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December 30, 1971

Dear Georget

Many thanks for your letter of December 23, with information on
the legislative history of the OECD draft convention on the protection of
foreign property.

Messrs. Amerasinghe, Dosih and I have euteitted a prolirainary

The report is now bing scrutinized by t ALroa Dpartments, and w will
take your material inito account in royinfl, it. It covers the intarnR-
tional law on commPennation for eoproprintion znd tha attitudes of Part I
countries towards it, rizultilateral considcration of ex ropriation,
expropriation and bilateral aid, and the attitudes of Part I countries
towards expropriatioi in the IL3D and other multilaterj. developent
financing agencies. There will certainly not be ny erta-ahaking
conclusions, but I will, of course, send you a copy of he final version.

With best wishes for the New Year.

Sincrely yours,

A. rdward EMtendorf

Mr. George Wishart
Chief, Liaihon Operations
Paropean offico
Internetional 3Bnk for Reconstruction

and Dcvalopient
66, Avenue d'Iena
Paris 16e, France
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Mr. G.S. ta eebr30, 1971

The Desik Grw p's prellsinvy report on Spropriatim is an
extramely interestig doement - whbah I very -soh enjoyed reading -
the purpose of which is m.ely at this stage to outline the postion
taken in the past by multilateral institutIona, *on* bilateral donors

wA ert I ountries in the Rak about ases of wiprpriatio. The
paper As basoally descriptive vax A etitutes mjly a faet-finding
first stap. I have at tbio stage only very few oiste. Wbet of
thm a" editorial st I have 4.ready pased thm en orally to Mr.
DsIkS. btusver, t amuld l to draw tbo three blaewift p.st. to

your attinteena

(a) The *anti=s (page 18) that the oil *gprpratjon
d1sPvti In 1 a*on - the only e of expropriation
listed in our Department - was the only osse uiere
a84 was fomrally suspended by application of the

oal r e. adavamt in aorrest. The footaots
(Poge 48) bewevm, m 4 jarisng the eank's postare
in this .ese May be saleadiag leasofar as legal minds
sight be t*Wt.d to see In the statement a requirement
by thw RAk for aotual settmet of the dispute
beore lending could be resumd. As you know, thIs
was not the oas. Altmugh the werd "settled" vas
aotuslly used in *ose Internal bauk xuwranda, what
was *east was that should the Book be in a position
to MOW loading on 0nanie grwaidw, the cempansati

Loan should be ri avet es an impxdjmwt+ I would
therefore suggest that the last tvo lIes of the note
be redrefted aeg the followIng limes ... * theugh
several aibors IetIsated to Cslesese offiials that
sboul im the Bank be in a pesitcas to Imij the dimpute
with the oil ampades *oPul be an Ispedint".

RM1U1r.y, I believe that the ref.mce to politiftl
difficulties the UX is reported to have had with CQon
at the tn (page 27) is ineorrmt, and sggest that it
be replacd by a refrence to the WE'. dissatisfactian with
the .eaftaer. poliay fllowed by the 3GoedaraIk e .

(b) the deseriptim of Praws's attitude about exrpriations
Is braia (page 42) xmtaiUw osly a o-line satiaa of the

sloctricuty asqpazis' see. Sinos this was os of the very



Er. 4.1. votaw - Daer 30s 1971

Oew 0" 1* %UhL* tho NI*'& P*a*1ot and" Up a"tU1 As

a moe dtaied rasatta of the *a"e as1ht bo warrated.
To xyr s.*4 Ohim Is also 4a Interetim illu*U, attma of tho
Position of tkw Fren&h Govorweent vbiah, if my mooelsetion
to oOrenet, did not srovesly (if at a) support ths p.ositim
of the spropristed 00OPassds.

(a) FimaLly, tho bsrief paragraph about Japmn (peg* 44) momme to
as fairly speu1ative. I undemst that tM* 14 du* to tho
tfet that tha Dsik &Omup was unablo, to find wZ spealfi
intoanwti in our reords. Unless ou tslA rse am at
by, say, omnvorwatioms witb the Romsetive Divootor orKu=A
of*1cia,1 , I wwUd pmrson&W ftol It preferable to mrly
*tat& our laik of Inforastion rathwr thmn attampt to guese what
Japon's posit&"a might be.

*9, Mr. Miknth

JDRoulatidp

7Ci
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Measrs. Alter, Bendank, Cargill, Chaufournier, Dec mbe 21, 1971
Goodman, Gutierres, Lojeune

Mr. S. R. Cope

Draft Report for fropriaa Study

Attached are copies of a preliminary report n "Part I
Coumtries and NEpropriation" drafted by a group wkioh is working vnder
SLr Dodis Rickett to prepare the reviev of the Bank's policy on
expropriation requested by Mr. McNamara. The report deals mainly
with the impact of expropriation disputes on bilateral aid programs
and on the Part I countries' positions on Bank lending to the ex-
propriating countries. Referwee is made in the report to case.
involving countries in your department as noted on the attached table.
Your views on the accuracy and appropriateness of these references,
as well as any other ccwments and suggestions you may have, are requested
so that a revised version of the report may be prepared for submission
to Mr. McNamara.

Please let Mr. Dosik have your department's written
comeants by January S.

RD b



DFWT IEPtMQ C "PART I COQXIZS A ?ROSXATIaSe

n=EN~bT MMITES MY1TICED

Eastern Africa

Kw.a, Tanuaniap Uganda
Congo (K) - Zaire
3xdan

Westemn Africa
CW-al ican Republic, C4*go (B)
Guinea

East Asia and Pacific

South Aglm
Gew an

ROePA Adtle East and gcthi Arie
Algwria, Morocoo
Tunisia

Brasil

Arganana BSol-iChili

Peru, uand)
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Sir Denis Rickett December 17, 1971

C.F. Amrasinghe, R.S. Dosik, A.E. Elmendorf

Exprpiation Study

Attached as Annex A is a preliminary report on "Part I Countries
and Expropriation." It deals principally with the impact of expro-
priation disputes on bilateral aid programs and on the Part I countries'

positions on Bank lending to the expropriating countries. It covers

one of the three major subjects in the work program you outlined, the
other two subjects being (1) a review of the Bank's policy towards

expropriation disputes and recommendations for possible changes, and
(2) a review of recent and current compensation disputes affecting
Bau* lending, including recommendations for dealing with them.

Part I Countries and E propriation

Nature of the Report

Priority was given to Part II of the work program in response
to Hr. AcNamara's request. The report was prepared on the basis of
Bank files, documentation from other sources, consultations with Bank

staff members, and informal discussions with officials of the U.S.

Government and the Inter-American Development Bank., There were no
consultations with the Bank's Executive Directors, in the thought that
they should only be approached on tiis sensitive subject following
careful consideration by management and in the light of at least pre-
liminary examination of the matter by the staff. Statements made by
Executive Directors at 3oard meetings are reflected in the report, but

it should be borne in mind that some of their observations may have been
made without instructions from the governments they represent.

The report has not been cleared with area department and other staff
members who have been concerned with various aspects of compensation

disputes. Were this done, there could undoubtedly be some refinement
of the factual presentations, though we doubt that staff members could
reach final agreement, among themselves, on a number of the points in

the third and fourth sections of the report. A number of the statements
in the report are necessarily extrapolations based on the practice of
individual countries, rather than statements of their policies.

For the reasons set out above, the report must be considered pre
liminary. A fuller understanding of the attitudes of individual Part I
countries could probably only be gained from approaches to the Executive
Directors concerned and discus

GLv
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Sir Denis Rickett - 2 - Decenber 17, 1971

The report is limited to disputes arising from nationalization,

and does not consider problems arising from default on foreign debt

or alleged breach of government contract. iowever, it should be re-

called that the Bank's policy on expropriation derived from its ap-

proach to default on external debt, an issue which arose much

earlier in the Bank's history.

suimuar and Tentative Conclusions

The precise obligations of expropriating countries under inter-

national law are at best unclear, except at the most abstract level.

While the basic obligation to pay compensation is generally accepted,

the all-important questions of when, how and how much compensation to

pay are not answered. Jespite the tendency of claimants, both govern-

rients and individual anterprises, to allege violations of international

law when expropriating powers act in a fashion to which they take ex-

ception, vithin fairly definable limits the international law on com-

pansation appears to be rather flexible and to depend on the individual

circumstances of the case.

The issue of ezpropriation Ias been discussed at the United 'lationa,

but only at the level of generalities. The Pearson Commission recom-

mended that aid policy and investment disputes should be kept separate.

In the jevelopment Assistance Cobit rttee of the OICD a United States

initiative to consult and coordinate developed countries' views received

a cool response, and is not likely, for the present at least, to be

revivcd. (Inatead, the U.S. is reportedly planning to inaugurate a

series of bilateral consultations after issuing a public statement,
currently in preparation, of its views on expropriation.) In connection

with its work on foreign private investment, the DAC Secretariat is

taking up various aspects of nationalization, but its study is not a

high priority matter. The Secretariat has taken the initiative to

propose that information on nwajor cases of expropriation might be sub-

mitted by individual DAC countries in connection with the DAC system of

reporting on the flow of resources developini countries, and we suggest
that the Bank endorse the proposal.-

A considerable nunbhr of the DAC countries, particularly the former

colonial powers, have been seriously affected by the expropriation of

assets owned by their nationals in the developing countries. The moat

intractable investment disputes have involved investments dating from

1/ Remarkably few data seem to be available at any central point which

would make possible a comparative evaluation of compensation in

individual cases. The State T)epartment has considerable information
on U.S. enterprises but to the best of our knowledge, has never

attempted an evaluation of it. The DAC Secretariat is now trying

to gather information on past cases, but will probably have great

difficulty in doing so. Private firms and expropriating govern-

ments concerned appear to be unwilling to make available infor-

mation on the terma of management contracts and other matters

often associated with expropriation settlements which may seriously

affect judgements on the adequacy of compensation.



Sir Denis Rickett - 3 - December 17, 1971

before World War IT and, in some cases, from colonial circumstances.

The newer capital-exporting countries, such as Japan and Germany,
have not been affected in the same way. The accession to independence

of colonial territories and the mood of economic nationalism ias been

associated with an increased number of cases.Rf It seems likely that

future cases will be concentrated in Africa and especially Latin America.

A legislative link between bilateral aid and the settlement of

expropriation disputes exists only in the U.S. but France has, in
practice, also on occasion suspended its assistance to countries

with which its nationals have been involved in such disputes. The

practices of other bilateral aid donors do not indicate any clear

policy link wit% expropriation disputes, but there can be little doubt

that in a nunber of c s such di ute, have at least aFfected the Iv4o

of these countres' aid pro rams. lovever, tie aid-expropriation link

has been a hily uncertain and variable one. either the b.S., France

nor any other Part I country we are aware of has, in practice, consis-

tently withield or limited bilateral aid to countries with which its

nationals have been involved in expropriation disputes. For example,
crance _us(end1 aid to Tuni i in 1 65 over t e expropriation of

a-ricultural lands hut maintained a very large assistance program in

Al:;eria di n 1 65--7U despite wide-spread expropriations. Indeed,
experience indicates that the aid reaction of Part I countries to

expropriation dinputea seems on the whole to be -auch more a function

of their overall political and commercial relationships with the ex-

propriati1n7 po er than of tLht erits of I.ividual casesi aad considerations

of international law and e iuity. filateral aid programs, and particularly
the largest ones, serve a multiplicity o. national purposes v'on, which
_xe protection of investment a road is only one, and in particular cases,

oftan a su ordiinate one.

In tiese circumtstances, it 13 not surpnisin that the positions of

Part I countries on tBank lending to countries where there are expropri-

ation disputes hiave occasionally been inconsistent with their own bi-

lateral aid stance, and that their positions in the 3ank have varied

considerably from dispute to disute. Thus, althou h Vrance cut off its

own aid to Tunisia, it did not seriously see to block eank lending, while

in the Alerian case, in which France maintained its aid, it did object

vigorously to 6ank operations .a to. country. The U.S. polture on bi-

lateral aid has been broadly consistent with its position in the IBRD

but the U.S. aas not necessarily followed the same ai proach in the

Inter-American Jank, where it permitted lendin. to Peru while with molding

its own assistance and blockin, 3ank operations.

2/ A State Department study states tht at from January 1969 through
June 1971 some 64 actiont - - the nub or d endin, on the exact

definition of expropriation -- have been initiated by foreign non-

co maunist ,overnments involvin, expropriation or negotiated sale
of property in which U.S. corporations or nationals have a direct

or indirect interest; in contrast, aside from Cuba, there were

only 51 cases from 1961 to 1968.



Sir Denis Rickett - 4 - December 17, 1971

The expropriation policy of the ThRD enjoys broad support among

the Part I countries, although there are many nuances to their views.

In addition, the Part I countries seen to have confidence in the way
the Bank has, in practice, handled individual cases involving expro-

priation dioputes. The Bank has been increasingly involved in such

cases althouga, in the IJ<it of tie growing nuibsr of disputes, it
appears remarkable that even more cases have not been brought to the

attention of the Bank at Part I country initiative. Most of the

information on individual disputes in the Bank's files appears to

derive fro. consultations initiated by ataff mtmbers rather than from

the approaches of the Part I countriea to the Banl. There have been

relatively few cases i which the Part I countries views on Bank
lendini in caer of expropri tion disputen Aave dirfered with those

of Bank's iana ient.3/ The aost important -cii cases of differences

in view principally involve the U.S. in Latin Aerica. They seem to

indicate that the U.S., which has traditionally supported the Bank's

olicy and practice givin. t-o borrowin<, countrv tie benefit of tie

doubt, may now be iitin to i r er line.

Future aork

in continuing our study, uhect to your views on tie preliminary

report, we believe we should now ;ive priority to the first elenent

in the work .rozram, and consider the 'ro Im of olicy and practice

tiaat have arisen for the Bank in dealinx witi compensation dieputes.

We bL~hIve the best way to do this is to examine cases. We would

not propose to en age in historical research, but to use cases to

illustr te the tvyes of issue compensation disputes have raised for

the Bank. e ould plar. to investi' ate the positions tie Bank uas
taken on the meritu of individual disputos, when it has been forced
to do so. To gain a full understandint of the matter, e propose to

interview a nursber of Bank officials and perhape retired staff members,
who were involved in tie a: lication of the ank poicy in these

cases. ,ttached as Annex ! is a set of ,uestions e would propose to

use to mist in drawing people out.

3/ The attached table (Annex C) givei tentative umuary indications
of cases .here there have beet olj ction,

cc - Ott ~'as
-'r . it (

,.r. #4?j/
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Sir Deanl Rickwtt ember IC 2971

C . Amtrasingh., R. S. Dosik, A. . MMndor(a z

Eropriation StIUy

Before leaving for Japan you eqpresed the hbpe that ur would have
for you, on your return December 13, a paper on the attitudes of developed
cotries towards eiropriation. This is to report that, unfortvnate~y,
the paper is not yet complete. We -iAM get it to you doring the week.
It vini cover the following subjectet

1. The international law of compaeation and the attitudes of
developed contries towards it;

21' Iulti-lateral consideration of *qropriation;

3. Policy and practice of developed countries towards sxpropriatin,
as reflected in their develmpat assirtwme programs; and

4. Attitudes of developed ccunties towards the policy and practice
of the World Bsmk and other multi-lateral developsmat lnding

bee: Messrs. kerasiughe and Dosik

ALEirlu

OR 14 Ia VHrE31
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fleadquarters:C
Washington, D.C., U. S. A.

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
C.M.AM..-INTBAFRAD PARIS F,'

INTERNATIONAL DEVELOPMENT ASSOCIATION
C.N. AMd- - INDEVAS PARIS

EUROPEAN OFFICE:
66, AVENUE D'IENA, 75-PARIS 16E - FRANCE

Telephone - 720.25.10

December 7, 1971

Dear Ed:

Thank you very much for your letter of November 30
regarding the staff work you are doing on the question of
the aspects of Bank's work on investment disputes.

I had a talk today with Fenger of the DAC Secretariat
who is in charge of the DAC work on such subjects as private
investment, investment guarantee schemes and expropriation
issues. He will look into the legislative history of the
OECD draft convention on the protection of foreign property
and let me know if he finds anything useful in his researches.
He is not too hopeful about this, however, as he points out
that the convention is now a good few years old and probably
the statements made are now rather dated.

We had an interesting talk on the feelings of DAC
countries other than the United States. It is the impression
of both Fenger and myself that none of these countries has

any legislation like the Hickenlooper Amendment. Fenger is

going to check on this.

Fenger pointed out to me that DAC member countries,
other than the United States, did not get very excited over
nationalization issues. They have all nationalized various
concerns within their own boundaries. For example, the
United Kingdom nationalized the coal-mines and the railways
and I can assure you that the previous shareholders of those
concerns were only too delighted. In the United States, on
the contrary, private enterprise is a religion and any
nationalization is a sin against that religion.

Mr. A. Edward Elmendorf
Development Services Department
International Bank for

Reconstruction and Development
Washington, D.C. .0.
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Anyway, I shall see what we cm get for you and will
keep this matter well in mind. I also enjoyed our talks
together in Washington and it will always be pleasant to
see you over here.

With best regards,

Yours sincerely,

G.C is
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Loans To Loans From Period

Algeria France 1962-71
Canada
Netherlands
Sweden

Central African Republic France 1967-71

Ceylon UK 1962-67

Congo (B) France 1967-71

Congo (K) Belgium 1960-69

Egypt Belgium 1956-71
UK
Germany
Netherlands
Sweden

Kl Salvador UK 1962-71

Guayana UK 1970-71
Canada

Guinea France 1958-71
Canada 1964-68
Netherlands 1969-71

Indonesia Netherlands 1955-66
UK

Iran UK 1951-5L
France
Geniany

Iraq UK 196 4-66
Germany.
France

Morocco Belgium 1963-71
France
Switzerland

Somalia Italy - 1970-71

Sudan UK 1969-71

Tanzania UK 1967-71
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Tunisia France 1962-68

Uganda UK 1970-71

Yemen UK 1969-71

Zambia UK 1967-71
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November 30, 1971

Mr. Osorge Wishart
14ropean Office
International Bank for Asconstruction

and Development
66 Avenue d'Iena
Paris 16., France

Dear George

As you probably know, at Kr. McNamara's request Sir Denia Rickett is
leading a rs-examination of aspects of the Bank's work on investment dis-
putes. Messrs. Amrasingh. (Legal) and Dosik (Area) and I are doing staff
work on the subject.

In the current phase of this work we are concentrating on increasing
our understanding of the attitudes of capital-exporting countries towards
the expropriation of investments by their nationals in the developing coun-
tries. Aside from the US there is a remarkable dearth of statements of
general policy on this matter. For the tim being we are not approaching
governments, but we would be most grateful for any help that you might be
able to give us through informal consultation with DAC or OEOD officials.

We are, of course, aware of the recent US initiative in DAC and of the
responses to it. However, it seemed to us that there might have been oc-
easions in the past when individual OECD members made statements on general
policy towards expropriation in DAC or other OECD meetings. One eonceiv-
able source is the legislative history of the OECD draft convention on the
protection of foreign property which, in Article 3, calls for "Just compen-
sation". Such compensation, in the words of the Article, "shall represent
the genuine value of the property affected, shall be paid without undue delay,
and shall be transferable to the extent necessary to make it effective for
the national entitled thereto."

As you might imagine, onebtpio in which we are particularly interested
is the impact of disputes over compensation on the development assistance
and export credit operations of the capital-exporting countries. This issue,
of course, has quite a history in the United States in connection with the
Hickenlooper Amendment to the aid legislation in 1962. If there is any
information on comparable policies or legislation in other DAC countries,
this would be most helpful.



MaWy thanks in advan for any help that you or Vrits ean give us.

Ways regarde.

SinsMr.ly your,

A. 5d*ard J1mendorf

AEE:lp

cc: Mr. Amerasinghe
Mr. Dosik



Mr. C. F. November 26, 1971

Adi J. Davar

!ri4ysis of Bank Expropriation Fglig

I b eve that Mr. DaCosta has alread had nw discussions with
you regarding your -uwradim of November 11.

I am afraid that the write-'pe en Iraq, Egpt and Democratie YemAn
do not appear to me to be quite in-line with my understanding of what these

*ountries have been trying to do to settle expropriation issues. In this
oonnection as far as Iraq is ooncernad, the attached mesiranaMw of Septem-
ber 3 from, Mr Benjnk to Mr. Wood might be helpful. As regards Egypt, the
Goveranment has been settling natinalisation eases with the GOvernmnts of
the foreign enterprises eoneerned. This has been in line with Government's
e*pressed policy. The outstanding eases of Belgian, Dutoh and UK enter-
prises were settled under such Government to Government agreements in
December, 1970, Juy and September 1971. The Swedish and Austrian eases
have been firuly negotiated on a similar basis and the agreementianreiw sa
pected to be signed very shortly. As regards Democratie Temen, the auditors
have completed their work, and the Government has apparently been eontacting
the nat.ionalised enterprises eoncerned with a view to settling claims. With
regard to both Egypt and Democratio Yemen, the attaahed note might summarise
the latest position.

Should there be air other way in which I ean be of help, please do
not heeitate. Mr. EmIndorf of the Development Servimea Department, should
also be able to provide you with some historical background en the subject.

Attachment

LPlo~s caDaCosta
ADa M/r aM

cc: Messrs, Elmendorf, DaCosta/Plesch, Metherate (o/r)
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A. Edward Elmendorf 4i

United States Poi y on ExP rortion CONFIDENTIAL

State Department officials concerned with the matter have told

me that a U.S. national security memorandum concerning expropriation

has recently been approved. The memorandum does not, however, cover

U.S. policy on the issue in international financial institutions.
The memorandum applies only to major cases and involves a criterion

comparable to the Bank's "reasonable efforts"; both of these con-

siderations are recognized to cause difficulties in applying the

policy. Work is continuing under the leadership of Ir. Peter Peterson

in the White House on a public statement of U.S. views on expropriation.
The statement, to be released in the name of tike President or Secretary

of State Rogers, is expected to be issued in connection with the

International Financial Institutions bill pending in the Jouse,

possibly by the middle of December. The U.S. is planning to inaugu-
rate bilateral consultations with the principal developed country

governments on their policies towards investment disputes following

the issuance of the public statement. Thought is also being given
to the identification of likely future expropriations and to coun-

seling of U.S. firms to minimize the impact of expropriation.

The State Department has recently organized a seminar bringing

together senior government, private sector and academic personnel

concerned to discuss the impact of economic nationalism in key mineral

resource industries. :aterials prepared for the conference included

a background paper by Raymond i'ikeell,"Foreign Investor--ost

Goverument Conflicts in the Extractive Industries of the Developing

Countries." likesell is soon to begin a short period as a State Depart-
ment consultant to explore various avenues for settlement of compen-

sation disputes through international organizations. iie is interested

in looking at the issue more in teras of economic impact than legal

norms but will, of course, be concerned with ICSID. U.S. officials

will suggest he contact the Bank to discuss his ideas.

The State Department has collected detailed information on

compensation disputes concerning U.S.-owned (and some European-owned)
enterprises, and will soon be able to make summary information on these

disputes available to us. However, the material does not include

analyses of valuation principles applied, nor does it deal with the

impact of individual disputes on the development assistance and export

credit operations of the claiiat&' over .

cc - essrs. Amerasinghe, Br , Demq(tik, Merriam, Nurick, Cope
Sir Denis Rickett P
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Mr. C. F. Amerasinghe November 22, 1971

Hans

Analysis of Bank Expropriation Policy

1. I refer to your memorandum of November 11 on the subject. We
have no comment on the statement on Venezuela attached to your memorandum.

2. In connection with your work on the above subject, I attach two
documents. A memorandum from Mr. Gutierrez to Mr. W1.lliams dated November 5,
1971 on the new hydrocarbons legislation in Venezuela, brings you up-to-date
on a pending matter in that country. The Gountry Program Note on Guyana
dated November 17, 1971 which will be discussed in a meeting with Mr. Knapp
on November 29, outlines the nationalization issues in that country. You
will recall that the memorandum entitled "Policy on Exropriation" circulated
on July 26, 1971 to the Exeoutive Directors (SecM71-376), included a statement
made in the President's Report on the second sea defense project in Guyana
(R 71-138 of June 4, 1971).

Attachments: (2)

cc: Messrs. Feldman/Michaelcheck
Schloss

Ht.7ss/fas



Mr. Amerasinghe November 22, 1971

A. Edward ElmendorfC,

Analysis of Cases of Expropriation

I am returning herewith your draft paper analysing disputes arising
from the expropriation of foreign-owned property by Bank borrowing coun-
tries. You hoped that I might help be able to add to the facts. I
have tried to do so where possible, but unfortunately find myself in the
position of asking more questions than providing answers.

As you will observe, I have sone doubts about the categories which
you use to classify the disputes. My preference would be to divide them
into two broad groups: (a) oases which had an impact on Bank lending and
(b) cases which had no such impact. I would hope the paper would concen-
trate more on the reasons for the Bank's action or inaction, thus ontri-
buting materially to the chart which Mr. Dosik has agreed to prepare.
More broadly, I think the three of us need to disause in some detail how
your extensive and important work en this subject can be utilised in con-
nection with the review being directed by Sir Dunis Rickett.

AtElp

ces Mr. Dosik



r c.. ering.e and i.;. Doik Nvemier 16, 1971

A. Edward E.Liandort

This i to confir, that, at our meetinj this mornin it was
decided that our 'istoricat 4tuy wlould enconpaas a detaile
exa ination of Lkk folluwin case ; 'tich ap ear to have Affected

*Bank lending operations I

Country i8ctor 1eJponsib1B for Stud-
(Geylon r utrulLe Ju u gramins he

tunLkia Power uerasighe
Za.iru (Con o d ll;2ledr

.de agrod taat cons-Ld raroa uiio -4a given to te follouing
cases in whic Bazn lendin' oipratLion" apear not to have been affectodi

Country S ctor __onsiale for tudy
3razI icy oi
India nurance rlmendorf

u:a-i1ii. 1and Clmandorf
Bolivia .. nin4 Doesik
(oloui. ~o- r Doaik.

'4 ideutif Led, in a preliry f shion, the followin, countries
currently involved in di'.ute fOr exawination in oue dept at a
sub equenlt 0tae in our work.- ru thile .jeria. Za bia: GUyana
Venezuela.

it was aleo agreed that ir. ioaik would (a) assume responsibility
for Z-- C frit raft of a tabular presentation, ich would endeavor to
be a3 cornplete ak ossi le, of com pnation dpute tiat dave come to the
attention of tie lan , (b) pre arc a revi ad at of the lue.tions on
expropriation that I circulated a few day ago.

1/ e al o areed that I would conider w tether a detailed study of
the co peusation dii putas a ffctin~ :ank operations in 2 ypt would be

u'4 ful. 've itce :ad an o ortuaty to dicaf4 the matter wit
:r. ,raves i o nas done wor on a crucial period In the iank'
relations witn '-yt in connectAoi ti tie iistory of t an; -eing
repre- under th meics of t..c ir-okinLs In titution. I conclude

t at it would not ae worth takin, up t e nationelisation of the Suez
Canal but that t a se ueatration & fureig rti S subnepuently
should be iven close study. p00

ECE AE 9
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Mr. C. F. Amerasinghe November 18, 1971

Joseph Fajan*

Argentina and Bolivia - Past Expropriations

1. Mr. van der Heijden has asked me to respond to your memorandum

of November 11 to his. I understand from it that you have been assigned
to analize the expropriations of foreign properties in certain member

countries as they ffe d the Bank's lending posture. I further under-

stand that this analysis should enable a Committee formed by the Rank to

carry out "a thorough investigation of the Bank's expropriation policy".

. I have revised your section on Bolivia and attach a new draft.

I would suggest that you review it with your principals and, possibly,
with Messrs. J. A. King and Emndorf before presenting a final version

to the Committee.

3. As to Argentina, I have three observations to make. First,

your review of expropriations is limited to the 'sixties. It omits the

dispute between the Government and American and Foreign Power Cuqpany,
which caused Mr. Broches to visit Argentina in the late 'fifties. It

also omits the transfer to the Government of the ownership of the

Belgian-owned CoMafita Argentina de Electricidad, S.A. which led, in

1958, to the establishment of SWBA and, subsequently, to its reorga-
nization as a condition of our 1962 loan.

4. Second, your review of the Argentine situation implies that
the Bank stopped lending to Argentina in 1963 - the year in which con-
tracts with the foreign oil companies were annulled - and resumed oper-
ations in 1967 after the oil disputes were settled. This is not my
understanding of the Bankla position and I doubt whether, on these

grounds, Argentina needs to be included in your paper to the Committee.
The five-and-a-half year hiatus between the SEGBA loan of January 1962
and the livestock loan of Jily 1967 resulted from a poor economic situa-
tion and performance, and from grave difficulties with the two Bank
loans made to Argentina in 1961/62. On this subject, you may wish to
read paragraph 2 of the President's Report of June 29, 1967 on the

livestock loan. Evidently, if economic policy and project execution
had raised no problems, the dispute with the oil companies in itself

might have influenced the Dank's lending posture.

5. Third, with a view to the future, you may be interested in

the recent difficulties of the foreign-owned meat packing comany Sift

de la Plata, S. A. r. Cabezas would be able to point to the relevant

documentation.

Attachment

cc: Yessrs. van der Hijden
Scott/Cabezas
Cancio/Cabesas
J. A. King

JFajans : cf Flmendorf



DRAFT
C. F. AmerasingheoJVajanpsef
November 18, 1971

BOLIVIA

1. In 1952, the Bolivian Government nationalized a number of mining

enterprises belonging to the Patiflo and Aramayo f wlies and to the

Hochachild group. The expropriation decree provided for coip.nsation and

set a provisional valuation for the properties. In 1953, an arrangement

was made whereby the formr owners received a percentage of the sale pro-

eeeds from the otput of the nationali2ed mines. Pqimwnte under this

arrangement continued until Azgist 19(1, at which time about $20.2 million,

or slightly less than the amount of the provisional valuation, had been

paid. A final settlement was never reached despite stipulations to this

effect in the 1961 triangular lending operation concluded by IDB, USAID

and the German Government with COMHMhO.

2. It appears that this subject was not mentioned in the 196A IDA

credit doements relative to the RTDE and BPC power projects. Jhile the

economic report on Bolivia, dated January 5, 1967, referred to the fact

that "a final settlement with the former owners of the expropriated mines

is still to be negotiated", the President's Report of May 4, 1967 on the

first livestock credit remained silent on the mbject, even thomgh persons

representing the Hochachild interests have meanwhile drawn the Dank's at-

tention to it.

3. The position of the Bank was defined only on the occasion of the

presentation to the Executive Directors of the second FNDE power project



and is reflected in the following passages of the Presidentfs Report of

April 8, 1969:

"A problem which has still not been entirely resolved stems from the
nationalization of the Bolivian mining properties in 195. Subs-
tantial corpensation payments, based on a provisional valuation of
assets, were made to the former owners between 1953 and 1961, but
no payments have been made since. The situation regarding the ben-
eficial ownership of the various companies involved, the nationality
of their owners, and the extent to which claims are still being
asserted, is complicated and obscure. I do not consider that this
matter should deter action by the Association on the present propo-
sal."

These passages were referred to in the President's Report of June 19, 1969

on the loan for the gas pipeline project.

RaiLhmy

h. The British-owned Bolivian Railway Company and Antofagasta/

Bolivia Railway Company were taken over by the Bolivian Government in

the late 'fifties. The operation deteriorated rapidly and, in 196?, the

British were brought back for two years to run the western sy-stem. Ti

1965, an agreement on corTpensation was reached between a comission set

up by the Government and the representatives of the Antofagasta/Bolivia

Railway Company. lIoiever, the military regime decided in 1966 that the

agresemnt should await approval by Congress. After further protracted

negotiations in 1967, the railways dispute was settled in 1968.

5. It is not clear whether the U.K. Government drew the Pank's

attention in 196 to the British claim. Throughout 1967, however, the

U.K. Executive Director was making representations to the anagement and

staff, while IDA considered its first livestock credit and entertained

the Bolivian request for a second VYM credit. Asked to renew our of-

forts to persuade the Bolivian authorities to reach a settlement, we

expressed the Bank's concern to the Bolivian Government on several occa-

sions. We did not, however, mention the rIlway controversy in the
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President's Report on the livestock credit. Only after the settlement had

been reached, we referred to this fact in the President's Teport of April

3, 1969 on the second MTT credit.

Bolivian OGalf

6. Three veeks after the nationai-ation in October 1968 of the

assets of the Bolivian lulf Oil, opny, we informed t( F*ecutive Direc-

tors that the Bank was studying the effect of the nationalization on the

gas pipeline project, for which a loan had been made on Jaly 22, 1969,

and had, ,wanwhile, postpone]by three months the terminal date for effec-

tiveness. Shortly thereafter, the position of the Bank on this issue was

described to the Executive Directors in the President's Report of Decem-

ber L,, 1969 on the second IDA credit for livestock, as followss

"....the nationalization in October of the assets of the Bolivian
Oulf Oil Company introduced new uncertainties as to Bolivia's
treatment of its international obligations. In view of represen-
tations made to the Bank by the Bolivian Government that it intends

to pay adequate cw.pensation for the nationalized properties, I do
not consider that this matter should deter action by IDA on the

proposed credit. I shall, however, follow the developments in this

respect closely. I shall present to the Executive Directors fur-

ther proposals for lending to Bolivia only if satisfactory progress
can be observed towards a settlement of the !oMeneation issue."

The last sentence of the above statement .as duly noted in the Board

discussion.

7. For the following eighteen months, several parties worked

diligently on the reconstitution of the gas pipeline project. From the

start, the Bank took the position that arrwgerents neeeseary to onsure

that GuIT receives adequate ronpensation for the expropriated property

were fundamental to the Bank maintaining its interest in the project.

The Bank also insisted that it would be difficult to reconstitute the

project without 0uit's cooperation. In these circumetances, Bolivia's



vital interest in the construction of the pipeline resulted in September

1970 in a settlement of Gulf' claim which both parties considered atii-

factory. bubject, inter-alia, to the Bank's loan for the project becoming

effective, Bolivia agreed to pay compensation to Gulf by channeling through

a trustee a percentage of export proceeds from gas and oil produced in the

fields formerly operated by Bolivian Gulf. The trust arrangemente cover-

ing the distribution of total export proceeds from these fields among

the various parties involved in the gas pipeline project were worked out

simltaneously with the renegotiation of the loan documentsq and a default

under those arrangements is an event of default for the purposes of the

I"oai greement.

8. Wo lending operations in Bolivia were presented to the Board

between December 1969 and June 1971, when approval by the &ecutive Direc-

tors was sought for the third IDA livestook credit. While the slow pro-

cessing of this credit was due mainly to other reasons, the staff made a

conscious effort to speed up its consideration only after the Gulf dis-

pute had been settled.

IMPC and -Mlna Matilde

9. The most recent expropriation disputes arose from the nationa-

lization in January 1971 of the U.S.-owned International ?etals Process-

ing Company and the annulment in April 1971 of the concession of Mina

Matildo Corporation also owned by U.S. interests. These expropriation

measures brought about a considerable stiffening of the position of the

U.S. Government towards Bolivia. At the end of May, the .8. Executive

Director asked for a postponement of Board consideration of the third

IDA livestock credit and, when the credit was presented at the beginning

of Amn*, abstained from voting. He also abstaind when the renegotiated
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Bank loan for the gas pipeline project was presented to the Executive

Directors on July 1, although the compensation, which the Bolivian Oov-

ernment agreed to pay to Gulf, was very much larger than the investments

of IMPC and TIE.

10. The position of the Bank on the 1971 expropriations is re-

flected in the following statement contained in the President's Report

of Miy 1, 1971 and referred to in the President's Report of June 16,

19711

"In the first part of 1971, Bolivia nationalized the assets of two
U.S.-owned wining concerns, the International Metals Processing Cor.-
pany and the Matilde Mine Corporation. In both cases, the nationa-
lisation decrees provided for compensation to the former owners,
and steps for arriving at the evaluation of the assets are being
taken."

11. Compensation arrangements with fIP and ?MM are now being

worked out in a forthcowing atmosphere by the Bolivian G(oernmnt, which

took power in AMgust 1971.



Mr. Amerasinghe, Mr. Dosik November 16, 1971

A. Edward Elendolf-

Expropriation

In accordance with our discussion yesterday, I have prepared
the attahed set of questions on expropriation for use in our con-
sultations with area departments and in preparation of the historical
portion of our report. ?he list is long and suggests that before
we undertake interviews we should isolate those cases, perhaps no
more than five or six, which we will use to illustrate the problems
that have arisen for the Bank in regard to compensation disputes.

Y E ^i
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Messrs. Ameraminghe, Broches, Cope, Dosik, November 16, 1971
furick, Sir Donis Rickett

A. Edwaxd M=ndorj ,

Work of OTCD and DAC on}prration

Attached is a 1cetter from Mr. Steuber to Mr. Demuth concerning

the work of OECD and DAC on expropriation. I am inquiring about

the study to be undertaken at the Brookings Tnwtitution nentioned

in the final paragraph.
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Mr. C.F. Amrasinghe November 15, 1971

David Loos

An!LyIs of Bank rriation

1. Reference Jxur memo dated November 11, 1971 to Eschmnberg, the
following extracts from the last Economic Rsport on Iran dated May 18, 1971,
regarding the nationalisation of the oil industry, may be of interest.

"Up to 1951 the Anglo-Iranian Oil CoJpary .... aocounted for
practically all production. .... Following unsuccessful negotiations
between the Government and the Anglo-Iranian Oil Company on revisions in
the 1933 agreement the oil industry was nationalizod in 1951.
The Anglo-Iranian tlic) ceased all operations in 19A..4...

On October 29, 1954 an agreement was concluded betinen the
Iran Govenment and a group of eight international oil couanies, knorow as
the Consortium. .... Under the agreement (E.P. (the successor to the Anglo-
Iranian Oil Company) was compensated for the lose of property and
concession rights; Goverment paymts totalled $57 million, of which the
last installment fel duo in 1966. Participating oil companies also made
compensation payments to B.?. ..... these payments will terminate in 1971'.

2. In January 1957 the Bank made a "Seven Year Plan Loan" (160-IRN)
in an amount of $75 million. According to the recital in this Agreement, a
substantial part of the total revenues derived by Iran from the production,
refining and .. l. of on to be produced pursuant to the Agreement of
October 29, 1954 wih the oil cpanies, was to be allocated for the
carrying ont of Iran's seevnd seven year progrpm. Howver, as the
mount of such revenues so allocated would, during the early years of
the program, have been insufficient to cover the expenditure contemplated
under the progrem, the Bank agreed to make the loan of $75 millimi.

DLos/ir
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Mr. C.. Amexasinghe Novebor 15, 1971

John M. Mal"eW, j

Atlysia of lank ,MMwoRat#u bauJer

Floas rotor to your memo of November 11 on Ve above subjeot.

fte Intbmatlon you wanted on the Sudan was sot out in detaiL

In Mr. L*4mznes memo to Sir Denis RIOItt dated November 9, 1971.

A opy of his~ nme in attaohed herewith.

" t Sudan (General)

a,
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Mr. C.F. Amerasinghe November 15, 1971

Carl Rosenblad

Analysis of Bank Expropriation Policy

Pursuant to your memorandum of November 11, 1971 on the
above-mentioned subject, I wish to informi you that, in addition to the
expropriations of the Chinean Government mentioned in your memo, a
French/British diamond mining company, SOGJINEX, was nationalised in
1961. The Bank was approached by the company in 196 to use its
influence in obtaining a settlement with the Guinean Government. There
was no follow-up and this matter has not been taken up since.

CRosenb jd

~~ Jas

CL ILj

jc D



G"2Y

F A 1'

- .px x

c T o 3 K L

A : -

x 4x. x

14T 1 r >)4

A G



Mr. s a. cpe Nwovmer 12, 3,M

Ditr Mirtvieh&-D

Please find attadhod two copies of descriptims of current

eMri-pr.tim oases in the DCOA ara for use by Sir Danis Rictt' s

Attaehment

003 Mr. BDIL3k
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The World Bank Group

Record Removal Notice RodM

File Title Barcode No.
Bank Administration and Policy - Expropriation and Compensation - 1969 / 1971 Correspondence

1056931
Document Date Document Type

I1I November, 1971 Memorandum with attachment

Correspondents / Participants
To: Rene H. Springuel, Chief, Division C, EMENA Department
From: C. F. Amerasinghe

Subject / Title
Analysis of Bank Exropriation Policy

Exception(s)
Attorney-Client Privilege

Additional Comments

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date

Sherrine M. Thompson February 11, 2022

Archives 01 (March 2017)



Th. World fank Group

Record Removal Notice
File Title Barcode No.

Bank Administration and Policy - Expropriation and Compensation - 1969 / 1971 Correspondence

1056931
Document Date Document Type

I1I November, 1971 Memorandum

Correspondents I Participants
C. F. Amerasinghe

Subject I Title
Analysis of Bank Exropriation Policy

Exception(s)
Attorney-Client Privilege

Additional Comments

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date

Sherrine M. Thompson February 11, 2022

Archives 01 (March 2017)



fr. Jean-David Roulot Novber 10, 1971

David Loos

Cowittee on WQsropation

A* I informed yom earlior this afternoon, ther hav. boon no
ca... of axropriation in Iran or Afghanistan. There has, however, been
a problem regarding the settlement of Iran's surplus property debt to
the U.S. opies of the rlevant meo. are attached.

Attachment
Moo a tkvj
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WaigcDCU. SA. cVt7.2,C
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

n ~Cab. Add. - INTBAFRAD PARIS

INTERNATIONAL DEVELOPMENT ASSOCIATION
- . Cable Add~r-. - INDEVAS PARIS

EUROPEAN OFFICE:
- 66, AVENUE D'IiNA, 75- PARIS J6 - FRANCE

Telephone - 720.25.10

November 9, 1971

Dear Dick,

This is in reply to your telex 1349 concerning current work and pos-sible policy conclusions regarding expropriation issues. Both the DACSecretariat and the Development Center are only just beginning to workon the subject.

You are probably aware that the U.S. ccncern voiced in the DAC aboutexpropriation and compensation issues has not met with very great enthu-siasm on the part of other delegatic-s. The Nordic countries are franklyhostile, and all the others lukewarm, to say the least. At the DAC high-level meeting, an attempt by the U.S. to have the issue referred to in thepress release - in language similar to that of the Iickenlooper amendment -was defeated. You will also recall that only a passing mention of expro-priation is made in the DAC work program for 1972 /IDAC(71)30(3rd Rev.)7,in section III(c) under sub-item (ii), which reads "in cooperation withthe BIAC and other interested organizations, to continue to follow eventsin developing countries - including expropriations - which may influencethe opportunities for active participation of foreign capital in the deve-lopment process".

Kroeller and Fenger of the DAC Secretariat do not have the impressionthat for the time being this issue is on top of the DAC priority list. Butof course Fenger is preparing a paper on various existing institutionalarrangements for settling investment disputes, including ICSID, of course.(we have provided him with all the background information, including theseries of' "black books"), the International Chamber of Commerce and possiblyothers. At present Fenger does not even have a precise deadline for thispaper, but he thinks that it will be part of the background informationto be submitted to the next DAC meeting on private investment of which, asyou know, there is one every year, the last having taken place in late June

Mr. Richard H. Demuth
Director
Development Services Department
International Bank for
Reconstruction and Development

Washington, D.C. 20433



Mr. Richard H. Demuth - 2 - November 9, 1971

1971. In the meantime, expropriation will be discussed at the November
22/23 DAC meeting on public development finance corpporations (agenda
item 3), but there will be no Secretariat paper. The Ad Hoc Group on In-
vestment Guarantees, meeting again in the Spring of 1972, will probably
also touch on the subject.

Almost the same story came out of the OECD Development Center, where
Kahnert confirmed that they had just begun work on a list of expropriation
actions and other related measures having to do with restrictions on the
freedom of action and control of foreign investors. No conclusions of any
kind, of course. This study was started by a Mr. Richards, whom I could
not reach and who, as Kahnert told me, is likely to leave the Development
Center shortly. Finally, Kahnert also mentioned that AID had seconded one
of their staff members to the Brookings Institution to undertake more or
less the same kind of study.

Best regards,

Sin yours,

Fritz t uber



Messrs. thob rg, Xraske & Shibusava November 9, 1971

J.-D.

Comitrtio/ nEpropration

Pleas, refer to our conversation of today. This is to confirm that
I would appreciate getting your views on cases of expropriation - (or
similar action) in the ocuntries in your divisions tIy cloe of basiness
on Thursday, November 11.

cs Mr. Relmoth
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Sir Denis Rickett November 9, 1971

Michael L. Ljeune

Uastern Africa - Nationalisation of ftreigr Properties

1. The following are Cases of nationalisation of foreign proper-
ties in Eastern Africa which we know of:

5OKALIA:

2. GOn May 7, 1970, the Somali Qoverment nationalised the assets
of the following enterprises:

Mogadishu Blec tric Power Company (Italian)

Jowhar Sugar Company (Italian/Somali)

Four Banks: Banco di Roma (Italian)
Banco di Napoli (Italian)
National and Grindlays Bank (British)
Bank of Port Said (Egyptian)

Three Oil Companies (mainly retail outlets): Agip (Italian)
Caltex (American)
Shell (British/Dutch)

The nationalisation announcesst promised fair compensation for all
concerned and asked the affected enterprises to submit their claims.

3. All claim, totalling about So Sh 60-65 million or about
Us$9 milion, have since been submitted, and negotiations started in
mid-1971. The Government would prefer to pay compensation from the
profits of the nationalised enterprises but remains flexible and will-
ing to negotiate the means of compensation.

4. During the Annual Meeting, th4 Somali delegation informed us
that final agreement had not been reached with any of the claimants,
but that the negotiations were proceeding slowly but smoothly, and are
expected to be completed by the end of 1971. The majority of the claim
are from Italians and, at the invitation of the Government, a representa-
tive of the Italian Embassy is attending the negotiations as an observer.

SUDAP

5. In May and June 1970, Major-(bneral Himiri, President of the
Revolutionary Command Council and Prime Minister, unced a series of
nationalization and confiscation I" '=U all coinnrcial
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Memo to Sir Deanis Rickett - 2 - Novenber 9, 1971

banks operating in the Sudan meral foreign .awpanies, commercial
firow, as wall as sal1 individually owned trading concerns.

6. We have no detailed information on the actual compensation
given to the pemious owners of the nationalised bes and firm.
Negotiations are said to be itill progressing on a case-by-case basis.
We have informally lnrmd, haever, that the Barclays Bank, for
awple, was reasonably certain that satisfactory arrangements for

compensation are being considered by the Sudanes authorities.

7. The follwoving is a partial list of natimalinsed enterprisess

Sudan

1. State Bank for Foreign Trade
(previously Barclays Bank D.C.O.) (British)

2, Omdurman National Bank
(previously National and Grindlays Bank) (British)

3. People'& Co-operative Bank
(previously Bank Misr) (3epOWN)

4. Juba Commercial Bank
(previously Comercial Bank of Ethiopia) (Ethiopian)

5. ad Sea Comnercial Bank
(previously Arab Bank) (Jordanian)

6. El Nilein Bank will retain the sam nam. (Sudanese/Freiwh)

7. Sudan Comnercial Bank will retain the sow name. (Sudanse)

8. Blue Nile Packing Co. ($Wiss)

9. Blue ile Brewery (U.K.)

10. Bata (Canadian)

11. AZREE Distilling Factory (areek)

12. Seferian and Co. (Sudanese)

13. National Cash Bgister Co. (Axesrcan)

l4. Red Sea Shipping Co. (Greek)

15. Sudanese Storage and Shipping Co. ?
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16. Automobiles Co. 7

17. Kattan Company (Jordanian)

18. 01A6tly, JW0y & Co. )
)19. Nitothell Ootts

20. Sudan Meroantile ) (U.K.)

21. Portland Cement Co.

22. Sudan Tractor Co. )

8. Last April, legislation was enacted in Tanzania (the Acquisi.
tion of Buildings Act, I7l), eupomring the President, on behalf of
the state, to acquire any building (residential or commrcial) utcih is
not wholly occupied by the owner and the construction cost of which is
over TSh 100,000 ($14,000). Mr. Critebley, the UK Alternate Director,
recently advised us that he had bean informed that there was ooncern in
London regarding the provision of the Act which specifies that, except
in certain limited cases, compensation shall be paid orz~' where the
property conerned is less than ten ywars old or where the present owner
has owd the property for less than ten years. According to his informa-
tion, British property worth Z2 million sterling would be affected by this
provision. We are not aware that any decisions on actual coqupnsation
have yet been taken under the Act or that aW specifie eomplaints by
property oumrs have yet been registered (the legislati.. provides for an
appeals procedure). We are, howover, taing Btep to inforn oWrelves
fully on the Act and its implementation.

9. In early 1971, the Ugmda 0swerment uanomuwd its Intention
to aequire a 49 percent participation in 11 major companie. This
modified a declaration of the previous Gmoernwent to agaire a 60 per-
*ent interest in over 70 companies. It aleo anuwaweed its willi es
to limit its participation to 49 percent in 8 other o. aniss in which
the previous Covernment had acquired a 60 pereent intereet. We under-
stand that negotiations with these companies have either been amicably
completed or an proceeding satisfactorily, though the exact status of
agreements is not knimn.

10. During the next few months, we shall try to find out more
about the abovoe-ationed ease.. In the meantis, I would appreciate
hearing from you s to what type of information you would onsider
relevant for this stad to be by you.

*c; Mr. Cope
Messrs. Husain, Hornstein, Tolley, Malone

usainick



Mr. Brue M. Cheek November 5, 1971

Carl Rosenblad

Expropriations

In response to Mr. Lenfant's query of November 1 on expropriations
cases in our countries, this is to inform you that in 1960 the Bank
was requested by SOQUINEX, a private French/British diamond mining
company which was nationalized in 1961, to use its influence in obtaining
a settliment with the Guinean Government. We know further that French
propriety was nationalized at independence, but we have never officially
been approached by the French on this atter..

Mosenblac 7
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Nr. Bruce M. Cheek November 5, 1971

Heinz Bachmann

Expropriations in Guinea

In response to your query of November 1 on expropriatiors cases
In our countries, this is to inform you that in 1968 the Bank was requested
by SOUINEX, a private French/Britieh diamond xrning coMpany which was
nationalised in 1961, to use it. influence in obtaining a settlement with
the Guinean Government. There was no follow-up and this matter has not
been taken up since.

Sene French assets were nationalired at independence, but we have neverofficially been approached by the French on this matter.

LWBach
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Mr. John H. Williams November 5, 1971

Bruce M. Cheek

Western Africa - Expropriations

In reply to your request, I am attaching notes on

expropriations in Central African Republic, Congo Brazzaville

and Guinea, the only countries where we have encountered

problems.

Attachments (3)

cc: Messrs. Huber
Steckhan

JLenfant:mo'h



9 -- -

RIEI

J W

to



Form No. 27
(3-70)
INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OUTGOING WIRE

TO: STEUBER DATE: NOVEMBER 5, 1971
INTBAFRAD
PARIS CLASS OF

SERVICE: TELEX

COUNTRY: FRANCE

TEXT:
Cable No.: 1349

WOULD APPRECIATE LETTER CONTAINING WHATEVER INFORMATION IS EASILY

OBTAINABLE FROM FENGER OF DAC AND KAHNERTS OF DEVELOPMENT CENTRE

ON CURRENT WORK AND ANY POLICY CONCLUSIONS EMERGING ON EPROPRIATION.

REGARDS

DEMUTH

NOT TO BE TRANSMITTED

AUTHORIZED BY: CIEARANCES AND COPY DISTRIBUTION:

NAME Richar uth

DEPT. Development Services

SIGNATURE
(SIGNATURE OF INDIVIDUAL AUTotIzi

REFERENCE: ( For Use By Communications Secti

AEE:RHD:tf ,A v
ORIGINAL (File Copy) Djupet4

(IMPORTANT- See Secretaries Guide for preparing fornm Checked for Dispatch.
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r. Bruce N. kmbe 2

Audr4 MaiGMIrd

There is at prsommt so .zprptaion cae In the ltents

countrss vhIch might be expected to cause problemo.

AMsllardssjb



Sir Den$a Ricktt, Mesars. S.R. Cop., Nvmber 5, 1971
Richard H. Dimuth, and A. Edward uLudMaNef

C. F. MAeraslugh.

Sank'a Eipropriation Poijey

Attachd is a copy of the Franks mmorandum on the lank's
expropriation policy which Mr. Nuriek receivd from Mr. Monroe
confidentiaily.

Attachbmmt
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November 2, 171

Professor Normn N. intz
Department of -conosaics
Columbia tiiversity
New YWr1,3 N. !. 10027

Dear Prof essor Mintz:

"hank you for your letter of October 2o. ,e will see what we can get
together in the way of data on expropriations, and when I have a better idea
of how we are likely to come out I will write you promptly with the results.
I inagine that it will take us 10 days or two weeks, or perhaps a little
longer.

You understand, of course, that the infor-ation available to us covers
only funded debt arising from nationaliation (expropriation). This means,
among other things, that it refers only to those casas in which a settlement
va been reached on a basis satisfactory to all parties. In addition, our
dat* cover only such funded debt serviceable in foreign currency, and thus
will exclude those portions denominated in local currencies such as provided
for in reinvestment clauses.

I at- not at all sure that data of the sort that we collect will get you
very far, although I agree that this angle merits exploration. 7he iwediate
external financial effects of such transactions are usually rather narrow.
11requently thea involve little more than a net reduction in capital account
cash flows (reduced new direct inveatment being offset to some extent by
reduced repatriation of profits), along with some delays in aid and other
foreign loan disbfursemense . Far more important, I suspect, are the longer
run internal eflecls on irent, incoie distribution, savings and invest-
met, and industrial efficiency. I am not aware of any satisfactory treatment
of this phenomenon, I would welco.4 a chance to have a look at your completed
study.

sincerely,

.obert . Mcheeters, Jr.
Cief,

Koonomic and "'0cial l Division
keonomic Prograr Department

oCC rs. Paulson
,iss Yudin

T@cPheeters :prr



Mr. S.R. Cope November 1, 1971

Gunter K. WieseZ

CHILE, ECUADOR & PERU - Egpropriation Issues

In accordance with your instructions, I am attaching herevith

memos concerning the ,ecent stavus of the exproprition issues in

Chile, Ecuador and Peru.

Attachments.



Divis~n Chiefs November 1, 1971

Joseph H. Lenfant

Exproppiations

Would you please prepare a short note intended

for Sir Denis Ricket but addressed to Mr. Cheek on any expropriation

case in any of your countries which might be causing problems.

Please let me have your note by Wednesday November 3rd,

at Noon.

JLenfant :mo 'h



Sir Denias RIckett October 29, 1971

C. y. Aerasinghe

Files on Nationalizations

1. Mr. groches has requested so to send you some of our
files on satioaalization, as you are interested in seeing what
has been happening in this area recently.

2. 1 am sending you as sewples the following files:

I) Nationalisetion (General) - 2 Volumes

i) Nationalisation (Chile) - Voluaes 1 and 2

111) Sationalisatio (Qayana) - I Volume

iv) The International Petroleum Dispute (Peru) -
Volumes 2 and 3

3. We have several more files on nationalisations with
country titles and I shall certainly let you have them if you
are interested in seeing them. There is a file an nationalixation
for each country in which nationalisations have taken place.

4. Please do not hesitate to get in touch with me if you
require say more information on the subject.

Attachments

CFAersinghe/as

cc: Mr. Broches
Mr. Nurick



The ~oid Bank GrcepArchivesRecord Removal Notice &enn

File Title Barcode No.
Bank Administration and Policy - Expropriation and Compensation - 1969 / 1971 Correspondence

1056931
Document Date Document Type-

22 October, 1971 Memorandum

Correspondents / Participants
To: L. Nurick
From: C. F. Amerasinghe

Subject / Title
Briefing for Mr. McNamara - Expropriation Policy and East Asian Members

Exception(s)
Attorney-Client Privilege

Additional Comments

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date

Sherrine M. Thompson February 11, 2022

Archives 01 (March 2017)



T"e ~wd Bank Group

Record Removal Notice I
File Title Barcode No.

Bank Administration and Policy - Expropriation and Compensation - 1969 / 1971 Correspondence

1056931
Document Date Document Type

14 October, 1971 Memorandum

Correspondents / Participants
To: Lester Nurick
From: C. F. Amerasinghe

Subject I Title
Nationalization - Attitude of Part I Members

Exception(s)
Attorney-Client Privilege

Additional Comments

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date

Sherrine M. Thompson February 11, 2022

Archives 01 (March 2017)



FORN No. 26
(4-69)

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

INCOMING CABLE

DATE AND TIME ROUTING
OF CABLE:OF CBLE: SEPTEMR 3, 1971
LOG NO.: ITT TELE/3 ACTION CODPY: MR. SEILA

TO: INTB&FRAD INFOIIATICN
COPY:

FW)M: PARIS DECODED BY:

TFXI:

1119 - FOR SELLA.

JOURNAL LE MONDE OF PARIS HAS REQUESTED ASSISTANC IN PREPARIE A LIST OF

MAJOR EXPROPRIATIOMS OF INVBStENTS AND OMPANIE IN THIRD 10RLD, WITH BR3P

ma O OF EACH O TION. LE M HAS DATA ON ALRRIA. W CAN PRVD

FEEM HERE INFORMATION ON TUNISIA ELECTRIC O0IPRNT TRtASFER. COULD YOU SUPPLY

DATA ON SOME LARE RXPOPRATIS LK CHIL, PERU AND KATANIA. THANKS

FEOARDS.

RASONT

INBAFRAD 62164F

FOR INFORMATION REGARDING INCOMING CABLES, PLEASE CALL THE COlMUNICATIONS SE(TION, EXT. 2021

DUPLICATE
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The World Bank Group

ArchivresRecord Removal Notice
File Title Barcode No.

Bank Administration and Policy - Expropriation and Compensation - 1969 /1971 Correspondence

1056931

Document Date Document Type

30 July, 1971 Memorandum

Correspondents / Participants
To: Robert E. Wieczorowski
From: Gerald Alter

Subject / Title
lending to Nationalized Enterprises

Exception(s)

Additional Comments
Declassification review of this record may be initiated upon request.

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date

Sherrine M. Thompson February 11, 2022

Archives 01 (March 2017)



The World Bank Group

ArchivesRecord Removal Notice &csnt

File Title Barcode No.
Bank Administration and Policy - Expropriation and Compensation - 1969/ 1971 Correspondence

1056931
Document Date Document Type

28 July, 1971 Memorandum

Correspondents / Participants
To: Mr. R, Kanchuger
From: C. F. Amerasinghe

Subject I Title
Expropriation Disputes in South America

Exception(s)
Attorney-Client Privilege

Additional Comments

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date

Sherrine M. Thompson February 11, 2022

Archives 01 (March 2017)



Mr - Amerasinghe July 22,17

R. Kanchuger -South America Department

Investment Dispute Settlements.

We thought it would be of value to collect some infornation relating to
the manner in which a number of the investment d~ispute cases ha've been settled
in our area. To that purpose, Mr. Doaik wrote the attached outline settin- out,
in a very preliminary vjay, some of the questions that might be analyzed in such
a process and the recent cases that ziigh~t be included.

One of the items we would add to the points listed by Mr. Dosik would be
the time factor in the compensation process. This could be included in the
second parag,-raph - "ICompensation Procedures." here, one would ask wha t were
the various sta-es that were traversed to reach the settleiment and how long
di~d each take ? Also, what interila ip-nient procedures were utilized, if any, ?

We would like to have your thoughts and conments on the attached outline.
Vle believe, as our review of the wateroial prorxesses other points may com-, to
mind and the outline accordingly revised.

Encl:

cc: Messrs. Alter, Quijano and Dosik.

RK:Mn
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FTUM: The Secretary July 26, 1971

WBG ARCH-IIVES

Policy on Expropriation

1. In response to the request made by several Executive Directors for

information regarding the Bank's policy on expropriation, there is

attached hereto (Annex A) a copy of Operational Policy Memorandum

No. 1.01 entitled "Disputes over Defaults on Eternal Debt, Expropria-
tion and Breach of Contract".

2. The Bank's policy as stated in this Operational Policy Memorandum

has evolved on a case by case basis. It was first considered by the

Bank in connection with defaults on external public debt. A statement of

the Bank's policy in this respect was contained in the Bank's Fifth Annual

Report for the fiscal year ended June 30, 1950 (Annex B).

3. The Bank's policy in expropriation cases flowed from its policy on

external debt cases. Since the policy has evolved on a case by case basis,
a review has been made of the cases in which the Bank's policy has been
referred to in President's reports recommending loans or credits and in

discussions which have taken place at meetings of the &ecutive Directors.

There is set forth below a list (which may not be exhaustive) of President's

reports and other documents which deal with this matter and of meetings of

Executive Directors for which records have been kept where there was sig-
nificant discussion of the Bank's policy. Annex C contains extracts from.

those of the President's reports which are particularly illustrative.

Transcripts of the Executive Directors' discussions are available, in
accordance with Bank procedures, in the Executive Directors' Library (Room
D-1356).

Distribution:

Executive Directors and Alternates
President
President's Council
Executive Vice President, IFC
Vice President, IFC
Department Heads, Bank and I IC
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Country Discussion of Policy at

Concerned Document Number and Date Eccutive Directors Meeting

Mexico* R 202 January 3, 1910 November 17, 1949

Colombia R 241 August 16, 1949
Iran March 22, 1951

Italy R 518 October 5, 1951

Norway* R 783 April 1, 1954
R 957 April 26, 1956

El Salvador R 830 October 6, 1954

Austria R 881/1 June 6, 1955

Costa Rica* R 1001 September 6, 1956 September 13, 1956

Yugoslavia* R 61-14 February 14, 1961 February 21, 1961

Morocco* R 62-105 December 10, 1962 December 20, 1962

Spain* R 63-121 October 17, 1963

Algeria R 64-48 April 29, 1964 May 7, 1964

Tunisia* Statement by June 10, 1964
President;
SecM64-130

Morocco R 64-111 August 17, 1964 August 25, 1964

Guinea R 66-36 March 15, 1966

Iraq* R 66-83 June 23, 1966 July 7, 1966
Brazil* R 66-158 December 5, 1966 December 13, 1966

Guatemala* R 67-4 January 12, 1967 January 19, 1967

Greece* R 67-170 November 21, 1967 March 14, 1968

Democratic Republic
of the Congo May 6, 1969

El Salvador R 69-98 May 22, 1969

UAR* IDA/R69-66 November 6, 1969 March 24, 1970

Israel* May 26, 1970
Statement by June 2, 1970 June 2, 1970

Chairman and
Gen. Counsel

Uganda* IDA/R70-55 July 9, 1970 July 21, 1970

Peru* R 70-168 August 26, 1970

Yemen, People 's IDA/R71-13 April 1, 1971

Dem. Rep.
Bolivia* IDA/R71-32 May 17, 1971 June 1, 1971

Guyana* R 71-138 June 4, 1971 June 17, 1971

Uganda* IDA/R71-40 June 7, 1971 June 17, 1971

*Extracts from these documents appear in Annex C.
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4. A statement of the Bank's policy in regard to defaults on foreign

obligations first appeared in the first edition 
(1953) of the book setting

out the Bank Group's policies and procedures (the 
so-called "Blue Book")

and has appeared in all editions since then. 
The statement was revised in

the 1968 edition to cover expropriation cases 
as well as external debt

cases. An extract from the June 1969 edition, the latest edition out-

standing, is attached hereto as Annex D. 
The 1953 and 1968 editions were

circulated to the Executive Directors for their information 
and comment;

our records show that no comment was received from any Executive Director

on th- je statements.
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DISPUTES OVER DEFAULTS ON EXTERNAL DEBT,
EXPROPRIATION AND BREACH OF CONTRACT

Introduction somewhat different. There can be no detai d rules

and each case calls for an exercise of judgmr it. The

1 Except where the context requires Bank's reaction will depend on such factoi as the

otherwise, reference in this memorandum to the Bank character of the dispute, its expected conse juences,

applies to IDA and references to loans apply to and the extent to which the Bank can hel resolve

development credits. The Bank Group has always the dispute or mitigate its consequences. he act

taken an interest in disputes between a member that the dispute has not been formally br '.ght to

country or a public body within it and nationals of the attention of the Bank does not necessar y mean

other member countries arising out of certain that the Bank does not take note of it.

international financial transactions. This interest has

centered principally on three types of disputes: 3. The Bank's interest in disput s over

defaults and expropriations is based on ivarious

(a) A dispute over the failure to service considerations. First, the existence of such ldispute

external debt in accordance with its terms. The suggests that the debtor or expropriating country

Bank has been concerned primarily with may be faced with problems, such as unfavorable

external debt held by the general public, but economic conditions, unsound economic or fiscal

on occasion with inter-governmental debt and policies or administration, or a lack of discipline or

external debt privately place or held. It is of a will to pay even at some sacrifice or

concerned primarily with indebtedness of or unwillingness to make politically difficult decisions.

guaranteed by governments and their political Any of these may well interfere with the economic

subdivisions and agencies. progress of that country quite apart from the effects

of the default or expropriation itself. As a

(b) A dispute over compensation to aliens for development institution concerned with the interests

property owned by them which has been of both the capital-exporting and the

expropriated (hereinafter referred to as a capital-importing countries, the Bank is interested in

"dispute over expropriation"). Property may identifying the difficulty and seeing that it is

include direct and portfolio investment in real removed.

or personal property as well as concessions and

franchises. Expropriation may be by direct 4. Second, since the Bank is not intended to

transfer of ownership or by the state or other supply all the external capital requirements of its

public body concerned taking effective member countries, they must seek funds from public

possession or control without a transfer of sources, the private capital market or direct private

ownership. investment. A record of unsettled disputes over

defaults or expropriations may deny these funds to

(c) A dispute over the breach of a the country and therefore interfere with its economic

governmental contract with aliens for goods or progress.

services.
5. Third, the Bank (but not IDA) must also

2. Any of these disputes is a cause of concern rely on the capital markets of the world to replenish

to the Bank, but its reaction to each of them is its own resources. If it were to make new loans to

This memorandum was prepared for the guidance of staff of the World Bank and IDA and is not

necessarily a complete treatment of the subjects covered. It may be used only by personnel of the

Bank Group or others specifically authorized to use it. It may not be published, quoted or cited.
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countries which fail to make reasonable efforts to (a) The Bank will not lend for projects in a
resolve disputes over defaults and expropriations, its country if it is dissatisfied with the position
market standing might suffer. taken by that country with respect to external

debt which is in default. Nor will it appraise
6. Fourth, IDA depends on the governments projects in such a country unless it has good
of the capital-exporting countries for most of its grounds for believing that the obstacles to
resources, and their willingness to contribute funds lending will soon be removed. Grounds for
to it may be affected by the records of the countries dissatisfaction include:
seeking credits from IDA in settling disputes with
nationals of the donor countries over defaults and (1) A refusal to negotiate in good faith
expropriations. with the bondholders coupled with a

refusal to submit the dispute to judicial or
7. Somewhat similar considerations apply to quasi-judicial determination.
some disputes arising out of a failure of the
government or other public body to perform under (2) A refusal to negotiate except on the
a contract with non-nationals. Disputes may make basis of an offer by the debtor which, in
it more difficult and more expensive for the country the judgment of the Bank, is unreasonable
to obtain goods and services in the future and they and has been justifiably refused by the
may interfere with the effectiveness of international bondholders. Grounds for justifiable
competitive bidding. However, they generally do not refusal may include an offer which appears
affect the credit standing of the country as directly substantially less than the country's
as disputes over defaults and expropriations. economic situation and balance of

payments position would warrant.
8. Because of these considerations, the Bank
seeks to promote settlements of these disputes (3) A failure to make what the Bank deems

through a variety of actions, some of which are reasonable efforts to settle. In some cases,
discussed in paragraphs 14 and 15. When it is the Bank has accepted the offer of a

dissatisfied with the progress toward resolution of a temporary settlement instead of a
dispute the Bank determines its own position with permanent one as a reasonable effort.
respect to lending and other activities in the country
involved and, in doing so, it seeks to make a response (4) A failure to resume debt service in
graduated to suit the character and seriousness of the accordance with the terms of an agreed
dispute and the progress toward its resolution. In settlement, a judicial decree or an arbitral

some cases of disput over defaults and award.
expropriations, the Bank has goni the full distance
of refusing to lend for projects in the country (b) If the defaulting debtor is a political entity
involved, but it has not hitherto refused to do so or a public body for whose debts the

in cases of disputes over breach of a governmental government is not legally responsible, the Bank

contract. usually limits its refusal to lend to the defaulting
body only and continues to lend to the

Policy on Defaults on External Debt government or other borrowers in the country.
Among the factors influencing a decision of this

9. The Bank's policy can be described in the sort are the nature of the defaulting debtor, the
following terms: reason for the default, and the amount involved.

This memorandum was prepared for the guidance of staff of the World Bank and IDA and is not
necessarily a complete treatment of the subjects covered. It may be used only by personnel of the
Bank Group or others specifically authorized to use it. It may not be published, quoted or cited.
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(c) If service is maintained only through will it appraise projects in such a country unless

payments by a guarantor, the Bank would it has good grounds for believing that the

normally refuse to lend to the original obligor obstacles to lending will soon be removed.

who is in default. Among the factors Reasons for not proceeding with lending

influencing a decision of this sort are the nature operations include:

of the original obligor, the reason for its failure

to service the debt, its relationship to the (1) A denial of liability for compensation

guarant' , and the position taken by the coupled with a refusal to submit the

guarantor. dispute to judicial or quasi-judicial
determination.

While lending is totally or partially

suspended for these reasons, other Bank (2) An admission of liability for

activities with respect to the member country compensation in general terms coupled

or the defaulting body respectively will be with either an offer of compensation

determined in the light of the circumstances. In obviously inadequate in amount or terms

some cases, these activities can encourage of payment and not subject to negotiation,

settlement by indicating the Bank's willingness or else a failure to negotiate in good faith

to proceed with lending as soon as it is satisfied over such matters or to submit them to

with the country's efforts. judicial or quasi-judicial determination.

Policy on Expropriation (3) A failure, in the Bank's judgment, to
make reasonable efforts to arrive at

10. While the broad outlines of the policy with settlements.

respect to disputes over defaults and expropriations

are similar, a number of factors combine to make (4) A failure to pay and, if required, to

cases of expropriation less clear-cut than those transfer abroad compensation in

involving defaults. These factors include more accordance with the terms of an agreed

possibilities for differences over (i) the amounts settlement, a judicial decree or an arbitral

involved and how payment is to be made, (ii) the award.

respective obligations of the parties, and (iii) the

responsibility for opening and carrying on (b) In the absence of special circumstances, the

negotiations. The Bank's policy with respect to fact that the expropriated alien may have

disputes over expropriations can be described in the received adequate compensation through an

following terms: investment guarantee or insurance scheme or in

some other way does not eliminate the Bank's

(a) The Bank will not lend for projects in a concern with an expropriation, and the Bank's

country if it considers that the position taken position with respect to the expropriating

by that country with respect to alien owners country may be determined as if such

of expropriated property is substantially compensation had not been paid. In
affecting its international credit standing. Nor determining its position, the Bank will take into

This memorandum was prepared for the guidance of staff of the World Bank and IDA and is not

necessarily a complete treatment of the subjects covered. It may be used only by personnel of the

Bank Group or others specifically authorized to use it. It may not be published, quoted or cited.
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account whether or not the expropriated alien's terms under which a contractor or contractors have
government seeks redress from the expropriating undertaken to work in the country, the Bank can
country. Normally the Bank will consider a be expected to take a more serious view of the
dispute resolved if a settlement is reached matter,
between the expropriating and claimant
countries. 13. Where the dispute arises in connection with

a project for which the Bank has made a loan,
Policy on Breach of Governmental however, additional considerations are involved. The

Contracts Bank's interest in having the project completed
promptly and satisfactorily calls for a prompt and

11. In principle the Bank wishes to see disputes equitable settlement of the dispute, and the Bank

over breach of governmental contracts settled may intervene to achieve this result. Normally, such

expeditiously and fairly. In the Bank's experience, intervention occurs through the ordinary processes of

the typical dispute over breaches of governmental project supervision, but in exceptional cases the Bank

contract with aliens has involved questions of the may take additional steps.

quality of the work done or equipment provided, the

prices to be paid, the time of performance, changes The Bank's Practice with Respect

in the scope or nature of the project while work is to Disputes over Defaults and

in progress and the like. In such cases, many of the Expropriations

considerations which combine to make disputes over
expropriations more difficult to resolve than those 14. In carrying out the policy set forth in

over defaults, such as uncertainty as to where the paragraphs 9 and 10, the Bank seeks to promote

fault lies and as to the amounts involved, apply with prompt and adequate settlements, either negotiated

even greater force. Furthermore, the number of these between the parties on a mutually satisfactory basis

disputes is likely to be greater than in the case of or arrived at through conciliation, arbitration or

default or expropriation, the amounts involved are judicial determination. Although it may eventually

likely to be smaller, and frequently the contracts in have to do so for the purpose of determining its own

question provide for the settlement of disputes. In position, it initially tries to avoid passing on the

the normal case, therefore, the Bank, when faced merits of the dispute and to limit its role to

with disputes of this sort not involving a project for improving communications between parties and

which the Bank has made a loan, does not refuse impressing them with the desirability of a settlement.

to lend for projects in the country, does not lend The Bank does not take the position that all the

its good offices for the settlement of these disputes, demands of the claimants must necessarily be met.

and seeks to avoid any inolvement in the merits of At the same time it will be concerned to see that

the dispute. In cases where no 'teps are being taken its desire to get on with its main task of lending for

toward resolution of this dispute, and where the development does not unfairly reduce the claimant's

existence of the dispute may impair the country's chance of reaching a satisfactory settlement.

general reputation for behaving in a business-like way,
however, the Bank does urge prompt action by both 15. In a few cases, the Bank or its President,

parties to resolve such disputes. acting at the request of both parties, has taken a more

active role in resolving a dispute. In such cases the

12. Where the dispute arises because the Bank has preferred to arrange for arbitration or

Government has made a significant retroactive conciliation rather than to serve as arbitrator or

change, by legislation or governmental decree, in the conciliator itself, While the President of the Bank

This memorandum was prepared for the guidance of staff of the World Bank and IDA and is not
necessarily a complete treatment of the subjects covered, It may be used only by personnel of the
Bank Group or others specifically authorized to use it. It may not be published, quoted or cited.
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has on occasion accepted the role of conciliator service. The Bank takes these initiatives and

where both parties have requested this, neither the evaluations into account in determining its own

Bank nor its President has ever accepted that of position with respect to the defaulting country. It

arbitrator. In addition, the Bank has avoided taking does not, however, accept their evaluations as final

any public position on the rights and wrongs of such and if it considers their refusal of an offer of

a case and has sought to find a settlement in financial, settlement unreasonable, it will feel free to lend in

rather than itiordical terms which are acceptable to the country in question.

the partic. With the creation of the International

Centre for Settlement of Investment Disputes, it 18. Inevitably, disputes over defaults and

seems likely that many of these cases may be handled expropriations involve many different factors,

by th Centre rather than by the Bank. requiring the Bank to deal with them on a

case-by-case basis. In doing so the Bank seeks to

16. Where a dispute over default or treat its member countries consistently, but from

expropriation exists but the Bank decides to lend on time to time the case-by-case approach may give

the grounds that reasonable efforts to resolve the decisions in particular cases an appearance of

dispute are being made, the Bank will be concerned inconsistency. The risk of inconsistency is enhanced

to see that by the fact that the Bank's position may be affected

by the position taken by the claimant's country with

(a) progress toward a settlement or, if the respect to the dispute. Since the country's reasons

dispute has been submitted to judicial or for its position may differ from those which arouse

quasi-judicial determination, progress toward a the Bank's concern over these disputes, the Bank will

decision continues after the loan commitment examine these reasons and take them into account

is made, and in determining its position.

(b) if there are different groups of claimants, 19. The Bank does not lend for the purpose

progress is made with all of them, to the extent of permitting a country to expropriate an enterprise

that the nature of the claims so permits, so that by providing the funds needed for compensation, but

the Bank does not discriminate between them. if the question of compensation is satisfactorily
settled, the fact of nationalization does not, of itself,

17. In most cases of default, the various prevent the Bank from lending, in appropriate cases,

bondholders' groups perform functions such as to enlarge or improve the properties after they have

pressing for settlements, acting as a channel of been nationalized.

communications, conducting negotiations and

evaluating the adequacy of an offer of adjusted

This memorandum was prepared for the guidance of staff of the World Bank and IDA and Is not

necessarily a complete treatment of the subjects covered. It may be used only by personnel of the

Bank Group or others specifically authorized to use it. It may not be published, quoted or cited.
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These lending procedures are subject to an of a still unsettled default on their outstanding

importanm qualification. It happens not infre- foreign obligations. The Bank is obligated, under

quc:tiy that the Bank's examination of general its Articles of Agreement, to encourage interna-

economic conditions in the borrowing country tional investment for the development of the

reveals the existence of economic or financial productive resources of its members. It has,

practices or policies which so adversely affect the therefore, a direct interest in the creation and

financial and monetary stability of the country maintenance of satisfactory relations between its

that, if continued, they would endanger both the member countries and their external creditors.

productive purposes and the repayment prospects The mere existence of a default will not deter the

of any Bank loan. In such cases, it is the policy Bank from granting a loan if the Bank is con-

of the Bank to require, as a condition vrecedent vinced that there are no reasonable grounds for

to Bank financing, that the borrowing country in- regarding the debtor's attitude as unsatisfactory.

stitute measures designed to restore stability to its On the other hand, the Bank does consider it im-

economy. The Bank does not, of course, insist portant that the countries concerned should give

that all remedial measures which may appear clear evidence of their willingness to reach a fair

necessary in the case of any given country be com- and equitable settlement of their debts. In the

pleted before that country may qualify for a loan. absence of such evidence, the granting of a Bank

On the other hand, the Bank is not normally will- loan might properly be regarded as, in the long

ing to rely simply on a representation by the gov- run, hindering rather than promoting the flow of

ernment that such remedial measures will in due international capital..

course be taken. The Bank's position is midway ....

between these extremes; it requires concrete evi-

dence that the government is actually taking ap-

propriate steps to establish stability, but, once

given such evidence, it is usually willing to make

a loan concurrently with the execution of the

measures adopted.

A similar qualification applies in the case of

those few remaining member countries of the

Bank whose credit is impaired by the existence

pp. 14-15,
IBRD, Fifth Annual Report
1949-50



ANNEX C

DECLASSiFiED Page 1

FEB 1 12022 CONFIDENTIAL

WBG ARCHIVES

IBRD

REPORT AND RECOMMENDATIONS OF THE PRESIDENT TO THE EXECUTIVE
DIRECTORS CONCERNING PROPOSED LOANS (1) TO NACIONAL FINANCIERA,
8 A., AND COMISION FEDERAL DE ELECTRICIDAD (COMISION PROJECT),
AND (2) TO NACIONAL FINANCIERA, S.A., AND COMISION FEDERAL DE
ELECTRICIDAD (MEXLIGHT PROJECT), BOTH LOANS TO BE GUARANTEED BY

THE UNITED MEXICAN STATES

REMARKS RE: EXTERNAL OBLIGATIONS -- THE UNITED MEXICAN STATES

Excerpt from President's Report and Recommendation R-202 of January 3, 1949

32. "...The repayment of the loans will ultimately depend on the
willingness and the ability of Mexico to shoulder the general burden
of her foreign debt.

33. "Mexico has acheckered debt record. She defaulted on her
national foreign debt in 1914, and the debt settlements, reached
after much delay, did not always prove to be final. The friction
created by the expropriation of foreign investments and the pro-
tracted subsequent negotiations, impaired her credit standing further.
However, in the course of the past few years, Mexico has made efforts
to re-establish her credit. A settlement with foreign holders of
the national debt was reached in 1942 and payments have been main-
tained since that time. An agreement rached in 1946 on the debt
of the expropriated railroads is likely to be accepted by the
requisite majority of bondholders in 1949. Payments of compensation
for expropriated investments in oil and land have also begun.

Secretary' s Department (KSV)
July 7, 1971
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AEPORT AND RECOMMENDATIONS OF THE PRESIDENT
To THE EXECUTIVE DIRECTORS ON

A LOAN TO THE KINGDOM OF NORWAY

REMARKS RE: EXTERNAL OBLIGATIONS -- NORWAY

Excerpt from President'a Report and Recommendation R783 of April 1, 1954

32. Norway has a good debt record and she has always paid her obligations
promptly. There is, however, a longstanding dispute between the Norwegian
Government and the Association Nationale des Porteurs Francais de Valeurs
Mobilieres, representing holders of certain Norwegian bonds issued between
1885 and 1909. The French complaint appears to be twofold: first that since
1931, the debtors have paid the bonds on the basis of the various currencies
in which they were expressed (francs, sterling, and crowns) and not on the
basis of gold; secondly, that the debtors have discriminated against French
holders by paying Swedish holders in Swedish crowns without offering equiva-
lent treatment to French holders. The Association has put forward certain
proposals and has suggested that failing agreement, the dispute should be
submitted to the Arbitral Tribunal of the International Chamber of Commerce.

33. There have been discussions on the subject between French and Norwegian
representatives over many years and I am informed that the Norwegian debtors
have not accepted the French case. They have stated, however, that they will
abide by the decision of any court having jurisdiction of the dispute, in-
cluding the Norwegian Supreme Court and the International Court of Justice
at The Hague.

34. In view of the complicated legal position and the nature of the issues
involved, I feel that the Bank should not attempt to judge the merits of the
case.

Secretary's Department (KSV)
July 7, 1971



DECLASSIFIED CONFIDENTIAL ANNEX C

FEB 1 12022 
Page 3

WBG ARCHIVES
IBRD REPORT AND RECOMMENDATIONS OF THE PRESIDENT TO THE EXECUTIVE DIRECTORS ON

A PROPOSED LOAN TO-THE BANCO CENTRAL DE COSTA RICA

REMARKS RE: EXTERNAL OBLIGATIONS -- COSTA RICA

Excerpt from President's Report and Recommendations R-1001 of September 6, 1956

"...Previously, Costa Rica's defaulted external debt had been an
obstacle to Bank Operations in that country. The Costa Rican Government had
acted to remedy this situation and by 1954 the dollar debt had been settled;
the sterling debt was settled later and a settlement of the French franc debt,
which amounted to the equivalent of some $905,000, was offered on terms under-
stood to be acceptable to the French Bondholders. (A law authorizing this
settlement is now before the Costa Rican Legislature). Under these circumstances,
the Bank considered that debt settlement had reached a stage where it no longer
presented an obstacle to Bank operations in Costa Rica and since the program
was deemed suitable for Bank assistance, the Bank in July, 1955 invited
negotiators to come to Washington. However, the beginning of negotiations
was considerably delayed awaiting passage of legislation by the Costa Rican
Legislature to authorize the undertaking of such a loan and to empower the
Central Bank to negotiate. Although the program was suspended for a short
period early in 1956, it has since been continued on a reduced scale. ... "

Secretary's Department (KSV)
July 7, 971
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REPORT AND RECOMMENDATIONS OF THE PRESIDENT
TO THfE EXECUTIVE DIRECTORS ON A PROPOSED LOAN WBGARCh vES

TO THE YUGOSLAV INVESTMENT BANK

REMARKS RE: EXTERNAL OBLIGATIONS -- YUGOSLAVIA

Excerpt from President's Report and Recommendation R61-14 of February 14, 1961

27. In 1953, when the Bank's most recent loan was made, the Yugoslav
Government was negotiating with creditors' representatives for a settlement

of Yugoslavia's prewar debts. Contrary to expectation, these negotiations

did not result in a settlement and the question remained in abeyance for

some time. In 1958, however, an agreement was reached between Yugoslavia

and the French Government for the settlement of bonds issued in France.

This was followed in 1959 and 1960 by agreements with bondholders' repre-
sentatives in the United States, the United Kingdom, Switzerland and the

Benelux countries. Finally, in the autumn of 1960, there was an agreement

with the Caisse Commune on the settlement of debts inheriti.d from the Austro-

Hungarian Empire. The remaining outstanding debt of a similar character is

Yugoslavia's share of the debts of the former Danube-Save-Adriatic Railway.
The Governments of Austria and Italy are also debtors in respect of this

railway and in the past few years various attempts have been made to reach

a settlement. The _'tuation with regard to the Danube-Save-Adriatic Rail-

way debt is complicated partly because it involves a number of countries,

but I believe that all the parties are anxious to reach agreement and that

there are good prospects of a settlement. I have been assured by the Yugoslav

Government that they will make- every endeavor to reach an agreement at an

early date.

Secretary's Department (KSV)

July 7, 1971
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REMARKS RE: EXTERNAL OBLIGATIONS -- MOROCCO

Excerpt from President's Report and Recommendations R62-105 and IFC/R62-50

of December 10, 1962

Creditworthiness

31. The difficult political atmosphere surrounding the events of

Algeria led the Moroccan authorities to suspend, since December 1958,

the payment of principal and interest due to the French Government on

loans amounting in the aggregate to the equivalent of $219 million,
made between 1949 and 1957 through the "Fonds de DCveloppement Eco-

nomique et Social" (FDES). Negotiations leading to a general agree-

ment on the Pconomic and financial relations between France and Morocco

are expectau to include an agreement on the outstanding debt issue. In

anticipation of such an agreement France has in fact resumed financial

help to 'orocco. Morocco's .debt to other French institutions and

private investors has apparently continued to be serviced.

32. Expenditures which Spain had made in the former Spanish Zone

before reunification gave rise in 1957 to a debt to the Spanish Govern-

ment which has remained unsettled pending the settlement of other claims

and counter-claims between the two Governments. Other Spanish creditors

of Morocco have apparently continued to receive payment.

33. In view of the complicated and special political circumstances

surrounding the Moroccan Government's debts to the French and Spanish
Governments, I do not believe that Morocco's non-payment should be con-

sidered a bar to Bank lending.

34. Including the debts to the French Government, the present

external debt of Morocco amctints to the equivalent of $356 million.
Service payments of $9 million a year are being made currentl: on

$133 million of debt. If the settlement with Irance should result in

payments on the FDES debt being resumed according to the original

amortization schedules, total service would be $21 million a year.

This is 65 of Morocco's 1961 exports of $345 million. This burden
would not be excessive, taking into account the resources and poten-

tialities of the Moroccan economy, and leaves some margin for borrowing
on conventional terms. The repayment of the proposed $15 million Bank
loan should be within the capacity of the Moroccan economy.

Secretary's Department (KSV)
July 7-, 1971
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REPORT AND RECOMMENDATIONS OF THE PRESIDENT
TO THE EXECUTIVE DIRECTORS ON A WBGARCHvS

PROPOSED LOAN TO SPAIN

REMARKS RE: EXTERNAL OBLIGATIONS -- SPAIN

Excerpt from President's Report and Recommendations R63-121 of October 17, 1963

5. In conjunction with this first loan to Spain, discussions have been held
with the Government concerning two disputes that involve the interests of fo-
reign investors in Spain--the cases of Barcelona Traction and Porto Pi. The
first arises out of the bankruptcy and liquidation in 1948 of a large public
utility holding company, of which Belgian interests owned a majority of the
shares. The Belgian Government has taken up the case of its nationals and has
started proceedings before the International Court of Justice. The Spanish
Government has contested the Court's jurisdiction, but since this issue is now
sub-judice, the dispute should not in my judgement present an obstacle to the
initiation of Bank lending.

6. The Porto Pi case concerns a Spanish petroleum importing and distribution
company, half of which was owned originally by French interests, that was ex-
propriated by the Spanish Government in 1927. The indemnity has been the sub-
ject of considerab3e litigation in judicial and administrative tribunals in
Spain and has not yeG been settled. The case was recently remanded to the
appropriate court for assessment of the amount of compensation payable. Mean-
while, negotiations are under way between the national petroleum monopoly
(CAMPSA), which took over the assets of Porto Pi, and representative's of the
former shareholders. If a negotiated settlement is not reached, the case
will revert to the Court, and CAMPSA has agreed not to appeal the Court's
decision. A solution of this long-standing controversy may therefore be
expected in the near future.

Secretary's Department (KSV)
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REPORT AND RECOMMENDATION OF ThE PRESIDENT TO THE EXECUTIVE DIRECTORS

ON A PROPOSED LOAN TO IRAQ FOR A ROAD PROJECT

REMARKS RE: EXTERNAL OBLIGATIONS -- IRAQ

Excerpt from President's Report and Recommendation R66-83 of June 23, 1966

5. "Immediately before the August 1964 negotiations, the Govern-

ment had nationalized the bankingand insurance industry and about

30 leading commercial and industrial firms, including the bulk of
foreign investment in Iraq apart from the oil industry. Following
the nationalization measures. the Bank informed the Government that,
while it was prepared to negotiate the terms and conditions of the

proposed loan, it would not present it to the Executive Directors

until it was satisfied with the progress made in paying compensation
for foreign-owned property affected by the nationalization laws. The

valuation and payment of claims took longer than expected. By September
1965, however, most foreign owners had been compensated and the Bank

informed the Government that it was- prepared to resume consideration of the

proposed loan.

6. "The project was re-appraised in October/November 1965 and a
number of changes were made in the works to be financed under the

proposed loan. The resulting changes in the draft loan documents were

negotiated with the Government through an exchange of letters.

7. Another matter of concern to the Bank is the long-standing
dispute between the Government and foreign contractors who have claims
for works or services contracted or perfomed under preceding regimes.

Though the Bank has not passed judgment on the merits of these claims, it
has, on several occasions, urged the Government to settle these disputes

which could have an adverse effect on the willingness of foreign contractors

to work in Iraq. Following a recent inquiry by the Bank, the Government has
reiterated its determination to settle the disputes with contractors and
indicated the steps it has taken toward the examination and settlement of
claims. I shall continue to follow closely the progress made in raching a
settlement.
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WBG ARCHIVES

IBRD REPORT AND RECOMMENDATIONS OF THE PRESIDENT TO THE EXECUTIVE DIRECTORS

REMARKS RE: EXTERNAL OBLIGATIONS -- BRAZILIAN POWER PROJECT

Excerpt from President's Report and Recommendations R66-1_8 of December 5 1966

26. ..... "In this connection it should be noted that during the last two

years Brazil has made significant progress in the settlement of foreign

investment disputes. Two claims were settled in 1964 and in the last few

months agreement was reached on two other long standing disputes. The

Government has assured the Bank that in the cases in which it does not

recognize a claim, legal redress remains available to the claimants."

Secretary's Department (KSV)
July 7, 1971



ANNEX C
Page 10

CONFIDENTIAL

I B R D

REPORT AND RECOMMENDATION OF THE PRESIDENT TO THE EXECUTIVE DIRECTORS
ON A PROPOSED LOAN TO THE INSTITUTO NACIONAL DE ELECTRIFICACION, GUATEMALA

c4 REMARKS RE: EXTERNAL OBLIGATIONS -- GUATEMALA

Excerpt from President's Report and Recommendation R67-4 of January 12,1967

*. The Bank has had only one lending operation in Guatemala in the
f ;rn of a $18.2 million loan, made in 1955, for highway construction and

iArt._nancu. Since that time, lending has been blocked for more than
1 p.:rs as a result of the failure of successive Guatemalan governments
t tu steps towards the settlement of a dispute regarding three out-

-r Iin. sterling bond issues, even after the Guatemalan courts had ruled
i:i f-.vor of the bondholders.

3. 'In early March 1965, a request for the financing of the power
Sr :jvct was presented to the Bank by the military Government then in
"1flicu. The project was appraised in May-June 1965 on the understanding
th it although the Bank was willing to proceed with steps preliminary to
i rtcunption of Bank lending, it would stop short of signing a loan
-i.:r.vnent until the debt issue was resolved satisfactorily. In March
15(6, the outlook for a final settlement appeared reasonably good and the
.nk invited negotiators to come to 'shington on the condition that the
jn".rnnunt would first recognize the debt, in accordance with the findings

of tie Guatemalan courts. In late March, the Bank was informed that the
gY.'crnnent could not do this, ind the Government withdrew its loan request.

On July 1, 1966, a new civilian Government took office as a
r-sult of the elections for both the Presidency and the Congress which
had taken place in early March 1966. Shortly afterwards, the Government
d&.cided to recognize by an "acuerdo gubernativoll the validity of the
outstanding balance of the sterling debt. The Bank of Guatemala was
instructed to act as the Government's fiscal agent for the implementation
of the debt settlement. Subsequently, final arrangements for the debt
settlement were worKod out in Eirope between representatives of the Bank
of Guatemala and of the bondihnl ders and various European banks.

5. At the time the new Government took steps to settle the sterling
debt it re-submitted the request for the financing of the proposed power
project. The project was reappraised and the information on it updated
in August 1966. flegotiations commenced in Washington on November 14, 1966.
INDE was represented by Mr. Rolando Castillo Contoux, General Manager and
hr. Ramon Lopez Rivera, Technical Advl 4er. Representing the Government
of Guatemala as Guarantor were Dr. Alberto Fuentes Nohr, Minister of
Finance and Public Credit and Mr. Gert Rosenthal, Adviser to the Finance
inister.

Secretary's Department (KSV)
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REPORT AND RECOMMENDATION OF THE PRESIDENT WYBG ARCHIVES
TO THE EXECUTIVE DIRECTORS ON A

PROPOSED LOAN TO THE NATIONAL INVESTMENT

BANK FOR INDUSTRIAL DEVELOPMENT IN GREECE

REMARKS RE: EXTERNAL OBLIGATIONS -- GREECE

Excerpt from President' s Report and Recommendation

R67-170 of November 21, 1967

2. , "The war and the disturbed conditions which followed it

left Greece with the whole of her prewar external 
debt in de-

fault. Negotiations for settling these defaults were 
started

in the 'fifties and the sterling debt, which 
constituted over

one-half of the total, was wettled in 1964. 
In view of the

progress in this and other settlements 
and in the expectation

that the remaining debts would be settled promptly, 
I decided

that the Bank would be justified in starting an active relation-

ship with Greece."

Secretary's Department (KSV)

July 7, 1971
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IDA REPORT AND RECOMMENDATION OF THE PRESIDENT TO THE EXECUTIVE DIRECTORS

ON A PROPOSED CREDIT TO THE UNITED ARAB REPUBLIC FOR T1lE NILE DELTA DRAINAGE PROJECT

REMARKS RE: EXTERNAL OBLIGATIONS -- UNITED ARAB REPUBLIC

Excerpt from President's Report and Recommendation IDA/R69-66 of November 6, 1969

4. "...The nationalization in the early 19
60's of almost all industrial,

commercial and financial enterprises in the country, both Egyptian and

foreign, and the protracted negotiations concerning the payment of com-

pensation for these properties have been a serious obstacle to Bank Group

lending. In addition, the U.A.R. began in 1965/66 to fall into arrears in

debt payments, mostly for suppliers' credits. By early 1967, however, progress

was being made in the rescheduling of some debts, in agreeing on compensa-

tion for nationalized properties and in making arrangements for the payment of

arrears to the International Monetary Fund. The June war temporarily interrupted

these developments. Negotiations with the Fund resumed and led to the repayment

of outstanding arrears in March 1968, followed by drawings on the Fund. A

Bank economic mission visited the UAR in March 1968.

5. "The arrears on external debt repayments have now been rescheduled through

agreements with all of the countries concerned, with the exception of the United

States, and repayments have been proceeding in accordance with the new schedules.
In the case of the United States, discussions between representatives of the

two governments have been underway during the past months. Both sides have made

considerable efforts towards reaching agreement, and the discussions are now at
a stage where the positions of both sides are very close, so that final agreement

should soon be achieved. In all of the rescheduling arrangements the U.A.R.
has tried to avoid or minimize a net capital outflow by seeking new credit

facilities from its creditors at the same time. However, since the new credit

facilities are mostly on suppliers' credits terms, they have not provided significant

relief from the rather heavy debt service burden which is discussed in Part V of

this report.

6. "Most of the claims against the U.A.R. which arose out of the nationalization

of foreign properties in the early 196 0's have been settled. Discussions have

been taking place beth -n the governments concerned in the few outstanding cases,
which involve complicated questions of asset valuation, and progress has been made

recently. The representatives of the U.A.R. Government have stated their willing-
ness and intention to find a solution in these cases. Representatives of
countries whose citizens have been affected have confirmed that active negotia-
tions are in process in this respect, ... "

Secretary's Department (KSV)
July 7, 1971
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REPORT AND RECOMMENDATION OF HE PRESIDENT WBG ARCJIVESTO THE EXECUTIVE DIRECTORS ON A
PROPOSED CREDIT TO THE REPUBLIC OF UGANDA

FOR A SMALLHOLDER TOBACCO PROJECT

REMARKS RE: EXTERNAL OBLIGATIONS -- UGANDA

Excerpt from President's Report and Recommendation IDA/R70-55 of July 9, 1970

23. In May this year the Government announced its intention to acquire up to
60 percent shareholding in all banks, insurance, oil, bus, and major manufac-
turing companies, and in agricultural estates. Representatives of the Bank

and IFC who visited Uganda recently to discuss this new policy report that the

Government desires to settle the question of compensation as amicably and as

speedily as possible, largely by negotiating with each company on an individual

basis, and has already started consultations with some of them. In view of this,
I do not consider that the recent measures in Uganda should. deter action on the

proposed credit. I shall, however, follow the developments in this respect
closedly and shall present to the Executive Directors further proposals for

lending to Uganda only if satisfactory progress can be observed in making
arrangements for compensating those affected by the recent measures.

Secretary's Department (SKy)

July 7, 1971
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REPORT AND RECOMMENDATION OF THE PRESIDENT
TO THE EXECUTIVE DIRECTORS ON A

PROPOSED LOAN TO THE REPUBLIC OF PERU

FOR A ROAD RECONSTRUCTION PROJECT

REMARKS RE: EXTERNAL OBLIGATIONS -- PERU

Excerpt from President' s Report' and Recommendation R70-168 of

- .August 26, 1970

4. The request raised again the question of the economic and financial per-

formance of the Peruvian Government and the existence of the unresolved dispute

with the International Petroleum Company (IPC). On the latter, the position

is that efforts are still being made on the diplomatic level to find 
a solution

but that the prospects for an early settlement do not appear to be good. 
The

Bank has not determined what position it would take on the question 
of the re-

sumption of normal lending. It does appear, however, that without prejudicing this

issue, the Bank could give some assistance to Peru to help meet some 
of the

consequences of the earthquake disaster.

Secretary's Department (KSV)

July 7, 1971
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IDA REPORT AND RECOMMENDATION OF THE NT TO THE EXECUTIVE DIRECTORS ON A
PROPOSED DEVELOPMENT CREDIT TO THE REPUBLIC OF BOLIVIA FOR A THIRD LIVESTOCK PROJECT

REMARKS RE: EXTERNAL OBLIGATIONS -- BOLIVIA

Excerpt from President's Report and Recommendation IDA/R71-32 of May 17, 1971

5. "...Conditions of effectiveness for the July 22, 1969 pipeline loan had
not been fully met by October 17, 1969 when the Government nationalized the Bolivian
Gulf Oil Company. In late 1969, after the Government assuf'ed the Bank that it
intended to pay reasonable compensation to Gulf, discussions began among the
several parties with a view to reconstituting the project. The compensation
issue was settled by decree to the satisfaction of Gulf in September 1970,
and over the past three months, the agreements for the pipeline loan and
related matters have been renegotiated. The revised loan is expected to be
presented to the Executive Directors for approval in the next few weeks. The
reconstitution of the pipeline project should lead to a substantial improvement
in the investment, climate in Bolivia, as well as in its export earnings.

19. "... Bolivia reached agreement in 1969 with the holders of its external
dollar bonds on a new schedule of debt service. After certain delays, funds
have now been transferred for bringing payments up-to-date under this agreement.
The settlement following the nationalization of the assets of the Bolivian Gulf
Oil Company has been referred to in paragraph 5 above. In the first part of
1971, Bolivia nationalized the assets of two U.S.-owned mining concerns, the
International Metals Processing Company, and the Matilde Mine Corporation.
In both cases, the nationalization decrees provided for compensation to the
former owners, and steps for arriving at the valuation of the assets are being
taken.

Secretary's Department (KSV)
.Tlv 7. 1971
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ON A PROPOSED LOAN TO GUYANA FOR SECOND SEA DEFENSE PROJECT

REMARKS RE: EXTERNAL OBLIGATIONS -- GUYANA

Excerpt from President's Report and Recommendation R71-138 of June 4, 1971

8. Ii recent months the political and economic sceno has been

overshadowed by the Government's decision to nationalize the Demerara

Bauxite Co. Ltd. (DEIBA), the largest bauxite mining company in Guyana,

a wholly owned subsidiary of the Aluminum Company of Canada, Ltd.

(ALCAN). The Government started negotiations with DEMBA at the end of

1970 with a view to obtai.ning at least 51 percent of the equity of the

company throi ,h the purchase of shares out of future profits. On Coop-

erative P aublic Day, February 23, Prime Minister Burnham announced that,

as the negotiations had not reached a successful conclusion, the Govern-

ment would nationalize DF0BA "with reasonable compensation". Legislation

was r"esented to Parliament relating to any bauxite "undertaking" in the

cour..,cy which set forth the following: if the Government entered into

negotiations with a company to achieve government parti.cipation "on just

and equitable terms" and these broke down, the inister of Nines would

have the option to certify the breakdown of said negotiations, at which

point ownership would automatically vest in the Government; the Government

would then pay compensation. The Parliament approved the legislation

virtually unanimously; for the first time since independence, the two

main political parties were in accord on a major policy issue.

9. The Government is presently negotiating with ALCAN regarding

the terms of the nationalization, with particular attention to the compen-

sation arrangements and future sales to ALCAN. It has indicated that,

following completion of its negotiations with ALCAN, it will try to reach

agreement with the other bauxite producer in Guyana, Reynolds Aluminum

Company, on a majority participation by the Government in the local

Reynolds enterprise.

10. With the negotiations between the Government and ALCAN still

going on, it is impossible to judge what effect nationalization of the

company might have on Guyana's economy. In 1970, production of bauxite

and alumina contributed 46 percent of Guyana's earnings from exports of

goods and non-factor services and 19 percent of its GDP. During this

period DEMBA was responsible for 75 percent of the bauxite and 100

percent of the alumina production. The gross value of DEMBA's sales 0

abroad was US$62 million. With the exception of calcined bauxite, all of

which is exported to Western Europe, all bauxite and alumina exports go

to North America. If this market were to be lost, Guyana would have to

seek alternative outlets. There is the further question of how far the

Government will be able to fulfill its expectations that it can handle

the technical and managerial -aspects of bauxite production. The possible

effects of nationalization on other foreign investments in Guyana have

also to be considered. The country's future economic development, and
consequently its creditworthiness, must depend to an important extent

on the- further exploitation of its mineral and forest resources, for

which foreign partners will be needed to providq assistance in production
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and marketing. If this exploitation does not take place, the rate

of economic growth is likely to fall below the 5 percent a year
assumed in the economic report, since the prospects for Guyana's two

staple crops, sugar and rice, are not particularly promising.

U. The flow of bilateral external assistance has not yet been

interrupted by these developments,,:'and Canada recently signed a C$2.3
million loan for a water supply project. Meanwhile, preparations for

new projects and nrograms are continuing. Assistance from bilateral
sources is provided by the United States (at a level of authorization
of close to US$10 million a year), by the United Kingdom (about US$5
million) and by Canada (about US$h million). U.S. assistance is
concentrated on the agricultural sector (mainly to improve rice produc-
tion), certain roads and water supply; the U.K. has helped in financing
sea defenses and certain social services; CIDA has concentrated its
capital assistance efforts mainly on air transportation. Considerable

technical assistance is provided by all the three countries, as well as

by the UIDP and Germany. Guyana organized meetings of an Aid Coordina-
tion Group in 1967, 1968 and 1969, and is planning another meeting in
early 1972 after completion of the new development plan. Coordination
between the Government, the bilateral aid donors, UNDP and the Bank
Group has been satisfactory.

12. The Bank has discussed with the Government of Guyana possible
Bank/IDA operations in selected priority fields where significant institU-
tion building is involved or where bilateral lenders have not shown an
interest in participating on their own. The sea defense program had not

attracted financing from bilateral sources until the Bank helped to work
out a project for the first phase, in which the United Kingdom is now
also participating. The second project, now under consideration, is
likely in due course to be followed by a third. In addition, prepara-
tory work is proceeding on power and highway projects, and the possibility
of a fisheries credit project is being investigated with the help of the
FAO/IBRD Cooperative Program.

13. Guyan 's. creditworthiness for borrowing on conventional terms
is severely limited by its narrow resource base and weak balance of
payments, which is heavily dependont on the. continuance of official aid.
However, external public debt service is quite low (less than h percent
of export earnings net of foreign companies' profits), and most of the

aid uhich Guyana receives from bilateral sources is on highly concessional
terms. I consider, therefore, that Guyana is creditworthy for the loan
now under conoideration. However before recommending any further Bank
lending, I shall review the economic situation very carefully in the light
of developments in the bauxite sect-, An economic mission will visit

Guyana when the outcome of the Government's negotiations with ALCAN can
be better evaluated.

Secretary' s Department
July 7, 1971
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CONFIDENTIAL

DECLASSFIED

FEB 1 12022
REPORT AND RECOMMENDATION OF THE PRESIDENT

TO THE EXECUTIVE DIRECTORS WBG ARCHIVES

ON A PROPOSED DEVELOPMENT CREDIT
TO THE REPUBLIC OF UGANDA

FOR A SECOND EDUCATION PROJECT

REMARKS RE: EXTERNAL OBLIGATIONS -- UGANDA

Excerpt from President's Report and Recommendation IDA/R71-40 of June 7, 1971

7. The major action so far taken by the new Government 
in the economic field

has been to modify substantially the program of nationalization 
announced by

President Obote in May 1970. Under the May 1970 pronouncement a 60 percent

Government participation was to be acquired in all banks, insurance, oil, 
bus

and major manufacturing companies, and in industrial estates; 
about 80 companies

were expected to be affected by this decision. Agreements for compensation have

already been reached with eight major concerns on that basis. 
The new Govern-

ment has announced that it is willing to renegotiate these agreements on the

basis of a Government participation of 49 percent if the 
companies concerned

so wish and that it also intends to limit its participation 
to 49 percent in

another 11 major companies with whom agreements have not 
yet been completed.

The other companies covered by the May 1970 pronouncement 
will now be left

entirely in private hands.

8. The Government has announced its intention to honor all 
existing obligations.

No legislation of significance to the consummation of 
the proposed credit or

to any existing agreement between the Bank/IDA and Uganda 
has been suspended

or altered. Work on Bank Group financed projects has not been affected by the

change in Government. I find no reason why the Bank Group should withhold

assistance for projects that are, as in this case, essential to the country's

long-run progress and should not be postponed.

Secretary's Department (KSV)

July 7, 1971
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Creditworthiness

The evaluation of the economic position of a country asking for finance sometimes reveals

practices or policies which could seriously affect the economic outlook of the country and its

ability to make effective use of financial resources. In such instances, it is the policy to require in

advance of a Bank loan or IDA credit that the borrowing country institute measures designed to

improve the performance of itU economy. The Bank and IDA do not insist that all remedial

measures which appear necessary be completed before that country may qualify for finance. On

the other hand, they are not normally willing to rely simply on a representation that such remedial

measures will in due course be taken. Their position is midway between these extremes; concrete

evidence must be forthcoming that the government is actually taking appropriate steps to remedy

deficiencies in its policies. Once given such evidence, the Bank or IDA are usually willing to

provide finance concurrently with the execution of the measures adopted.

The Bank has taken a similar position in the case of those member countries whose credit is

impaired by the existence of a dispute over a default on their foreign debt or over compensation

for expropriated property formerly owned by foreigners. The Bank is charged, under its Articles of

Agreement, to encourage international investment. It has, therefore, a direct interest in the

creation and maintenance of satisfactory relations between member countries and their external

creditors. Accordingly, the normal practice is to inform governments who are involved in such

disputes that the Bank or IDA will not assist them unless and until they make appropriate efforts

to reach a fair and equitable settlement.

The World Bank, IDA and IFC, Policies

and Operations, p. 31



Tim ~o4d Uank Grw~p

Record Removal Notice &crce

File Title Barcode No.
Bank Administration and Policy - Expropriation and Compensation - 1969 / 1971 Correspondence

1056931
Document Date Document Type

16 July, 1971 Memorandum

Correspondents / Participants
To: Lester Nurick
From: C. F. Amerasinghe

Subject I Title
Bank Policy on Defaults on External Debts and Expropriations - Case Review - Very Preliminary Survey

Exception(s)
Attorney-Client Privilege

Additional Comments

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date

Sherrine M. Thompson February 11, 2022

Archives 01 (March 2017)



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

OFFICE MEMORANDUM
TO: Files DATE: Jul 2, 1971

FROM: J. Burke Knapp

SUBJECT:

During the course of a conversation this morning with
Dr. Stedtfeld he told me that he had been approached by Mr. Wieczorowski

to ask whether the German Government was satisfied with the policy which
the Bank had been following in the case of expropriated properties in
the developing countries. Dr. Stedtfeld told me that he had consulted

Bonn on this matter and that he had reported back to Mr. Wieczorowski

that the German Government was "completely satisfied" with the Bank's

"pragmatic" approach to these matters.

cc: Messrs. McNamara
Aldewereld
Broches/Nurick
Alter
Demuth

President has seen

JBKnapp:ism
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Mr. Votaw July 1, 1971

A. Edward Elmendorf

India: Investment Disputes

At the zgaLestion of David Dunn, whom I called about Mr. Knapp's

recent msmorandum on the matter, I am sending you the attached articles

from the Economist and the Wall Street Journal on the expropriation by

India of the insurance sector. You will note that the US companies

involved are mentioned in the Wall Street Journal article. These

articles provide little evidence that there is a serious dispute over

compensation.

AEE:lp

cat Messrs. Demuth, Kirk, Scott

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

OFFICE MEMORANDUM
TO: Files DATE: June 23, 1971

FROM: Gerald Alter

SUBJECT: Discussion with Mr. Nathaniel Samuels on Compensation Problems

Mr. Samuels, Deputy Under Secretary for Economic Affairs, Department
of State, took advantage of an opening I offered to him at the Brazilian
Embassy luncheon yesterday to discuss with me at some length the thinking now
going on in the U.S. Government on the compensation problem in expropriation
cases and its relationship to bilateral and multilateral lending practices.

Partly to stimulate the discussion, Mr. Samuels asked why shouldn't
the U.S. insist that a compensation agreement should be consummated simulta-
neously with expropriation, or that there should be an agreement in advance on
the arbitration tribunal that will establish compensation. Recognizing that
this went much further than the present practice, he asked what is wrong with
it. Why shouldn't the U.S. insist on countries meeting these tests as a
condition for official assistance? They had no right to such assistance. We
recommended conditions favoring the flow of foreign private investment as
essential to development. The present practice did not give sufficient
protection to foreign private investment.

In the exchange that followed, I pointed out that we also attached
importance to the establishment of an environment conducive to the flow of
private foreign investment. It was not feasible, however, in the present
international political environment, to insist on a pat formula. Foreign
investors recognized the risks of expropriation. In going forward with their
investment, they did not expect to receive the "ideal" protection which
Mr. Samuels had assumed. We felt in the Bank that we must try to facilitate a
settlement in each individual case by taking positions which permitted a
reasonable compromise. We did not feel we could invoke the sanction of "no
loans" simply because in one aspect of development performance a country was
less than perfect in its behavior. We had to view the total picture.
Mr. Samuels then made a distinction between the response that was appropriate
for multilateral agencies and the response that was appropriate for the U.S.
in its bilateral program. He seemed to be implying that the U.S. in its
bilateral program was not achieving anything positive in other aspects of
development performance, and therefore it was justified in insisting on a
higher standard of performance with respect to expropriation matters!

cc: Mr. McNamara
Mr. Knapp
Mr. Nurick

GAlter:pa.
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The world Bank Group

Archives4Record Removal Notice RsMeme

File Title Barcode No.
Bank Administration and Policy - Expropriation and Compensation - 1969 / 1971 Correspondence

1056931
Document Date Document Type

30 March, 1971 Memorandum

Correspondents / Participants
To: Mr. A. Broches
From: Christopher R. Poncia

Subject I Title
Expropriation as a Ground for Exclusion of Guarantee Liability

Exception(s)
Attorney-Client Privilege

Additional Comments

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date

Sherrine M. Thompson February 11, 2022

Archives 01 (March 2017)



INTERNATI ONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCEASSOCIATION ! RECONSTRUCTION AND DEVELOPMENT I CORPORATION

OFFICE MEMORANDUM .7

TO: Files DATE: June 10, 1970

FROM: John A. King

SUBJECT: Telephone Call from Monroceigh

1. On June 8, I had a telephone call from Monroe Leigh*, a partner
in Steptoe and Johnson, inquiring aboub how the concepb of an enclave
project related to or affected the Bank's policy with respect to
disputes over expropriation without compensation, with particular
reference to Algeria. He did not identify his client, but I gathered
it was an oil company.

2. I explained that the Bank somatimes found it possible to lend for
an enclave project, which by its nature generated by itself sufficient
foreign exchange to service the Bank loan from source8 outside the
control of the host country, when the general creditworthiness of the
host country or its economic performance were such as to make it very
difficult or impossible to lend for other sorts of projects. I added,
however, that I believed that if the Bank concluded that the country in
question was not making reasonable efforts to resolve a dispute over
compensation, the Bank would not lend even for an enclave project.

3. I also explained that the decision to lend for CAP1ELJ was made, in
principle, before it was clear what Algeria's policy and practice in
connection with expropriation would be.

h. r. Leigh expressed concern over rumors that the Bank might help
finance the Sonatrach-El Paso deal. He suggested that if it did
there might be some kind of Congressional retaliation against the Bank
and IDA.

* Mr. Leigh played an important part in drafting and securing the
adoption of the Hickenlooper Amendment.

JAK:asg

cc: Messrs. Springuel
Delaume
Suratgar


