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WORLD BANK INTFRNATIONAL FINAHCE GORPORAT C)N

R AOFFICE MEMORANDUM
T& ieinorandum for the Record D-"TE April 14, 1977

FROM, :1artijn J. W. M. Paijmans, Director, EMLNA I

SUBJECT: YUGOSLAVIA - Visit of Dr. J. Sirotkovic

1. On April 12, 1977 Mr. t4cNamara received Dr. J. Sirothovic,
'-resident of the Executive Council of Croatia, who was accomparied by
'Ir. Ante Zelic, Eiei ber of the same Executive Council, and thL, I-LiLoslav
;aabassador in Jashington, 1I.E. Dimce Belovski.

2. The visit was in fact a courtesy call during Anich Dr. Sirotkovic
mentioned the important investments which were taking place in Croatia in
highways, power, agriculture, tourism, petrochemical industry and pipelines.
tie and Mr. Zelic mentioned the need for Bank support, in particular for the
large future Sava multipurpose project which they said would in fact cover
about one million hectares. (This figure of course represents a long term
plan for the development of the whole Sava River basin the total area of
which is about 96,000 sq. kms - about 37% of Yugoslavia, which may not be
completed even by the turn of the century. While the project for possible
Bank participation has not yet been defined, it is likely to comprise 2 or
3 polders covering in the range of 40,000 to 60,000 hectares.)

3. Dr. Sirotkovic. also mentioned to be now involved at the Federal
level and emphasized the importance to be paid to correcting structural
imbalances within the Federation.

MPaijmans: gg

cc: Mr. MclTamara's office (original and one carbon)
Messrs. Kni -pp, Knox,, Acting RVP, EMENA,

Haynes, Acting Director, EMENA Projects
Kaj i



WORLD BANK INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
TO Mr. Robert 3. McWara, President DATE April 4, 1977

ThROGH: Kr. J. urke Knapp, SVP, Operatipå
FROM A. David ineo:, Artirg TVP, EbUr

SUBCL (YUGOSLAVIA: Visit of Dr. Jakov Sirotkovic, President
of the Executive Council of Croatia

1. At the request of the Yugoslav Embassy, you have agreed to a brief
courtesy call by Dr. Siractki vic on Tuesday, April 12, at 6:30 p.m.

A brief biographical sketch of Dr. Sirotkovic is attached.

The bulk cf our past and prospective lendin in Croatia is in
conjunction with national infrastructure projects, such as the highway.
railways, and power transrission schemes in which Croatia participates. In
the immdiate future, we expect to appraise the first phase of the trans-
Yugoslav highway project which will, on the basis of overall priorities,
addresn the problems of serious traffic congestior around the City of
Zagreb and on the imrediate sections of roads stretching out from Zagreb
toards Pelgrade. The Croatiar authorities place the highest priority on
this projeet.

Dr. Sirotkovic, under pressure from the influential local govern-
meCt of the City of Dubrov-nik, night bring up the question of the Bank
declining to finance further expansion of the Babin Kuk tourism project;the
first phase of which was financed by a Bank loan of $20 million in July
1971. Our decision is based on the premise that given the competing demands
from within Yucoslavia for various high priority proj ects; the absence of any
institutional or other impact to be achieved fron financing an is olated
teurism hotel project; the likeli-od of the enterprise obtaining commercial
money for a financially-viable hotel project; the justification for Bank
support is dubious.

5. As you know, while Yugoslavia wishes to host the 1979 Annual
Mleetings, no decision has yet been made on whether the invitatin would
be for holding the reetings in Dubrovnik or in lelgrade. The major
constraint in Dubrovnik is the absence, at present, of any conference hall
which could accommodate the plenary session and a hotel adjacent to the hall
for use as offices for staff and delegations.

Attachment

CKaji/llj

Cleared with and cc: Mr. Paijians
CleEred in substance with and cc (para. 5): Yr. Damry



Biographical sketch

Jakov Dr. Sirotkovic - born in 1922, Rab, Yugoslavia

- President of the Executive Council of the

Assembly of the socialist Republic of Croatia znd professor

of economic planning at the University of Zaareb.

- Took an active part in the People's Liberation

War from 1941 until the liberation.

After the liberation held various hiTh positions

in Yugoslav Federal Government and Reoublic of Croatia as well

as in socio-political organizations. Representative of the >FR

of Yugoslavia in the Committee of experts of the United Nations

(Committee for development planning).

- Has been Vice President of the Federal Executive

Council and member of the Economic Poliev Commit-tee of the

Federal Assembly, member of the Economic Board of the Federal

Executive Council and Economic Board of the Executive Council

of the Assembly of Croatia.

Graduated from the echool of Economics, UniversiLy

of Zagreb (1948), where he has received his doctor's decre.

He also attended the London ichool of Economics (1954-35) and

Borkeley University in California ill 1905. Has been Associat

in Economics at the chool of Lcon omics-:1 Univerzitv of a!rrb

in 1951, honorary professor at the ChoouI of Economics Ulxivexlv

of Bel grade 1959, professor at the chool of Ecoomic iIvkir.-,ity

of Zagreb since 1961. He haM been the oean of the /atreb 1-iveA,r'I-

ty (1966-67).

- Published a lart' mi+r of tudLe- and .

the field of econoiic developI11t, thool-u o6esn practice

of plannining in the system of fmanagement in i4vIa.

Member of Yugoslav Academy of ci eciees and Arts,

received many honors and aw%ard s fox' out st anding ac itevements

in the scientific field and soci o-polit ical activity.
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VIORL N7ERNATIONAL FINANC

April 26, 1977

Mr. Liip.i,iester,

YUGOSLAVIA

Attached please find the Mcii)orandum for the
Record on Mr. 'IcN irrLira's ii,ecting with Mr. Cemovic.

Mr. M64amara asla- d me to raise the issue mentioned
in paras 5 and 6 with Messrs. Cargill and Rotberg.
I spoke to Mr. Rotberg this morning who was already
aware of the matter before Mr. Cemovic spoke to
Mr. Md4amara. Mr. Rotberg wrote a note to the
President on the subject and will now handle
further with Messrs. Cargill and Broches.

Martijn Paijmans

Attach.



WORLD BANK / INTERNATONAL FINANCV CORPORATION

OFFICE MEMORANDUM
TO Memorandum for the Record DATE April 26, 1977

FROM Hartijn J. V. M. Paijmans, Director, f2lElA T

SUBJECT YUCOSLAVA - Visit by Dr. Cemovic, Federal SecretarL for Finance

1. On April 25, 1977, Mr. Cemovic visited 'I. "cNamara. Pe was
accopanied by: Ambassador Dimece Belovski

Mr. avyra Popovic, Txecutive Director
Dr. Tomislav Badovinac, National Bank of Yugoslavia
Mr. niljan Romatina, Assistant Secretary, Federal

Secretariat for Foreign Affairs.

From tie Bank were present Messrs. Knapp, Knox (Acting VP, DETh), Paijmans.

2. Mr. Cemovic congratulated Mr. Mcnamara on his reappointment and
expressed his pleasure at having Mr. 11Namara continue in the presidency.
ir. McNamara said he had been glad to accept the invitation from the Executive
Directors. "e then referred to the extremely cordial and constructive
relations the Bank maintains with Yugoslavia.

3. Secretary Cemovic shared Mr. McNarara's opinion and expressed his

own pleasure with the working relations in general and with the staff. Fe

then spoke of Yugoslavia's economic situation. le reported that the
favorable trends he had announced in Manila had continued into CY77. Infla-
tion control had remained relatively successful, imports were growing

slightly faster than last year but exports were rising much more substantially
than last year. Although last year's current balance had been in deficit,
the overall payments situation had been in balance and expectations were
that this would be repeated in 1977. In the meantime, substantial reserves
had been built up. The trend of growth in production was also continuing.
The necessary legislative changes, in line with the modification of the
Constitution, were progressing well, translation of the new laws was pro-

ceeding steadily and would be sent to the Bank as soon as possible; Mr.

Cemovic hoped that these could be reflected in the new edition of the book

the Bank may publish on Yugoslavia and he mentioned the success the first
volume had enjoyed.

4. Secretary Cenovic said that Yugoslavia would rely heavily on the

hank's assistance over the next five years. le informed "r. McNarara that
only ten days ago the Federal Executive Council had agreed On how to
distribute the proceeds from our loans over the various Republics and
Provinces, and that 66' should be channeled to the less developed regions
since these loans were of higher developmental quality than conercial
operations. He would send for Mr. YcNnarn's personal information a

schematic presentation of this decision. In particular, the program for

iosovo needed special arrangements which the Secretary was discussing with



Bank staff. In this context, be reqested that Mr. lcamnara receive the
President of Kosovo who will visit the Bank before the Annual Meeting; Mr.

coNamari indicated lic would be availabLe.

5. WJhen Mr. Cemovic mentioned the build-up of Yugoslavia's reserves,
be also sa't that his (overnment ba decided tc keep a portior of ti ese in

:orld Bank paper. Ile also yentioned that an arrangement had been ,ade wi th
th Bank to have a youn uOslav work in lir. Rotberg's department to gain
ce e:per-ience in the iangement of reserves. Mr. Cemovic then asked

whethor th.e Banke would actually ilanage a siall part of ugoslav-a's reserves
so that the Central Bank, vbich hid ha little experience in this field until
now, could learn how this should be done.

6. Mr. McNamara said he was delighted with the arrangement for
training a man from the Central bank. lie found the proposal that the Bank
would take on the actual management of a small portion of Yugoslavia's
reserves interesting and indicated he would be quite villing to see if a way
te arran-e this could be worked out; but he could give no firm promise as
there might be some legal and policy problems which would have to be resolved.
Such an arrangement bad never been made before but he was in principle
prepared to ry-to work sometling out in view of the fact that the Rank had
experiene and skills in this area. Ile asked Mr. Paijmans to discuss this
point with Messrs. Cargill and Rotberg and inform him and Mr. Knapp.

7. Mr. Cemovic ther expressed his strong support for the capital
increase of the Bank, to which he said, to attribute greater importance than
to the increase of resources that would be made available to the IT.
He indicated that Yugoslavia was better served with the type of resource
transfer operated by the Bank. Mr. McEamara was pleased with Mr. Cemovic's
support for a capital inrease which he hoped to settle before the ycar's
end, and in no case Liter than July 1978. Tn response to questions by
Mr. Cemovic on the subject, be indicated that after a general capital in-
crease a real annual inerease of 77 in World rank lending should be possible,
and that this constituted a minimum objective.

In response to Mr. MacEaraa's mention of the 1979 Innual Meetings,
Mr. Cemovie safid that following his earlier letter to Mr. McNamara expressing
Yugoslavia 's interest in hosting the Meetings, the Federal Executive Council
would direct an official letter to Messrs. McNamara and Witteveen in late
May or early June. Mr. Cemevi said that when the subject bad been mentioned
for the first time last year he had not been in a position to indicate
whether the location proposed would be Dubrovnik or Belgrade. Dubrovnik was
still very interested and the Federal Governnent supports this interest,
but the local facilities might not be adequate, in which case Belgrade
should function as a "strategic reserve." Tn this econtext he nentioned that
during the coming simer the Security Heeting (fllow-up to Helsinki) would



be held in oegrae where a new Conference Center in the center of the
city has been completed. r. M cNaara indicated the degree of urgency in
having this natter settled and said that late ay/early June would be
satisfactory.

9. Mr. Cemovic mentioned an invitation which he said had been sent
to Mr. 'armra to speak at an International F-inancial Symposium to be
organized in Yugoslavia. lts timing would be adjusted to accoimmodate

r. Mchamara if be could accept, which would lend substantial stature to
the undertakin.;. ''r. Iitteveen had also been invited. As DMr. McKarara
hac not received anv such letter, 1ir. Popovic would trace a copy.t cThere
ir, nC record in the Region of such an invitation and as of today lr. Popovic
could not clarify the situation, expressing the fear that there is con-
siderable coniusion on this issue.]

cc: Mr. MeNamara's office (original and one carbon)
Messrs. knapp, Broches, Benjenk, Cargill, Rotberg, Damry, Knox, Kaji
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WORLD BANK ý INTERNATIONAL Flr],ýr]CE CORPORATION

OFFICE MEMORANDUM
-TO Yr- Pobert 57. DATE April 22, 1977

u. J. Eurl-c ýn: ou,

P. Ferl-I-I 'U'

'Vour -e, ý-ý'ng with Fis Excellency Vollicilo
Feder,il eecretarv for Finance

Yni, ý,ýýjvc agrecd to ýýu, ccj,gvjc for a brief colirtes.ý,
visit -u7ý,'ý-,-, .'_pril 25, at 1 .3(j p.,:_ A, Lio,, sketch on
15r - ý_( L- is -it tached.

2. Yr. ý_cjiýL)vic is visiting ý-r2sliý"_ni,ton essentially for atteiiclinp
the ineetinL (ý,- tlie, Croup of týqenty-Fokir.

You illay wislt to 1_"ý! ný'ds oppo cur. r'ý'
rtul- m r. 1c

succcsý '-r 1:c t rsiri, its 1, f
1 billion -it LIFie ci,e c-7 1` 1r tt ns

vcil a- their 11-iu rýItc LJ
f r,:ý i-. 25 percent 3,5175 to 12 T) Y C e_ 1 111: P o to

7-ý ss our apprý_ýciation for the. in whýu_!ý LI,c-: ý.'vcrccýii-iat
-Inance is working closely with the Bank in c)rganizir.ý and, e,',Tediting

(,peritý-onýs.

4. Ue are not aware of any specific issues that IJr. CiT,ý'vic would
wish te Lrii-,ý up during his call on you. It L yýc-sllle giver the

1-(_ý ý j- te, tk-k_ý in Bank's lending in
ýCC-ci`Llj iv.icrease, Yx. Genovic,
vU' re-t- 1_1s ovLr i,ast C,17(4 -enrs raised

of increý-""uc lending to J'ugoslaii-ý, imy e_--prcs_-, Iiis hopes that
icr e f 3 c i t will be considered. It is äortlý noting i t1 is

cc r, L7ý"- t Yuc-osl,ýýý-,ia is eiil-,ý-rý-ing on a nev Five-Year Plan w7ý Lch calls
fer jý2strl-icturiL!': of its eccrýevýv ind entails J. --i,-i-ificant
level of in basie infrý-structilrc AL,' natural resourucs
e-Vloitatioil, pärticularly energy. You will Tec-11 that we ciý,rried cut,
at: -oi:r rý_ýiuc_st, a spec-L.f-7c study on _c,(-Ess to iarkets
1.-1 ýci I jlý(ý`icntcc ti L-t ý-TjcýC accu-ss could be- ,_,-i-u i L,_ tc, rc,,_tricted.

coi ýJ' ,týciics or- thý ýFý er- the current
!Jfve-ý -:-ir L-i,ýeiiiig Pro rý iý -ýt-U3chcý ý culd, indicý-cc til- I: uv i t-, i. _ýu

net transfer position vis----vis Yu5ýoslavýi.a by 19,~_.

In the li, 1-c -1 t'he above. that- ný
will be a relati ' ,,, c;,ýsim, n7 the we grL-

c ns f or ý:7 '.- 17. :1 u n cl 4,11 1'-1'1_1-'-ý1ýý ýhlcf
b,_- to ,.-ith our fort,iuciý i--[g Counti-ý rroýI-T

our prop<_,ý,ýLý are not fully &-_\,elöped as ye t , I T i.1 ýt 2 Jd
-1i, uur deliberýiL.Lons, I cer guided by the recert pý.1 'ý1-

l,ank" is well 7ý, ýýlc policy paper on 'UnJ_
11x,i r Countries-. e have al-so nc u_c'ý d that aq recent P&L i: , iý 1,ý
~ec( ý i t cýf the prc level of lending through 1981, had



Mr. Robert S. lIcari - 2- April 22, 1977

certain country speci;fic projections. 1 rovide below the fig,urs contained
in the Pe, documeont /_ and the roulgh order of magnitude of our owm likely
proposals.

_ear P& Projctdon Lilely Regional Proposal

FY78 2 2.5 265.0
FY79 293.1 290.0

Y0 6 . 330 .0
FY81 421.6 370 .0
FY82- 420.0

6. Mr. Damry advises that while tIte Yugoslvs have expressed c desire
to invite ti Bank to hold the 1979 Annual 1eetings in Yugoslavia, no deci-
sior, to our knowledge, has yet been made as to wbether such retings wnuld
be hede1 in Dubrovnk or in BLgrade and, hence, no formal nvi tation has yet
been extended. Selection of either venuce requires physical construction of
certa-in facilities and given the lead time required to have such facilities
operatinl by the time of the meetings, a decision n eeds to bomado fairly
quicly by the Yugoslav authorities. We would aloi need the foral invitation
in time for consideration by the Governors at the SJepterer 1977 Irrual
Necetings.

Attachments

G,aj i/lij

Cleared with and cc: Messrs. Damry, Paijmans

/1 TeCimorandum dated March 23, 1977 from Mr. Joe Wood, Assistant Director,
FB, to Program Coordinators-Net Transfer to Current Borrowers.



Attachment

Biograpyical Sketch

Mr. Momcilo CeiYmovic

Mr. Momcilo CenvIc was appointed Federal Secretary for
Finance on May 31, 1974 when tie Federal Government under the naw
Constitution was installed. During the previous three,years he was a
member of the Federal Executive Council and ChairrOn of the Inter-
republican Committee for the Monetary System, which coordinated domestic
monetary policy. Prior to that, he was the General Manager of
Investiciona Banka Titograd. He was born in Montenegro and educated
in economics at Belgrade University.

EMlDC
Aprl 14, 1977
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
TO: Mr. Robert S. McNamara DATE ApriL 25, 1977

F R,0 M J. Burke Knapp

SUBJECT,
Your Meeting with YugosLav Finance Minister

The attached memorandum has some strange figures in paragraph 5.

I understand that the "P&B projections" were simpLy extrapoLations to

take account of the increased scaLe of Bank Lending capacity, aLthough
even an this basis they Look odd. In any case, both sets of figures con

trast sharpLy with the guidance which you provided in connection with the

YugosLavia CPP review a year ago, which indicated Lending targets of

$200 miLLion in FY79, $175 miLLion in FY80 and $150 miLtion in FY81. It

is true that these figures have been overtaken by new Bank-wide figures

based upon the assumption that we wiLL obtain a generaL capitaL increase.

It is further true, I think, that attainment of these new Bank-wide

targets wiLL be very difficuLt if we do not maintain very substantiaL

Lending programs in the higher income LDCs generaLLy - or, put differentLy,

that a continued high LeveL of Lending to the higher income countries wiLL

not mean a sacrifice of Bank Lending voLume to the Lower income LDCs,
whose absorptive capacity for Bank Loans is restricted by creditworthiness

and other considerations. On the other hand, without having had the benefit
of the Region's forthcoming CPP review, I do not accept that we shouLd be
thinking of an expansion of our Lending to YugosLavia much beyond the

recent LeveL of, say, $250 miLLion a year.

cc: Mr. Benjenk

JBKnapp:vm
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OFFICE MEMORAINUUM
T0 Memorandum for the Record r)-- TE September 29, 1977

FPum Gautam S. Kaji, Chief, EMII)C

Su B I YUGOSLAVIA: Mr. McNamara s Meeting with Mr. Cemovic, the Federal
Secretary for Finance and Mr. Nedeljkovic, President
of the Executive Council of Kosovo

1. Mr. McNamara met with Mr. Cemovic and Mr. Nedeljkovic on Friday,
September 23, 1977, at 6:00 p.m. Messrs. Cemovic and Nedeljkovic were
accompanied by Mr. Belovski, the Yugoslav Ambassador to the U.S.;
Mr. Stojiljkovic, the Assistant Federal Secretary for 'Finance; Mr. Looijen,
the Executive Director and Mr. Popovic, the Alternate Executive Director
for the Bank. Messrs. Knapp, Chenery, Benjenk, Paijmans and Kaji also
attended.

2. Mr. McNamara, in starting the meeting, asked Mr. Cemovic to
convey to the Government his great appreciation for the continuing
support rendered to the Bank's operations, not only in terms of supporting
the capital increase but also in terms of the Fifth IDA Replenishment, the
Bank's bond issues and special borrowing arrangements.

3. Mr. Nedeljkovic, after expressing his appreciation for the
support rendered by the Bank to Kosovo and the agreements reached for
future activities in Kosovo, sketched the outline of Kosovo's Plan and
emphasized the decision of the various Republics and Provinces of
Yugoslavia to support an enhanced transfer of resources to Kosovo, both
from the Federal Fund for the Lesser Developed Republics as well as
external sources, most notably the Bank. He particularly stressed the
emphasis Kosovo placed on utilizing Bank resources for directly productive
Projects in industry and agriculture which would utilize Kosovo's natural
resources and, most importantly, generate employment. Mr. Nedeljkovic,
while recognizing that the terms and conditions of Bank loans were decided
on the basis of overall Bank policy, wished the Bank to recognize the
burden this placed on Kosovo and requested that the question of easing the
terms of Bank loans be reviewed. He went on to express his appreciation
for the technical Essistance rendered by Bank missions when they visited
Kosovo to prepare, appraise and supervise projects and requested that a
special effort be launched to educate Kosovans in project appraisal
techniques. Finally, Mr. Nedeljkovic, referring to his earlier discussions
with Mr. Qureshi, reiterated his desire that IFC play a greater role in
Kosovo not only in terms of the funds IFC could provide but perhaps, more
importantly, to assist Kosovan enterprises in developing appropriate
projects and acting as a catalyst for attracting other sources of finance.

4. Mr. McNamara responded by stating that Yugoslavia was unique in
the attention it gave to income redistribution within its constituent
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regions and the Bank was happy to assist Kosovo not only because of its
relative poverty level but also to demonstrate to other countries what
could be achieved. Responding to the questions raised by Mr. Nedeljkovic,
Mr. McNamara agreed that the Bank would give special consideration to EDI
involvement in setting up a course for project appraisal. As regards the
terms of Bank lending, Mr. McNamara stated that it was difficult to
improve the terms of Bank loans until the general capital increase had been
approved and he hoped that when this capital increase, which Yugoslavia
should continue to support, came through it would be possible to improve
the terms and conditions of Bank loans. Regarding greater IFC involvement,
Mr. McNamara agreed that there could be a special effort and suggested that
Mr. Benjenk bring this matter to the attention of Mr. Qureshi. While
noting that a list of projects, which would address Kosovo's major develop-
mental constraints, had been prepared and that Kosovo expected to receive a
significant inflow of Bank resources, he had some reservations about
Kosovo's ability to in fact avail of these resources and particularly
mentioned that the Provincial Secretariats for Finance and Agriculture were
weak and needed to be buttressed.

5. Mr. Cemovic stated that the Yugoslav Government was happy to
continue supporting the Bank's policies and operations. The relations
between the Bank and Yugoslavia had in his view entered a new phase wherein
there was clear and effective dialogue and understanding which could with-
stand differences of views on specific issues. He then proceeded to give
Mr. McNamara a reading of the current economic situation in Yugoslavia and,
in particular, the not unexpected deterioration of the balance of payments
situation with rising imports and the worsening of the terms of trade.

6. Mr. Cemovic also expressed the hope that the Board of Governors
would accept Yugoslavia's invitation to hold the 1979 Annual Meetings in
Belgrade. He then asked whether it would be appropriate for Yugoslavia to
seek an increase in its capital subscription in the Bank to bring it an
par with its holdings in the Fund. Mr. McNamara responded that while he
was not completely clear on the implications of this particular matter, he
believed that the most important issue was the speed and size of the Bank's
capital increase. How this increase should be shared among the members and
the whole question of voting rights was of secondary importance.

7. Mr. Cemovic and Mr. Nedeljkovic renewed the Government's
invitation to Mr. McNamara to visit Yugoslavia and Kosovo.

GKaj i/lj

Cleared with and cc: Mr. Paijmans

cc: Messrs. McNamara (2), Knapp, Benjenk, Qureshi, Damry, Frost, Chenery
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OFFICE MEMORANDUM
TO Mr. Robert S. McNamara, President September 21, 1977

ROM Munir P. Benjenk, RVP, EMN \
SUBJ E,CT YUGOSLAVIA: Your Meeting with Mr. Bogoljub Nedeljkovic,

President of the Executive Council (Prime
Minister) of the Socialist Autonomous Province of Kosovo

Introduction

1. You have agreed to meet with Mr. Nedeljkovic at the specific
request of Mr. Cemovic, the Federal Secretary for Finance, who will also
attend the meeting set for 6:00 p.m. on Friday, September 23, 1977, in
your office. Mr. Nedeljkovic is expected to be accompanied by Mr. Riza,
the Director General of the Kosovska Banka and Mr. Baccali, President of
the Kosovo Chamber of Economy.

2. As I stated in my memorandum of September 12, 1977,
Mr. Paijmans and Mr. Kaji were in Yugoslavia last week to meet with all
the Republics and Provinces and the Federal Secretariat for Finance to
discuss and agree on a list of priority projects which the Bank would
consider over the coming five years. In this context, extensive discus-
sions were held with the Kosovo authorities, including Mr. Nedeljkovic
personally. This supplementary briefing note has therefore been prepared
to reflect the gist of these recent discussions.

The Prime Minister and the Purpose of His Visit

3. Mr. Nedeljkovic, who is in his late 50's/early 60's, had
extensive experience in managing major industrial enterprises in Kosovo
prior to joining the Provincial administration. He is visiting the U.S.
and, particularly the Bank, to emphasize the importance Kosovo places on
its ability to obtain and effectively deploy external sources of finance
which will in large measure determine its ability to achieve its new Plan
targets.

Kosovo

4. The Socialist Autonomous Province of Kosovo is the leat
developed region of Yugoslavia with a population of about 1.4 million and
GMP per capita of about $430iljohichis a third of the national average.
The majority of Kosovo's rural population have incomes below the relative
poverty income level of the country. Given Kosovo's poverty which, in the
Yugoslav context, is perceived as a major blemish on its socialistic
premises and aspirations,all the Republics and Provinces of the Federation
have agreed on a major resource transfer thrust (domestic and foreign)
during the current Plan period. In this context, it has been decided at
the level of the Federation that out of the available resources from the
Bank,,almost a quarter should be channelled into Kosovo over the coming
five years. There is a clear recognition in the Federation and in Kosovo

1/ At 1975 prices and exchange rate of Dinars 18.0 per US$1.00.



Mr. Robert S. McNamara - 2 - September 21, 1977

that its ability to, in fact, avail itself of such a large proportion of
Bank funds made available to Yugoslavia will depend critically on its
ability to generate and implement economically, financially and techni-
cally viable projects. There is also a clear recognition within Kosovo
that if it cannot fully utilize the funds that are made available to
Kosovo, it will not only hinder its developmental efforts but may suffer
longer-term damage in terms of its credibility vis-a-vis the other
Republics and Provinces of the Federation.

Kosovo's Five-Year Plan, 1976-80

5. The Plan stresses the need to concentrate on sectors leading to
the fastest growth in incomes and employment. The need to provide ade-
quate employment opportunities is seen as "the most serious problem for
the future development of Kosovo". To these ends, the Plan prescribes
increased emphasis on the processing of local raw material in the indus-
trial sector (subject to their competitiveness in local and foreign
markets), incentives for development of small-scale industry, a rapid
growth in agriculture with emphasis placed on processing, and, finally,
a rapid growth of the tertiary sectors with their low ICORs and high
employment generating capacity.

6. The Plan foresees an expansion of investment in fixed assets by
25.6 percent per annum (9.5 percent for working capital) with a cumulative
investment in fixed assets of Dinars 39.6 billion (US$2.2 billion for
total investment including working capital). The principal source of funds
for investment is expected to be the Federal Fund for Less Developed
Republics providing Dinars 20.7 billion (US$1.2 billion) or 52 percent of
the total, followed by foreign resources Dinars 12.1 billion (US$0.7 billion
--of which Bank would provide roughly 50 percent) or 30 percent and the
balance from local sources (18 percent). Thus a key assumption in the Plan
is a very significant increase in the use of external resources.

Bank Activity

7. As you know, during the past two years, we have accorded
increased emphasis to understanding the constraints faced by Kosovo and
addressing them through Bank operations. While continuing to provide
support for basic infrastructure through our lending for highways, railways
and power transmission, we have through our agricultural credit and
industrial credit operations, the Ibar Multipurpose project and the recent
Metohija Multipurpose project financed directly productive activities in
the agricultural and industrial sectors. During Mr. Paijmans' visit to
Yugoslavia last week, our basic approach in specific sectors as well as the
design of priority projects has been agreed.

(i) Agriculture. In recognition that timely availability of water was
a very important, though not the sole, constraint to the develop-
ment of agriculture, we have supported the above-noted two major
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multipurpose projects in which the irrigation component was cri-
tical. However, there is clear awareness that the heavy invest-
ments involved and, additionally, the need to finance out of its
limited budgetary resources the recurrent deficits, Kosovo could
not expect to proceed too hastily with sequential major schemes.
While we expect to be able to finance another irrigation scheme,
which would be a continuation of the Ibar Project financed in
1971, we have arrived at an understanding with the Kosovo autho-
rities that the Bank and the respective authorities in Kosovo
should also work towards preparing rural development schemes which
would attempt to reach the large number of farmers who would
undoubtedly remain outside the ambit of irrigation schemes for
perhaps the next decade. We would particularly focus on livestock
development in the mountainous regions and the development of rain-
fed agriculture reaching small individual farmers who are not
presently connected with the social sector enterprises. In
addition, we expect to support, through a special line of credit,
the development of agro-processing capacity which would permit
Kosovo to enhance the value of the primary production which it
currently markets.

(ii) Industry. In the industrial sector, while we recognize the
necessary emphasis on basic industries, we fully support Kosovo's
initiatives in terms of promoting industries based on exploitation
of its natural resources but with low cost per job created. In
fact, an appraisal mission will be in the field next week to dis-
cuss specific projects under the proposed third industrial line of
credit. In addition, we have strongly recommended that Kosovo give
greater attention to diversifying its industrial structure away
from basic industries and integrating it more fully into the
overall Yugoslav industrial picture. The basic constraint appears
to be the lack of awareness on the part of Kosovian enterprises of
opportunities in this area. Kosovska Banka has undertaken efforts
in this area and in concert with the Provincial authorities have
established a project promotion/identification unit under the wings
of the Economic Institute. We propose to support this initiative
through provision of funds for technical assistance which would
help to develop specific project proposals into investible plans.

(iii) Transportation. As a natural sequence to our ad hoc financing of
specific highway sections in Kosovo and the need for Kosovo to
scrutinize further investments it makes in infrastructure, we have,
under the eighth highway project, financed the preparation of a
master plan which would set out priorities for further highway
development. This would include not only primary roads but
secondary and feeder roads as well, essentially for supporting
agricultural and industrial development. We also continue to
support the railway development program through the upcoming
railway project.

(iv) Energy. In the power sector, we intend to limit our current involve-
ment to the financing of the interconnected transmission network. We
are awaiting the completion of the least cost development study for
power generAtion before considering further generation projects.
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While this study is likely to give priority to exploitation of
Kosovo's potential for thermal power generation, using its
lignite resources, we believe that given availability of
alternate sources of financing, particularly the availability
of competitively priced and technically suitable equipment under
trade agreements with Eastern Bloc countries, we should not
intervene.

8. In addition to these specific efforts to support the individual
sectors, we have as part of an overall effort to assist Kosovo in best
utilizing the resources available, offered to provide support to the
Provincial Chamber of Economy in reviewing investment proposals and applying
some standard economic analysis which would take into account not only the
financial attractiveness of investment proposals but fully evaluate the
impact of such investments on Kosovo's basic developmental aspirations and
constraints.

Actions Necessary by Kosovo

9. While the various institutions in Kosovo with which we have dealt,
particularly Kosovska Banka on which we depend for the bulk of our activities,

are almost on par with other Yugoslav institutions, the Provincial adminis-

tration stands out in stark constrast to the administration of even the other
neighbouring less developed Republics of Macedonia and Montenegro. For
example, the Secretariats for Finance and Agriculture lack sufficient
experienced staff to provide guidance, continuity and overview and, hence,
recruitment and training of personnel, perhaps with the help of the Federal
Secretariat for Finance, is essential.

10. Mr. Nedeljkovic, in his meeting with you, can be expected to make
a general plea for "special" considerations for Kosovo in view of the
relative poverty. In addition to defining and refining specific investment
programs in the specific sectors, which we have discussed above and on which
the Bank has spent and expects to continue to spend a considerable amount of
manpower, he may raise the question of more lenient lending terms and more
local currency financing. Mr. Paijmans, in his recent discussions, has fully
briefed Mr. Nedeljkovic on our activities in the various sectors as well as
the prospects for directing substantial Bank resources to Kosovo which, in
sum, provide the special consideration. As far as the terms of the loans and
local financing requirements are concerned, Mr. Paijmans explained the reasons
leading to the decisions of the Bank's Management and the Board and emphasized
that while it was true that Kosovo received the same terms as all the
Republics and Provinces in the Federation, it was equally true that it was
because of the strength and creditworthiness of the Federation that Kosovo
could look forward to receiving such a large allocation of Bank funds. (The
CPP approved July 6, 1977 envisages Kosovo receiving about $390 million during
FY78-82 which translates to $55 per capita per annum).

Attachment (Basic Data)

NElTatawy/GKaj i:llj
Cleared with and cc: Mr. Paijmans



BASIC DATA

Socialist Federal Republic of Yugoslavia (SFRY)
Socialist Autonomous Province of Kosovo (SAPK)

SAPK SFRY SAPK/SFRY(%)

Census Growth Rate of Population, 1961-71 2.6% 1.0% 260
Natural Growth Rate of Population, 1975 2.8 0.9 311
Birth Rate, 1975 3.5 1.8 194
Family Size, 1971 (persons) 6.6 3.8 174
Population Below Age 20, 1971 52.2 36.4 143

Working Age/Total Population, 1971 48.5% 58.5% 83
Activity Rate, 1971 26.6 43.4 61
Active/Working Age Total 1971 54.8 74.1 74
Active/Working Age, Male 1971 83.1 86.8 96
Active/Working Age, female 1971 20.1 58.8 34
Rural/Total Population, 1971 50.2 36.4 138
Active/Rural Population, 1971 27.6 52.2 53
Employed/Working Age, 1971 19.8 34.7 57Employed/Total Population,1975 9.8 22.3 44

GMP Per Capita, 1975 (ND, current prices) 7,701 23,316 33GMP Growth Rate, 1966-75, % (1966 prices) 6.1 5.6 109GMP Per Capita Growth Rate, 1966-75 (1966 prices) 3.0 4.5 67
Social Sector in GMP, 1975 75.8 85.1 89

Investment Per Capita, (NDI 1974 881 1,428 62
Investment Rate in GMP %, 1974 50 29 172
Fixed Assets Per Capita, 1974
Social Sector, Economic Activities (ND '000) 9.5 22.8 42
Fixed Assets Per Worker
Social Sector Economic Activities (ND '000) 104.4 107.8 97
Gross Accumulation Rate 2/ %, 1974 11.2 19.4 58
Industry/GM,P, 1975 37.0 37.0- 100
Basic/Total Industry, 1975 2/ - -, 50.2 21.5 233

(% of Industry GMP)

No. of Persons Per Doctor 1,943 687 35 3/
No. of Persons Per Hospital Bed 348 167 48 3/
Area of Dwelling Per Person (sq.m.) 8.6 13.6 63
% of Dzellingswith Electricity 76.5 89.0 86
% of Dwellingswith Water Supply & Sewerage 27.2 74.1 37

Illiteracy Rate 4/ 31.5 15.1 48 3/
No. of Persons Per Passenger Car 47.1 13.9 29 3/

I/ Depreciation plus allocation to enterprise funds/value of fixed assets.
2/ Energy, ferrous and non-ferrous metallurgy.
3_/ Inverse ratio.
4/ Percentage of population 10 years and over.

September 21, 1977



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
TO: Mr. Robert S. McNamara, President DATL September 12, 1977

FROM: Munir P. Benjenk, RVP, EMN

SUBJECT: YUGOSLAVIA: Meeting with the President of

the Executive Council of Kosovo

1. On April 25, 1977, during the course of your meeting with Mr.

Cemovic the Federal Secretary for Finance of Yugoslavia, Mr. Cemovic

requested that you would meet with Mr. Bogoljub Nedeljkovic, President

of the Executive Council of the Province of Kosovo who would be visiting

Washington and the Bank shortly before the Annual Meeting. You indicated

at the time that you would be available to meet Mr. Nedeljkovic. A copy

of a memorandum, prepared by Mr. Paijmans, following your April 25 meet-

ing with Mr. Cemovic is attached for easy reference. Reference to the

proposed visit of Mr. Nedeljkovic is included in paragraph 4 of the

memorandum.

2. The Embassy of Yugoslavia has now notified us that Mr, Nedeljkovic

will arrive in Washington on September 20 and has requested a meeting with
you on Friday, September 23, 1977. Mr. Cemovic, Governor for the Bank,

would accompany Mr. Nedeljkovic and his party. We understand that the

Yugoslav Delegation will meet with Exim Bank from noon to 3:30 pm and

would meet with you, at your convenience, any time before noon or between

3:30 and 7:30 pm.

3. Although we have not been informed officially of the subject of the

proposed meeting, it may be assumed that the President of the Executive

Council of Kosovo will wish to discuss and express appreciation for the

Bank's proposed lending program in the Province of Kosovo, which repre-

sents a substantial proportion of our proposed total lending to Yugoslavia.

Messrs. Paijmans and Kaji, currently in Yugoslavia, are meeting with offi-
cials in Kosovo this week to discuss arrangements for the proposed lending

program. A detailed briefing note will be prepared after their return to

the Bank on September 19.

4. The Socialist Autonomous Province of Kosovo is the least developed

of the eight Republics and Provinces of Yugoslavia and in many respects

portrays the development problems and constraints characteristic of a
less developed economy. Kosovo's population is about 1.4 million (6.6

percent of Yugoslavia), its GNP per capita is one-third of the national
average and the majority of its rural population earn incomes below the

relative poverty income level of the country.

5. Given its relative poverty, Kosovo will be the largest recipient of

Bank lending to Yugoslavia, its share amounting to 23 percent or some

$390 million of our planned $1.7 billion lending to the country for the

coming five years. To address the special problems of Kosovo, our lending

program lays emphasis on the agricultural and agro-industrial projects.
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In addition to Kosovo's sharing in the national power transmission and
railways projects, preparatory work is currently being undertaken for a
highway sector loan and possibly a separate industrial line of credit
which would be tailored to respond to Kosovo's program for developing
processing facilities.

Attachment.

FPovey/jv
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OFFICE MEMVORANDUM
To: Memorandin for the Record DATE: April 26, 1977

FROM 1artijn J. 1. 14. Paijrans, Director, E2!17A I

SUBJECT: YUGOSTAVIA - Visi N r. Cemovi!c, Federal Secretary for Fintnce

1. On April 25, 1977, or. Cr:ovic visited Mr. 1heNamara. Ue was
accompanied by: Abasrrdor Dimce Lelovski

Mr. a PoovC , E LeC ive Dir-ctor
Dr. To:irlav rdoinc, Kational lank of Yugoslavia
Mr. Hiljan anatina, Assistant Secretary, Federal

Secreta iat for ForeiKn Affairs.

From the Bank were present Messrs. Knapp, Knox (Acting VP, EEA Faieans.

2. Mr. Cmovic congratulatcd Hr. 10hmara on his reappointment and
expressed his p3easure at having Mr. Mci .arc Lottinu in the prre&fidecy
Mr. Nerra said he Lad ben glad to accept the ivitntion from the xcuNtive
Directors. he then referred to the ezP-reely cordial and constructive
relations the Bank maintains with Yugoslavia.

3. Secretary Cowovic shared Mr. IWIanrs opinien and expresred Lis
oun p3ensure with the work;ng relatons :i gerl and ;:Jith the :taff. Pe
then spoke of YueWlavia s economi situation. Pn reporLt that the
favorable trendc he had announcd in Manila had eon titusd into CY77 . Infl a-
tion control had rcomed relatively succassful, iports wore prowin-p
slightly faster than lnst year but axports uce rising much more sUbstantially
than last year. AlthouCh last year's current br;.ea hi.- been in def-irit,
the overall pay=cnts situation had been in balance and cxpcrtn tion3 were
that this would ie repewtcd in 1977. in the teantie, bstantil reserves
had been built up. The trend of growtn in production wnc also continuing,
The necessary legislative changes, in line vith the modification of th
Constitution, vare progrnc3ing Cll, translation c7 the new 1as's : pro--
cetdiag rteacily ad vould be cent to the Bank as soon as possible; Mr.
Cmovic hoped that these coold be reflected in the iow edition: of the book
the Bank may publish on Yugorlavia and he hUti-ondC the success the first:
volure had enjoyed.

4. Secretary Cuovic sPid that Yugoslavia would rely heavily on the
Bank's assistance over the nt five years. 3e inIored >r. McHawarn thot
only ten Oays ago the Fedrpl Executive CcraG W1 Wd aqrrod on how to
distribuLe the proceeds from our loans over the various Popublics and
Provinces, and thvt 66% should be channeWd to the lens developed regions
since thense lcns uene oF higher &eveymental quality than ccwnercial
Opr'ations. I eUIld ;en for Kn1 eh.nera's percohal infornation a

henlotic prebsitaLion of this iciion. In particular, the program for
Kosovo neeadud n:"ci arrangmnts hch the fecretry was discussing with
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Bank staff. In this context, he requested that Mr. Mcnmara receive the
President of Kosovo who will visit the Lank before the Annual Meeting; Mr.
MNamara indicated he would be available.

5. When Nr. Corovic mentioned the build-up of Yugoslavia's reserves,
he also said that his Covarnment had decided to kncp a portior of these in
1ord Bank paper. He also mentionod that an arron w ement had been iade with
the ank to have a young Yuslav work in !T. NothUrg's epartment to gain
some experinace in the annneent of reserves . Mr. Ceovic thou aslwhd
whether the lank would nctuAlly mnanage a small part of Yuaoslavia's reserves
so that the Central Bank, wnich had had little experience in thlis field until
now, could learn how this should ho done.

6. Mr. McTamara said he was delighted YW the arrangement for
training a van fror the Central Pank. Ue fo-nd the proposal that the Lank
would take on tio actual r:anaeenent of a smnll potLiOn of Yiuolavia's
reserves interesting and indicated he would be uite xillcin to see if a way
to arranin this could be worked out; but he coNud give no firm promise as
there ight be sore legal and policy prbehUrs Adwhi c would h'vc to 1:0 resolved
Such an arraDgemrnt had never been made before but he xwa.3 in principle
prepared to try to work somnthing out in vie" of the fact - the Lnk hnd
experience and Ahills in Lhis area. He ashed Mr. Poijems to discues this
point with Messrs. Cargill and Rotburg and inforn hi-m and Tr. :napp.

7. Mr. Cemovic thun expressed his strong support for the capital
increase of the aonk, to which he said to attribute greatr irpnrrnrco than
to the increase of resources that would be r3de available to the iNT.

Ie indicated tht Yugslavin was beutr served with the typc of resource
transfer operated by the Bank. Yr. ceaero was pleased with Mr. Cemovic's
support for a capital increse Which he hoped to Attie before the year's
end, and in no case later thn July 1978. In response to quostions by
Mr. Cemovic on the subject, he indicated that after a general capital in-
crose a real anual Acicese of 7% in World Bank lending should be porsible,
and that this constituted a miniuin objective.

8. In response to Mr. McWRarals mention of the 1979 I lnuea in';c.
Mr. Cmovie sAd tbt follo&ng his earlier letter to NMr. ceara expressing
Yugoslavia's interest in hosting the Veetings, the ruderal Executive Council
would direct an official letter to Mossrs. NcNvara and Witteveen in late
iay or early June. Mr. Co-ovie said that than the subject had becn ventioned
for the first tire last yesr he had not been in a position to indicate
whether the location proposed would be Dubrovnik or Yelgrade. Dubrovnik was
still very interested and Lhe Federal Covcrnat supports this interest,
but the local f&Ailities rI Wt not be ndequate, in Uhich case Belgrade
should function as a "s trctuic rcervu." In this context e rent!oned that
during the coming suwcer tht Security Heting (follon-up to Eelsini) xould



be held in Belgrade where a new Conference Center in the center of the
city has been compictcd. Mr. MeNamara i.ndicated the degree of urgency in
having this matter settled and said that- late May/carly June mould be
satisfactory.

9. Mr. Cemovic mentioned an invitation vhich hc sGad lhnc been sent
to Mr. McNamara to speak at an International Financ::1u Syrpositu to be
organized in Yugoislavia. Its ti :ud be adjulted to accc:::cste
Mr. MNamara if he could accept, which would lend snbstanial stature to
the undertaking. Mr. Witteveen had alo been invited. As Mr. Namara
had not received any such Ietter, lr. opouic Jold trace a copy. [There
is no record in te Region of such an invitaton and as of tod y 1r. Popavic
could not elarify the situation, expressing tie fea that there is con-
siderable confusion or this issue.]

cc: lr. MclNamara 1's office (original and one earbon)
iessrs . Knapp, :roehes, Benjenk, Cargill, Rotlerg, Dzry, Knox, YajJ

M1aijrnrs:hp
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WORLD BANK i INTERNATIONAL FMA JCE CORPDRATION

OFFICE MEMORANDUM
TO Note for the Record DATE July 19, 1978

FROM Martijn J.W.M. Paijmans, EM, r

SUBJECT: Mr. McNamara's Meeting with the President and Delegates
of the Federal Assembly of the Socialist Federal Republic
of Yugoslavia on July 19 (List of Visitors attached).

Mr. McNamara expressed his pleasiire with the meeting and the Bank's
indebtedness to Yugoslavia for its contribution to Bank and IDA funds as
well as for its strong general support.

President Markovic indicated the interest of all delegation members
to meet Mr. McNamara and expressed his great satisfaction with the Bank-
Yugoslav relations. He asked questions about the Bank's future funding,
particularly with regard to the US position on this point and on the
Brandt Commission.

Mr. McNamara explained that IFC funding was now reasonably well.
assured but that Bank and IDA funding were very much in doubt. Before
this year's end, a decision is needed on the Bank's capital if it is to
maintain lending at current levels. Mr. McNamara asked for Yugoslavia's
support. On the question of the Brandt Commission, Mr. McNamara said
that, although it was established at his suggestion, it functioned
totally independently. Its broad membership was identifying areas of
mutual interest and he felt optimistic about its work.

Mr. Markovic assured the President of his country's support and also
at the forthcoming Annual Meeting. Yugoslavia was aware of the need for
a change in the field of international relations and was of the opinion
that the Bank, until now, had done most in this area. His country expected
the Bank to continue.

Mr. Zagar (former Alternate ED) expressed satisfaction with the
magnitude of the Bank's operations and the thrust thereof in Yugoslavia
with two-thircis of the loans going to the LDRs. He asked how Yugoslavia
could best support the Bank.

Mr. McNamara complimented Yugoslavia on its internal efforts to
support growth in the LDRs. Support for the Bank could best be couched
in the form of statements at the Annual Meetings, use of visits like that
of the delegation to broach the subject of the World Bank with colleagues
from other countries and through the use of diplomatic channels to convey
interest and messages of support.

Mr. Crnobrnja (former Ambassador to the US) mentioned that the
People's Republic of China had enquired, earlier this year, about Yugo-
slavia's experience with the Bank. The Yugo.slav reply had been very
positive. Mr. McNamara reacted that, with time, he expected China, in
view of the increasing need for imports to sustain its economic growth,
would feel the need for obtaining foreign financial resources. In closing,
he mentioned the important contributions made to the Bank by Messrs. Zagar
and Crnobrnja and, more recently, by Mr. Popovic.

cc: Mr. McNamara's Office
Mr. Stern Mr. Benjenk
Division C - EMI
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OFFICE MEMORANDUM
TO Mr. Robert S. McNamara, President D July 12, 1978

1)JUGH: Mr. Munir P. Benjenk, RVP, ENN
FR43 Martijn J.W.M. Paijmans, Director, EMI

UBJ>CT YUGOSLAVIA: Your Meeting with the President and Delegates of the Federal
Assembly of the Socialist Federal Republic of Yugoslavia

1. On Tuesday, July 18, 1978, at 1800 hours you have agreed to meet
with the President and Delegates of the Federal Assembly of the Socialist
Federal Republic of Yugoslavia. A brief biography of the President and a
listing of the Delegation are being provided separately. The following
notes highlight the Bank's relationship with Yugoslavia. In addition,
Annex I, together with the chart, describes the role of the State in the
Yugoslav context.

Size and Nature of Bank Involvement

2. (a) Yugoslavia is one of the Principal Borrowers from the Bank: As
of July 11, 1978, the Bank's total lending to Yugoslavia was
$1,981 million, of which $954 million was undisbursed (including
$35 3 m-TTion not yet effective), ranking Yugoslavia as the
fourth largest borrower from the Bank. The Bank has, since the
first loan in 1949, made 50 loans.

(b) Bank lending to Yugoslavia has until now been rising steadily:
In FY78 we committed $328 million and we expect to commit
approximately the- same amount during the current year. Although
the average annual commitment over the last five years (FY74-78)
has been $240 million ($268 million constant 1978 dollars) and
was projected to average $370 million ($309 million constant
1978 dollars), during the FY79-83 period, the recent Bank-wide
five-year lending program review exercise has reduced this to
an average of $330 million ($277 million constant 1978 dollars),
about a 10-percent reduction from the CPP projections and about
a 16-percent reduction in real terms from the FY78 Lending
Program. As a result, Bank financing as a percentage of total
project cost, which is already low by Bank-wide comparison
(about 22 percent in FY78), will be reduced further if we are to
maintain the number of projects on our work program which
average five per year over the FY79-83 period. Bank lending is,
in any case, still expected to continue as the principal source
of long-term capital to Yugoslavia, the EIB is the only other
institutional lender of long-term capital ($50 million for FY78
and FY79).
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(c) Bank has financed a large variety of Projects: These have spanned
every major sector and have included highways, railways, ports,
pipelines, power generation and transmission, rainfed and irriga-
ted agriculture, agricultural processing, large- and medium-scale
industry, tourism, water supply, telecommunications and pollution
prevention. (The current lending program is attached as
Annex II; however, this has not been adjusted to reflect the
recent Bank-wide five-year lending program review).

(d) The Bank is virtually the only long-term source of convertible
capital inflow: Between 1973 and 1976, commitments of medium- and
long-term capital are estimated to have averaged $3.2 billion per
annum; between 70 to 80 percent of these were commercial credits.
These were, however, principally suppliers' credits, and some
Eurocurrency credits with maturities of between 5 to 10 years.

(e) The Bank contributes a significant portion of Yugoslavia's
foreign exchange needs: Between 1973 and 1978, commitments of
World Bank loans averaged around $215 million or 8 percent of
Yugoslavia's total annual medium- and long-term commitments. The
Bank remains the major lender of long-term convertible currency.
The Bank is supporting efforts being made by the Yugoslavs to
include co-financing in Bank projects. The European Investment
Bank made--in close cooperation with us--its first two loans to
Yugoslavia for a total of about $50 million to help finance both
our Second Power Transmission Project and the Trans-Yugoslav
Highway Project. About 60 percent of the financing for the
Naftovod Oil Pipeline Project was obtained from four different
countries (Kuwait, Libya, Hungary and Czechoslovakia). About
$30 million in suppliers' and commercial bank credits are being
sought under the Second Power Transmission Project, approved on
June 28, 1978.

Bank Strategy

3. (a) The main focus of our lending strategy has,since 1976, been aimed
at concentrating Bank lending in the less developed republics of
Yugoslavia, namely Bosnia-Herzegovina, Macedonia, Montenegro, and
in particular, Kosovo. (See Attachment III).

(i) Justification. The regional disparities in income remain
one of the key and least tractable economic problems
facing Yugoslavia with a spread of 6 to 1 in per capita
income disparities between the most developed republic
(Slovenia) and the least developed (Kosovo). (See
Table below).

(ii) Bank Strategy. The Bank's strategy has been to allocate
two-thirds of our planned commitments to .the less
developed republics and provinces. The following regional
distribution of Bank resources has been agreed upon with
the Government:
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REGIONAL DISTRIBUTION OF
BANK RESOURCES, 1978-82

1976 GNP
per capita Distribution of

(% of Yugoslav Pop. Bank Resources
Average) (1976) (%)

Less Developed Republics
Kosovo 33 1.4 23
Bosnia-Herzegovina 69 4.0 22
Macedonia 69 1.8 15
Montenegro 70 0.6 7

Sub-Total 62 7.8 67

Developed Regions
Serbia 85 5.4 13
Vojvodina 121 2.0 5
Croatia 124 4.5 11
Slovenia 201 1.8 4

Total Yugoslavia 100 21.6 100

$1,680 /1

/1 World Bank Atlas Methodology.

The distribution will be one for the period as a whole
since it obviously cannot be reflected in individual
projects. In line with our emphasis on the less
developed republics we have shifted the sectoral_pattern
of our lending increasingly towards the development of
agriculture. The large relative size of, and low level
of labor productivity, in this sector in the less
developed republics is the major factor underlying the
disparities in incomes between republics. In 1977-78,
we committed more funds (nearly $200 million) to
agriculture than our total involvement in the agricultural
sector since the inception of our lending operations in
Yugoslavia. The bulk of these funds is designed to
support primary production by small private farmers
(85 percent of the agricultural land held by private
farmers) and at the same time, the establishment of
processing facilities in the social sector to provide a
market outlet for their produce. The fact that we have
been able to bring the small, private, low-income farmer
increasingly into our projects has been an important
breakthrough in operations in this socialist country.



Mr. Robert S. McNamara - 4 - July 12, 1978

(b) In addition to our regional objective we have oriented our lending
activities towards sectors in which Bank involvement could have a
significant institution-building impact and support structural
reforms through improved coordination.

(i) Justification. The need to address this problem has been
particularly acute in Yugoslavia since 1965 with the
decentralization of decision-making power from the
Federal Government to the republics and autonomous pro-
vinces. This has been further complicated by the
progressive diffusion of responsibility to the base of
the sectoral institutional pyramid. It quickly became
clear when the reforms became effective that the Federal
machinery having been largely dismantled at the sectoral
economic policymaking level and the various republics
and provinces not yet having devised a collaborative
framework for coordination, there was a gap in the system
with regard to sectoral coordination in areas such as
transport, and within the various branches of such a
sector, including highways, railways, and ports and
pipelines.

(ii) Bank Strategy. The Bank has been lending to a number of

sectors where such issues have been particularly impor-
tant notably highways, railways and power. The question
of inter-modal coordination has been raised and widely
discussed with the Yugoslavs. As an essential under-
pinning for the Bank's continuing dialogue on the
question of sectoral coordination with various national
and regional authorities, the Eighth Highway Project
(April 1977) includes two complementary studies on road-
user charges and rail costs. Similarly, in the electric
power subsector the Bank has encouraged more effective
coordination through the Bank's involvement in the first
and second phases of the 380-ky national transmission grid,
and through encouraging the Yugoslavs to determine the
least-cost power development program. In other areas, under
the Second Agricultural Line of Credit (July 1977)
Project, the Bank has initiated a study of the role of
interest rates in Yugoslavia, to determine the implication
of the current structure of interest rates.

Current Economic Situation and Problems

4. (a) The Yugoslav economy has exhibited a remarkable picture of
economic achievements attaining a per capita income level of
$1,680 in 1976 (World Bank Atlas). The share of agriculture
in value-added is 15 percent and in the active resident labor
force: 39 percent.
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SELECTED ECONOMIC INDICATORS

1954-74

(% growth p.a.)

GMP 7.2
Industrial output 9.5
Employment in modern (social) sector 3.7
Real personal incomes in modern (social) sector :5.8
Commodity exports 8.5
Fixed assets 8.7

(b) Yugoslavia adopted a new Constitution in 1974 with important
economic implications. Most of the principal laws affecting the
economy have been changed to reflect the principles of the new
Constitution. The main economic impact of the Constitution is
to strengthen macro-economic management of the economy (which
had been weakened after the 1965 reforms) through the introduc-
tion of a new system of planning and use of contractual
agreements to regulate such areas as prices, incomes and
employment. The changes also strengthen the effective control
of workers over their work environment through atomizing the
economy into small independent economic units. Many new Anid
fascinating institutional forms and arrangements have been
introduced, many of which bear considerable promise, though
their ultimate impact cannot be determined at this stage.

(c) The Yugoslav economy does, however, face a number of im o ant
problems.

(i) The foreign exchange constraint in Yugoslavia is
expected to be considerably more binding in the
immediate future: The import bill was increased by
$600 million or 8 percent in 1974 due to the rise in
the price of oil. At the same time the restrictions
placed by host countries on external migration, resul-
ted in a reflux of Yugoslav workers from abroad,
reversing the rising trend in workers' remittances.
Between 1968 and 1975, remittances were a principal
source of increase in Yugoslav foreign exchange
earnings reaching 22 percent of the country's current
foreign exchange receipts in 1973. Attempts to
expand exports have been only partially successful
particularly in light of the weak market conditions
in Western Europe. Discussions have been going on
for some time with the EEC but with little tangible
results in the field of trade. It is expected that
the EIB will be authroized to go beyond the
$50 million it has committed (in close collaboration
with us), probably up to an amount of $250 million
for a five-year period. The Yugoslav current Five-
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Year Plan, 1976-80, foresses a significant and somewhat
unrealistic degree of import substitution. Thus, one of
the implications of the deteriorating conditions
surrounding the balance of payments will probably be a
somewhat slower overall rate of economic growth in the
next five years, as compared to the recent past. The
Yugoslavs' Plan foresees a growth of 7.0 percent but our
projections indicate 5.5 percent is more realistic.

(ii) The provision of gainful employment opportunities will be
particularly pressing in the immediate future: There
remains still a considerable body of workers in the
agricultural sector engaged in low income, low producti-
vity employment that seek work opportunities in the modern
sector (estimates place such surpluses at between 20 and
30 percent of the agricultural labor force). However,
more importantly, between 1967 and 1973, external migra-
tion was a principal absorber of labor, with over one
million Yugoslavs working abroad by 1973. After 1973,
employment opportunities abroad ceased, with nearly 200,000
workers returning in 1974-75. This added considerably
to the unemployment problem. The open unemployment rate
has been rising rapidly. Furthermore, the regional
incidence of unemployment has been very uneven, concen-
trated in the less developed republics. (In connection
with the Bank's third and fourth DFC projects--total
$100 million--approved by the Executive Directors on
July 11, a substantial portion of the Bank's funds have
been reserved for projects with a low "cost per job
generated"; for example $20 million (20% of loans) will
be allocated to subprojects that provide jobs at a cost
of no more than $23,000 per job.)

(iii) The problem of regional disparities in income will remain
as one of the key economic issues facing the country:
The current Five-Year Plan, 1976-80, foresees some
reduction in regional income disparities. However, pro-
gress in this direction is likely to be a rather slow and
long-term proposition.

Other Matters

5. (a) The Bank's relationship with Yugoslavia is a mature one based on
mutual respect and appreciation of our respective constraints:
Our approach towards lending to Yugoslavia has been a flexible
one with a growing tendency for the Bank to deal directly with
the eight republics and provinces and their respective agencies,
as part of the evolution of an effective Federal system in
Yugoslavia. This has required considerable patience on the part
of the Bank and a learning process on both sides. It is a
relationship which can weather periodic differences of views
on specific issues and one which augurs well for both the Bank
and Yugoslavia. Relationships have, on the whole, been excellent
with the Federal Government providing an indispensible guiding
role. It is noteworthy that there are no problem projects in
Yugoslavia.
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(b) Yugoslavia has always shown considerable support for the Bank:
Yugoslavia has been a dependable and vocal supporter of Bank
policies and initiatives and has strongly endorsed the need for
the Bank's capital increase. It has provided tangible support
for Bank operations through the purchase of about $150 million
of the Bank's five- to seven-year notes and subscribing to about
$23 million of the two-year bond issues. Yugoslavia has agreed
to contribute $8.1 million towards the Fifth IDA Replenishment,
compared with the $7.3 million it contributed towards the
Third and Fourth Replenishments. Yugoslavia is also strongly
supporting the Bank in international forums, particularly in
the Group of 77 in which it holds a prominent position. Belgrade
will be the host for the Bank's 1979 Annual Meetings.

(c) New national elections took place in late spring of this year:
Country-wide elections for practically all levels of political
office took place in May of this year and the usual periodic
changes in Government occurred. Mr. Cemovic, formerly Federal
Secretary for Finance and IBRD Governor, became President of the
Executive Council of the Republic of Montenegro; his successor
is Mr. Petar Kostic, formerly Vice-President of the Executive
Council of Serbia.

cc: Mr. Stern

FPovey/llj



ANNEX I

Page 1 of I

YUGOSLAVIA

The Role of the State

1. The "state" in its widest meaning (parliament, government,
administration and budgets) is organized in three layers of "Socio-
Political Communities": the Communes 1/, the Republics and Autonomous
Provinces 2/, and the Federation. Each layer of the state has its own
assembly (parliament), constituted of two or three chambers in which
the citizens and working people are represented through their delega-
tions or delegates 3/. Graph 1 gives an overview of the election and
stratification of assemblies on the three levels. It is worth noting
that, contrary to the ground rules of the system of parliamentary
democracy, the assemblies hold both legislative and executive power.
The assemblies elect an Executive Council (the "government" in the narrow
sense) which is responsible for implementing the decisions of the assem-
bly, and for advising the assembly on decisions which need to be taken.
On matters which require a particularly close cooperation among the
Federation and the Republics, joint Federal and Interrepublican committees
are established among members of the respective Executive Councils. The
Executive Councils discharge their duties through the administration,
organized in Secretariats, Federal Committees (only within the Federal
Government) and specialized institutions (e.g. planning institutes,
statistical offices, etc.) who report each to individual members of the
Executive Councils.

1/ Yugoslavia has 510 communes. Their average size is around 40,000 in-
habitants, but the range extends from below 10,000 to more than 100,000.

2/ Yugoslavia has six Republics. The largest, Serbia, incorporates two
sub-regions each having the status of an autonomous province. Serbia,
thus, comprises three Socio-political communities at the intermediary
level of the State. Notwithstanding, some differences in the size of
delegations in the Federal Chamber between Republics and Autonomous
Provinces, the latter have largely equal status with the former.

3/ The Communes have three chambers. The Republican Assemblies also have
three chambers, (a) the "Chamber of Associated Labor", composed of
delegates representing the workers and working people, (b) the "Chamber
of Communes" whose members are nominated by the assemblies of the
communes, and (c) the "Socio-political Chamber". The Federal Assembly
is composed of (a) the "Chamber of Republics and Autonomous Provinces"
with a delegation for each Republic representing the Republican
Assembly as a whole, and (b) the "Federal Chamber" whose delegates are
elected by the assemblies of the communes among candidates nominated by
the Socialist Alliance.

EM1DC
July 12, 1978



Graph I
Yugoslavia

Election of Delegates and Delegations to the
Assemblies of Socio-Political Communities

eder Federal Chamber of
Chamber Republics and Provinces
220 delegatesO 8 delegations)

Republics and Provinces

Chamber of Chamber of Socio-Political
Associated Labor Cormmunes Chamabers

CommunesII

Chamber of Chamber of Socio-poli,ical
Associated Labor Local Communiitie Chamber

L Delegates Delegates Delegates Delegates Delegates

Delegalions Delegations Delegations Delegators Bodies of the socio--:1 political or anizations

Working people
in gciteAre Working people Working people Working puople Working people
aind other private in government organ in basic organizations and citizens irn organized in socio-
sector acpiviaies and military services in the social sector local comrnunities polit;cal organizations

Source: From Yugoslavia Survey, Vol XVIII, No.1,
Febr. 1977 Working people" are equivatent

to "actiT personls".
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BIOGRAPHY

Dragoslav Markovic (Phonetic: Markohveech). President,
Federal Assembly (since May 1978).
Addressed as: Mr. President.

Prior to his current appointment, Dragoslav Markovic had served
since May 1974 as President of the Presidency of Serbia. Previously he
had been President of the Assembly of Serbia since May 1969 and an ex
officio member of the Presidency of Yugoslavia since July 1971. Named
to the Council for National Defense matters of the Presidency of
Yugoslavia in April 1973, Markovic was elected to the Presidency's new
Council for National Defense in October 1974. In addition, he has been
a member of the Presidium of the League of Communists of Serbia since
May 1974.

Markovic is a former Partisan. Since the war he has held several
party and government positions in Serbia and has been a deputy to both
the Federal and Serbian Assemblies. He was Ambassador to Bulgaria during
1963-67 and was President of the Republic Chamber of the Serbian
Assembly during 1967-69.

Markovic, who was born on June 28, 1920, is married. He speaks
French.
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Members of Yugoslav Delegation

Dragoslav Markovic President, Assembly of the Socialist
Federal Republic of Yugoslavia (SFRY)

Dobroslav Clafic President, Federal Chamber of the
Assembly of the SFRY

Bogdan Crnobrnja President, Committee for Foreign
Economic Relations

Zoran Zagar President, Committee for Credit and
Monetary System

Momir Kapor Member of the Commission for Elections
and Member of the Committee for
Foreign Policy

Vukasin Micunovic Member of the Committee for Social
Economic Relations

Milos Nikolic Member of the Committee for Foreign
Policy

Mito Pejovski Member of the Committees for Finance, and
For Credit and Monetary System

Ivo Senjanovic Member of the Commission for Elections
and Appointments and Member of the
Committee for Foreign Economic Relations

Milka Scepanovic Member of the Commission for Elections and
Appointments and Member of the Committee
for Foreign Economic Relations

Sait Zatriqi Member of the Committee for Internal Policy

Janez Lukac General Secretary of the Assembly of the
SFRY

Budimir lazovic Chef de Cabinet for the President of the
Assembly of the SPRY

Jelko Zagar Counselor to the President for Foreign
Policy Questions

Vladeta Zunic Secretary of the Committee of the Federal
Chamber for Foreign Affairs

Bozidar Crnjak Deputy Chief of Political Administration in
the Federal Secretariat for Foreign
Affairs



-2 - July 12, 1978

Jelena Zimonjic Chief of Protocol of the Assembly of the
SFRY

Olga Bambic Interpreter

Jeremija Lopatic Inspector in the Federal Secretariat for
Internal Affairs (Body guard)

His Excellency
Dimce Belovski Ambassador to the United States

Escorting Officer: Mr. Abruzzi--Assistant to Speaker of the
House Thomas O'Neill

Purpose of Visit: This is the first foreign visit of President
Markovic and the composition of the group of
very senior officials is indicative of the
importance being placed in it by Yugoslavia.
The focus will be on the major elements in
the strengthened US-Yugoslav relations and
reflects the special attention given by
Yugoslavia to Vice President Mondale,
Deputy Secretary of State Christopher and
Defense Secretary Brown during their visits
to Yugoslavia during the past year.

The Delegation arrives at Andrews Air
Force Base on Sunday, July 16, and will be
welcomed by Congressman George E. Danielson,
Deputy Majority Whip. During their stay
in Washington they will meet with Speaker
O'Neill, Chairman Zablocki of the House
International Relations Committee, Minority
Leader Rhodes, several delegations of the
House, Chairman Biden of the Senate Foreign
Relations Committee, Acting Secretary of
State Christopher and Chairman Schultz of
the Council of Economic Advisors. A meeting
with Vice President Mondale is also
expected. The subjects of discussion will be
US-Yugoslav political and economic relations,
Yugoslav development and policy and the
Middle East situation.
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OFFICE MEMORANDUM
TO Memorandum for the Record F,.,T September 22, 1978

HOM Gautao/S. :aji, Chief, EMIDC

UBJLC1_ YUGOSTAVIA: -Visit by Mr. Kostic, Federal Secretary for Finance

Mr. McNamara met with Mr. Petar Kostic at Bank Headquarters on

September 22 at 4:30 p.m. The Minister was accompanied by His Excellency

Dimce Belovski, Ambassador of the Socialist Federal Republic of Yugoslavia;

Ksente Bogoev, Governor, National Bank of Yugoslavia; Nikola Jelic, Acting
Assistant Federal Secretary for Finance; Anthony Ij. A. Looijen, Executive

Director, World Bank; Miodrag Stojiljkovic, Alternate Executive Director,

World Bank and Mrs. Gordana Komijenovic, Interpreter. Messrs. Stern, Benjenk,

Paijmans, Koch-Weser and I were present.

2. Mr. McNamara welcomed the Minister to Washington and congratulated
him on his recent appointment as Federal Secretary for Finance. He went on

to express his appreciation for Yugoslavia's continuing support of the Bank
both tangible, in terms of contributions to IDA and subscriptions to Bank

Bonds and the intangible, in terms of support in international fora and on

the Bank's Board. As regards our activities in Yugoslavia, Mr. McNamara

expressed appreciation for the constructive dialogue which existed, which

enabled the Bank to make a meaningful contribution.

3. Mr. Kostic responded by reaffirming the excellent relations existing

between the Bank and Yugoslavia and commented that while there will, of course,

be problems arising in the day-to-day carrying out of our mutual activities,

these could be resolved with adequate effort on both sides. He further went

on to state that the recent cooperation which he regarded as good both in

terms of the quantity and quality attested to the closeness of our relationship.

He then proceeded to give Mr. McNamara a sketch of Yugoslavia's current

economic situation which, in spite of the relatively high balance of payments
deficit, he regarded as satisfactory. Returning to the specifics of Bank/

Yugoslav activities, he singled out the recent Bank Procurement Seminar and

the Basic Economic Report as examples of effective cooperation and he reaffirmed
the Government's strong desire to actively pursue cofinancing opportunities in

the context of Bank operations. He also expressed the hope that Yugoslavia's

representation on the staff of the Bank will increase and that this would

provide an opportunity for Yugoslavs to receive on-the-job training in Bank

methodology which could be fruitfully employed when they returned to their
country. The Minister then turned to the question of our activities in Kosovo

and commended the broad strategy for Kosovo's developmental efforts and Bank
participation therein as stated in a Bank letter to the Prime Minister of Kosovo

in June this year. He proceedee to give a run-doim on preparatory efforts

already initiated by the Kosovo authorities though he noted that our letter,

which raised specific questions, had not yet been replied to.

4. Referring to his forthcoming meeting with Mr. Qureshi to discuss

IFC business, the Minister, while prefacing his comments by stating that he
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was not going to elaborate on the points that he would bring up at that
meeting, did go on to state rather cryptically that, while the Yugoslavs

had been generating an increasing number of project ideas, the IFC response
was decreasing and did not match Yugoslav enthusiasm.

5. Reporting on the preparation for the 1979 Annual Meetings, the
Minister stated that the recent visit from the Secretary's Department did

not indicate any problems and that preparatory activities were on schedule.
Finally, the Minister said that he was looking forward to Mr. Benjenk's

visit to Yugoslavia in October and reconfirmed the Government's invitation

to Mr. McNamara to visit Yugoslavia in 1979 when he was expected to visit
some neighboring countries.

6. In response, Mr. McNamara accepted the invitation to visit
Yugoslavia but stated that the timing would have to be determined subsequently
in view of other pressing business on hand, and undertook that early next year

we would put forward suggestions to agree on a mutually convenient time. As

regards recruitment of Yugoslav staff, Mr. McNamara reaffirmed that we are

anxious to recruit more Yugoslavs and noted that, as agreed with the Government,

a recruitment mission will be visiting Yugoslavia in December this year. As

regards cofinancing, Mr. McNamara welcomed the Minister's clear interest and

noted that our own contacts with commercial banks had indicated a strong interest

in financing Yugoslavia's development. As regards Kosovo, Mr. McNamara noted

that from our perspective, we had yet to see evidence of effective follow-

through and build-up of absorptive capacity in Kosovo and suggested that

Mr. Benjenk's forthcoming trip would provide an opportunity to take stock. The

Yugoslav Ambassador interjected a remark at this time referring to the last

Annual Meetings' discussions with Mr. McNamara when Mr. McNamara had particularly
singled out the Ministries of Agriculture and Finance in Kosovo as having needed

strengthening. As regards performance on projects, Mr. McNamara noted the long
delays in getting loans effective and suggested that the Federal Administration

should focus on this problem. Finally, Mr. McNamara advised the Minister that

the days ahead were likely to be difficult for the Bank while we were striving
to ensure a sound financial position. In this context he particularly wished

to solicit the Minister's assistance to urge the Board,through their Director,

and the Governors, through his own speech at the Annual Meetings, to obtain a

quick decision on the Bank's capital increase, as otherwise, in the next year,
the Bank would be forced to cut down its lending programs. In addition, he

also wanted to solicit Yugoslav participation in, and support for, the Sixth

IDA Replenishment which he hoped would be substantial.

7. The meeting ended with the Minister reaffirming his support both

for the capital increase and the Sixth IDA Replenishment.

cc: Mr. McNamara's office (original and one carbon)
Messrs. Stern, Benjenk, Paijmans

Koch-Weser

GSKaji/jh
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Mr. Robert S. 11cNamara. January 31, 1979

Munir P. Benjen ,, RVP, ENE.

YUGOSLAVIA: Your Meeting with the President of the
Executive Council of Serbia

Mr. Ivan Stambolic, President of the Executive Council of the
Socialist Republic of Serbia, will visit you at 5:30 p.m. on Monday, February 5.
He will be accompanied by Messrs. Milos Milosavljevic, Vice-President of the
Assembly of Serbia (Parliament), Rade Colic, Member of the Executive Council of
Serbia, His Excellency Dimce Belovski, Ambassador to the United States, and
Mr. Miodrag Stojilijkovic, World Bank Alternate Executive Director. (See
Annex I for biographical data).

2. 1 understand that this will be primarily a courtesy call since the
main purpose of his trip to the United States is apparently bilateral and
related to export promotion. He may, therefore, briefly outline the objectives
of the newly created Yugoslav Bank for Export Promotion, as well as take the
opportunity to touch on the following matters related to Bank operations:

(a) Bank involvement in Serbia and particularly in the lesser
developed regions of that republic. A topic that was
discussed by him and his colleagues on the Executive
Council in their meeting with me last November in
Belgrade. (See paragraph 4 below).

(b) He may take the opportunity to discuss preparations for
the_Bank1T=d_Annual Meeting iE Belgrade, which is the
! apital of"'Serbia as we11 as the Federal capital.

(c) He may tender a special invitation on behalf of Serbia
regarding your tentatively scheduled visit to Yugoslavia
this year.

3. The SDcialist Republic of Serbia, the most populous and traditionally
influential republic politically, has a per capita income very close to the
national avera-e. of US$1960 in 1977. In the past, per capita Bank lending to
Serbia has also been close to the country average (US$44 during the period
1 t67-1975). Since 1975, however, we have been directing more than two-thirds
of-our lending to the three lesser developad republics and Province of-X&s'_vo,
(wiLil Lhe ey.plic:1f_'_&6hcurrence of' the Teaderal Government and all the republics
and provinces). As a result, our len ing to Serbia has been declining, (during
the period 1975-79, Bank lending per capita to Serbia was about 50 percent of
the national average of US$55), and has been primarily confined to participation
in projects of national importanLe (e.g. highways, railways, agricultural credit
and power transmission). ALiout 12 percent of the 1980-84 lending program would
directly involve Serbia (compared to 24 percent between 1967-75).
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4. One immediate special project, however, is under preparation for
Serbia: Phase II of the Morava regional development scheme, a multipurpose
project which we hope will not only aid the development of Serbia's two least
developed regions, but will serve as a model for regional development in other
republics and provinces, particularly the Province of Kosovo. Two rather com-
prehensive regional development studies, financed under the FY75 Morava I Project,
(a project in which Vice-President Milosavljevic was intimately involved during
the preparation stages, while he was serving as the Serbian Secretary for Finance),
have just been completed by a consortia of Yugoslav research and planning insti-
tutes (under the overall coordination of Serbia's own special Fund for Less
Developed Regions), and have been discussed at length within the affected areas
of Serbia. We have received the reports and a FAO/CP mission has made a first
preliminary visit. The Yugoslav studies provide the basis for an overall regional
scheme of development and we would expect our project both to focus on the overall
plan for comprehensive development and on specific components of a productive
nature (income and employment generation) involving agriculture, agricultural
processing and small-scale industries. Although our project would only pick-
up a relatively small portion of the total investment needs, we have emphasized
to the Serbian authorities our desire to see an integrated and coordinated effort,
with appropriate planning and coordinating institutions within the context of
their self-management system, to ensure that our project, and of course their
development program, does not become a shopping list of economically sound but
disjointed investments.

cc: Mr. E. Stern.



Annex I
page 1.

Biographical Sketch

IVAN STAMBOLIC

Ivan Stambolic, President of the Executive Council of the
Assembly of the Socialist Republic of Serbia, was born in 1936 in Brezova,
Ivanjica. He completed vocational school at the Industry of Engines in
Rakovica and graduated from the Law School in Belgrade.

He worked as a skilled worker (a lathe operator) at the Industry
of Engines in Rakovica; at the Factory of Cutting Tools and the "Cer" Company
in Cacak. He was Director of the associated enterprises "Technogas" in
Belgrade, President of the Chamber of Commerce of Belgrade and Secretary of
the Executive Committee of the Presidency of the Central Committee of the

League of Communists of Serbia.

He was elected board member of the Assembly of the Municipality of
Cukarica; President of the Assembly of the Municipality of Cukarica; Deputy
in the Assembly of Serbia where he acted in the capacity of President of the
Board for Social Planning and Economic System.

He is now a Member of the Presidency of the Central Committee of
the League of Communists of Serbia; Member of the Republican Coordinating

Board for Personnel Planning, etc.

He has been awarded the Order of Labor and received the May Prize

of the Chamber of Commerce of Belgrade for 1969.
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Biographical Sketch

MILOS MILOSAVLJEVIC

Milos Milosavljevic, Vice President of the Assembly of Serbia,

was born in 1932 in Cacak, Serbia. He graduated from Law School in Belgrade.

He has discharged various duties both in socio-political and

economic organizations. He has been Secretary, Vice President and President

of the Assembly of the Municipality of Cacak; Director of the Business Bank

and Assistant General Director of the Agricultural Combine "Belgrade". For

the past six years he was Republican Secretary for Finance and Member of the

Executive Council of the Assembly of Serbia. He attended Bank Annual Meeting

in 1975.

He has been member of the municipal and district bodies of the
League of Communists and the Socialist Alliance of the Working Peoples. He

has been elected Deputy in the Chamber of Commerce of the Federal Assembly.

Last year he was elected Delegate in the Assembly of Serbia where

he is now discharging the duty of the Vice President of the Assembly.
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Biographical Sketch.

RADE COLIC, Eng.

Rade Colic, Member of the Executive Council of the Assembly of
Serbia, was born in 1934 in Potpece, Titovo Uzice. He graduated from the
School of Mining Engineering in 1959 in Belgrade. He speaks fluently the
English and Russian languages.

He worked as Chief of production in the lignite mines "Kosovo"
in Obilic and Director of the Ibar hard coal mines. He was Party Secretary
of the Municipal Committee of the League of Communists of Bor; Director of
the Institute for Copper in Bor; and since 1974 has been a Member of the
Executive Council of the Assembly of Serbia and President of the Committee
of the Executive Council for Foreign Relations.

For several years he has been a fellow at the School for Mining
and Metalurgical Engineering in Bor where he has been elected assistant
professor.

He was awarded the Order of Labor, lst Class; Order of Labor,
2nd Class and has received Golden Plaque of the Assembly of the Municipality
of Bor for the achievements attained in organizing the general people's
defense.
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OFFICE MEMORANDUM
T C) Memorandum for thce T,_-cord -March 2,1979

FRC'! Martijn Pai L_Lins, Director, EMENA CFI

IF, 1 1-7 Y",jG0SLWIA: K-r. McUamar-_-'s Meetine with His Excellency Diince Belovski,
Yugoslav Ambassador t,- tli- Lnited States

1. Ambassador Dimce Belovski, accompanied by his Counselor,
Mr. 1.1ilutin Galovic, called on Mr. IIcllamai- on March 1 to hand over to him
the official invitaticii -f the Yugoslav C--"Lin ,t to visit their country,
hopefully in Ma.,,r. III-. '1(_I- iara candidl _-_'- _lained the problems (capital
inci--se, IDA, which had nec-_ zsitated his cancelling a visit

d for next w,, ek, to the Far East whicli cancellation, in turn, would
affcl,,t the timing of his Yugoslav visit. ecplained he was grateful
for the invitation, that he was firT-dy cor,,nltted to go to Yugoslavia and
wanted to go, but that at this tirre he siii. , y could not give any indication
as to the timing. Mr. McNamara would inform the Pirbassador as soon as
possible when he was more clear on this issue and enquire about a timing-
convenient to the Yugoslav authc rities. The Ambassador said he fully
understood the situation and ncTj',ic)ned the interest of his leadership
in having Mr. McNamara visit Y` ),-c s_ 3via prior to the Annual 14eeting.

2. The Pirbassador asked whether the Government shoul'_ invite

financia officials outside the Fank/L,17 structure I,- -Ic _ ':-±'I-_-. 14x. 17c-. F ,iiiara

advised nFainst this to avoid 'Qartici:1ariy L, j, Lroad arJ

well-selected group would alre d,- '_tt-,,i I the meetii'-'- . Pe reucted favorably

to an from the Ambassadci- as to -hether President Tito or the Prime

14inister -nould use the occasion of the Annual- Mect.lng to initiate some

talks witli financial J-d ,rs from the US, but he -j,_vised the Ambassador

to also include Eurr.)pe--an and Japanese personalif.1,'s.

he Ambassador informed 141.-. that the Asian Group of the

"77" was organizinf, a meeting in Belgra" ,c on the eve of the Annual 14eetings

and he further mentioTi,',,, his Government'6 efforts to refinance some of its

shorter-term debt t,--, tak advantage of better terms now available in the

McNamara noted both Points.

4. Finally, the Ambassador enquired whet!-Ier graduation 5till a

burning, issue. This was confirmed by the ir :2 ident who explained" that some

of the Bank were thinking that lei. _ ii-_ to higher income countries

sit,'.uld either be stopped at a lower level should shrink and that

c -_ intries mentioned in this context inc2,,ided Yugoslavia, Romaria, Brazil,
etc. Before July 1, axi anal , Isi- Ird proposal on the -i bject would

h _:,ve to go to our Board of Directors. f-'Ir. explaine _ iiiut his

vi,--ws lror,,i those mentioned abo -e aLid that the Bank, ill his view,

should help c.3untries that are advanciri,_, r-,idly but cannot yet fill their

financial gaps with private capital "-heir creditworthii-jess is

not in question. Ee felt that Yugoslavia C- . -_ ir this r.ate -cry an-_- tl-_-' t

for some years to come the Bank should contii,it- substantial lei-din;- t,, that

country. If the ongoing analysis would supp(-.r-I this i_---ie, thi, wa _- VI, Lit
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we intended to recommend to the Board. Obviously in such a case there
would be some controversy and he hoped that his views would get the
support from the Bank's membership. The Ambassador indicated that
Yugoslavia had already started to muster some of that necessary support.

cc: Yr. Benjenk
Mr. Kaj i

MPaij mans: gbo
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OFFICE MEMORANDUM
O Mr. Robert S. McNamara February 27, 1979

Munir P. Benjenk, RVP, EMn LA

YUGOSLAVIA: Your Meeting with His Excellency Dimce Belovski, Ambassador
to the United States

1. You have agreed to meet with Ambassador Dimce Belovski at his
request on Thursday, March 1, at 6:00 p.m. in your office. Mr. Stojiljkovic,
Alternate Executive Director, is expected to join the Ambassador in this
meeting.

2. We understand that the Ambassador is calling on you at the specific
instructions of his Foreign Ministry to hand over to you a formal letter of
invitation for your proposed visit to Yugoslavia this summer. It is expected
that the Ambassador will attempt to ascertain a possible date for your visit
and seek your views on any particular wishes you may have for your program of
visit within Yugoslavia.

3. The Ambassador may also take the opportunity to brief you on
Yugoslav activities in international fora, including the recent deliberations
of the Group of 77. He may also take the opportunity of advising you of
Yugoslavia's efforts, in view of the current liquidity in the international
capital markets, to refinance some of its shorter-term debt to take advantage
of better terms that are available. I believe he may touch on this latter
issue particularly as in our study of Yugoslavia's access to capital markets
which we had carried out in 1976 we had detected a concern on the part of
commercial banks as to the lack of discipline by Yugoslav banks and enter-
prises. You may wish to indicate that though Yugoslavia's efforts to refinance
this debt has received publicity in the media, to our knowledge there has been
no adverse reaction or misunderstanding of Yugoslavia's intentions.

cc: Mr. E. Stern
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Memorandum for the Record May 31, 1979

Frank Povey*ng Chief, EMIDC

YUGOSLAVIA: Visit of Petar Kostic, Federal Secretary for Finance
and Mr. Toma Granfil, Director-General of the newly-formed
Yugoslav Export Credit and Insurance Fund

1. At 2 p.m. Thursday, May 31, Mr. Petar Kostic, Federal Secretary
for Finance, and Mr. Toma Granfil, Director-General, Yugoslav Export Credit
and Insurance Fund, met with Mr. McNamara. Also present at the meeting
were H.E., Dimce Belovski, Yugoslav Ambassador to the US, Mr. Milutin Galovic,
Economic Counsellor of the Yugoslav Embassy, Mr. Miodrag Stojiljkovic, Alternate
Executive Director, and Mr. Stern, Vice President, Operations.

2. Special Lending Operation to Montenegro followinF the earthquake
disaster. Mr. Kostic asked Mr. McNamara what he could report to his govern-
ment the World Bank felt it could do to assist the Republic of Montenegro in
the reconstruction following the disastrous earthquake of April 15, 1979.
Mr. McNamara replied that he felt it was rather too early to make a decision,
since after-shocks were still being experienced and no plan for reconstruction
had yet been formulated. He understood that the transportation facilities
with which the Bank had been substantially involved had been extensively
damaged and he felt that it was likely that the best form of assistance would
be to this sector. He said that the Bank would keep in close touch with the
authorities regarding the appropriate timing for visits by Bank staff follow-
ing which we could decide the area that would be most appropriate for assist-
ance. He requested that the Yugoslav authorities inform the Bank when they
would be ready.

3. Annual Meetin& - Belgrade. Mr. Kostic reported that arrangements
for the Annual Meeting were well in hand and that the new Intercontinental
Hotel adjoining the Sava CentLr was scheduled for formal opening on
September 1, 1979 at 10 a.m.

4. Visit to YuFcslavia by Mr. McNamara. Mr. Kostic said the govern-
ment was looking for-ward to Mr. McNamara's visit scheduled for July 16-19, 1979,
not only to express thanks for the results of the Bank's activities in
Yugoslavia but also because of the respect in Yugoslavia for Mr. McNamara's
personality and reputation. Mr. Kostic stated that Yugoslavia fully supported
the statement made by Mr. McNamara at the UNCTAD meeting in Manila. It was
planned that Mr. McNamara should be the guest of the President of Serbia and,
in addition to meeting with Federal and Serbian officials, should visit for
the first time the Republic of Slovenia and the Province of Kosovo. During
the visit the Yugoslavs would wish to discuss a range of practical topics,
rather than philosophies, including problems related to the employment of
Yugoslav consultants on Bank-financed projects outside Yugoslavia. Mr. McNamara
said he was looking forward to the visit and felt the proposed itinerary was
excellent. He was amazed at Yugoslavia's accomplishmentsand would like to
learn how they were achieved.
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5. Yugoslav Export Credit and Insurance Fund. H.E. the Ambassador
introduced Mr. Granfil who explained the objectives of the Fund to promote
exports. It was proposed to explore the possibility of participating with
the Bank in developing countries and Mr. Granfil was pleased to note
Mr. McNamara's emphasis on export promotion in his Manila speech. Following
his meeting with Mr. Quereshi, Mr. Granfil was looking forward to receiving
assistance from IFC in connection with its proposals for cooperation with
the private sector. Mr. McNamara thanked Mr. Granfil for his explanations
and wished him success in his efforts. The Bank would be looking forward to
finding areas in which to cooperate with the Fund. The fact that the Board
had that morning approved two loans aimed at increasing exports (Mexico and
Jamaica) could be regarded as indicative of the Bank's interest in export
promotion.

cc: Mr. McNamara's offices (original and one copy)
Messrs. Stern, Bart, Karaosmanoglu, Chopra

FPovey/amh
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1. At 2 p.m. Thursday, May 31, Mr. Petar Kostic, Federal Secretary
for Financte, and M4r. Toma Granfil, Director-~General, Yu-cslav Ex port Cr%auit
and Insurance Fund, met with Mr. MNar.Also present at th m neet ing.
were H.E., Dimce Eelovski, Yugoslav Ambassador to the US, Mr. ilutin Galovic,
Economic Counsellor of the Yugoslav Embassy, Mr. Miodrag Stojiljkovic, Aiternzce
Executive Director, and Mr. Stern, Vice President, Operations.

2. Special Lending Operation to Montenegro following the earthquake
disaster. Mr. Kostic asked Mr. McNamara what he could report to his govern-
ment the World Bank felt it could do to assist the Republic of Montenegro in
the reconstruction following the disastrous earthquake of April 15, 1979.
Mr. McNamara replied that he felt it was rather too early to make a decision,
since after-shocks were still being experienced and no plan for reconstruction
had yet been formulated. He understood that the transportation facilities
with which the Bank had been substantially involved had been extensively
damaged and he felt that it was likely that the best form of assistance would
be to this sector. He said that the Bank would keep in close touch with the
authorities regarding the appropriate timing for visits by Bank staff follow-
ing which we could decide the area that would be most appropriate for assist-
ance. He requested that the Yugoslav authorities inform the Bank when they
would be ready.

3. Annual Meeting - Belgrade. Mr. Kostic reported that arrangements
for the Annual Meeting were well in hand and that the new Intercontinental
Hotel adjoining the Sava Center was scheduled for formal opening on
September 1, 1979 at 10 a.m.

4. Visit to Yugoslavia by Mr. McNamara. Mr. Kostic said the govern-
ment was looking forward to Mr. McNamara's visit scheduled for July 16-19, 1979,
not only to express thanks for the results of the Bank's activities in
Yugoslavia but also because of the respect in Yugoslavia for Mr. McNamara's
personality and reputation. Mr. Kostic stated that Yugoslavia fully supported
the statement made by Mr. McNamara at the UNCTAD meeting in Manila. It was
planned that Mr. McNamara should be the guest of the President of Serbia and,
in addition to meeting with Federal and Serbian officials, should visit for
the first time the Republic of Slovenia and the Province of Kosovo. During
the visit the Yugoslavs would wish to discuss a range of practical topics,
rather than philosophies, including problems related to the employment of
Yugoslav consultants on Bank-financed projects outside Yugoslavia. Mr. McNamara
said he was looking forward to the visit and felt the proposed itinerary was
excellent. He was amazed at Yugoslavia's accomplishments and would like to
learn how they were achieved.
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the private sector. Mr. McNamara thanked Mr. Granfil for his explanations
and wished him success in his efforts. The Bank would be looking forward to
finding areas in which to cooperate with the Fund. The fact that the Board
had that morning approved two loans aimed at increasing exports (Mexico and
Jamaica) could be regarded as indicative of the Bank's interest in export
promotion.

cc: Mr. McNamara's offices (original and one copy)
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
TO Mr. Robert S. McNamara DAlE May 30, 1979

-ROUGH: Mr. Roger Chaufttrnier, Acting VPO
FROM: Maurice P. Bart, Acting RVP, EMN N

SUBJECT: YUGOSLAVIA: Visit of Mr. Petar Kostic, Federal Secretary for Finance,
and Mr. Toma Granfil, Director-General of the newly-formed
Yugoslav Export Credit and Insurance Fund

1. Further to my memorandum of May 22, 1979 you have agreed to meet
with Mr. Petar Kostic and Mr. Toma Granfil at 2:00 p.m. on Thursday, May 31.
They will be accompanied by Mr. Stojiljkovic and an interpreter. As antici-
pated in Mr. Benjenk's memorandum of May 11, 1979, apart from reporting
briefly on the status of arrangements for the Bank's Annual Meeting in
Belgrade, the two topics which Mr. Kostic will wish to discuss with you are: vN

(i) a special reconstruction loan following the earthquake damage
in Montenegro. It might be expected that Mr. Kostic will, at
this time, make a formal request for Bank assistance; and

(ii) proposals for your visit to Yugoslavia from July 16 to July 19.

2. Special Reconstruction Loan. On Sunday, April 15, 1979, an
extremely severe earthquake occurred off the coast of Montenegro. Heavy Vo
damage occurred in an area approximately 150 km. long and 60 km. wide
extending as far north as Dubrovnik (Croatia), south into Albania and east
as far as Titograd. The major portion of the damage was, however, felt in
Montenegro particularly along the coast. Recent missions to Yugoslavia
have reported severe physical damage not only from the shock waves but from
landslides from the coastal mountains. The substructure has moved substan-
tially, both laterally and vertically, resulting in much damage to highways,
the railway and the Port of Bar. After-shock waves are still being l "
experienced almost daily, resulting in further increase to the damage. On
Friday, May 25, a particularly heavy shock (8 on a scale of 12) centered on
Bar is reported to have caused additional severe damage to the Port of Bar.
The Yugoslav and Montenegrin authorities are still engaged in the restora-
tion of emergency services, carrying out of emergency repairs to communication
services and caring for the homeless estimated to be about 100,000 people. So
far it has not been possible to assess and quantify damage but it clearly
amounts to many hundreds of millions of dollars. Provisional estimates
ranging from $1.5 billion to $3.5 billion indicate that the order of magnitude
is at least comparable to that suffered by Romania in 1977.

3. The Federal and Montenegrin authorities are extremely concerned
over three problems, in addition of course to the rehousing and rehabilitation
problems: v

(a) the loss of income earning capacity of the Republic;
(b) the burden of repayment of loans for assets which no longer exist;

and
(c) the raising of finance for reconstruction.
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Financial assistance from the World Bank will be regarded as important not
only because of the funds provided but they feel that the Bank's involvement
might -well act as a catalyst for the provision of other funds.

4. The tourism industry in Montenegro, which represents about 8 per-
cent of the Republic's GNP and 10 percent of social sector employment and
11 percent of fixed assets, has been very severely hit. It is provisionally
estimated that over 25 percent of the hotel rooms in the Republic are damaged
beyond repair and at least a similar amount will require substantial reha-
bilitation. The old cities of Budva, Kotor, and Herzegnovi which were cultural
and tourist attractions may well be totally damaged beyond repair. In
addition housing, particularly villages in the hinterland, has been very
severely damaged and water supply and sewerage services badly disrupted.

5. In the transport sector which accounts for about 20 percent of
Montenegro's fixed assets the Bank-financed projects for the Port of Bar, the
Titograd-Bar section of the Belgrade-Bar railway and highways have all received
very heavy damage. The Montenegrin authorities expect to have a provisional
assessment of the damage to the highways by early June and a Bank engineer will
visit the area next week to review the assessment. Similar assessments for the
railways and the damage to the Fort of Bar are expected by the Montenegrin
authorities to be completed in late June/July. The delay in the assessment
of damage to both railways and the Port of Bar arises from the need to employ
divers to assess underwater damage which will not be possible until after the
earth movements subside. If the Bank were to help, it would seem that the
best strategy for an emergency lending operation would be to restrict Bank
financing to highways, railways and the Port of Bar where we have considerable
knowledge of the sectors which would obviate the need for full appraisal. This
would be the quickest and most effective way for the Bank to provide funds for
the restoration and rehabilitation of the transport sector which is vital to
the restoration of the economy.

6. On the basis of the report of the returning missions we would
recommend that the Bank should agree to provide an emergency loan to the
Republic of Montenegro to assist in the rehabilitation of the damage . In view
of the exceptional circumstances, this loan should be in addition to the normal
allocation for Yugoslavia, which amounts to $246 million for FY80. Insofar as
the loan amount is concerned, we feel that it would not be appropriate to
treat Yugoslavia differently in real terms from its neighbor, Romania, to whom
the Bank made an earthquake emergency loan of $60 million in May 1978 following
the earthquake of March 1977. We would therefore recommend that the Bank be
willing to consider making a loan of $75 million for the restoration of the
transport sector. Such a loan would be effectively supplementary lending for 'pL
the projects already financed by the Bank which have suffered damage far in I
excess of this amount.

7. Your Visit to Yug,os yjulf . The Yugoslav authorities are
making detailed arrangements for your visit. In addition to meetings with
Federal and Serbian authorities in Belgrade, these plans include a visit to the
Province of Kosovo and the Republic of Slovenia which are the only Province and
Republic which you have not so far visited. In addition, it is expected that
en route from Kosovo to Slovenia, you will stop over in Skopje to visit the
site of agricultural facilities being financed by the Bank in Macedonia. We
expect that Mr. Kostic will discuss this program with you in more detail.
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8. YuEoslav Bank for Foreign Economic Cooperation. Mr. Granfil wishes
to discuss with you the objectives and operations of this newly-established
Bank and to explore areas of possible cooperation for co-financing with the
Bank in projects in developing countries. He may also be expected to express
his thanks for the cooperation being extended by EDI in the establishment of
training facilities in Yugoslavia.

cc: Mr. Stern (o/r), Mr. Benjenk (o/r)
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OFFICE IF
Mr. Robert S. McNamara, President June 20, 1979

Munir P. Benjenk, RVP, EMN

T YUGOSLAVIA: Your meeting with the President of the
Executive Council of Bosnia-HerzeSovina

1. Mr. Milanko Renovica, President of the Executive Council of
the Socialist Republic of Bosnia-Herzegovina, will visit you at 6:30 p.m.
on Friday, June 22. He will be accompanied by Messrs. Tarik Ajanovic,
Member of the Executive Council of Bosnia-Herzegovina in charge of foreign
economic relations, StanIko Tomic, President of the Chamber of Economy of
Bosnia-Herzegovina (equivalent to Chamber of Commerce in the United States),
Luka Reljic, Member of the Executive Council and Director of Economic
Planning for Bosnia-Herzegovina, His Excellency Dimce Belovski, Ambassador
to the United States, and Mr. Miodrag Stojiljkovic, World Bank Alternate
Executive Director.

2. Mr. Renovica has been
years and is one of Yugoslavia's younger generation leaders (age: 45).
He was previously a Rianager of various industrial enterprises and has
long played a role in the economic decision-making in his republic.

3. 1 understand that this will be primarily a courtesy call since
the main purpose of this trip to the United States is bilateral, with an
emphasis on export promotion. In addition to expressing appreciation
for the Bank's involvement in many projects in his republic, he may wish
to emphasize his republic's encouragement of joint ventures with foreign
firms, as well as Bosnia's active role in obtaining co-financing in two
recent Bank projects (see paragraph 4).

4. As the most populous of Yugoslavia's less developed republics
(per capita GNP was abcut 10 percent of the national average. of US$1960
in 1977), Bosnia-Herzegovina has receiveE,the largest amounL_of,_Bank funds
over the past four years. About 28 percent of Bank
or US$300 million has been ccTjimitteO -fo-r-&lelien projecL:. in Bosnia, four
of w`hidh--a-rL- exclusively involved in that republic: t'j,- FY76 SalAlevo
Air Pollution Control and Tater/Sewerage projects, as well as the FY79
1 6`saiiikairajina Agriculture and Agr o -Industries Project and the Middle
Neretva Hydro Power 1 xojact. Bosnia received Lhe major proportion of
funds from an additional seven national projects involving highways,
railways, power transmission, a griculLure and industrial credit. However,
&6e -to its large population, per capita lending during the 19)6-79 period
to Bosnia was about US$75 (compared to the national average of US$55),
well below the per capita lending of over US$100 to the other three less
developed regions in Yugoslavia. The current five-year lendin __prqzrqm
allocates about 22 percent or about US$370 million to projects in Easn1a.
Bosnia w ill participate in the forthcoTring TE -ird Agricultural Credit
Project (appraised in May) and the Fift Industrial CrediL Project
scheduled for appraisal-in the fall.
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5. Privredna Banka Sarajevo, the main commercial and investment bank
in the republic and a borrower under six Bank projects, has recently arranged
two major co-financing operations. A loan of US$20 million designated for
the Bosanka-Krajina Agriculture and Agro-Industries Project (Loan No. 1621-YU
of November 6, 1978) will be shortly signed with a consortium of one French
bank (Caisse Nationale de Credit Agricole) and two Japanese banks (Tokai and
Diawa). A loan of US$35 million designated for the Middle Neretva Hydro
Power Project (Loan No. 1561-YU of May 31, 1978) is currently being negotiated
with Mitsui Bank of Japan.

6. As you will recall, you visited the city of Sarajevo, the capital
of Bosnia-Herzegovina, during your October 1970 visit to Yugoslavia. During
your one day stay in Sarajevo you held discussions on the economic development
of the republic with the then President of Bosnia, Mr. Kosovac, as well as
with other members of the Executive Council of the Republic and a number
of local industrialists.

cc: Mr. Stern
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MLMORANDUM FOR THE RECORD STRICTI.Y CONFIDENTIA'

Bv: M.P. Benjenk Julv 25th 1979

CONVERSATION BETWEEN MARSHAL TITO AND MR McNkAARA

J17LY 19th 1979

Marshal Tito received Mr McNamara on July 19th on the island of Brioni.
Mr McNamara was accompanied by Messrs Clark and Benjenk. On the Yugoslav
side the meeting was attended by the Secretary.for Finance, Mr-Kostic, and
Messrs Stojilkovic and Popovic.

Marshal Tito began by welcoming Mr McNamara and stating that he was very
satisfied with the relations between Yugoslavia and the World Bank. Yugoslavia
was very grateful for what had been done and was being done to help the coun-
try's economy. Mr McNamara replied that gratitude was not at all called for
since the World Bank was doing exactly what was required of it, namely helping
those who help themselves. Yugoslavia was an impressive example of the
application of that principle.

Marshal Tito said he was extremely worried about the effect of recent
economic events on the world's economy, and in particular on the poorest
countries. The rising cost of energy would affect Yugoslavia and the indus-
trialised countries quite seriously but it would have disastrous effects on
the really poor countries. He asked what Mr McNamara's view of this problem
was. Mr McNamara said that there were four things which countries could do
which would partially remedy the situation. The first was conservation,,
i.e. the reduction of consumption, which would lessen pressure on prices. The
second was to develop substitutes for petroleum such as nuclear energy, coal,
gas and synthetic fuels. The third was for all countries, and in particular
developing countries, to explore and develop their own energy resources, which
had hitherto been neglected in many cases. A new World Bank programme
recently launched would, by 1985, develop energy resources in developing
countries equivalent to 2 million barrels of oil a day. The fourth measure
would be in the financial area and that would require the T fF, the World Bank
and the commercial banks to provide finance for the balance of payments
deficits which would inevitably emerge in the next few years. The existing
resources were obviously inadequate for that task and, for cxample in 'Yugoslavia,
the deterioration of the balance of payments caused by the new energy prices
would be equivalent to $600 million a year.

Marshal Tito commented that such a programme could have beneficial effects
for many countries but that it would still not be sufficient to meet the needs
of the poorest. There were a large number of developing countries which had
no energy resources to develop and what they needed in the next few years were
grants to keep them going at even the present very restricted standard of



living. The middle income countries could afford loans to tide them over
but this did not apply to the poorest. So far only a few countries had
realised the gravity of the situation, in particular the smaller European
countries, and he was glad to see that countries like the Netherlands and
Sweden were aware of the danger and were ready to help. Marshal Tito said
that as far as Yugoslavia was concerned they were taking stringent measures
to deal with the energy crisis. Yugoslavia only had 4 million tons a year
of local production and had to import 12 million tons of oil every year.
They would explore any possible underground resource for additional quantities
but this would be very expensive. They would also replace oil with coal in
all the power stations in the country and try to use lignite for this purpose,
which was plentiful in the country. There would be some unfavourable conse-
quences in terms of the environment in view of the polluting nature of coal,
but that was unavoidable.

Marshal Tito went on to say that he had discussed this problem with for-
mer Chancellor Willy Brandt who was now drawing up his report on North/South
relations, and they had both felt that it would be useful for a meeting to
be arranged between the OPEC countries and the oil-consuming developing
countries. Mr McNamara interjected to say that he hoped that Mr Brandt in
his report would stress that the recent energy increases would have a heavy
cost for the LDCs, both directly and indirectly, the latter because of
decreased opportunities for them to export goods to the industrialised coun-
tries. Mr McNamara also commented that the World Bank would be glad to look
at any opportunities to develop essential Yugoslavian oil resources under
the new energy programme.

The conversation then turned to China, which, Mr McNamara said, would
benefit from membership in the IMF and the World Bank, but had not yet
decided to join these institutions. Marshal Tito asked whether China
would be accepted if it applied for membership, and Mr McNamara responded
affirmatively. Marshal Tito then went on to say that he knew China well
and had been there a year ago. He had formed a good impression of the new
Chinese leadership. They were more democratic and flexible than the
previous leaders, who had done much harm to China, and particularly the
so-called "Gang of Four" which had exercised most of the power in Mao Tse
Tung's declining years. Many people had been unjustly imprisoned during
that period, some of them very able, and they were now being rehabilitated.
Marshal Tito spoke about his conversations with Chairman Hua, who was anxious
to make up for the time lost in economic development during the Cultural
Revolution, and whose original ambitions in that respect seemed a little too
high. In recent months China's plans had been scaled down to more realistic
proportions. China had a very rich potential and would develop its oil and
coal resources as well as nuclear energy but much reorganisation needed to
be done, including in the military field. The new leadership had inherited
a very bad Army, with 130 military schools reduced to only three by the
activities of the "Gang of Four" who believed that China did not really need
an Army. Marshal Tito referred to Chairman Hua's recent visit to Yugoslavia
and the interest which he had shown in Yugoslavia's special social and economic
system. The visit had annoyed the Russians but Marshal Tito had subsequently
calmed them down and suggested that they themselves should improve their
relations with China, which constituted one-quarter of the human race. He
had also advised that the Russians and the Chinese meet together to discuss
outstanding difficulties and this was now going to happen. He had also



advised the Russians not to keep such a large Army on the frontiers of China
since this placed a very great burden on both the Soviet Union and China.

Marshal Tito also expressed concern at the situation in Cambodia, and

particularly at the Vietnamese intervention in that country. While the
previous government was a bad one, foreign intervention in a country's inter-

nal affairs could not be approved of and a civil war in Cambodia would

certainly continue for some time to come. Mr McNamara commented that he
had himself witnessed during a recent trip to the Far East the very bad effect
which Vietnam's intervention in Cambodia had had in countries such as

Indonesia, Thailand, Malaysia, Singapore and the Philippines. These coun-

tries feared that the Far East would become the scene of major confrontation

between the USSR and China.

Marshal Tito then spoke about the future of the non-aligned countries.

He intended himself to go to the next meeting of the group in Cuba in
September and he hoped that this would encourage other Heads of State to
go too. He intended to take a very strong position against the Cuban idea

that non-alignment meant alignment with the Eastern Bloc. He had told

President Breznev that this was wrong and would mean a revival of the Cold

War against which the non-alignment policies had been originally intended.

Marshal Tito said that his two colleagues who had launched the non-aligned

movement with him, Mr Nehru and Mr Nasser, were now dead, but, as the last

one still living, he would not allow those principles to be violated. The

non-aligned countries represented a buffer between the two major groupings

and were an element of stability which prevented the possibility of war. In

a sense they represented the conscience of the world and were fighting for a

new world order. A great deal of harm was being done to the non-aligned
movement every time war broke out between some of its members, and he cited

the situation between Ethiopia and Somalia, Tanzania and Uganda, and Vietnam

and Cambodia.

Marshal Tito briefly referred to the SALT II talks and said he hoped

they would be approved, if only to enable negotiations to begin for a SALT III
agreement which would have some real impact on a reduction of nuclear arms.

Mr McNamara asked Marshal Tito whether he thought the Eastern countries
would help the LDCs more effectively in the future. Marshal Tito responded
that so far the Eastern Bloc had preferred strictly bilateral assistance
linked to their political relations with individual developing countries.

Returning to the economic situation, Marshal Tito complained of the

restrictive attitude taken by the EEC in their trade relations with Yugoslavia.

Discussions were being held at the present time in Brussels but they were very

narrowly focused because the EEC negotiators had not been given a wide mandate.
He had to admit that Yugoslavia's best trading partner was still the Soviet

Union, with which Yugoslavia's trade was $3 billion a year, to which should

be added an additional $2 billion with the rest of the Eastern European countries.



At the end of the meeting and subsequent lunch Mr McNamara explained to
Marshal Tito the political difficulties which were preventing the United
States from taking a decisive and more generous attitude concerning aid to
the LDCs. He compared the percentage of GNP which was allocated to aid in
1952 with the present share which was 90% lower. Mr McNamara praised the
Yugoslav example of transferring income from the richest parts of the country
to the poorest areas by setting aside a fixed amount of the national budget
to a fund developing the poorest provinces. This same principle should be
applied to development of the poorest countries of the world.
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
TO Files, D ',TE August 3, 1979

A
FROM, Rav K. Ch"pra, Division Chief, CPDIC EMENA

SUBJE(-T: MEMORANDUM FOR THE RECORD - Mr. McNamara's Trip to Yugoslavia

1. Mr. and Mrs. McNamara visited Yugoslavia from July 16-19. They
were accompanied by Messrs. Benjenk, William Clark, Koch-Weser, Kaji and
Chopra. The program and the list of persons met during the visit are
attached.

General

2. The Goverment had made excellent arrangements both for the
substantive meetings and the field trips in Kosovo and Macedonia. All
the discussions were held in an extremely cordial atmosphere with sincere
expressions of appreciation at every meeting for the "lank's role in
Yugoslavia, both in financial and non-financial terT.is. officials of the
Federal as well as the Republican Governments thanked Mr. McNamara for the
valuable assistance that the Bank staff had provided in the development
efforts in Yugoslavia. Mr. McNamara in reply thanked the Yugoslav Government
for the special support that it had provided to the Bank Group in various
fora, e.g. for the capital increase and particularly for their IDA
contributions. In addition Mr. McNamara restated Bank support for their
successful development efforts and complimented the Government for the
pragmatic policies they had followed while a unique socio-economic
system was being developed. During various meetings and the field trips,
Mr. McNamara showed great interest in discussing how the Yugoslav decision
making system worked at the Federal, Republic and individual enterprise
level.

3. Among the other main subjects that often came up during different
discussions were the issues related to the regional disparities of income,
the worsening balance of payments situation, unemployment and World Bank
policy towards high income countries.

A. E in Issues Discussed

ReE,ional Disparities

4. The devclopment problems of the Least Developed Regions (LDR's),
particularly Kosovo and Macedonia, were discussed in various meetings with
Federal and Republican officials. Mr. McNamara complimented the Yugoslavs
for their special emphasis on LDR's, particularly the various mechanisms
that exist for the transfer of resources at concessional terms from
the developed regions to the LDR's, which amount to nearly 3 percent per
annum of the developed regions' income. Although there is a continuing
commitment to transfer substantial resources to the LDR's, some of the
developed regions, such as Serbia and Zagreb, which have unemployment and pov-
erty problems of their own, are beginning to find these high transfers onerous.
In this context, Mr. McNamara was told that possibilities for joint venture
activities between the developed regions and LDR's are being discussed as
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partial substitutes for transfers of funds, particularly for production
sectors. Infrastructure projects will largely still have to depend
on interrepublican transfers. Possibilities for joint ventures seemed
to be particularly worth pursuing between Slovenia and the LDR's, because
unlike the other developed regions, Slovenia suffers from labor shortages
and has to rely on labor from other Republics and provinces. Mr. Vratusa,
the President of the Republic of Slovenia in fact asked Mr. McNamara
if the Bank could assist them in developing joint venture activities.

Balance of Payments

5. Mr. McNamara commented on the worsening balance of payments
situation and particularly on the poor export performance since 1973.
In reply to his question about the government's policies in this area,
various Government representatives, particularly Mr. Kostic (Federal
Secretary of Finance) and to a lesser extent the Federal Secretaries of
Energy and Agriculture and the President of the Republic of Slovenia
outlined the main elements of the Government's policies and approach. First,
a stabilization program had been launched in early 1979, in support of
which the IMF approved a Standby Arrangement of SDR 65 million in May 1979,
in addition to compensatory financing of SDR 138.5 million. Secondly,
in energy the Government intends to reduce its dependence on imported oil
by greater emphasis on hydropower, coal and partly nuclear sources of
energy. Thirdly, consistent with their 1976-80 Plan, they are emphasizing
import substitution in intermediate and capital goods. Fourthly, they
are engaged in a reappraisal of both their overall growth targets and
their external indebtedness. There seems to be a growing awareness of the
foreign exchange constraints to continue growing at the high rates achieved
in the past and the necessity to consider reduced growth targets of 5-6
percent per annum for the future.

Co- financing

6. In the context of this reappraisal of external indebtedness, some
Government officials expressed the need to limit their efforts towards
co-financing. Mr. McNamara emphasized the need for continued efforts to
increase co-financing on World Bank projects to strengthen Yugoslavia's access
to external capital markets. In particular, he emphasized the need for
co-financing on the Trans-Yugoslavia highways project and Mr. Zelic,
President of the Federal Committee for Transport and Communications, agreed with
Mr. McNamara.

Employment

7. Mr. McNamara at various meetings asked what policies the Government
was considering to reduce the level of unemployment, particularly in the LDR's.
This was discussed mainly with Mr. Kostic, Mr. Stambolic (President of the
Republic of Serbia), Mr. Oruci (President of the Autonomous Province of
Kosovo) and Mr. Popov (President of the Republic of Macedonia). The main
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points made by the Yugoslav Government representatives were the following.
First, the Government was caught in a dilemma between the need to reduce
economic growth targets in view of the balance of payments constraints
and the need to expand productive capacity to absorb the unemployed.
Secondly, they planned to place greater emphasis on the agricultural
sector, particularly with a view to raise the production and employment
potential in the individual sector. Thirdly, the development of small
scale industries was to be given greater priority in the future.

Policy towards high income countries

8. Mr. Kostic raised the issue of the Bank's policy towards high
income countries. Mr. McNamara said that the Bank paper on the subject
relaxes the criteria for phasing out high income countries compared to
the previous policy. lie assured the Government that the process of
phasing out would be done gradually and with due consultation with the Gov-
ernments concerned. He suggested to Mr. Kostic that the Yugoslav Government
should contact other Governments, such as Germany, UK, and Canada to fully
explain the role that the Bank can play in countries such as Yugoslavia, par-
ticularly in difficult periods such as the present when countries are
going through painful adjustments to adverse external developments.

B. Other SubjectsDiscussed During Meetings

Mr. Peter Kostic - Federal Secretary of Finance

9. As Mr. McNamara's host for the visit, Mr. Kostic provided a broad
review of the status of the economy, the excellent relations between the
Bank Group and Yugoslavia and the program for Mr. McNamara's visit. In
addition to the points already covered under the main issues above,
Mr. Kostic enquired about possible Bank assistance for earthquake recon-
struction in Montenegro. Mr. McNamara said that in view of the urgency of
the situation, the Bank would present a loan for reconstruction assistance
to the Board by September for specific projects in the transport sector.

Mr. Zidar - Federal Secretary of Agriculture

10. Mr. Zidar indicated that 1979 was likely to be a bad year for
wheat but other agricultural production should be reasonable this year.
As far as medium term priorities were concerned, he emphasized the
improvement of productivity in the individual sector, livestock development
and fruits and vegetables production. Mr. Zidar also asked Mr. McNamara if
the World Bank would finance agricultural projects in third countries, e.g.
Sudan, if Yugoslav Agrokombinats were participating. Mr. McNamara replied that
if Sudan so requested, the World Bank would be willing to consider such projects.

Mr. Zelic - Federal Secretary for Transportation

11. The main point of discussion was the declining share of railways in
goods traffic and till recently the stagnant volume of traffic. In response
to Mr. McNamara's question about the measures necessary to strengthen the
financial position of the railways, the Secretary mentioned the recent tariff
increases and the need for intermodel coordination. The Minister expressed
the hope that the Highways XI loan would be concluded expeditiously.
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Mr. Matkaliev - Federal Secretary of Energy

12. In addition to outlining the Government's changing emphasis
on energy sources other than oil discussed above, the Government officials
gave a very good presentation with the help of charts and graphs of the
development of the energy sector. No other major issues were discussed.

Mr. Markovic - President of the Assembly of the SFRY

13. Mr. Markovic, after thanking Mr. McNamara for the excellent support
of thw World Bank, provided an extremely interesting account of the process of
political decision making at the Federal and Republican levels, the solution
of differences by a process of concensus and the key role that proposals
made by the President and the League of Communists play in helping resolve
major differences and providing broad policy guidelines. Mr. McNamara was
very interested in this discussion and asked how this process worked in
specific areas of decision making such as balance of payments policies.

Interview with Mr. Djuric - Belgrade Radio and TV

14. The interview lasted for about 15-20 minutes and was broadcast
on TV the same evening. The questions that were asked related to the record of the
long relationship between Yugoslavia and the World Bank, World Bank support for
earthquake reconstruction in Montenegro, the topics to be discussed at the
Annual Meetings and the overall problem of international financing of economic
development.

Mr. Stambolic - President of the Republic of Serbia

15. In addition to the topics already mentioned above, Mr. Stambolic focussed
on the underdeveloped parts of Serbia and particularly the need to develop the
Morova region. He said that the peliminary studies on Morova would be completed
soon, and sent to the Bank by November. He also stated that after a difficult
earlier period, the cooperation with IFC had improved considerably. Mr. McNamara
pointed out that it was essential for foreign exchange allocations on IFC
projects to be treated on the same basis as that on World Bank projects and
be exempted from the foreign exchange quota system. He was told that this was
under consideration in the Assembly.

Mr. Oruci - President of the Autonomous Province of Kosovo

16. Mr. Oruci provided an account of the basic problems of underdevelopment
in Kosovo. He said that they were trying to learn from the difficulties they
faced in the Ibar project and using their experiences in the Metohija project.
Mr. McNamara expressed the hope that the Government would be able to take some
steps in the delicate problem of reducing the growth rate of population in
Kosovo. Subsequent to the meeting with Mr. Oruci, Mr. McNamara visited the
site of the Ibar and Metohija projects and held discussions with some of the
affected farmers.



Files -5 - August 3, 1979

Mr. Popov - President of the Republic of Macedonia

17. Mr. Popov also presented a historical account of the problems
and developments in Macedonia and thanked Mr. McNamara for the valuable
support provided by the World Bank. Mr. McNamara, complimented the
Government on their successful development efforts, particularly on their
emphasis on labor intensive projects, their plans to expand agricultural
exports and their success in raising the productivity on individual
sector farms. After the meeting and a delightful lunch, Mr. McNamara
visited the slaughterhouse and vineyards near Stip.

Mr. Vratusa - President of the Republic of Slovenia

18. As indicated earlier, Mr. Vratusa discussed the need for joint
ventures with LDR's in the context of mutually beneficial links between the
different regions. He also discussed the adverse effects of EEC restr ctions
on Yugoslav exports and said that export financing was needed; the Yugoslav
Bank for Foreign Economic Cooperation was a useful beginning in this area.
He thanked Mr. McNamara for the role of the World Bank in the national
projects from which Slovenia had benefitted greatly.

cc: Messrs. McNamara, Koch-Weser, William Clark, Benjenk (o/r), Knox,
Karaosmanoglu, El Darwish, Kaji, Kavalsky, Povey.

RChopra/bs
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MR. ROBERT MCNAMARA'S ITINERARY IN

YUGOSLAVIA

JULY 16 - 19, 1979

July 16 1200 Arrival from Paris via Frankfurt, flight LH 360.
(Monday)

1300 Arrival at the villa, Uzicka St. 23.

1430 Meeting with Mr. Petar Kostic, Federal Secretary for
Finance - Federal Executive Council Building No. 2.

1530 Meeting with Mr. Milovan Zidar, President of the
Federal Committee for Agriculture, Mr. Dusan Vlatkovic,
President of Vojvodjanska Banka, and President of the
Association of Yugoslav banks also attended - Federal
Executive Council Building No. 2.

1615 Meeting with Mr. Ante Zelic, President of the Federal
Committee for Transport and Communications. Mr. Nikola
Filipovic, General Manager of the Community of Yugos-
lay Railways and Mr. Lojze Blenkus, President of the
Council of Roads Organizations also attended - Federal
Executive Council Building No. 2.

1700 Meeting with Mr. Stojan Matkaliev, President of the
Federal Committee for Energy and Industry Mr. Lazar
Ljubisa, General Manager of Yugoslav Association of
electric power organizations (JUGEL) also attended -
Federal Executive Council Building No. 2.

1800 Meeting with Mr. Dragoslav Markovic, President of the
Assembly of the Socialist Federal Republic of Yugoslavia -
Federal Executive Council Building No. 1.

2000 Reception/cocktail and cold buffet, organized by the
Host, Mr. Petar Kostic, Federal Secretary for Finance -
Federal Executive Council Building No. 1.

July 17 0800 Interview for the Belgrade Radio and TV with Mr. Ljubisa
(Tuesday) Djuric at the villa.

0900 Meeting with Mr. Berislav Sefer, Delegate of the Assembly
and ex-Deputy Prime Minister, at the villa.

1000 Meeting with Yugoslav businessmen, bankers, academicians,
and prominent government officials - Federal Executive
Council Building No. 1.

1200 Meeting with Mr. Ivan Stambolic, President of the
Executive Council of Serbia, followed by lunch hosted by
Mr. Ivan Stambolic (at about 1245).



1430 Departure for Pristina by a special Government plane.

1530 Arrival at Pristina, met by Mr. Bahri Oruci, President

of the Executive Council of Kosovo.

1545 Proceed to accomodation at the Grand Hotel.

1600 Meeting with the President, Mr. Bahri Oruci. Mr. Riza

Sapundzija, Vice President, Mr. Kzemsit Durici,
Secretary for Finance of the Province of Kosovo, Mr.
Dragan Vlaic, Secretary for Agriculture and Mr. Ilijaz
Ilijazi, President of Kosovska Banka also attended.

1700 Departure by car for Kosovska Mitrovica and visit to

the region of Ibar-Lepenac project.

2000 Dinner hosted by Mr. Bahri Oruci.

July 18
(Wednesday) 0730 Departure for Metohija by car, accompanied by Mr. Dragan

Vlaic, Secretary for Agriculture.

0900 Arrival at Prizren and meeting with the individual
farmers, accompanied by Mr. Milenko Sataric, General
Manager of "Metohija" working organization.

1100 Departure from Prizren for Skopje by car.

1215 Arrival at Skopje and proceed to accomodation at the
villa.

1300 Meeting and working lunch with the President, Mr. B.
Popov, members of the Executive Council, and Manager
of Stopanska Banka at the "Club of the Delegates".

1530 Departure for Stip and visit to the AGROKOMBINAT.

Discussions of decisionmaking system followed by visits
to its selected processing facilities and individual
farmers.

About 1900 Return to Skopje.

2000 Arrival at Skopje.

Evening free.

July 19
(Thursday) 0715 Departure for Ljubljana by special Government plane.

0845 Arrival at Ljubljana airport, met by Mrs. Milica Ozbic,
Secretary for Finance. Proceed by car to the Castle/
motel "Strmulj" near the airport.



0900 Meeting and breakfast with Mr. Anton Vratusa,
President of the Executive Council of Slovenia, Mr.
Bogdan Osolnik, President of the Committee for Foreign
Affairs, Mrs. Milica Ozbic, Secretary for Finance and
Mr. Janko Smole, President of the Ljubljanska Banka.

1045 Departure from Ljubljana airport for Pula.

1200 Arrived at Brioni.

1415 Departure from Brioni.

About 1515 Departure for Rumania by a special Government plane.
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Memorandum for the Record October 4, 1979

A. Karaosmanoglu, ENI.

HJ 1979 Annual Meetings, Belgrade: Mr. McNamara's Meeting with
the Yugoslav Delegation

1. A meeting was held in Mr. Kostic's office on September 29, 1979
at 6 pm. Present were:

From the Delegation:

Mr. Petar Kostic, Federal Secretary for Finance
Mr. Gavra Popovic, Assistant Federal Secretary for Finance
Mr. Miodrag Stojiljkovic, Alternate Executive Director

of the World Bank
Mr. Mijovic
and some other members of the Yugoslav Delegation

From the Bank:

Messrs. McNamara
Benjenk
Karaosmanoglu
Koch-Weser

2. Mr. Kostic started with a statement thanking the Bank for the
assistance given in the organization of the Annual Meetings, in the
publication of the brochure on Yugoslavia and for the publication of
the economic report on Yugoslavia. He also expressed his special thank
for Mr. Damry's contribution in the preparation of this year's meetings.

3. Mr. Kostic made some comments on graduation, the World
Development Report, migration and refinancing of Yugoslav loans.

4. On graduation, Mr. Kostic reported that as he discussed with
Mr. McNamara during the latter's last visit to Yugoslavia, they contacted
a number of countries especially those who had "different attitudes" on
graduation policies. He also mentioned that he would talk to the
ministers from the U.K. and the U.S. during the Annual Meetings an the
subject.

5. On the World Development Report, Mr. Kostic said it was an
exceptionally useful publication and well worth the efforts put into it.

6. On the question of Mr. Kostic referred to the fact
that migration originated from poverty and resulted in movements of very
large numbers of people. He suggested that the Bank should participate
in the development and elaboration of a "scientific project" with OECD
and EEC. It should be, he said, a study on the causes and implications
of migration and with the objective of developing some new ideas to cope
with the related problems.
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7. On the refinancing of Yugoslav loans, Mr. Kostic referred to
the recent newspaper articles and said that Yugoslavia was doing exactly
the same thing as other countries are doing. They are paying in advance
and refinancing loans with better terms without affecting the volume of
debt. He said that the debt resulting dollar by dollar was the same
amount.

8, Mr. McNamara in response said that the World Bank's help in
the preparation of the Annual Meetings was very small in relation to

what the Yugoslavs themselves did. He said he was grateful for the early

vote by the Yugoslavs on the general capital increase and their parti-

cipation in the Sixth Replenishment of IDA with $20 million was extremely

helpful.

9. On the question of graduation, Mr. McNamara said he did not

expect serious problems in the near future but as some problems might

arise next year it would be wise to talk to the U.K. and the U.S. as

Mr. Kostic suggested while they were there.

10. On migration Mr. McNamara acknowledged that it was becoming

a major issue in the world which is taking several forms such as Mexicans

in the U.S., the boat people of Viet-Nam, the migration in Africa and

in Western Europe. Mr. McNamara agreed that this would have some serious

implications but he was not sure how much the Bank could do. He referred

to the discussion which took place two days ago in the Board of the

Ford Foundation. He said if there is an opportunity to do something
in the Bank we will do what we can.

11. On refinancing he said that he had no concern as the Yugoslavs

had an impeccable record in this matter but the balance of payments

situation looked problematic. He expected the Yugoslavs to follow the

situation very closely.

cc: Mr. McNamara's Office
Messrs. Benjenk

Damry
Knox
Aoch-e u

AiKaraosmanaglu: sap
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OFFICE OF 'AiE PRESIDENT

Mec ting with Mr. Bo dan Crnob1111a, JHaoslav U , Mission, October 23, 1979

Present: Messrs. McNamara, C-rnobrnja, Stojilkovic

Mr. Cmobrnja raised the following points:

W lie was not quite satisfied with IFC's joint venture activities in
Yugoslavia; this was not IFC's fault; pressure had to be put on the Yugoslav
Government in order to make the system work better; in his view, IFC's activities
should be expanded further in Yugoslavia as well as in other developing countries;

(ii) Yugoslavia would become Chairman of the Committee of the Whole; the COW
would have to undertake the preparatory work for the next Special General Assembly
on new global North/South negotiations; as a first 5tep, a definition was required
on what global negotiations meant; first of all, a better working climate had to
be created in COW; it was time to get Tid of slogans and to act in a mutually
agreed fashion; the DaTik could help and it would be desirable, for insvulce, to
get for the Third De elopment Decade an outline of the long-term strateg\ for the
Bank; it would also be LISCfUl to receive suggestions from the Bank as to which
problem areas should be addressed by the Special General Assembly; and

(iii) He would be interested in Mr. McNamara's views as to the results of the
work of the Brandt Commission and as to how these results should be taken into
account in future North/South negotiations.

Mr. McNamara replied that the publication of the Brandt Commission's
report would be dQlayed until about March 1980. The report might include some
very interesting conclusions. He agreed that it would be useful to identify sub-
startive issues for global negotiations. Among those, energy ought to be discussed
\ here the problem is not so Tiruch increase in prices, but the. "abrupt-ability" of
such increases. Secondly, food issues would have to receive prominent attention.
Thirdly, external capital flows, particularly to the poorest countries, had to be
addressed. At present, only a very small percentage of ODA--as. expressed as a
percentage of the CM of donor countries--was directed at the poorest countries,
e.g., at Africa. Greater disaggregation of ODA flows was required. Finally, more
intensive discussion of trade issues should be undertaken. Protectionism remained
a great danger. Work should be carried out on identifying, on a country-by-country
basis, tariff levels on specific projects and the impact of such actions. He
suggested that the UN staff be instructed to do "hardheaded work" on these and
otlier issues and not to carry out propagandistic low-quality work. The Ban],,- would
bc --lad to assist the COW in such action.

In response to a question by Mr. Crnobrnja, Mr. McNamara said that ODA
flaw,_; from the FRG and Japan could probal:)ly be increased over the next few years.
In the case of the U.S., this would be impossible. However, one might obtain a
certain shift in U.S. and French aid towards the poorest countries.

C IV
October 30, 1979



October 18, 1979

MEMORANDUM

To: Mr. Caio K. Koch-Weser (EXC)

From: M. M. Stojiljkovic (EDS)

Mr. Bogdan Crnobrnja has expressed his wish to meet President McNamara
sometime during the next week to discuss subjects indicated below.

Mr. Crnobrnja was formerly Yugoslav Ambassador to the United States
and at present he holds the post of Chairman of the Committee for
Foreign Economic Relations of the Yugoslav Parliament. Prior to
his U.S. position he had several posts, including one of Yugoslav
Ambassador to India, Deputy Minister for Foreign Trade, Assistant
Federal Secretary for Foreign Affairs in charge of Foreign Economic
Relations.

Mr. Crnobrnja will be in New York during this week and until November 1,
1979, as a member of the Yugoslav delegation attending the current
session of the General Assembly of the U.N.

Yugoslavia is the candidate (supported by the group of developing countries)
for the post of the Chairman of the Committee of the Whole. (It is my personal
view that Mr. Crnobrnja will be Yugoslav candidate for the post of the Chairman
of this Committee,)

One of the subjects Mr. Crnobrnja would like to discuss with Mr. McNamara
relates to the various approaches to the international development strategy. As
the Committee of the Whole will be in charge of preparations for the next Special
Session of the General Assembly of the OUN scheduled for autumn 1980, Mr. Crnobrnja
is very much interested in more detailed conversations on the subject Mr. McNamara
dealt with in his Address to the WB/IMF Board of Governors in Belgrade on October 2,
1979.

In addition to this Mr. Crnobrnja would like very much to exchange views
with Mr. McNamara regarding promotional work and expansion of the joint venture
schemes between Yugoslav enterprises and foreign partners.

Your cooperation in arranging this meeting will be very much appreciated.

MMJ:ef
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OFFICE OF Tf1E PRESIDENT

Nooting with Ambassador Loncar, Yj goslavia, Fet)ruary 25, 1980

Present: Mr. McNamara, Ambassador Loncar and Messrs. Stojikjkovic, Galovic, Benjenk

The Ambassador conveyed his Government's appreciation for 14-r. McNamara's
expression of sympathy for President Tito's illness. lie hoped that the Bank's
role in Yugoslavia would continue to be as important as in the past.

Mr. McNamara pointed to Mr. BenjenR's important role in shaping the work-
ing relationship between the Bank and Yugoslavia; Mr. Benjenk was now moving on
to new responsibilities. He then commented on what lie called the disastrous state
or the world economy and the importance of satisfactory OECD grci tli or both LDC
financing and LDC export growth; he pointed to the fact that the I-,ank was in a
reasonably good position for the next two years because both th lDi\ VI replenish-
ment and the General Capital Increase had been negotiated, an,1 lie e_vpressed the
hope that the Bank would be able to help focus the world's attention on energy
supply and prices and on the need for global agreement on the financing of the sky-
rocketing LDC cur-rent account deficits. In response to a question, he said that
the Brandt Commission Report was a gGod Llocument and that the Bank generally could
accept its recommendations. Ntr. Brandt was a better politician than lie was and
had succeeded in coming out with one report; the Report's concept of mutuality of
interest might have a chance of sUE-cess.

The Anbassadcr said that Yugoslavia had accepted the chairn4anship of
the UN Committee of the Whole which was a delicate task. The Brandt Report con-
stituted a challenge for both the West and the East. Priority should be given to
financing the poorest LDCs. In his view, the Nortl-i would have to deal with the
psychological aspects of the Nortli/South dialog"Lie, namely, the widespread mistrust
of the developing countries. fie argued that the industrial countries could well
accept the concept of NIEO because it was generally understood that this was a
goal for decades or even centuries; such acceptance would change the psychological
climate between the North and the South. Mr. McNamara said that the UN Committee
of the Micle should make use of Messrs. Brandt, Heath and Ramplial in discussing
the recommendations of their report.

C kl%'
February 29, 1980



OFF CE MEMORANDUM
Mr. Robert S. McNamara February 22, 1980

Munir P. Benjenk, Vice President, EMENA

His Excellency Ambassador Loncar - Yugoslav Ambassador to the U.S.A.

1. You have agreed to meet with His Excellency Budimir Loncar,
recently appointed Yugoslav Ambassador to the United States, at 6 p.m.
Monday February 25.

2. This is regarded by His Excellency the Ambassador as a
courtesy visit and he may be expected to express appreciation for the
Bank's continuing financial support of Yugoslavia and support for the
Bank's role and endeavours in support of the less developed member
countries.

3. The Ambassador, who was accredited on November 28, 1979, is
a career diplomat and a quiet, low key individual, particularly in
contrast to his predecessor, Ambassador Belovski.

4. Early in his career His Excellency served for nine years in
the Ministry of Foreign Affairs as head of the section responsible
for affairs with non-aligned countries. Immediately prior to his
Washington assignment, Ambassador Loncar was, for three years, Deputy
Minister for Foreign Affairs, principally involved with the non-aligned
movement. He was deeply involved with the organization of the recent
Havana Conference where, next to President Tito, he was Yugoslavia's
principal representative.

5. Outside of Yugoslavia His Excellency has served as Yugoslav
Ambassador to Indonesia, where he met you on your first visit to Jakarta,
and more recently as Ambassador in Bonn. The Ambassador is very
knowledgeable of Bank/Yugoslav relations and the Bank's activities in
the country.

6. Ambassador Loncar, a World War II partisan, is a Croatian,
born near Zadar, a coastal town about midway between Rijika and
Dubrovnik. He is married and has two children.

cc: Mr. Humphrey, Acting Director, EMI

FPovey:am
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OFFICE MEMORANDUM
TO MEMORANDU14 FOR THE 'RECORD June 2, 1980

FROM, Ram K. Chopra, Division Chief, CPD1 IC EMENA

S1_JB,1E(,'T Mr. McNamara's Meeting with Mr. Momcilo Cemovic, President of the
Executive Council of the Assembly of Montenegro.

Mr. McNamara met with Mr. Cemovic at 6.00pm on May 22, 1980.
Also present at the Tneeting were His Excellency Mr. Budimir Loncar,
Ambassador to the U.S., Mr. Lukovic, Advisor on Foreign Economic Relations,
Mr. Dragovic, General Manager of Investiciona Banka Titograd (IBT),
Mr. Beratovic, Deputy General Manager of IBT and Mr. Stojiljkovic, Alternate
Executive Director. Messrs. Karaosmanoglu, Koch-Weser and Chopra also
attended the meeting.

2. Mr. Cemovic thanked Mr. McNamara and the staff for the quick
assistance provided by the World Bank for their earthquake reconstruction
efforts. He said that the damage to the Republic was really beyond
calculation but was roughly estimated at about US$4 billion. External
assistance, apart from the contribution of the World Bank and Eximbank had been
only about US$50 million. A Special Fund of about $2.5 billion had been
created within Yugoslavia for Montenegro's reconstruction. Although recon-
struction efforts were being given priority, the job had only just begun
and Mr. Cemovic said he didn't really know how long it would take. He
emphasized that their immediate reconstruction efforts needed to be coordinated
with their medium term plans. Mr. McNamara thanked Mr. Cemovic for his kind
compliments. He said that the World Bank could only help those that help
themselves and while the Bank contribution had been modest, he was very
impressed by the Government's own efforts.

3. Mr. Cemovic also briefly discussed the overall economic developments
in Montenegro and Yugoslavia. He said that there had been rapid economic
growth in Montenegro in the last few years, with industrial growth averaging
11 percent per annum during the last three years. The rate of inflation had been
unfortunately high over the same period and continued to be high in the first
three months of 1980. The situation in Montenegro reflected the overall sit-
uation and constraints in Yugoslavia and a period of stablization was now
needed with slower economic growth. Unfavorable international conditions,
particularly energy prices, had adverse effects on the balance of payments and
inflationary situation in Yugoslavia. He said that he welcomed the concept of
structural adjustment lending and felt that such lending would be appropriate
for Yugoslavia under present conditions. Mr. McNamara replied that the World
Bank had recently initiated structural adjustment loans and that he would be
interested to consider such lendin in Yugoslavia, particularly in view of
Marshall Tito's death and the structural adjustment problems the economy faced.
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4. Mr. Cemovic concluded by saying that Montenegro needed
continued World Bank lending for at least the next five years. Investment
priorities over the next five year plan (1981-85) would include infra-
structure, energy, industrial and agricultural credit lines, small scale
and labor intensive industries, processing industries and tourism. He
complimented the World Bank staff for successful past projects, particularly
the Cemovsko Polje project. Mr. McNamara said that he supported their
investment priorities and particularly their emphasis on labor-intensive
industries and foreign exchange earnings. He referred to the small scale
and labor intensive industries mission that was due to visit Yugoslavia
in June 1980. Mr. McNamara concluded the meeting by saying that per capita
lending to Montenegro had been higher than the other Republics in the last
five years and that he would be willing to provide continued support for
the development of Montenegro.

cc: Messrs. Stern (VPO)

Chaufournier (RVP EITENA)
Karaosmanoglu (EMI)
Knox (EMP)

Koch-Weser

RKChopra/bs
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Mr. Robert S. McNamara, President May 20, 1980

Maurice P. Bart, Acting Regional Vice President, EMENA.

Your Meeting with the President of the Executive Council

of the Assembly of Montenegro - Momcilo Cemovic

1. Mr. Momcilo Cemovic, President of the Executive Council of the

Socialist Republic of Montenegro, will visit you at 6:00 p.m. on May 22, 1980.
He will be accompanied by Mr. Lukovic, Advisor on Foreign Economic Relations,

Mr. Dragovic, General Manager of Investiciona Banka Titograd, Mr. Beratovic,

Deputy General Manager of Investiciona Banka, His Excellency Budimir Loncar,
Ambassador to the U.S.

2. Mr. Cemovic has been President of Montenegro for about two years.
Previously he served as Federal Secretary for Finance from 1974 to 1978.

During the three years prior to 1974 he was Chairman of the Interrepublican
Committee for the Monetary System, which coordinates domestic monetary policy

and prior to that he was the General Manager of Investiciona Banka Titograd.

3. It may be expected that Mr. Cemovic will express thanks for the

financial support provided to SR Montenegro, which has represented a substantial

portion of the Bank's lending to Yugoslavia. Particular mention is likely to

be made of the prompt additional assistance provided by the Bank ($85 million)

and IFC ($21 million) for the rehabilitation of transport and hotel facilities

following the earthquakes of April 1979.

4. SR Montenegro, in common with the other Republics and Provinces, is
currently preparing a new Development Plan for 1981-85. Following the extensive

damage caused by the earthquakes and the extensive floods which occurred last

fall, SR Montenegro is giving emphasis to re-orienting its industrial base

and priorities. Particular emphasis is expected to be given to small scale,
labor intensive enterprises, particularly those in the private sector and

those based upon the utilization of locally produced raw materials. Medium

size, labor intensive enterprises involved in wood and aluminum processing

are also likely to be given priority. In the field of agriculture emphasis

is expected to be placed on year round vegetable production aimed at both

domestic and export markets. Special incentives are likely to be provided

to the private individual farmers, particularly in Northern Montenegro where

the widely disbursed population is remote from the urban and industrial

centres.

5. Mr. Cemovic may be expected to request advice and technical p
assistance from the Bank in the preparation of this Development Plan.

6. You may wish to inform Mr. Cemovic that a Bank mission to Yugoslavia

is planned for the second half-of June this year for the purpose of reviewing

the role of labor intensive and small-scale industries, their performance

and past contribution, and to determine the-irdptimum role and contribution

to future development. Another mission which will conduct an individual

farm sector survey to assess the impact of agricultural policies on the

individual farmers is being planned for late this year.
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7. These missions would visit SR Montenegro and would be prepared
to accord special priority to the review and discussion of Montenegro's
proposed Development Plan in the context of their role. Following these
missions the Bank would be prepared to consider the extent and type of
further missions to provide advice as may be needed.

8. Montenegro is one of the four less developed republics and
provinces in Yugoslavia (per capita GNP was about 70 percent of the
national average of US$2,390 in 1978) and as such has and will continue
to receive a considerable amount of Bank funds. In addition to the
Belgrade-Bar Railway Loan ($50 million in 1968) and the Port of Bar Loan
($40 million in 1974), Montenegro has received an additional $175.0 million
during the last five years (about 13 percent of total Bank lending to
Yugoslavia during the period or 7 percent excluding the $85 million earth-
quake loans) including a loan for an agriculture and agroindustries project,
portions of national agricultural and industrial credit loans, portions of
loans for national railways, highways and power transmission projects, as
well as the earthquake rehabilitation loans of this year.

9. It is interesting to note that although only 7 percent of regular
Bank lending to Yugoslavia over the past five years has been in SR Montenegro,
on a per capita basis lending to SR Montenegro has been higher than to any
other republic or province (see Appendix). This arises from the small
population, about 600,000 out of a total Yugoslav population of about
22 million.

10. The proposed 1981-85 Bank Lending Program is expected to allocate
about 7 percent or about US$120 million to projects in Montenegro which is
about the same level as in the past five years. We would expect that, as
in the past, the majority of these funds would be provided through national
agricultural and industrial credit projects, as well as highways, railways
and power transmission projects, and possibly a regional development/
agricultural project. A regional water supply development scheme to improve
water supplies and to support tourism and industrial activities is currently
a "reserve" project pending completion of studies to establish a viable
least-cost design.

11. Since the regional allocation of Bank lending has not yet been
finally agreed within Yugoslavia it would be advisable not to discuss
details of our proposed lending. However, in view of Montenegro's
exceptional needs following the natural disasters of 1979, it would be
appropriate to indicate our readiness to provide non-financial aswell as
financial assistance. Following the special sector missions planned for
this year we would be prepared to assist in the development of Montenegro
focussed projects for possible Bank financing. These matters were discussed
with the Montenegrin authorities during the recent visit of Mr. Karaosmanoglu
to Yugoslavia.
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12. During staff visits late last year Mr. Cemovic requested the Bank

to consider the provision of additional funding for redevelopment projects
in Montenegro, as was provided for earthquake rehabilitation. In view of

the regional allocation of Bank financing which is done in accordance with

the policy of the Federal Government,Mr. Cemovic was informed that it was

unlikely that additional financing could ae provided. Since that time

legislation has been passed by the Federal Assembly which will provide

the equivalent of about $2.6 billion to Montenegro for disaster relief

and rehabilitation over the next eight years. In the event Mr. Cemovic

should again raise the question of additional funding it is recommended

that he be informed that in view of the high per capita income of Yugos_layia

it would not be possible to increase total Bank lending. If a decision

should be reached by the Yugoslav authorities to increase the regional

allocation of available Bank funds to Montenegro we would, of course, be
prepared to cooperate with the Montenegrin authorities in the development
of additional projects suitable for Bank lending.

cc: Mr. Stern

FPovey/RNAnderson/sh



Appendix

Per Capita Bank Lending In Yugoslavia

FY 1976-80

Montenegro

- including earthquake loans $337

- excluding earthquake loans $188

4 LDRs $120

Yugoslavia $ 70
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OFFICE MEMORANDUM
T 0 MEMORANDUM FOR TH RECORD July 16, 1980

Ram K. Chopra, Division Chief, EMIDC

Mr. McNamara's Meeting with Mr. Petar Kostic, Federal Secretary of
Finance of YuEoslavia

1. Mr. Petar Kostic, Federal Secretary of Finance of Yugoslavia
met with Mr. McNamara at 6.00 p.m. on July 15. Accompanying Mr. Kostic
were: Mr. Bogoev, Governor, National Bank of Yugoslavia; Mr. Loncar,
the Yugoslav Ambassador; Mr. Galovic, Economic Counselor of the Yugoslav
Embassy; Mr. Zagar, who was the Alternate Executive Director to the
Bank in the late sixties and is now a member of Parliament and
Mr. Jelic from the Federal Secretariat of Finance. Messrs. Stern,
Looijen, Stojiljkovic, Knox and Chopra attended the meeting.

2. Mr. Bogoev briefly mentioned their meetings with US Government
officials, including Mr. Killer, and their efforts to seek official
support in the US and in other countries for increased borrowing in
the private capital markets. Mr. McNamara offered the Bank's assistance
in improving Yugoslavia's access to the capital markets, through
cofinancing on Bank projects, general contacts and on economic and
sector work being made available to commercial banks.

3. Mr. McNamara said that he was interested to hear about the
Government's objectives and targets for the next Five Year Plan (1981-85).
Mr. Bogoev replied that recent strong stabilisation measures had been
taken and the currency had been devalued by over 30 percent. He
emphasized the structural problems that the economy faced, including
the sharp increase in the oil import bill, the dependence of industry on
imports and the need to increase exports. The economic growth rate
was expected to be slower, at about 4-5 percent per annum during 1981-85.
The Government expected the current account on the balance of payments
to be reduced to $2 billion in 1980 (compared to $3.7 billion in 1979) and
to about $1 billion by 1985. Mr. McNamara agreed with the emphasis being
placed on reducing the current account deficit and said that financing
this reduced deficit should not be difficult.

4. Mr. Kostic said that he hoped that Mr. McNamara would continue
to play an important part in helping to solve the world's critical
problems after his retirement from the Bank. He felt that not only he
but numerous other people he had talked to considered that Mr. McNamara's
achievements had been outstanding and placed him in the "first level
personalities" in the world. He thanked Mr. McNamara for his support to
Yugoslavia and expressed complete satisfaction with relations between the
Government and Bank staff.

5. Mr. McNamara thanked him for his kind appreciation and praised
the Government's efforts in building good relations with the Bank. He
said that the role of the World Bank needs to be expanded in response
to the serious problems that developing countries face. The Bank's
lending program in the last few years, though large, was essentially
the same as had been projected in the late seventies. In the meantime,
however, inflation had accelerated, energy prices had sharply increased,
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structural problems had become more acute and the entry of China had
further increased the demand on the Bank's financial resources.
Mr. McNamara asked for Mr. Kostic's assistance in his capacity as
Governor to assist the Bank to increase its lending capacity. He
hoped that during the Annual Meetings the Governors will draw attention
to the Bank's needs but in a realistic way which took account of the
difficulties that countries faced in providing increased support.

6. Mr. Kostic hoped that Yugoslavia can continue to count on
substantial lending from the Bank. He also said that the Government
was interested in structural adjustment loans. Mr. McNamara said that
the Bank intended to continue lending to Yugoslavia on a substantial
scale and that structural adjustment loans could be made to Yugoslavia.
He added that although he was not fully familiar with details, he felt
that such loans could be considered for the energy sector and export
related activities.

7. Mr. McNamara pointed out the delays in external debt reporting
from Yugoslavia. He said that annual data was outstanding for 1978 and
1979 and the quarterly reporting had broken down. Although the discussion
had focussed on wider issues, he felt that it was necessary to draw
the Government's attention to these delays.

Cleared with and cc: Mr. Knox

cc: Mr. McNamara's Office
Messrs. Stern

Chaufournier o/r
Kavalsky
El Darwish

RKChopra:am



OFFICE MEMORANDUM
TO Mr. Robert S. McNamara July 15, 1980

A. David Knox, Acting Vice President, EMENA4O /

YUGOSLAVIA: Addendum to the Brief for the Visit of Mr. Kostic

1. We have received a letter this morning from Mr. Kostic requesting
that we give greater priority to the preparation of the Sixth Railway
Project, "so that the project appraisal can be completed in time to make the
loan effective in 1981." He states in his letter that he has been informed
that the Bank's decision to delay the project effectiveness date from 1981

to the first half of 1982 was due to non-compliance with the financial

conditions under the Fifth Railway Project. Although we donottEnow

whether he will raise this matter duftin his meeting with you at 6:00 p.m.
today, this note provides the necessary background in case he does.

2. The objective of the financial covenants under the Fifth
Railway Project was initially to reduce compensation pa ymnts to the
Railways from 22 percent of total revenues of all railway enterprises
in 1976 to 15 percent in 1980. Although substantial tariff increases
have been put into effect (15, 18 and 18 percent increases for passenger

traffic in 1978, 1979 and 1980 respectively and 8, 12 and 16 percent
for freight traffic in the same years), compensation paymante4 crased
to 25 percent of total revenues in 133, mainly because of higher than
expected inflation. Due to continuing high inflation, compensation
payments are not expected to decrease in 1980 despite substantial tariff
increases that have been announced.

3. We are in the process of preparing Regional proposals on how
to approach the compensation issue. Since this matter is still under
discussion within the Bank, we recommend that you indicate our continued
willingness to find a mutually satisfactory solution with the Gvernment,
including the possibility of revising thctTinancial covenants for 198D,

if circumstances warrant.

4. You may also wish to point out to the Government that delays

in the preparation of the Sixth Railways project are only partly related

to the compensation_issue. The delays have arisen largely due to the

need for further project preparation and revisions in thE rq(ways
investment plans. It should be pointed out that in the case of the

Province of Kosovo, for which the Yugoslavs made a special plea for Bank

support and where project preparation was more advanced than the other

Regions, the Bank i-R planning _topesent a Kosovo Railways Projectto-the
Board in FY81. If a mutually acceptable solution can be quickly found on

the compensation issue and project preparation in the other Regions can be

expedited, we would be ready to appraise the Sixth Railway Project sometime
in the middle of 1981.

5. We have also been informed that Mr. Kostic will be accompanied by
Mr. Zoran Zagar, who was an Alternate Executive Director for the Bank in
the late sixties and is now a member of the Parliament in Belgrade.

Cleared with and cc: Messrs. Kavalsky, Elliott

cc: Messrs. Stern, Chopra

RKChopra:am



OFFCE MEMORANDUM
TO Mr. Robert S. McNamara (through Mr. Ernest Stern) July 11, 1980WI

A. David Knox, Acting Vice President, EMEN

YUGOSLAVIA: Visit of Mr. Kostic

1. Mr. Petar Kostic, Federal Secretary of Finance of Yugoslavia
will visit you at 6:00 p.m. on July 15. Prior to your discussions with
him during the Annual Meetings, you met him during your visit to Yugoslavia J
in July 1979. He will be accompanied by Mr. Ksente Bogoev, Governor,

National Bank of Yugoslavia; Mr. Budimir Loncar, the Yugoslav Ambassador
and Mr. Miodrag Stojiljkovic, Alternate Executive Director.

2. Mr. Kostic and Mr. Bogoev, in addition to seeing you and the
IMF Managing Director, are expected to call on senior officials of the U.S.
Government and visit a number of commercial banks in New York. One of

the important purposes of their meetings is to gain increased financial
support from commercial banks. Discussions have already been held with

Mr. Miller, Secretary of the U.S. Treasury, and Mr. D. Rockefeller in

Belgrade, both of whom are reportedly supportive of higher commercial

bank lending to Yugoslavia. If Mr. Kostic mentions these initiatives,

you could perhaps reiterate the Bank's willingness to provide support to

the Government in its endeavors, not only through increased emptasis on

cofinancing on World Bank projects, but also in offering assistance through
our general contacts and economic and sector work in improving the access
of Yugoslavia to the capital markets. In this context it may be worth
reemphasizing to Mr. Kostic the need for-full coordination among the

various Regions and banks in Yugoslavia in their approach to the capital

markets. Recent lapses in internal coordination with different Yugoslav

banks approaching the markets simultaneously and the several attempts to

float large amounts in one block rather than smaller amounts in carefully

phased tranches may have increased the existing concern among commercial

banks about Yugoslavia, which is based on the uncertainties of post-Tito

Yugoslavia and the worsened balance of payments situtation.

3. In his meeting with you, Mr. Kostic is expected to focus on
(a) recent economic developments and future prospects, with emphasis on
the stabilization and other measures being undertaken by the Government;
(b) past and future World Bank support for Yugoslavia and (c) possibilities
of structural adjustment lending to Yugoslavia.

4. While the overall economic growth rate has continued to be high,
the balance of paymentp has come underincreasing pressure and inflationary
pressures have worsened. The current account deficit on the balance of
payments is now estimated at $3.7 billion for 1979 and consumer prices
increased by 22 percent in 1979. Since Mr. Kostic is expected to focus
on recent economic developments, the attached annex briefly outlines for
your information the major recent measures and developments. You may wish
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to express the Bank's satisfaction with the measures that have been
undertaken and seek further comment on the targets, policies and measures
planned for the next Five Year Plan (1981-85), expected to be finalized
in early 1981. You may also wish to emphasize the need for a continuing
dialogue on balance of payments problems, which was initiated with a
special study on Yugoslav exports. Fruitful discussions on the study
were held with the Government in June and Mr. Kostic should be thanked
for his personal interest in the discussions.

5. Mr. Kostic is likely to express appreciation for the Bank's
support in past years and seek continued, if not higher support, in future.
During FY76-80, the Bank committed $1,542 million. The lending program
approved for Yugoslavia for ,FY1A35 at the April Bank-wide review was
$1,820 million in current dollars. In May 1980, Messrs. Karaosmanoglu
and Chopra visited Yugoslavia and had very useful discussions with all
the Republics and Provinces on the project pipeline over the next five
years. A very satisfactory format for these discussions has been
developed between the Government and the World Bank, whereby each Republican
Government proposes a list of priority projects to the Bank along with an
indication of project preparation status. Discussions based on these
proposals have led to a well stocked i,iJelin of projects, which responds
to priorities mutually agreed between the Government and the Bank. You
may wish to express appreciation of the Government efforts in this area
and indicate continued financial and non-financial support for Yugoslavia.
Bank operational objectives, in line with the Government's own objectives,
are expected to continue to emphasize lending to the less developed Regions,
with increasing emphasis on exports, employment and energy, as well as
agriculture, which comprises about 50 percent of the FY81-85 lending
program.

6. Government officials, including Mr. Kostic, have shown some
interest in structural adjustment lending (SAL) to Yugoslavia. In response
to their enquiries about whether such lending would be additional to project
lending, we have indicated the difficulties of considering additionality
for a high income country. The Government has not as yet indicated whether
they would like the Bank to consider SAL even if it is not additional.
Possible areas that appear promising for SAL's are export oriented activities
and the energy sector. After the special study on exports that has been
recently completed and the priority that the Government attaches to exports
over the next Plan, it should be possible to reach policy understandings in
this area. Similarly in energy, the Government is emphasizing the development
of domestic energy resources in its investment allocation and has taken
various measures to conserve energy, including substantial increases in
domestic energy prices. You may wish to explore these possibilities with
Mr. Kostic.
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7. In addition to the topics that Mr. Kostic raises, we suggest
that you mention recurring recent delays in repayments on World Bank
loans, which seem to arise largely due to administrative and procedural
difficulties. External debt reporting to the Bank has also been subject
to delays. Details of new commitments on external public debt have
not been filed for 1978 or 1979 and the system of quarterly reporting
of such commitments appears to have broken down. Both these-areasw ould
be particularly appropriate to discuss because of the presence of
Mr. Bogoev, the Governor of the National Bank.

Attachment

cc: Messrs. Chaufournier o/r
Karaosmanoglu
Chop ra
Kavalsky

RKChopra:am



ANNEX

Yugoslavia: Recent Measures and Developments

1. Yugoslavia announced on June 6, 1980 some significant economic measures.
These included:

(a) A 30 percent devaluation of the dinar, which changed the rate from
20.3 dinars per U.S. dollar to 27.3;

(b) Abolition of the 10 percent surcharge on imports, which partly offset
the effect of the devaluation on import prices; the removal of this
surcharge would be welcomed by the IMF as a simplification of the
exchange and trade system; and

(c) A temporary price freeze which applies across the board.

2. These measures, according to the Government, represent the first phase of
changes. A second phase will follow during the latter half of 1980. Details of
the second phase are not yet available, but it is likely to include the following:
a selective defreezing of prices, probably starting with energy prices; enactment
of laws to regulate consumption expenditures; and controls on imports. A third
phase of measures will be announced in the context of the Five Year Plan, which is
due to be finalized in January 1981. These are likely to include restricting of
investment and emphasis on import substitution and export expansion activities.

3. These measures are seen by the Government as a continuation of the
policies that were already announced during 1979 and the first half of 1980. First,
monetary and credit ceilings were announced in 1979 as part of a policy package of
stabilization measures in support of which the IMF in May 1979 approved a standby
arrangement in the first credit tranche (SDR 69.25 million). During the second
quarter of 1979 Yugoslavia also purchased SDR 138.5 million under compensatory
financing facilities (CFF) and an additional SDR 138.5 million in February 1980
under the CFF. In early June 1980, the IMF Board approved further standby credits
in the higher tranches and lending under the Special Fund Facility totalling SDR
339 million. The IMF staff believes that the measures the Government has undertaken
are likely to lead to a significant reduction in the current account deficit in
the balance of payments compared to the $3.7 billion deficit in 1979.

4. Second, in April 1979, an agreement was reached by the Republics and other
government entities to reduce/delay planned investments in which they participate.
At the end of 1979 a law was passed laying down the minimum participation of
enterprises with own funds in investment; the proportion ranges from 10 percent to
85 percent of the value of contemplated investment, with the lowest for investment
for export and the highest for investments based on imported oil. A temporary law
passed in March 1980 prohibits all "non-economic" investments if they are less
than 80 percent complete (an exception is made for hospitals, where the proportion
is 50 percent). The monitoring of this law is through the Social Accounting Service.
Third, the growth of personal incomes has been successfully controlled. During the
first five months of 1980, real personal incomes declined by 7 percent compared
to the first five months of 1979. Finally, the Yugoslav dinar has been slowly
depreciating against the currencies of the major trading partners during the last
few years.



-2-

5. Developments in the first five months of 1980 are already showing some
encouraging signs. Compared to the first five months of 1979, exports increased
by 34 percent in current dollars (12.5 percent in real terms), while import growth
has been limited to 16 percent (a cut of about 6 percent in real terms). As a
result of the stabilization policies, economic growth seems to be slowing down with
practically no growth in real terms in industrial production. However, inflationary
pressures are still significant and retail prices increased at an annual rate of
25 percent in the first few months of 1980 (import prices increased by 22 percent).

6. In view of the measures announced and developments in recent months, the
Yugoslav Government is in the process of revising some of the major economic
targets for 1980. The economic growth target is likely to be revised to 3 - 4 percent
(compared to the earlier 5 percent), with some downward adjustment in industrial
production and labor productivity targets. The Government has announced its
serious commitment to reduce the current account deficit in the balance of payments
to $2 billion, with a 20 percent reduction in the volume of imports and a 12
percent increase in the volume of exports. Finally, the expectations of inflation
have been realistically adjusted upwards to perhaps 25 - 30 percent compared to
the earlier target of 17 percent.
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OFFICE MEMORANDUM

MEMORANDUM FOR'JUE RECORD October 3, 1980

Ram K. 6opra, Chief, EMIDC

Meeting of the Yugoslav Delegation with Mr. Mc-Namara

1. Mr. McNamara met with the Yugoslav delegation for the Annual

Meetings at 6:00 pm on Wednesday, October 1, 1980. The Yugoslav delegation

included Mr. Kostic, Federal Secretary for Finance, Mr. Bogoev, Governor,

National Bank of Yugoslavia, Mr. Loncar, Yugoslav Ambassador to the US

and Mr. Popovic, Assistant Federal Secretary for Finance. Messrs. Stern,

Chaufournier, Looijen, Stojiljkovic, Karaosmanoglu, LaFourcade and Chopra

attended the meeting.

2. Mr. Kostic congratulated Mr. McNamara on his outstanding

achievements as President of the World Bank. He said that he was sorry

to see Mr. McNamara go and hoped that the troubled world of the eighties

could continue to count on Mr. McNamara's contribution in some capacity.

He also invited Mr. McNamara and his family to visit Yugoslavia as the

first country after his retirement. Referring to Mr. McNamara's speech at

the Annual Meeting, he indicated his agreement with the President's analysis

of world problems and his Government's support for structural adjustment

lending and the Energy Affiliate. Mr. McNamara thanked him for the

compliments and the support of the Yugoslav Government for the Bank's

initiatives.

3. Mr. Kostic said that in his earlier meeting with Mr. Chaufournier,

he had already presented an outline of the Five-Year Plan and the present

economic situation. He re-erphasized the importance his Government placed

on bilateral contacts they had been having with the US and various European

governments in an effort to increase the flow of external firancial resources

to Yugoslavia. He ended by thanking Mr. McNamara and congratulating Bank

staff for the excellent cooperation between the Bank and Yugoslavia.

4. Mr. McNamara returned the compliment for the successful cooperation.

While expressing understanding for the difficult economic situation that

Yugoslavia was facing, he congratulated the Government for its courage and

determination in the far reaching economic measures they had undertaken and

were planning to take. He outlined the serious problems facing the world

economy in the eighties, the increasing financial needs of developing countries

and the more limited ability of the financial markets to meet these needs.

In this context, he emphasized the necessity for the Bank to substantially

increase its lending and requested Yugoslavia's support in various fora such

as G-24 meetings for the future expansion of the Bank.

5. Mr. Kostic said that his Government agreed with the need for

expansion of Bank lending and will continue to provide active support in

various international bodies.

cc: Mr. McNamara's Office (2)

Messrs. Stern

chaufournier

LaFourcade

Karaosmanoglu

RKChopra:am
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WORLD BANK / INTERNATIONALPINANCE CORPORATION

OFFICE MEMORAiNJIDUM
DATE:December 2, 1980

TO Mr. Robert S. McNamara
(through Mr. Ernest Stern) It;

FROM: Robert Picciot tA Acting Vice President, EMN

SUBJECT-YUGOSLAVIA; Your Meeting with the President, Executive Council of the
Province of Vojvodina - Mr. NiRola Kmezic

Mr. Nikola Kmezic, President of the Executive Council of the
Socialist Autonomous Province of Vojvodina, will visit you at 5;15 p.m. on
December 4, 1980. He will be accompanied by Mr. Svetozar Rakic, Member of
the Executive Council of Vojvodina for Economic Cooperation, Mr. Dusan
Vlatkovic, President of Vojvodjanska Banka and His Excellency Budimir
Loncar, Ambassador to the U.S.

2. Mr. Kmezic has been President of the Executive Council for about
the last eight years. Prior to that, he was a Member of the Federal
Executive Council with responsibilities for Economic Cooperation and
Agriculture. He has also served as a Member of the Executive Council of the
Socialist Republic of Serbia. Mr. Kmezic is in his late fifties and is well
respected among the senior politicians in Yugoslavia.

3. Mr. Kmezic, is not expected to raise any major policy issues. He
is expected to use the occasion mainly to express thanks for the Bank
support provided to his Province and seek continued assistance in the
future. You may wish to use the occasion to seeR his comments on the impact
of the present balance of payments difficulties on his Province and the
major policies and targets they are considering for the next Five Year Plan
(1981-85).

4. As one of the more developed Provinces in Yugoslavia with a
population of 2 million and a GNP per capita of $2,900 in 1979, Vojvodina
received only 5.8 percent ($90 million) of the total lending for Yugoslavia
during FY76-80. In this and previous periods, lending to Vojvodina has
mainly concentrated on its participation in national projects such as
highways, railways and agricultural credit. There has been only limited
lending for projects exclusively or largely focussed on Vojvodina. An
example of such lending is the gas pipeline project in FY73.

cc: Messrs. Karaosmanoglu, Cbopra

RKCbopra:am
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE'January 23, 1981

TO Mr. Robert S. McNamara Y
(through Mr. Ernest Stern, Senior Vice President) (-/) L,

FRM Robert Picciot/tk, Acting Regional Vice President, EMENA
k ir

SUBJECT YUGOSLAVIA - Visit of Mr. Petar Kostic

1. Mr. Petar Kostic, Federal Secretary of Finance of Yugoslavia will
visit you at 6.00 p.m. on Monday January, 26. Mr. Kostic is expected to be
accompanied by Mr. Budimir Loncar, Yugoslav Ambassador to the United States
and Mr. Miodrag, Stojiljkovic, Alternate Executive Director.

2. Mr. Kostic is returning to Belgrade from New Zealand where he
participated in meetings of the Muldoon Committee and he may be expected to
report briefly on those meetings.

3. During meetings with you in July last and during the Annual Meeting,
Mr. Kostic outlined the economic stabilization measures which had been
introduced with a view to reducing the serious current account deficit in
Yugoslavia's balance of payments. Mr. Kostic will wish to report on the
encouraging results of those measures and the economic and political
developments in the first "Post Tito" year.

4. As indicated in the Annex hereto, the Yugoslav Government moved
decisively in 1980 to address the serious balance of payments difficulties
that had emerged in 1979. You may wish to congratulate Mr. Kostic for the
resolve and commitment displayed by the Government over the year in pursuit of
its balance of payments goals and express satisfaction at the outcome. You
may also wish to express approval of the more austere growth path that has
deliberately been chosen in order to facilitate adjustment in the external
accounts. Finally you may wish to express your hope that a better performance
in the area of prices might be possible in 1981.

5. Appreciation for the Bank's support of Yugoslavia's development
efforts is likely to be expressed by Mr. Kostic, together with a request for
its continuation.

6. Insofar as our lending program is concerned we are maintaining a
continuing dialogue and relationship in a most cooperative atmosphere. You
may wish to express thanks for the cooperation being extended at operational
levels and for Yugoslavia's continuing support of the Bank and its policies.

cc: Messrs. Chaufournier (o/r) E TNVP
Karaosmanoglu (o/r) EMI
Humphrey EMI

FPovey/bsw

Attachment



ANNEX

Economic Management and Developments in 1980.

1. Economic management in 1980 has been dominated by the goal of
reducing the current account deficit in the balance of payments. This had
reached $3.7 billion in 1979, about 5.5 percent of GDP, and the Yugoslavs had
set themselves the ambi6Uas target of reducing this to $2 billion in 1980.
It seems likely that the final figures will be close to target, at around $2.3
billion, or 3 percent of GDP. This goal has been achieved through the
purposeful application of a stabilization program over the year. The elements
of this program have included a more active exchange rate policy (including a
30 percent devaluation in June), tight monetary policy, an effective incomes
policy, targeted cuts in noneconomic investment and some additional incentives
offered to exporters. The sharpness and scale of this adjustment has
inevitably affected growth and investment. Social product is expected to grow
by only 2.5 percent in 1980. There is likely to be a decrease in fixed
investment (of about 2 percent) instead of the growth of 9 percent per year
experienced in the last four years. Despite this considerable diminution in
aggregate demand, inflation has worsened considerably with the social product
deflator rising by as much as 30 percent. This in large measure reflects the
combined effects of international price trends and the June devaluation,
together with a series of administered prices adjustments designed to
rationalize the pricing structure, particularly for agricultural products.

2. Concurrent with these measures, Yugoslavia's economic managers have
been negotiating the framework for the next(1981-85) Five Year Plan.
Notwithstanding disagreements between the republics on a number-of issues,
particularly the scale, mechanisms and beneficiaries of resource transfers
from rich to poor republics, the basic interrepublican accords have been
concluded and the plan is expected to be formally adopted in February. The
draft plan anticipates a more subdued pace of development than Yugos1via has
hitherto enjoyed, with social product planned to grow at about 4.5 percent
over the period, and employment at 2.5 percent. The plan will stress
structural change in the external sector, through 8 percent annual growth in
merchandise exports and continued import substitution, notably in energy.

3. Accord on the framework for the Five Year Plan has permitted
finalization of the Annual Plan resolution for 1981. Here too growth targets
are extremely conservative, with GDP planned to grow by not more than 3-3.5
percent, industrial and agricultural production by 4 percent each and
employment by 2 percent. A further improvement in the current account
deficit, to $1.8 billion, is to be aimed for. Policy will aim to reduce the
ratio of investment to total expenditure still further; however, personal
incomes will be allowed to rise slightly after their sharp fall in 1980.

4. Mention should finally be made of capital account transactions in
1980. Yugoslavia concluded a standby agreement with the IMF in May 1980 and
drew financing of SDR 330 million against this agreement in 1980. An IMF
standby review mission visited Yugoslavia in October, with a staff member from



the World Bank participating as an observer. The IMF team have since
revisited Yugoslavia and will propose to their Board approval of Yugoslavia's
requst for a considerable expansion and a lengthening of the existing standby
to a level of 200 percent of quota (SDR 554 million) per year for three years
1981 to 1983. This will be considered by the IMF Board on January 30.
In addition the National Bank of Yugoslavia, for the first time in several
years, re-entered international capital markets in late 1980 as a borrower,
and has successfully concluded an ambitious borrowing program from bilateral
and multilateral sources.


