet Baum

von Hoffmann Knox R.A. Clarke Jaycox
Cargill Horsley
Goodman Kaji

MPaijmans:gg/sap



'Metting of the Minister of Finance of Spain,
D. Juan Miguel Villar Mir

and
the President of the World Bank

Mr. Robert S. McNamara

June 15, 1976

1. Since 1958 the Bank and Spain have maintained a

fruitful and cooperative relationship and there is no

doubt that the World Bank has succeeded in helping the country

in the difficult years of the development take-off and in the

implementation of the basic economic objectives.

Amounts lent by the Bank ($398 million), starting in

1964 with the Roads Project, have had a tremendous impact on the

Spanish development strategy. But what may be the most important

achievement of the Bank in our country, has been the institutional

building effect of the five loans ($328 million) made for the

transportation sector (highways, railways and ports) and the

improvement of a very deficient infrastructure that did not permit

a full development process in the 50's.

During the last 5 years, the Bank changed its lending

strategy towards Spain, concentrating its efforts in the agricul-

tural sector, with two loans for livestock development and

agricultural research, and two loans in the field of education,

that after negotiations between the parties involved had to be

canceled.

2. Given the impressive and fast development of the Spanish

economy in the last decade, the Bank notified informally

the Government of Spain two years ago, that the country had to be

graduated from the lending program in the near future in order to

permit a more appropriate channeling of the Bank's scarse re-

sources to countries with acute development needs.
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As a result of this graduation, only one more loan is
contemplated for Spain in FY 1977. This last loan will benefit
the implementation of Industrial and Agricultural research in
our country. We hope that the Bank ad Spain will solve the
few remaining conflicting points prior to negotiations and
will reach an agreement in a very short term, so that negotia-
tions of this loan could take place as soon as possible and
that it could be presented to the Board at the beginning of
FY 1977.

The Spanish Government is aware of the difficulty of
distributing limited funds for so many urgent needs, and
understands the reasons underlying the graduation of the country.
Nevertheless, the continuous cooperation between the Bank and
Spain for more than 15 Years should not stop. We think that
the Bank can and should continue providing the technical
expertise that Spain still needs in some areas, not in the form
of financial transfers but in the form of technical assistance
and cooperation.

3. Spain is a member of IDA since 1960 and has been a
Part II contributor in the Third and Fourth Replenish-

:uents. Spain has supported IDA in the past and considers to
continue to support future replenishments of resources, contribut-
ing in accordance with its possibilities and the situation of
its Balance of Payments in the future.

4. IFC has made investments in four Spanish enterprises
totaling $18.8 million. IFC does not have any new

projects under consideration in Spain.

We understand that Spain should be graduated from the
lending program of the Bank but we believe that IFC should for
some years to come, still be active in our country, given the
different characteristics of IFC investments and IBRD loans.

Spain is ready to accept more IFC investments in its
private sector and we consider that the Corporation has not done
a real effort to identify interesting investment opportunities
in our country so far. The promotional activities of IFC in
Spain in the past have been, to say the least, useless and it
seems advisable at this point to encourage new efforts from IFC
in that respect.
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5. Two last points remain important in tile Bank-Spain
relationship. First, the Spanish share of procureme nt

under IBRD loans and IDA credits remain, over the years,e-
tremely small, Although we understand that Managemenit cannot
and should not interfere in procurement matters, we a re real ly
worried aboutl the proble,:m and we are trying to inform our export
firms of the( importanc_e of reaching the developing world.

Our second concern is thie small numnber o-,f Spanish
nationals working in the W,,orld Bank. In that respect we cer-
tainly welcome the efforts, of the Personnel Department in
re,cent months to promote the interest of highly qualified
SpTanish engineers and economists to work in Washington. Nvr
theless, we consider this effort should continue over the years
until an appropriate level of representation is achieved.

-00o-



OFFI E M NDU
TO: Mr. Robert S. McNamara, President D ATE June 11, 1976

THROUGH: Mr. J. Burke Knapp, SVP, Operat es
FROM Martijn J.W.M. Paijmans, Acting RVP, EMN

SUBJECT: SPAIN: Visit of the Finance Minister, His Excellency Juan Miguel Villar-Mir

1. You have agreed to meet with His Excellency Juan Miguel Villar-Mir,
Spain's Minister of Finance, at 5:30 p.m. on Tuesday, June 15, 1976. A
biographical sketch is attached (Annex I). I will be available to attend.

2. A copy of the economic and political sections of the briefing
provided to you in connection with your recent meeting with His Majesty
King Juan Carlos is attached (Annex II). A copy of my memorandum to you,
dated June 3, 1976, reporting on Mr. Knapp's recent meeting with Spain's
Minister of Housing is also attached (Annex III). The purpose of this memo-
randum is to highlight issues concerning current Bank activity in Spain and
the Bank's future relationship with Spain.

3. Since 1963 the Bank has made 11 loans to Spain, two of which, for
education, were subsequently cancelled except for $0.5 million, which had
already been disbursed. Total loans (less cancellations) amount to
$398.4 million of which approximately $330 million is outstanding and
$83 million undisbursed. (Summary Statement of Bank loans is attached
--Annex IV). One further loan of $25 million for industrial and agricultural
research is proposed. The project was appraised in December 1975 and the
draft Appraisal Report prepared. In April this year we were advised that the
Government was reconsidering the scope of the agricultural research component
and particularly the local currency requirements. A Bank mission visited Spain
in May to discuss these issues. The details of the project content and various
proposzls being considered is detailed in Attachment 1. While we are prepared to
consider financing a reduced agricultural research component, the outstanding
issues to be resolved pertain to continuation of technical assistance and
support for research activities commenced under the first Agricultural Research
project,as opposed to initiating a greater number of new activities within the
limitations of local and foreign financing availability. You may wish to
emphasize the need to resolve these issues quickly and remind the Minister that
the proposed research loan is the last loan Spain can expect to receive.

4. Spain's future relationship with the Bank should be as a contributor
to IDA, a possible lender of funds to the Bank, and a beneficiary of procure-
ment under Bank/IDA lending operations. Spain's GNP per capita at market
prices for 1974 was $1,960 1/ and foreign exchange reserves at the end of 1975
were estimated at approximately $6 billion, representing four to five months'
imports. Total contributions to IDA, in current US dollars, amount to

1/ World Bank Atlas 1975.



Mr. Robert S. McNamara - 2 - June 11, 1976

$28.7 million, including $13.5 million under the Fourth Replenishment.
While Spain has been a regular supporter of the Bank's two-year Central
Bank bonds, current holdings are only $10 million, including $3 million
of the latest issue due March 15, 1978. This is clearly a very low figure
for a country holding over $6 billion in foreign reserves. Mr. Goodman
has submitted a memorandum, dated June 9, 1976, containing specific
proposals for ways in which Spain could increase its contribution to
Bank Group funding. (Copy attached--Attachment 2).

5. The total value of goods and services, procured from Spain andfinanced by Bank/IDA operations cumulative through the end of 1975, was
$119 million (Bank--$113 million and IDA--$6 million). Of this amount,
about two-thirds was for electrical and communications equipment and about10 percent for mechanical equipment. While this total is lower than mightbe expected, it is significant that 95 percent of this procurement from
Spain has taken place over the last nine years and is showing an increasing
trend. It is reasonable to assume that Spain's growing industrial capacity
combined with a more-intensive export drive could result in an increased
participation by Spanish industry in Bank Group financed projects.

Attachments

FPovey/11j

Cleared with and cc: Mr. Horsley, Mr. Kaji
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th p i Mryd ahl o * t lireclors Lra i. a -e 11n sn in 'k n5,

pr!eis se ypr, the pr. rnp is crceteå to er $0 0 10o, jucl ia,
bn furcirn cyis',over the firat fiv years. ti proper0
ti .mf t-onis r naL would be finenc'd by a dårct Go -1m s glr L,

'\ ( / LiiiII d' W it110 . 0 l1a ind 3ti; l it-jOn of I h' 'rotl'i' ¼ o'

11 s'3A1l m , li io'n c

1 sk tje t th 1 ,' i ~1am. CuM b11 0 l u all efterl , t

y a the pro e I and i i ' ~'xk'Z'7 t.he contråntion of tån Covern.
rivnd hrulu! - ie rejnyrd as scud aincy te crertc the WrttLut ional Ine,-,

On th11 puccs, iri , 11d1 tbe rCIPMäe r o , ntreIYprenure -ill be n vilaJ
Ircurr in ihis resPOcI.

A- JpA my e r ' ,= , -

4.Tho alviicu!t Ural cusponenti, whi ch war ar a.t I lu t im ffilp~
M1 with the flnistry of AgricultuiL and Lhu National /g-icultural W-ncrch

lus t itute ( i W , ai vuipwwucnrpvi tion nu v kied to thp MMii ryi, o f
Agriciltul, w uld swir ishon the r ' arcb capis f litioe nnd consolsdte lhe

achiuverumrs o f the 21x natinnal] enmmdiy risedoch progrons started anker



At t -bel t -e

Page

the fiS ARriculturTS Research project (lan No. 768-SP) and add three n-,,,
on,s-- frican Mind fJemr, fast groemin p, mod and surbeet. The nti-

n0te Cp= uf the agricullural cp.,u' unt i. .-2 rillior includinP abnrut
$18 1. lion fnelis exchangs, to which the PrTMd ]ona would contribute
about $10 Hillion.

5. T;: frit prert, r <of it py-o hAr eSl ed in the er-
1 iin n e d må tr 1tl nin OM thl l i u,t 0:1 a yr. r- I s 1 m-
ap nnrnill ue! ren . I in i. ~ Ol . n 0- of Mi- av i- I i : ei

prp,a m c e doM p1ne to a - ty prach, Se ral i t- it l :l
achiec ii s 1 ha,r S ye ir he it l,'' ut i h
h 1 'h) t of 1 e h ul tbu 77 :

6. 1 tl the cu 1 n G r n c 1 7 , ibr 7d ini

aru a! Cii rc 1t - i enira t i . a t 'n f t o r L o, rU W
ib 2en m Jld, ra ~tj in L equIst far 1 b1 tA r s n - 1 f h.

agricå m et r-pœt Tt appuars it c sam enre rc r u tbc,
projct M 1 to l o 1l 2 6 ei ion, h M å i M: ia f 17

p i , s om n' beu i i' . ,_ tä, - ,- i i .till Lor li jloll ip tn revlu
a liiiatiuns ta 0i i e yp toav b I / s t is urlikel knotb ablK

to. ace , roro2e tu an !k 00e,nMerf menstLmru Ursarnen of =orse
proyrnTar seta , a Il Up näh ost prmjae, L bem o be ipii 00n the
Gover.a' p --: , I .

7. A i pre-ene,le nF JSA % arrinns in icuge ion Sum_y,
Ju V , 9 16, vih Craind prpo s . 1 ~ .hl rp ths ipe sals-
fnr the jMAo pyrf rt L 100fap! to tir on n pariy aih n s
foni -M 'f resu rch w tt' i n rit intal .tlI1 1 1 t I such

additiea Scm -r 1ju I t an cn be t] t t ,Ai Lån mc 10
forels fönspeag ailble. It i0 possåil ähal th GMoenma me- dpecil

to c l pact' te egi' ulur l cl oent 1 I th1 CIICYP O M å=.
dec 7e te Spöhd - th60 ctompenon; and provd( as plrra nä cenine

tudg åt supor der the, ng ( ogricultt u lb '1r5p p

to pi: s . ji a reduced le.'n (Sput 115 illion) f t S ILY ind'lrII

jun 11 190
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of our receitt plac,(:,iý-ij, wiiii t11(' Yogoslav Ceritral Bank.

in ;i SýUaterncllt uc I)replrcd,at the tiläc-, of olir laý.;1
Lnill-, isýlllc, yoll 1-1,1y hand to tll(- Millister.

cc, r s. K] i ý_ I , p

Då li ur t

c
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. J: n MiguIl VILLAn M i

Vice Presietfor Economic Affairs aHd
Minister f Fimnc>

Baun MadriH - September 30, 1931

MQrriud, 3 childruln

Graute ¼ in LX: l å

ICon:imi c ie Lo>] n ' i ititt fl i r mLL

Has huld t ti ujlling rositinns in Lhi Gupcpp5,i,

private fir=s

Governý6nt: Dýpity Mieco of PoLý,5ý,y rpbl
Dirucior (, of p . of ]w5i

F'rivntQ: President oC S ýrinfu5 du 1Scr (uA Lrp
Nin ion i d I, i ls AA

Acctileno, S.A. (Qet ), Crt
Hidro-ýilro ESPAVoL,.

Fron 1970 U? Lo hiýs appokitent a, KUIsaer of Fý- in n Wý
Mir. N7illar Air wa P-rusidunt of Mbo:s IkIrnkoA de icaaad

Uornoe dI iudilerrnneo (suel).

-- Represented E Minisiry of Au Wd in iimior of inLe-
m ini t g i eC til å x I i iu inter n N a A
nuguiationb, specidly in the fiold A

of fire Qf the Excutive DA rec vor
June 11, 1976



1. Spain 'ecrnø.e achelver:Lent"ii. iteat have beilen coiderble
SI~~niie uhi i Eni> -t i v' h'ir i ''' e n t' j i

Since tL ]r anit1  th e 0 j ' ;, S: win hl tri '' &e t h:"< rn

grb th L j doubie LL p c pit inri vt' . r n 1E reuchc : 3.
billiun (Ul KV7A pri=e ;mdý unag ruteý), ur abnu 1$,=u per Cætte.
OutpuE in 1265-74 VJ= At un ave ge VnAUJ 1L= Of 6.3 percunt; ýn populAt n1
wnw inrr:-A by ! Cnly i1.1 PUYrænu , per eýy [L grou wth; c r e -... 1 2 jæV,w ; L.
Indiriect we=vm gcwll =Yil=le t. 1= rnyid gpet As mac
byiibu t ' of iMyr, U in EL' jui.

m.Tbs rw prgrm :ed l: ted ý n1 Cc MUMCn "V ur! pro, ivh
interual Vem"VKt _=ei a vr;bh ý= l:il wcC_: ir ruvJ=ienr.

Lu21gi ýt th du h ,ecuný:'e puWUPiS W b:en ruur14
bject i =L sL1 j ista lIke mu W uere I in E. iy repl-c

POlicies U d up EA r =j V ?Jei iv = i

Spain oE:ALcu] jom Wmn puE it in s AV=Me pct0r e iQ t vil
(tArOu, b = i e kAenC tu Ap~i Lnd workt:m 2 ig, ;!-ru ý, w:L! :.
t rd f= UW FrsVpty in ker" vur . Wri ' i ELj th j ' , W

Swri u =ktor turu etpicits l_y tle cunlet opur i v i u 2
TUe jnfj~ oV n5 Cevpital, GuuppLrnt-UAC C uEmU Yvt cerea p=
SurprWA uf jW liliu in 1960-/3, went Le DuMd inlelr=Vern
(hich yv b' I ' . L iCe by Li knd if IE3 eE 1i i

only by LG=my W :witzerlenC Ylthin ==tn Eury~.

3. This erv als SQw v massie tyf:sjur of lubc ovt Of prcult"rni
actiV it i '. i % t bo tt C'2 rCe Cf tne lu=r ti t In th 'r' 4 i El

Seetw, E y i5 t ie wa d i to i e e an b> 1974 iu Eler
23 perey i~ c 2 ifl ~ I UP CnT i n ~c '

pmore mer ecn "s pemite pruducWtU: - pr ÉoSCU! tvVo ýýk rL
rise al 7.-; cr i n J 5 5 , u c " . n
indugir, i 2." perceti U servicer I reF j vi in nv-u' T =1w
Ctitilit. nevr ex eed 2 perctEt in 196t -1i, And = helov 1.5 lure t 

post of t u p rind , ' E thi UgIt Underum:plø n t rei tinuu:d i 0 chi ut 7 P L 'i i

Of PAEirMenC to Norrhern Europu helpud Kuj wm=7,Nymni luv MhTr-hort tAU:

periud.

11. Spain's uutput of imrfrctlured pwo: triplud beW e --u 96/ 2nd
19¯'. M l proø ¾iw inu ir ev i ~, 3,2 t Il.A wV2i Un tE "UZl C~rnt i I
rose f, o . to 23.7 uillien l~ ., APPY0VW 1-tl 3511,0(40 ;osi n=t k o

ben :Anuajy Yi the l t fe, ;^ = Th r2pid n5i 1 h ik ch ti :Le'
i-d bt 'rLdu i nd iitndre is u i in CLP t

of eOt= d «' du^1, el between u 19 » S u

il,. The rL pid gre:th Eu 0 pt h LV5 rcqcvred hijh levels Of wivkuii n i n
inves =tY' . Durinp the l=t et : invmtent empeiiti ; ve ;mm eid t
about 24 per ent uf CM und, u"til 1974, n:Mtonn iav.in vere of eg l p:vitd.
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ANNEX IIPaEx 4i

POLITICAL SITUATION

(EXTRACT: Paragraphs 5-9 of Briefing Meiorandum,
dated May 28, 1976 to Mr. McNamara)

1. Despitc the presence of strong rightist forces deterin!d to Iaintýainthe political Str-uelre as under Franco, the de;Ithi of the Ceneral in No-poi 1975 hroglit great expectations for the iberalciation of IthePOlitical r gr:e boti in Spnin and internitloun_1. y 1Te advecates oflibcralizton hcI incu.ne the cettri rist Dcmocrat:ttic Party, tbcSocra lts an Commu is ts have recentCoy fonrm 4 e Cn nXlJianlc called the newDomn:erati c Coordjiization Front which constitut lhe "O t In( to theright;-wing <iin forces lähi dorJ:,cntt the o-e03Wtit1csuppotwn of rnco o thed i Cath eviate the Cortes (Parcli arent). With titosuforft of foc 1stvca clergv, and rderes ,,nerr]]ny, tbcrcfrrp sts forces dvocavc froc trade unions, levaLzation of politicalpartsc , roltsr (regiona- :utonnry, includin usc of local .éitgUagn s in,
school_ (of cular imortance to the Basques in the industirial north and

to the Caalans n Gat- onia) , amnesty for politica] pdisecrs , ektensfonsof popular ofin hleeting Parliament remv'l of censorship, etc.ie dofenders of the status quo oppose Politial relaxation generaly, r dwill aept on I Paär lmnts(Cortade at a snai1 Ts' pace. Their strength l1es
in tlhi exitint (Cortus) and particculh nr] y in the Council of theseleaiL, whicl as created by Franco to advise on conistitutionail changes andselent candidatos for the PrPiniersiip. The attitude of the army could alsobe an important, though undetermined factor. In spite of ssurane-s thatthe Art-5 vould not becorre involved ln politics it is to be noted that iany

top military officers belong to tho old guard of the Francoe i

2. During the past six montis there has been considerable unrest andessure, ained at - up the slow pace of reform. This has resultedin strikes an; protests by lahor unions. During early May, 100,000 Madridvorkors were on s trike, and demonstrat-ions ln tin Y,,)squp regifon and Barcelotaresulted in soie bloodsbed The Minister of the BInterior, Yanu1l Fraga
Ixbarrie, bas carried out firnly the Terf ts po-icy of avoiding left-wig
revolutio nd right-wing inmmobiltwy, by t n rro 1is , pa rat isandpapers are ruch frecr in their cor!-nts and :ie t-eoncs tihan previov;;y and some f'fti-irancn intllcn unie for30 years have retured,

3v Frarly in May, Pril e Minister Carlos Arias Navarro announiend theItnr't4's propcad poigrait for colistitutlonal and political reform.It rviosfor:

(i) Par];Irt 5'ejud:ing a lower houre (Conge.) eletedy
univuralI dircact d cet s nrage nd a upper(Sen:tc) , vihiachl vould Le 7ainly apjpointc.d

(ii) a new 1ranch of the upr-m- Court fpecifically charged with
protectlng cons tituti1onal rights;

Gii) leralinatiln of the lae s govdrin trae cios; a

(iv) locring of the leg,l a ge of suclcoion to the thrune from33 to lo years.
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There wi 11be a nati nti referendu, on these cnstittienal ref ors t:ihis
coming cetober and a general election in the Spring of 1977. The public
renction to the Prime liini-ter's proposals ti,s friyCr, lUkewarm and teChr stLian p oratic J cder , Gil. obles, cimartcterized it o"a chat ful1
ot platiudesf. The first draft ef the electerl law is due to be presented

to the present Pbliamtnt by Jy 15. Press repertr. Indict e that the drd¯iu
ih has net been rel-cai2d offici l, eentbins prcviÆiens the-t wOUld

he l.t c iffeclt for any of the oposijtiin political parties Le considertai part le the el1etixons; ar1y, praeodurus that would ersure thet h
e, sure to be cont rolled by forr:r z ranc suport ers, w] have

effective veto on the actions of te tieoretical]y rere repres entative
Lower House er Coirress, inclueing tihe right to nemintate a Frine ini ste r.
Other p)roposect ror:s include the redluction ot restrictions on public

meetinl and p)oliticle p rtics, the revision of the anti-terrorist la, the
grantirg ef limited utonomyv to Cztrlor: a and the establisient ot a

coit to stuy the possib(e creation ef a Specia. adrn:inistration for
tit four Cataln provinces ef Darcelone, Gcrona, Lerida end Terragone. The

crnft leisletion 0 n pub lic meetinge scheduled to 1) debnted in Parliaeni>t
tlh s week -ay provide the forum for a forMal battle bet-een tie conservative
and, reformist forces.

III the controvety en the pace ef reform King Juan Carlos is
emerging ys supporting the liberal . le has supported the. idea of tiE
Constitutional referendi , including an Act of Succession, and was reportedly

in favor of holding the parliamenta ry elections as early as thi.s Fe11. ] n arecent speech he snid that the monarchy must participate in tihe guidance and
profotion ni the political and social currenots in the country, the first publicachne-lediment titL the Ring shouldci play an active political role. The
King s fller, Don Juan, who las never renounced Lis claim to the throne,met

wih thehin;; recently and is said to inve advocted vigorl:us politica

taining a blac be een the pressures for r r r th ci p } i
rt, coniervt ilro. the riht n pm t i c 1 u

Ii has huen rcportedi that the i-lm anil !,ave I toeii\ hav reLace d iPr i'Minist;er- Raer o iekr 1 0parCtiting o1n lhis tr ip to ti t U..Iutio
appiearst that: a' C nent ixthuf-Uc i; unI~ike toI eCee"r uti]lut err ,

5. Th c-tthed eJ % rn the rolitnI T f '" 2: tn-
May 25, 1976 On, 1<cctt poLiti dt\lotcnts 1ny be of intere .r

Attachments

EMlDC
May 28, 1976

'-i1
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Livestock. The first project was designed to help Spain meet its
increasing meat deficit through transfer of improved livestock produc-
tion technology and the setting up of a special .organization, the
Livestock Development Agency. The second project is to reinforce and
expand the application of technological innovations, including the
establishment of leguye-based pastures and consolidation of the
Livestock Development Agency which has developed an effective staff
and a succossful approach to local farmers.

Education. During the implementation of the two loans, there were frequent
changes in the leadership of the Education Ministry, and significant
uncertainty concerning the Government's intention to implement the
education reform program adopted by the Government in 1970. Due to
the growing pressure on the Government to build more basic education
schools, combined with increased construction costs, the Government
decided it would not follow the standards of student accommodation
envisaged in the projects, but instead would significantly reduce theresources devoted to pre-technical training. In the Bank's judgeoment,
improvement in this field was a key element in the education reform
and the Bank did not accept the revisions proposed in the project by
the Government. At the request of the Government the undisbursed
balance of these loans amounting to $61.5 million was cancelled on
March 25, 1975.

Agriculture Research. This was the first project of this type undertaken
by the Bank. Execution was delayed by a time-consuming reorganization
of INIA during which the Government's financial and administrative
support for the project was inadequate. Following the appointment of
a new director for INIA in April 1974 support [ci the concept of
commodity-oriented research became much stronger and project implemen-
tation improved considerably. However, it appears that in recent
months difficulties have again arisen due to lack of adequate financing.
This problem is under discussion with the Government to ensure a
satisfactory resolution prior to proceeding with the processing of asecond loan for agricultural research.

II. CONTRIBUTTON TO I.D.A.

Spain's total contribution to IDA, expressed in current US dollars,
is $28.7 million, including $13.5 million under the Fourth Replenishment.

III. PARTICIPATION IN TWO-YEAR BONDS

Since 1971 Spain has been a regular supporter of the Bank's two-yearCentral Bank issues and currently holds $10 million, including $3 million ofthe latest issue due March 15, 1978.

EMIDC
May 27, 1976
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ME!DRANDUM FOR 1E RECORD

Meeting with Mr. Fernandez-Ordonez, Spanish Minister of Finance, March 20, 1978

Present: Messrs. McNamara, Fernandez-Ordonez, Barea, Martin-Fernandez and Paijmans

Mr. Fernandez-Ordonez said that he was satisfied with the results of the
French election. Spain was now one of the most democratic countries in Europe.
The system worked, although there were still many problems the young democracy had
to face. He had carried out a tax reform which led to markedly increased revenues.
Spain supported the proposed general capital increase of the Bank. With regard to
the human rights issue, the left in Spain would support Bank actions against Latin
American dictatorships on human rights grounds. Mr. McNamnara enquired whether the
Spanish left would still support civil rights actions by the Bank if countries such
as Colombia and Mexico opposed such action. Mr. Fernandez-Ordonez replied that they
would, but that the position of other Latin American countries on the human rights
issue was important for the internal discussion in Spain. Mr. McNamara said that,
as a long-run solution, the Bank could support human rights by focusing on the econ-
omic rights aspects. This argument could be used in Spain. The U.S. Executive
branch had second thoughts about using IFIs as instruments for their human rights
policy. There was movement in the direction of limiting the human rights policy
to bilateral dealings with governments.

Mr. Fernandez-Ordonez said that the Spanish Government was in favor of
not reducing salaries of Bank staff. Otherwise, Spaniards could not be attracted
to the Bank in sufficient numbers. Mr. McNamara said that the staff was not willing
to have politics enter into the salary discussion.

CKW
March 22, 1978
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OFFICE MEMORANDUM
TO Mr. Robert S. McNamara, President March 17, 1978

THROUGH: Mr. J. Burke Knapp, SVP, Operat'ons
FR'OM- Martijn J.W.M. Paijmans, Acting RVP, EMN

SUBJECT SPAIN: Your Meeting with The Honorable Francisco Fernandez Ordonez,
Minister of Finance of Spain

I understand you have agreed to meet with Sr. Ordonez at 6 p.m.
on Monday, March 20, 1978. The following is provided as background
information which may be useful to you for the purpose of that meeting.

1. Biographical

Sr. Ordonez, appointed Minister of Finance in 1976, is a career
civil servant. He has served almost entirely in the Ministry of Finance
in a series of important positions including that of Secretary General
Teenico which is the highest career post in the Ministry.

2. Bank Operations in Spain

Beginning in 1963 the Bank has made twelve loans to Spain, totalling
$478.7 million; three for railways, two for ports, one for highways, two for
livestock development, one for agricultural research, one for industrial
research and development and two for education, both of which were cancelled
in March 1975 at the request of the Government.

As at January 31, 1978 the net total outstanding to the Bank was
$296.4 million of which about $60 million was undisbursed.

3. Status of Ongoing Projects

There are only 3 ongoing projects at the present time; Agricultural
Research, Ports II and Livestock II. Although each of these 3 projects
suffered some delays from the political transition and some financial constraints
due to the recession,they are all now progressing satisfactorily.

4. Research Development and Engineering Loan, No. 1425-SP

This $18 million loan, our final lending operation to Spain, was
approved on May 17, 1977 but is not yet effective. The final date for
effectiveness has been postponed twice and is currently March 31, 1978. The
delays have resulted almost entirely from a series of changes in personnel
both in the Cabinet and at higher civil servant levels. The remaining
conditions of effectiveness still to be met are the establishment of a unit
within the Ministry of Industry to administer the project (CEDETI), the
promulgation of regulations to govern the functions and responsibilities
of CEDETI and the appointment of a General Manager, satisfactory to the Bank.
We are informed that the establishment of CEDETI has been approved by the
Council of Ministers and gazetted. The regulations governing CEDETI are scheduled
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for consideration by the Council of Ministers on Friday, March 17, and
the appointment of the General Manager, who has already been nominated
and is satisfactory to the Bank, will follow this approval. In view of
the Holy Week holidays in Spain gazetting and transmitting the documentation
may be delayed, thus requiring a further short extension of the terminal
effectiveness date for beyond March 31.

You may wish to inform the Minister that while the delay in
getting this project effective is regrettable it is nevertheless understandable
in the circumstances. You may also wish to inform the Minister that the Bank
considers this to be a very important project both for Spain and from the fact
that it is the first project of its kind entered into by the Bank. Several
countries have already indicated an interest in replicating it and its
results will be followed with great interest. We should express the hope
that the Spanish Government will give its full support to the implementation
of the project and they can be assured of the continuing interest and
cooperation of the Bank.

5. Co-financing

In mid-1977 the Spanish authorities approached the Bank seeking
advice as to how they might join the Bank/IDA in co-financing of projects
under a foreign assistance program which they were proposing to establish.
We have had several meetings with Spanish authorities on this but no concrete
proposals have evolved since Spain has not yet established specific institutional
channels, and it has been difficult to narrow down the Spanish interest in the
context of specific countries and sectors in which they are interested.
Additionally, it is likely that the funds will be tied to Spanish procurement
and so far we have received no indication of the specific goods and services
in which Spanish industry is regarded as competitive. We have been given to
understand that the Spanish authorities are working on a short list of countries
to which they would wish to give priority for possible co-financing operations
with the Bank and the matter will be further pursued when these proposals are
received.

6. Request for EDT Assistance

Spain has been having informal talks with EDT about the possibility
of obtaining EDT assistance through the establishment of a series of general
project courses for senior officials of the various ministries concerned with
investments. EDT has informed Spain that it would be willing to collaborate
with training institutions in Spain and arrangements have been made for EDT
staff to visit Spain in September of this year.

7. Two-Year Bond Issues

Spain was allocated $2 million of the recent issue due March 15, 1980
and now holds a total of $18.5 million against the 4 outstanding issues.



Mr. Robert S. McNamara - 3 - March 17, 1978

8. Economic Trends

The Spanish economy experienced a period of severe adjustments
in the wake of the increase in oil prices and the political changes which
the country experienced since 1974. This reflected in balance of payments
problems, high inflation rate, stagnating or low economic growth rate and
unemployment.

Spain is highly dependent on imported crude oil for its energy
requirement. With the rise in oil prices, the value of its crude oil
imports increased from $1.1 billion in 1973 to $4.4 billion in 1976 and
an estimated $5 billion in 1977. The economic recession in Western
Europe also adversely affected invisible receipts on account of tourism
and workers' remittances resulting in a widening current account deficit
to $4.3 billion in 1976.

A wage, oil and other costs of production/price spiral fueled
by large monetary expansion dominated until the adoption of the stabilization
package in the Fall of 1977. The cost of living is estimated to have increased
by 59 percent and wages by 83 percent between 1973 and 1976, and the business
labor relations was marked by turmoil and prevailance of labor disputes.

Encouraging developments occurred in mid-1977. The peseta was devalued
by 25 percent in July and the Government prepared an emergency economic adjust-
ment program which accorded the highest priority to reducing inflation. Based
on consultation between businessmen and trade unions, an economic pact which
addressed the country's economic problems was agreed to in October by the
Government and the opposition. The agreement was comprehensive establishing
for 1978 limits on permissible price and wage increases (20 percent),
monetary expansion (17 percent) and restraining budgetary expenditures to
about the previous year's level in real terms. The package also included
provisions for tax reforms aimed to reduce wide income differentials and tax
evasion as well as to reduce social security obligations. The proceeds from
higher taxes were to be directed to higher pension and unemployment compensation.

The devaluation of the peseta as well as the recovery of European
demand and tourism helped contain the current account deficit to $2.5 billion
in 1977 (as compared to initial estimate of $5.0 billion for the year and
a deficit of $4.3 billion in 1976). The GNP growth rate is, however, estimated
at about 2 percent, inflation rate 26 percent and unemployment rate of 4.5
percent.

The country was able to borrow in the international capital markets
to cover its large deficits. Foreign debt thus increased from $3.7 billion
in 1973 to an estimated $12 billion in 1977, but foreign exchange reserves
increased by $1.2 billion in 1977 to a total of $6.6 billion by the end of
the year.
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According to early 1978 accounts, the negative impact of the
stabilization package, especially the tight credit and monetary policy,
are already being felt. There are reportedly a growing number of firms
forced into bankruptcy, and a number of financially troubled small banks
being taken over by the Central Bank, stagnation of industrial production,
greater under-utilization of capacity, larger unemployment (approaching
7 percent) and growing social and political unrest. /1

Spain/IMF Relations

The IMF granted Spain in February 1978 two credit tranches of
$175 million under standby agreement and $125 million under its compensatory
financing facility. The mild conditions attached to the first loan are
seen to reflect IMF's satisfaction with the stabilization package adopted
by Spain in the second half of 1977. An IMF mission visited Spain at the
end of 1977 and judged the economic stabilization Plan as satisfactory.

Spain/EEC Relations

In July 1977 the Spanish Government notified the EEC Commission
of its intention to apply for membership in the Economic Communities.

Uncertainty still prevails, however, with respect to the
renegotiation of the 1970 trade agreement with the EEC which ran out at
the end of 1977. While the Europeans want a full renegotiation involving
further tariff reductions (in view of Spain's candidacy for accession to
the Common Market) the Spanish effectively prefer the present accord to
remain in force. Although discussion was supposed to start December 23, 1977
they were postponed to a still unscheduled data.

1/ At the end of February Mr. Suarez removed from office Mr. Enrique F.
Quintana, Deputy Prime Minister for Economic Affairs and four other
economic ministers. The move and the new appointees, however, do not
appear to satisfy either rightish or leftists groups.


