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Minutes of Loan Committee Meeting held at 
3:30 p.m. on Honday, September 14, 1970 
in the Board Room. 

A. Present: 

Mr. J. Burke Knapp, ·chairman 
Mr. S.R. Cope 
~fr. A. Broches 
Mr. G. Alter 
Mr. W.C. Baum 
Mr. M.P. Benjenk 
Mr. B. Cheek 

In Attendance : 

~1rs . S. Boskey 
Nr • J. Edwards 
~~. D. Gustafson 
l1r. D. Hartwich 

Mr. G. Votaw 
Hr. J • H. l.Villiams 
Mr. K.G. Gabriel 
~fr. M. L. Hoffman 
Mr. A. Stevenson 
Mr . ~1 . lvapenhans 
Mr. D. Pearce (Secretary) 

Hr. N. Horsley 
Mr. S.N. Mcivor 
Mr • V. J • Riley 
~1r. D. Stoops 

B. Spain - Agricultural Research and Extension Project 

1. The Committee considered a memorandum dated September 10, 1970 
from the Europe, Middle East and North Africa Department entitled "Spain -
Agricultural Research and Extension Project" (LC/0/70-100) and the ac­
companying pre-appraisal report dated August 24, 1970 which recommended 
appraisal of a project des igned to improve the efficiency of agricultural 
research and extension. The project had originated from recommendations 
of a joint Bank/FAO agricultural survey mission in 1965 and, following 
considerable revision in the interim, envisaged the establishment of five 
specialist research centers, each dealing with priority research objectives 
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relating to Spain's agricultural development program. Total project 
cost was tentatively estimated at about $21 million, of which about 
half - including $5 million for building and equipment, $2.5 million 
for international research specialists and $1 million for overseas 
training of Spanish researchers - would be in foreign exchange. 

2. In reviewing the proposal, the Committee noted that: 

(a) Consideration would be given to the feasibility of 
securing UNDP financing for the project's technical 
assistance component, although the amounts involved 
were probably more than UNDP, which had just ap­
proved two other projects, wished to allocate to 
Spain. Moreover, UNDP was expected to reduce its 
activities in Spain, which was now only marginally 
eligible for UNDP technical assistance. 

(b) t{hile FAO, which had been closely concerned with the 
original project's initial development, had not yet 
been formally consulted about the revised project, 
largely for reasons of time, staff consultations 
indicated that it did not object to the revised 
proposal. 

(c) TI1e amortization terms of an eventual Bank loan, 
which in the Chairman's view should not exceed 
the project's estimated foreign exchange cost, 
would be relatively short, i.e. 12-15 years. 

(d) The relatively large amount of the loan tentatively 
allocated for expatriate research specialists and 
overseas training of Spanish researchers was justi­
fied by the comparatively backward state of existing 
ag~icultural research in Spain and the project's 
institution-building objectives. The Spaniards 
apparently welcomed this particular feature of 
the project. 

(e) The conditions which the Bank proposed to attach 
to the project were necessary to ensure its success­
ful implementation and continuation by the Spaniards 
i~future. In this respect, they were analogous 
to the conditions required of borrot-Ters for conven­
tional education projects. 
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3. The Committee approved the Europe~ diddle East and North 
Africa Department's recommendation that~ subject to confirmation of the 
Spanish Government's acceptance of the Bank's proposals, project ap­
praisal be undertaken in Nov~~ber. 

C. Adjournment 

4. The meeting adjourned at 4:10 p.m. 

Secretary's Department 
September 30, 1970 
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MEMORANDill1 TO THE LOAN CONMITTEE 

Iran - Telecommunications Project 

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

attached memorandum of September 30, 1970 from the South Asia Depart-

ment, entitled arran- Proposed Telecommunications Project" (LC/0/70-106) .. 

2. Comments, if any, should be sent to reach Mr. Aiyer (ext. 2778) 

by 5:00 p.m. on Friday, October 2. 

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

Government that the Bank is prepared to begin negotj.ations for the 

proposed loan on the terms and conditions referred to in the attached 

memorandum. 

David Pearce 
Secretary 
Loan Committee 
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Memorandum from the South Asia . Department 

IRAN - Proposed Telecommunications Project 

1. Attached for the consideration of the Loan Committee is the 
appraisal report (PU-.53) dated September 9, 1970 on the Telecommunications 
Project in Iran, recommending a Bank loan of $36 million. If approved, 
this would be the first Bank loan for public telecommunications development 
in Iran. 

Background 

2. The Bank has made sixteen loans, amounting to $497.2 million, net 
of cancellations, for projects in Iran, of which some $287 .S million was 
disbursed as of July 31, 1970.. The first loan was made in 19.57 for general 
development ($7.5 million), Five loans have been made for road construction , 
amounting to $167.2 million, four for agriculture amounting to $100.$ million, 
and six for industrial development amounting to $1.54 • .5 million. Also, two 
technical assistance grants were made, one for the power sector and one for 
a ports study. The lending program as set out in the country program paper, 
and summarized and updated in the attached Annex I, calls for loans totaling 
more than $600 million during the next five years. 'While planned for FY 70 
the sixth IMDBI loan ($.50 million) was approved after July 1 and now faJ.ls 
into FY 71. In addition negotiations are substantially conpleted for an 
education project and a power distribution project (LC/0/70-81 and LC/0/70-95). 
Together, these four proj ect,s would bring the total lending for the current 
fiscal year to $160 million. We understand that the Agricultural Development 
Fund of Iran (ADFI) .may require additional funds before the end of this 
fiscal year, in 1-1hich case a second loan may be proposed ($10 million). 
This is subject to confirmation by a supervision mission scheduled for late 
September, but it also depends on finding a place in the heavily booked 
appraisal schedule of Agriculture Projects Department. 

3. The I ra:nian economy continues to grow rapidly. The real rate of 
annual growth of GNP has been above 8 percent for nine years with population 
growing at about 3 percent per annum. The rate of domestic savings is 14 per ­
cent per annum, but it has not kept up with the increase in the rate of 
investment, which is nearly 20 percent per annum. Moreover, th~ decision 
of the Government to strengthen Iran's defense capabilities is accentuating 
the problems of the savings gap. 
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4. The Government has been highly successful in negotiating larger 
than expected increases in oil revenues and has also relied heavily on 
foreign borrowing, much on relatively short term; success in both has 
obscured the rising resource shortages.. Ho·~vever ,the Government is aware 
of a need to improve the management of the economy, and efforts are under wa;r 
to increase non-oil revenues, to increase private sector savi..11gs, to improve 
the terms of foreign borrowing and to improve further the quality of the 
investment program. No significant deterioration in overall performance 
is likely in the next year or two but there are signs of strain. The most 
recent Economic Report (SA-Ba of December 31, 1969) drew attention to the 
existing difficulties, but concluded that Iran is creditworthy for further 
Bank lending of the order envisaged in the country program paper. I believe 
this conclusion still holds.a As suggested in the country program paper, we 
keep the situation under close review, and the next economic mission to Ira11 
is scheduled for October this year. 

5. Local telephone services in the country are operated by the Telephone 
Compa.."'ly of Iran (TCI), a 'tvholly Government-owned joint stock companye Other 
telephone, telex and telegraph services, as well as the postal services, are 
operated by a department of the Ministry of Posts, Telegraph and Telephones 
(PTT), which is also responsible for telecommunications regulator,y and 
licensing functions. TCI is orgar~zed along coronercial lines, employs 
compet ent staff and has an accounting system which meets commercial standard..s .. 
But PTT does not have an adequate accounting system, is overstaffed, and 
operates inefficiently. Some telecommunications equipment is manufactured i n 
Iran by the Iran Telephone Manufacturing Company (ITMC), which was established 
in 1968 with the help of a loan from IMDBI. 

6. The present division of responsibilities between PTT and TCI creates 
organizational problems, and results in additional investment, inefficient use 
of staff, and customer service problems including dual accounts. The Govern­
ment is aware of these problems and has made the establishment of a single 
commercial entity, the Iran Telecommunications Company (ITC) an objective of 
the Fourth Plan. 

7. Telecommunications infrastructure has not kept pace with progress 
in other sectors in Irano In the capital city of Tehran ~vhere the growth i:l 
trade, commerce and other activities has been especially rapid, the telephone 
system is quite inadequate. The waiting list for telephones includes over 
50,000 applicants in Tehratl and a further 30,000 in o·cher centers. This 
number is likely to be understated as applications must be accompanied by 
deposits of Rls.l2,000 ($160) and average delays in providing service exceed 
two years. On the long distance network, calls between major cities often 
cannot be completed on the same day. Another evidence of inadequacy is the 
number of telephones per 100 population which is Oo92 in Iran, compared to 
2.05 in th Republic of China ($2.50 per capita), 1.80 in Malaysia ($290 per 
capita), 1.70 in Syria ($180 per capita) and 1.60 in Korea ($160 per capita). 
The social costs resulting from the lack of service are ver.y great and 
activities in Gover.nment, trade and commerce are severely handicapped. 
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The Project 

8. The proposed Bank project is aimed at mitigating the problems 
mentioned above and is part of the larger five year pro grams in which both 
TCI and PTT are involved in order to provide satisfactory service. TCI' s 
program, estimated to cost Rls. 13.4 billion ($178.1 million) reflects 
feasible achievement levels. PTT's program covers the provision of a 
nationwide high capacity microwave network for telephone, telegraph and 
television, automatic trunk switching exchanges permitting nationwide 
subscriber trunk dialing (STD), and expansion of Telex-Gentex services. 
This program is expected to cost Rls. 23 billion (about $300 million) • 
The major PTT program items, excepting Telex~entex exchanges, are being 
supplied under "turnkey" contracts and are expected to be completed ~ 
more or less on schedule. 

9. The project for Bank financing consists mainly of TCI' s ongoing 
program for growth of local telephone services during the period March 1970 -
March 1974, together 'With two small items .ftllnn the PTT program and will 
provide: 

(a) Telephone exchange equipment and awdliary facilities for about 
300,000 additional subscriber lines; 

(b) Cables linking local networks with the new trunk dialing (STD) 
exchanges; 

(c) Telex-Gentex switching equipment in Tehran and ten provincial 
centers to allow for the connection of about 2,000 Telex sub­
scribers, 290 Gentex services; and 

(d) Management consultants and engineering services. 

All items to be financed from the loan will be procured through international 
competitive bidding. The loan lvould be made to Plan Organization through 
which aJ.l of Iran's ·public sector foreign borrowings are channelled and 
would be relent to the operating company on the same terms as the Bank 
loan. The project provides for a growth to 550,000 lines connected by 
March 1974 which would still be 15,000 lines below the minimum forecast 
demand. The telephone density will have increased from 0.92 to 1.85 per 
hundred of population, a level more in line with Iran's needs. The telex 
development vdll greatly benefit Iran's business sector. The project is 
of groat importance to the country and the organizational improvements 
and tariff increases proposed by the Government, and the services of the 
consultants to be financed under the loan, will help resolve the major 
problems now fac:ing the sector. 

10. Specifications for cables and Telex equipment worth about 
$12 million have already been prepared and TCI may be ready to place orders 
in November. To ensure that facilities now available or under construction 
are brought into service as soon as possible to meet the large waiting dema."'ld, 
the report recommends in paragraph 3.ll that the Bank agree with this and 
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also to the early appointment of c ansul tants for the establishment of ITC. 
Timely action on these points is highly desirable. 

11. 1~Je agree with the appraisal report regarding the importance of 
the merger of TCI and part of PTT operations in·to a new telecommunications 
company, that the proposed tariff increases are necessary to ensure its 
financial viability, and that good management is essential to the new 
company. However, subsequent to the preparation of the appraisal report, 
we have agreed with the Projects Department on modifications to the sequence 
of events which need to be completed if we are to be assured that the 
objectives set out in the appraisal report are achieved. 

12. In view of the Goverrllllent t s own initiative in pursuing legislation 
on the formation of the new company, its acceptance of the Bank's comments, 
the Cabinet' s complete agreement on the bill and the intention of the Prime 
Minister to present it to Parliament when it reconvenes in October, it is 
agreed that it is unnecessary to make the actual passing of the legislation. 
a condition of presenting the loan to the Executive Directors. H0 wever, it 
is proposed now that this requirement be made a condition of effectivene8s 
of the loan. 

13. The Government similarly proposes to initiate legislative action 
regarding the tariff increases and passage of this bill is considered 
certain, following presentation to Parliament in October. In view of this 
situation it is also agreed that passage of this bill is not necessary as 
a condition for presenting the loan to the Executive Directors. However, 
it is recommended that during negotiations assurances be obtained that the 
legal opinions necessar.y for effectiveness will not be sent to the Bank until 
the tariff increases have been approved for implementation at a date 
satisfactor.y to the Bank. 

14. \'le understand that the present Managing Director of TCI is to be 
appointed to the position of :t-'Ianaging Director of the new company. He is 
considered eminently suitable by both ourselves and the Projects Department. 
This appointment w.i..ll be confirmed during negotiations and recorded in the 
grey cover President's Report to the Executive Directors. It is agreed 
that a specific condition of effectiveness ·Hill not be nec·essary. The position 
regarding subsequent appointments to this post is under discussion betwee.."l 
the Departments concerned. 

15. All the issues to be raised during negotiations are listed in 
paragraphs 6. 01 and 6. 02 of the appraisal report. 
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Recommendation 

16. Subject to t.he above comments, I concur with the recommendation 
in paragraph 6.04 of the appraisal report that the Bank make a loan for 
telecommunications in Irm, and propose that representatives of the Government 
be invited to Washington for negoti~~ions which I hope can begin about 
October 5. On the basis of the installation period and economic life 
of equipment, a ter.m of 20 years, including a five year grace period, would 
be appropriate. 

Attachments 

Annex I: Iran - Five Year Lending Program 

Gregory B. Votaw 
Deputy Director 
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~opulation : 26.1 m 
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HR.'10RANDUN TO THE LOAN COW1ITTEE 

Guyana - Livestock Project 

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

attached memorandum of September 25, 1970 from the Central America 

and Caribbean Department, entitled uGuyana - Proposed I DA Credit 

for Livestock Project" (LC/0/70-105). 

2. Comments, if any, should be sent to reach Hr. Davar (ext. 

4843) by 5:00 p.m. on Tuesday, September 29. 

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

Government that the Association is prepared to begin negotiations 

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

the attached memor~ndum. 

David Pearce 
Secretary 
Loan Committee 
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~~morandum fram the Central America and Caribbean Department 

GUYANA - Proposed IDA Credit for Livestock Project 

Introduction 

1. Attached for consideration by the Loan Comrnittee is Appraisal 
Report No. PA-61, entitled 11Beef Cattle Project, Guyana", which recommends 
an IDA credit of US$2.2 million to the Government of GQyana to help finance 
a livestock project. 

2. Since Guyana became independent in 1966, Bank loans and IDA 
credits have aggregated iPf.9 million and $2.9 million respectively. 'lhere 
have been two operations: a ~).5 .0 million loan for sea defenses (1968) and 
$5.8 million, half as a loan and half as a credit, for education (1969). 
A $1.25 million loan for agricultural credit to British Guiana in 1961 has 
been repaid in full. The two on-going projects are progressing satisfacto­
rily. 

3. There was no Bank Group operation in FY 1970. 'fue proposed credit 
is the first lending operation in FY 1971. The lending program for this 
year also contains a power loan presently estimated at ~~.5 .0 million. '!he 
lending program for FY 1971-1976, which was recent~ approved by the Presi­
dent, is attached. 

Economic Situation 

4. An econmnic .mission visited Guyana early this year, and its draft 
report was discussed v-..ri. th the Government in July. '!he report is scheduled 
for circulation to the Board in late September. Its principal conclusions 
are that Guyana has had a satisfactor,y pace of economic growth and that, 
lv.ith continued high levels of external assistance, growth prospects are 
reasonably good. However, the countr,y has a limited capacity to service 
external debt, and it is irr~ortant that most of the aid should continue to 
be extended on concessional terms. 

5. Guyana's dependence on foreign-owned and operated bauxite and 
sugar production has increased further in recent years. At the same time 
infrastructure has been strengthened. But limitations in admll1istrative 
capacities have hindered a broader effort in public investments and, as a 
result, Guyana has not been able to make full use of the available external 
financing. Nevertheless, with reasonably good financial policies, growth 
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has been achieved against a background of rising public savings and a 
strengthened balance of payments. 

6. 'lhere are some grounds for optimism regarding future economic 
development. As a result of various tax measures introduced in 1970 and 
the termination of tax holidays on important bauxite mining investments, 
government revenues are expected to increase sharply in 1971. At the same 
time, a newly-created social security system is expected to generate subs­
tantial savings available for public sector investments. With the Govern­
ment's intention to keep non-development expenditures in check - which should 
be relative~ easier to do now that understandings have been reached with 
Venezuela and Surinam on border disputes - the prospects are for substan­
tial~ increased public sector savings. These favorable fiscal prospects 
over the next fm-r years should pennit a substantial increase in public 
investment vdthout detriment to the external balance of payments. A new 
development plan is currently under preparation. It is likely to propose, 
as did the recent Bank economic mission, a significantly higher public 
investment effort than in the past. ~~le administrative constraints will 
probably set a ceiling on the Government's development expenditures, a 
gradual improvement in the planning and executing capacity of the relevant 
ministries can be anticipated. 

1. There are also elements of uncertaint.Y clouding future prospects. 
First of all, the Government has announced a new policy of a majority par­
ticipation in private ventures involved in natural resource exploitation. 
Negotiations to this effect are planned t·Tith bauxite mining companies and 
later with sugar companies. Meanwhile, the change in policy makes it less 
likely that major new· investments 1dll be undertaken by foreign companies 
(Litton Industries are considering the establishment of a pulp and paper 
mill, for -vrhich they have been interested in obtaining some 1vorld Bank 
financing). ~breover, the Government has stated its intention to participate 
in other ventures td thout making it clear what this means. Second, the 
Government wants to rely more on cooperatives than on individual or company 
efforts in economic iife. Here again, the effect of the new policy has not 
been spelled out in full. So far, hm-rever, the Goverxunent has taken a 
rather pragmatic approach to cooperatives versus other for.n~ of organiza­
tions. 'Ihird, in preparing its olrm development program, the Government has 
indicated a shift in strate~J from a more intensive exploitation of the 
soil-rich coastal lands to the opening up of substantial areas for settle­
ment in the interior where resources are not yet proven. Although hinter­
land development still is large~ a vision, financial and administrative 
resources are being shifted aTitay from "normal" activities. If this shift 
should continue at recent rates over an extended pe~iod, it could affect 
economic growth prospects as well as financial stability. 

The Project 

8. The project would be the Bank Group 1s first effort to develop a 
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modern livestock industr,y in Guyana. The countr,y has considerable land 
resources suitable for the development of a beef cattle industr,y. The 
most promising areas are located immediate~ south of the sugar/rice belt 
on the coast and in the Rupununi savannas in the south of the country where 
there are a f~~ extensive cattle ranches. The project is limited to these 
areas. ~v.hat has been lacking so far for developing the countr,y 1s livestock 
potential is not onlY experience in modern ranching teclmiques but, equ~ 
important, an institutional framework to channel financial resources into 
the sector. 

9. The project includes the establishment of about 25 group (coqpera-
tive), companY or private ranches as well as two large ranches of a new 
livestock development compaqy in which the Government would have a majority 
holding. Although the project is relatively small by Bank standards, it 
would cover about 60,000 animals, which is a little over 25 percent of the 
total cattle population in the countcy. 'llle prima.r.v aim would be to subs­
titute domestic production for imports and to raise local consumption, but 
some beef might also be produced for export in the longer run. Financing 
'tvould be provided for pasture establishment/improvement, fencing, water 
facilities, buildings, livestock and agricultural machinery and equipment. 
'lhe investment period for an individual cattle ranch would be about 3 years. 
In addition to long-term credits to ranches, some equipment would be 
financed for chain clearing of land for pasture establishment on some 
project ranches. An important technical assistance element would be built 
into the credit in the form of a Livestock Projects Division, with an expe­
rienced project director. The credit would also finance certain developmental 
studies (on pasture improvement and management and on marketing), which 
should help in detenmining the future direction of livestock development 
in the country (including new areas which might be sui table for ranching) 
and in preparing proposals for fUture Bank Group lending or bilateral 
assistance in this sector. 

10. 'llie project is estimated to cost $4.4 million (including worldng 
capital requirements). The proposed credit of $2.2 million would finance 
50 percent of this cost and would cover the full foreign exchange component 
estimated at $1.8 million and local expenditure of about $400,000. I 
consider this modest local currency financing justified in view of the 
broad project and sector objectives which the proposed credit is intended 
to achieve and of the substantial local contribution that v1ould also be 
made towards on.. ranch investments. IDA would finance 60 percent of the 
on-ranchinvestment, on the pattern of maQY Bank/IDA livestock projects, 
while the participating ranchers and commercial banks would each contribute 
20 percent. .1U.l six of the existing co1tunercial banks (five branches of 
foreign banks and the new National Cooperative Bank) are expected to parti­
cipate in the project. Apart from providing long~term capital, the commer­
cial banks would also provide the short-term financing for the working 
capital of the ranches, including financing for the herd build-up in the 
ear~ stage of ranch development. The Government's contribution would 
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consist of financing the local costs of the Livestock Projec~Division, the 
development studies and part of the assets of the new livestock development 
compa~. In all, the Government would be covering 14 percent of the total 
cost of the project, the commercial banks 18 percent and private investors 
18 percent. Of the proposed IDA credit, 82 percent would be used for 
financing on-ranch investments and land clearing, 13 percent would be for 
the foreign exchange costs of the project unit and 5 percent for the studies~. 

11. The &nk of Glyana (the country's central bank) would act as the 
Trustee of the Government for channelling the IDA funds, through participa-
ting banks,to the ranches and in formulating and supervising the implemen­
tation of the ranch development plans. Towards these objectives, Government 
would establish a Livestock Development ~Und to be administered by, and a 
Livestock Projects Division to be located in, the Bank of Guyana. The Livestock 
Developmmt Funl would be used to rediscount up to 75 percent of the partici­
pating banks' loans to project ranches. The loans to ranches would be 
repaid in 12 years, including 4 years' grace, and carr,y a 9-1/2 percent rate 
of interest (loans for land clearance would be for 5 years at 9 percent 
interest). These terms are acceptable given the generally stable price 
developments and prevailing interest rates in G~ana. Out of the 9-1/2 
percent, one-half percent would contribute to the cost of the Livestock 
Projects Division and 3 percent would remain with the participating banks, 
who uould carry the full credit risks on the loans • The banks would re­
discount their loans with the Livestock Development Fund at 6 percent. 
However, for the Amerindian ranches in the Rupununi, where the participating 
banks would make a loan with Government guarantee, the rediscounting rate 
would be 8 percent. Government would bear the foreign exchange risk. Re­
payments of IDA funds to the Government would be based on repayments by the 
ranches to the participating ba11ks. Government would have unrestricted use 
of these funds and of surpluses available after servicing and rep~ing the 
IDA credit, for any public investment purpose, including future livestock 
development. 

12. One of the principal contributions of the proposed credit would be 
the setting up of an institutional framework which would allow the chanel­
ling of finance and infusion of modern techniques into the livestock industry 
in ~ana. The institutional changes proposed include the following: 

(a) At ranch level: Many of the farmers and ranchers, who are 
presentlY obtaining unsatisfactory results from grazing 
animals on poor land without use of modern ranching tech­
niques, are to be brought together for the first time into 
efficient and commerciallY viable ranching units through 
the formation of the group (cooperative) ranches. These 
are being set up under new rules (within the existing 
cooperative legislation), under which such ranches will 
have professional help, viz., ranch managers with neces­
sar,y authority to run the ranches on technically sound lines. 
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(b) At the level of the livestock CC?..!!!E.arlY ranches: Two 
existing goven1ment ranches are to be brought into the 
framework of the livestock development compaQY, joint~ 
owned b.Y the Government and the private sector; these 
will also be run by a manager satisfactory to IDA. 

(c) At the technical supervision level: A Livestock Projects 
Division, to be set up in the Bank of Guyana, is to be 
headed by an internationa~ recruited project director 
satisfactory to IDA; 

(d) At the commercial bank level: Again for the first time in 
Guyana, commercial banks are to provide long-term financing 
directlY for the development of ranches, and this has neces­
sitated the establishment of certain legal instruments: 

(i) 
(ii) 
(iii) 
(iv) 

an appropriate chattel mortage legislation, 
the introduction of long-term land leases, 
improvements in land surveying legislation, and 
a government guarantee for loans to Amerindian ranches. 

13. The draft legislation necessar.y under (d) of the foregoing para-
graph is basically satisfactory, and the various drafts will be finalized 
during negotiations. Conditions of effectiveness will include the enactment 
of these laws and the effective establishment of the livestock compa~. 
Since the Government has a clear majority in the legislature, I do not anti­
cipate any problem in this. However, this is going to be an extremely com­
plicated project to set up and administer, and it will require very careful 
supervision. We should not be surprised if some things go wrong, but I think 
that the risks are worth taking. 

Recommendation 

14. I concur with the conclusions of the appraisal report and recommend 
that the Government of Guyana be invited to negotiate an IDA credit of $2.2 
million, on the ter.ms and conditions set forth in the report. 

Attachments 

E. Peter Wright 
lliputy Director 
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September 16_., 1970 

Memorandum from Central America and Caribbean Department 

DOMINICAN REPUBLIC - Proposed $4 Million Credit for Education Project 

1, LJ_ackez::~: The proposed credit would be the first by IDA to the 
Dominican Repub li~ and the first lending from the Bank Group to the Govern.:. 
ment,·the only previous Bank fin~,cing being to Falconbridge Dominicana, c. 
por Ao, the US$25 million equivalent loan of-December 10, 1969 (646-DO) for 
the power component of a ferronickel projecto A mission is now in the 
Dominican Republic appraising a livestock project for which an IDA credit 
has also been requested$ 

2. !!}e Ecoz:omy: A report on the "Current Economic Position and 
Prospects of the Dominican Republic" (1rffi-176b) was circulated to the Exe­
cutive Directors on April 12, 1968. This report concluded that performance 
of the public sector and external debt management appeared to be generally 
satisfactory but the balance of payments was precarious and very limited 
capacity existed to service external debt on conventional terms~ After 
reviewing the report, the Economic Committee on January 17, 1968 concluded 
that the country qualified for IDA assistance on the grounds of satisfactory 
economic performance as well as poverty and limited creditworthiness. A 
mission which visited the country in November/December 1969, although con­
centrating mainly on the agricultural sector, basically confirmed the above 
conclusions. A new economic mission is scheduled to go to the Dominican 
Republic in October 1970. 

3. While the Dominican Republic's external debt management has been 
generally satisfactor,y, there have been delays with a British debt which 
arose from various "deals" generated by promoters and suppliers which were 
subsequently covered by a British export credit guarantee. The debt was 
recognized by the Government at $3.9 million in February 1965 and install­
ment payments totalling $350,000 were made by successive Administrations, 
including the present one. No payments were made for about three years and 
with-accumulated interest the debt increased above the amount recognized in 
1965. During recent negotiations, the parties have agreed to reduce the 
total amount to $2o6 million which are to be paid within approximately 
one year and a half. It is expected that this agreement will be- signed 
and a substantive payment will be made within the next six weeks. 
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4. The Project: Attached is a report entitled "Appraisal of an 
Education Project Dominican Republic" (PE 20) which reconnnends a credit 
of $4.0 million equivalent to the Government, to cover the estimated 
foreign-exchange cost of the·project, the total cost of which is estimated 
at US$8.1 million equivalent. 

5. The project consists of construction and equipment for secondar.y 
schools and primary teacher colleges and of the financing of technical as­
sistance for project implementation. It is of an obvious priority in view 
of the shortcomings in quantity and quality of existing educational facili­
ties and in teacher training. The project also fits well into the secondar.y 
education reforms undertaken recently by the Governmento These reforms in­
clude a switch in secondar.y education to a new common four-year lower cycle 
followed by a new two-year diversified course, which will emphasize-pre­
vocational training in industrial arts, home economics and commerceo The 
proposed credit will strengthen and accelerate the transition to the reformed 
system of secondary education. In order to strengthen the Office of the 
Secretary of Education in general, and in particular to help to overcome its 
lack of experience in school construction, a special unit should be esta­
blished within the Office of the Secretar.y of Education with a director and 
architect acceptable to the Associationo I agree with these and other re­
commendations as formulated in part V of the Report. 

6. Recommendation: I recommend that IDA inform the Government of the 
Dominican Republic that it will be prepared to begin negotiations during the 
month of October for a credit of $4~0 million equivalent for an education 
project on the basis set forth in the appraisal report. 

Attachment 

Edgar Gutierrez 
Director 
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September 15, 1970 

Memorandum from the 'V'Jestern Africa Department 

Upper Volta - Proposed Credit for a Cotton Project 

Introduction 

1. Attached for the consideration of the Committee is 
Report No. PA-.58nwest Volta Cotton Project --- Upper Volta". It 
recommends an IDA credit of US$4.5 millione The project ~-Jas 
identified in 1968 by PMWA and was prepared by SEDES (Societ~ 
dtEtudes pour le Developpement Economique et Social) with the 
assistance of CFDT (Compagnie Fran~aise pour le Developpement des 
Fibres Textiles) on the basis of terms of reference prepared by 
PMWA. The project was appraised in February 1970. 

2. The proposed credit would be IDA 1s second operation 
in Upper Volta. In February 1969, IDA made a credit of US$0.8 
million for telecommunications (UV-141). Execution of this pro­
ject is satisfactory. No other projects are expected to be sub­
mitted to the Loan Committee during FY1971. The Five-Year Lending 
Program is attachedo 

3. The Committee is invited to pay particular attention 
to the following aspects of the Project: 

a) 

~~ 
D) 

local currency financing and financing plan (para. 14) 
arrangements between Government and CFDr (para. 15) 
advances of the Government to BND (para. 16) 
procurement (para. 19) 

The Economy 

4. An economic mission headed by ~~. de Wilde visited 
Upper Volta in November of last year. Its report will be available 
shortly. The main conclusions have been set out in the Country 
Program Paper dated May 13, 1970, and approved by the Chairman 
of the Economic Committee. They can be summarized as follows: 

5o Upper Volta is one of the poorest of ·our member 
countries and least endowed in natural resources. The capacity 
of the economw to generate savings is severely limited but the 
G~ernment has made a commendable and successful effort to restore 
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balance in public finance. The general thrust of the Government's 
development strategy appears to be sound, with the focus on the 
development of whatever productive capacity the countr,y has in 
agriculture and livestock. With the coordination and assistance 
of all sources of external aid, it is expected that its performance 
will continue to improve and that the pace of economic development 
in the country will accelerate in the coming yearso 

6. The terms of external financing will have to take into 
account the extremely limited capacity of Upper Volta to make con­
tributions from its budget~ The Government has been able in the 
last three years to generate budget savings, but in part at the 
expense of necessar.y outlays on current operations. These savings 
have had to be devoted almost entirely to the portions of road 
maintenance and construction not financed by foreign aid. Upper 
Volta's contribution to the financing of development projects will 
have to be principally in the form of co~mentary current expendi­
tures. Even on this basis, its contribution can only be modesto 
Given the large proportion of project costs which will have to be 
financed by external sources, and the probability that the foreign 
exchange content of projects will be relatively small, the Bank 
Group must be prepared to finance a significant part of local costs. 
Upper Volta will only be eligible for IDA financing. 

The Project 

7. The project would be a part of the Government's efforts 
to develop cotton production by extending cotton growing areas 
and increasing productivity. Under the project, the total cotton 
area would expand from the present 44,000 ha. to about 76,500 ha. 
in 1975. ~Yields would be expected to ~ increase from an estimated 
750 kg/ha. in 1970 to about 870 kg/ha. About 46,000 farmers would 
benefit from the project. 

B. Cotton growing was introduced in Upper Volta in 1951 
by CF1JI'. Progress was slow during the initial development period 
until 1963 when it started accelerating. Total production reached 
17,500 tons in 1967/68 and about 36,000 in 1969/70. From the 
beginning, cotton development has been financed in great part by 
the French Government. 

9. Cotton is now Upper Volta's second export product, 
after livestock. In 1968, cotton products represented almost 
20 per cent of total exportso After livestock, cotton is the 
only hope for agricultural development in Upper Volta. 

10. The project would cover the 1971-75 period. It would 
consist of the following: 
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(a) strengthening regional development bodies (ORDs , -
Offices R~gionaux de ~veloppement) which administer 
extension, credit and marketing in the project area; 

(b) establishing a revolving fund to mf:~ t the cotton 
growerst incremental credit requirements for ferti­
lizers, insecticides and agricultural equipment; 

(c) providing a laboratory gin to improve research on 
cotton varieties; 

(d) constructing an additional ginnery; 

(e) establishing a mechanical road rehabilitation unit 
to improve about 820 kma of tertiary roads in the 
project area; 

(f) providing funds for: 

(i) a feasibility study for a similar cotton pro­
ject in an area adjacent to the project area; 

(ii) detailed engineering for the improvement of two 
secondary roads in the project area (about 200 
km.). 

11. Total project cost is estimated at US$9o0 million -
equivalent, including about US$1.0 million in local taxes, US$1.0 
million for-tertiary road rehabilitation and US$250,000 for the 
two studies. The foreign exchange component is estimated at about 
US$5ol million or 57 per cent of total project costo A credit of 
US$4.5 million, as proposed in the appraisal report, would finance 
the estimated foreign exchange cost less US$0.6 million to be financed 
by CCCE (Caisse Centrale pour la Coop~ration Economique) and re­
present about 50 per cent of total project costo FAC and CCCE together 
would finance 31 per cent, the Government 16 per cent and the parti­
cipating farmers 3 per centc The credit would be disbursed against 
coief o costs of imported mater:i.a~s and equipment, and a percentage of the 
cost of extension and the entire cost of consultantis serviceso 

12o IDA is proposing that a revolving fund be established 
within BND (Banque Nationale de Developpement) to finance its short 
and medium term credit operations under the project. As suggested 
in the appraisal report (para So03) IDA's and CCCE's contributions 
(close to US$lo3 million) to the financing of imported incremental 
inputs and farm implements would be made available to BND in the fonn 
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of equity capital to finance this fund. · . Since CCCE is not 
willing to make its contribution ($0.6 million) available in 
this form (equity) we have proposed that IDA finance the total 
amounto But CCCE wishes to remain associated with this -project 
and has only agreed to reduce its share from $Oo6 to $0g2 million. 
This means that our share for these -categories would increase from 
about US$0.65 million to about US$lol million, ·and the proposed 
IDA credit from US$4.5 to about US$4.9 million. 

13o During our discussions on the financing plan, FAC 
explained that since they had spent considerable sums on developing· 
cotton production during the last 10 years, and since they wished 
to shift their financing to developing othe; poorer areas as well 
as other sectors, they would welcome IDA's willingness to finance 
a high proportion of project costs, including local currency ex­
penditures. This is also the Upper Volta Government's wish. I 
think FAC has a valid pointo They are indeed financing the greater 
part of Upper Volta's highway maintenance needs, which explains why 
we have had no maintenance operation there, as in most neighboring 
countries~ They will finance cotton development in the Tougan area, 
which we have rejected because cotton growing there is still in an 
early state of development and natural conditions are less favorable 
than in the project area; for some time to come returns 't.Jill there­
fore be much lower. FAC is also financing the creation of several 
new ORDs in the poorest parts of the country. 

14o In the light of the economic considerations outlined in 
paraso 5 and 6 above, I propose an increase of·about US$lo3 million 
which would bring IDA's contribution from US$4.9 to about US$6~2 
million or about 69 per cent of total project cost. The proposed 
increase would cover the local cost of expatriate personnel and the 
cost ·of additional local personnel, two essential parts of the pro­
ject. This proposal would result in a decrease in FAC-CCCE 1s 
contribution from about 31 per cent to about 20 per cent and of the 
Government's contribution from about 16 per cent to about 8 per cent; 
the farmers' contribution would be unchanged at abo~t 3 per canto 
I consider this new financing plan to be reasonable. 

15. The project (including the road rehabilitation program) 
would be managed by CFJJI' in the ORD framm-Jork, under the responsi­
bility of the Hinistry of Agriculture. CFDT is a French public 
company established in 1949 to develop the production and marketing 
of textile fibers. French public institutions-and a few cotton 
traders and users are represented on its board. CFDT is well nuu,aged 
and its achievements in developing cotton production in African 
countries are remarkableo CFDT would provide the project manager 
and a financial controller and all staff required for ORD positions 
which cannot be filled by local staff. The contract between the 
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Government and CFDT would provide for training of local personnel and 
every year the Government and IDA would review the personnel situation 
in order to try and accelerate the africanization of ORD personnel. 
CFDT has entered into a participation agreement with the Govern-
ment (Association en Participation) under which CFDT assets (gin­
neries) and government assets (new ginnery~to be financed by IDA 
under the project) will be managed by CFDr. CFDI' will be paid under 
a schedule of fees outlined in Article 14 of Annex 16. The fees 
are considered reasonable. 

16o BND would administer project funds. BND staff is 
well qualified and receives technical assistance support from CCCE. 
For the purposes of this project, BND staff would be reinforced by 
a credit inspector who may be provided by CCCE. ORDs. would con­
tinue to administer short term credits for inputs, and under the 
project administration of medium term credits would also be trans­
ferred from BND to ORD s _, These credit operations would be financed 
by the proposed revolving fundo Farmers would receive short term 
credit at about 8 per cent for fertilizer and insecticide loans 
and medium·term credit at about 7.5 per·cent for the purchase of far.m 
implements. The appraisal report (para. 6.05) recormnends that the 
Government advance to BND the equivalent of one year's estimated -
expenditures for ORD operations amounting to about US$1.1 million. 
I think that this is not justified and would put an unnecessar.y 
burden on Upper Volta's tight budget. An advance allocation of three 
months should be sufficient& 

17. Other institutions involved in the project would be 
IRCT (Institut de Recherches dU Caton et de Textiles Exotiqu~ which 
would continue to be in charge of research; IRHO (Institut de 
Recherches pour les Huiles et Ol~agineU..1C.) and CIDR (Compagnie 
Internationale de D~veloppement Rural) which might provide limited 
services under sub-contracts with CFDT; CSPP (Caisse de Stabili­
sation des Prix desProduits), an agency set up to protect farmers 
from seasonal price fluctuations, and which is therefore administering 
cotton price supports, would also be the·trustee of the new 
government-owned ginnery financed by IDA. 

18. To ensure coordination between the agencies and · 
Ministries involved, a coordinating committee would be set up. The 
Government has agreed in principle to set up this committee under· 
the chairmanship of the l\!inister of Agriculture, or his designate. 
Senior officials would represent the Ministries of Planning, Industr,y 
and Public Works, Finance and Commerce and BND. The project manager 
would be the Committee's secretary. 

19. Procurement of farm inputs and road equipment would 
be made on the basis of international competitive bidding. As 
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explained in the appraisal report (para 5.05), the new ginnery would 
also be subject to international ~bidding but a preference would 
be granted to the US firm Lumnus o Tenders for office furniture 
and equipment, vehicles and construction of houses, stores and offices 
amounting in total to about US$0.8 million, are too small to be 
of interest to foreign bidders and would be let locally. Local 
tendering procedures are satisfactory o The selection of consultants 
for the-two studies would be made according to standard Bank pro­
cecures. 

20. The Project's primar,y benefit would be the increased production 
of cotton resulting in substantial foreign exchange earnings for the 
Government and higher income for participating farmers. Increases in 
farmers• incomes will depend on the producer price~of cotton, which 
would be adjusted in accordance with export priceso The forecast 
producer price reductions are not expected to be large enough to 
constitute a disincentive to farmers~ Based on the~Bank's estimate 
of the world market price of cotton of 22e5t per lb. in 1975, the 
economic rate of return of this project is estimated at about 31 per 
cente Net foreign exchange earnings from the "project would amount 
to about US$4o4 million annually from 1975 ono The high rate of 
return for this project is a result of cumulative past development 
efforts-which were not capitalized in the cost imputable to the 
project. 

Recommendation 

21. I recommend that representatives of the -Republic of 
Upper Volta be invited to negotiate a credit of US$6.2 million 
equivalent to assist in the financing of this cotton project, other­
Wise substantially in accordance with the terms and conditions set 
forth in parao 9o01 (except for (j) where advances from the Govern~ 
ment should be reduced from one year to three months; and (m) which 
should mean that the qualifications and experience of ORD Directors, 
Deputy Directors and Account~~ts should be acceptable to IDA) and 
9o02 of the Appraisal Report~ 

Attachment 
L~P. 

Roger Chaufournier 
Director 

~vestern Africa Department 



Population: _5 .lm 
Per Cap. Inc: $50 Attachment I 

UPPER VOLTA: ACTUAL AND PROPOSED LENDING THROUGH FY1976 
($ millions) 

(through) Fiscal Years Total Total Total 
196.9 1970 1971 1.972 1971 1974 1_975 1976 1964-68 1~69-I3 1972-76 

Black Volta ·Cotton rnA 6.3 
Cotton II IDA 3.0 
Rural Development I IDA 0.5 
Rural Development II IDA 1.5 
Regional Development I IDA s.o 
Livestock IDA 2.5 
Unidentified IDA 4.0 

Rural Education IDA 4.0 
Education II IDA 4.0 

Telecommunications I IDA 0.8 
Telecommunications II IDA 2.0 
Telecommunications III IDA 3.0 

Road Construction IDA 1.5 
Road Maintenance IDA 3.0 
Tambao Railway IBRD 10.0 

IBRD 10.0 10.0 
IDA ~ - ~ 2.0 -- ~ ..L2 ..lc..Q_ 12.0 17-.·6 34.0 

Total 0.8 6.3 2.0 8.5 7-5 14.0 12.0 17.6 44.0 -- -- -- -- -- -- -- --

No. 1 1 2 3 3 2 3 7 13 

IBRD Loans Outs tanding 
Including ~ndisbursed 10.0 10.0 
Excluding Undisbursed 3-4 

IDA Credits Outstanding 
Including Undisbursed 0.8 0.8 7-1 9-1 17.6 25.1 29.1 41.1 
Excluding Undisbursed 0.) 0.6 2.9 5-7 11.4 17-3 23-9 

August 10, 1970 
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KENYA - Highway Maintenance Project 

I. INTRODUCTION 

1. The Bank Group has made six loans and credits for highways and 
agricultural roads during the past decade totalling $49.5 million. The 
appraisal of the Third Highway Project (Loan No. 639 KE) revealed that 
road maintenance was inadequate and that the condition of the road network 
was deteriorating rapidly. The inadequacies of the organization for road 
maintenance were compounded by the lack of adequate staff and equipment. 
Funds were therefore provided under Loan No. 639 KE to finance a study by 
consultants of a comprehensive program to improve road maintenance. 

2. The study concluded that the responsibility for the maintenance 
o£ the entire road network of about 25,000 miles, which had been shared 
by the Ministry of Works (MOW) and local authorities, should be consoli­
dated and entrusted to the MOW. To enable the MOW to discharge enlarged 
responsibilities, the consultants recommended an extensive reorganization 
and worked out a comprehensive maintenance program. The Government of 
Kenya accepted the consultants' recommendations and in January 1970 
requested that the Bank Group assist in financing the maintenance program. 
An IDA mission appraised the proposed project in March 1970. 

3. There have been four Bank loans to Kenya totalling $40.1 million 
and ten IDA credits totalling $48.7 million. A proposed Bank loan of 
$8.3 million for the Nairobi vvater Supply Project is expected to be con­
sidered by the Executive Directors in October and a loan of about $20 
million for a hydroelectric project is also expected to be concluded in 
FY 1971. The 1971-75 five-Year Lending Program for Kenya is attached.~ 

\ 

\ 
II. THE PROJECT \ 

\ 

4. Attached is a report entitled "Appraisal of Highway Maintenance, 
Project "(No. PTR 61). The proposed project is designed to give the MOW 
the capacity to assure adequate maintenance of the road network and to 
eliminate the backlog of maintenance on about 12,000 miles of the most 
economically important roads. The project consists of: 
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(a) prov~s~on of experts to fill key positions in the 
Roads Branch and to train Kenyan counterparts; 

(b) construction, equipment and staffing of the training 
center; 

(c) purchase of road maintenance and workshop equipment; 

(d) improvement of regional workshops, offices and road 
camps; and 

(e) necessary consulting services. 

5. The project is estimated to cost about $18.7 million equivalent. 
The estimated foreign exchange component is $13 million (approximately 
70 percent), tmvards which the U.K. will provide a grant of $0.4 million 
equivalent for training equipment and a contribution to certain salaries. 
The balance of the foreign exchange costs would be covered by the proposed 
IDA credit of $12.6 million. The decision to finance this project entirely 
by IDA followed the preparation of the attached appraisal report, which 
reflects an earlier proposal for an IDA credit of $8 million supplemented 
by a Bank loan of $4.6 million. 

6. As in the case of previous Bank Group financed highway projects, 
the ~dnistry of Works will be responsible for executing the project. 
Consultants will assist in project implementation. 

1. The project is designed to preserve the substantial investments 
alreaqy made in the highway sector and to ensure that economic development 
is not hindered by the deterioration of the road network and consequent 
rise in transport costs. The economic rate of return is about 33 percent, 
in terms of estimated savings in vehicle operating costs. 

III. HIGHLIGHTS AND M.A.IN ISSUES 

8. About 92 percent of the proposed credit would go to finance 
physical plant and equipment, together with usual consulting services. 
Critical to the success of the project, however, is the proposed provision 
of expatriate staff within the Roads Branch of the M01rJ, towards which 
the balance of IDA financing would be applied. Effective roads adminis­
tration in Kenya has be·en and continues to be hampered by lack of technical 
and executive staff, both at headquarters and in field offices. As in 
the case of other sectors, adequately qualified and experienced Kenyans 
are simply not available in anything approaching the numbers required at 
the present time; only about 18 percent of the professional positions 
in the Roads Branch are filled by Kenyans. 
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9. The appraisal report concludes that the success of the project 
requires the employment of 27 expatriates in the reorganized Roads Branch 
of the MOW, 12 at headquarters and lS at field offices. ~~o arrangements 
have been worked out which, between them, should ensure that the necessary 
expatriates are available. The U.K. Ministry of Overseas Development (ODM) 
has agreed to help the Kenya Government recruit staff required for the 
12 positions at the Roads Branch headquarters, and will make a contribution 
towards their salaries. The remaining 15 expatriates required for the 
senior positions at field offices ~~11 be provided under contract by the 
Crown Agents for Overseas Governments and A~jnistrations (U.K.) against 
payment of a comprehensive fixed fee, which will also cover the cost of 
assistance in the evaluation of bids. 

10. The proposed credit 1..rould finance the foreign exchange 
cost of the services of the Crown Agents and the foreign exchange cost 
of the expatriates to be recruited with the assistance of the U.K. Govern­
ment, net of the U.K. salar,y contribution. 

11. Although the need .for expatriates on so large a scale has been 
accepted by the Kenya Government, which has alreaQy worked out the arrange­
ments described above, I should note that the past experience with other 
Bank Group projects in Kenya has shown that even when the Government, as 
in this case, has accepted the need for expatriates, they have been most 
reluctant to utilize proceeds of loans and credits to fin~~ce that part 
of their cost which is in excess of local salary scales. The desire to 
exhaust all possibilities of bilateral grant assistance, rather than use 
loan/credit funds already available, has resulted in inordinate dela.ys 
in obtaining key staff ~~th serious consequences for project implementation. 
For the present project the Kenya Government approached various bilateral 
sources, including Canada, Denmark, Norway and the United Kingdom, to 
obtain grants towards the salaries of the 27 expatriates required and 
assistance in recruiting them. Mr. Knapp will discuss the general issue 
of adequate project staffing "tdth the Minister of Finance of Kenya in 
Copenhagen. However, during the course of the negotiations for the 
proposed credit, if authorized by the Loan Committee, we should 
reach a very explicit understanding that the arrangements that have been 
made for recruiting and financing expatriates in this case 1dll not be 
frustrated by subsequent attempts to find alternatives. 

12. The employment of expatriates Tt;rould resolve the immediate problem 
of ensuring an effective roads administration, but is only an expedient, 
and moreover a costly expedient, justified by the need to protect a very 
large investment. Looking ahead, it is essential to make sure that 
qualified Kenyans will be ready to take over when the expatriates leave. 
In the course of negotiations it is therefore proposed to focus hard on 
the need to attract, train and perhaps above all, retain suitably qualified 
Kenyans to replace expatriates in the Roads Branch. The Government will 
be required to prepare, within six months of credit signature, 
a program, to be agreed with the Bank, for the appointment of Kenyans as 
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counterparts. We would also discuss and agree on the minimum qualifi­
cations and experience required. Paragraph 6.02 of the Appraisal Report 
recommends that the Government should agTee that it 1~11 provide counter­
parts within two years of credit signatUre. 1~e have to recognize, 
hot'll'ever, that it may well not be feasible to secure suitable counterparts 
for all the expatriate positions within that time. We therefore plan to 
discuss and agree on a number that can realistical~ be provided within 
two years of signature, with the intention of holding the Government to 
an obligation vdthin its reach. 

13. Procurement of all equipment and spare parts for the project, 
except for the training center equipment to the value of $0.3 million 
to be financed out of the U.K. grant, v-ri.ll be on the basis of our normal 
international bidding procedures. The training center equipment will 
be procured on the basis of competitive bidding within the U.K. Improve­
ment and construction work will be carried out by Government forces or 
by local contractors selected on the basis of competitive bidding in 
Kenya. This is considered acceptable as the buildings are mostly of low 
standard construction, scattered all over the country, and would not 
attract international bidders. 

14. Disbursements would be against the actual foreign exchange cost 
of goods and services and the foreign exchange cost component of local~ 
awarded construction contracts, estimated at 5%. 

15. The Govermnent has requested that the Association agree to 
reimburse the foreign exchange cost of consulting services incurred since 
January 1, 1970 for preliminary work on contract documents for equipment 
purchases, curriculum planning and project implementation. The consultants 
retained are acceptable and I recommend that we agree to the request, which 
will involve retroactive financing of about $150,000. 

IV. THE ECONONY 

16. An economic report entitled "Economic Development Prospects in 
Kenya" (Report No. AE-6a, in two parts) 1.;as distributed on October 31, 1969. 
Since then, the Kenya Government has published its 1970-74 Development 
Plan, vthich is essentially the same as the draft plan examined by the 
economic mission that visited Kenya in April/Nay 1969. The mission found 
the Plan to be realistic and concluded that Kenya would continue to w·arrant 
substantial external assistance. Although Kenya could handle rather more 
aid on conventional terms than in the past, there is a continuing require­
ment for a large proportion of assistance on concessionary terms if future 
debt servicing difficulties are to be minimized. 
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V. RECOHMENDAT ION 

17. I recommend that the Association invite representatives of 
the Republic of Kenya to negotiate a Development Credit of $12.6 million 
equivalent substantially on the terms and conditions set forth in para­
graphs 6.01 to 6.03 of the Appraisal Report, with the qualification in 
paragraph 12 of this memorandum. 

Attachment 

J. H. Williams 
~puty Ilirector 



Population (1969): 10.48 million 
GNP per head (1968): $117 

Attacbllent 1 

!tENIA - PAST AlfD PROR>SED LIIMH PROGRAM THROUCJH 1975* 
Hac&! '!'ear - S Rmion 

'l'hru' Total Total Total 
1963 1964 1965 1966 1967 1968 1969 1,70 19n 1972 1973 1974 1975 1964-68 1969-73 1971-75 

Land Settlement IBRD 8.4 

Agriculture and Roads IBRD 5.6 

Agricultural Roads IDA 5.3 

Tea Deve1opnent I IDA 2.8 

Tea Developnent II IDA 2.1 

Tea Developnent III IDA 3.0 

Tea Roads IDA 3.0 

Agricultural Credit I IDA 3.6 

Agricultural Credit II IDA 6.0 

Livestock I IDA 3.6 

Livestock II IDA 8.0 

Crop Developnent I IDA 3.0 

Crop Developnent II IDA 3.0 

Irrigation IDA 5.0 

Agriculture Unidentified IDA 6 .0 

'lural Developnent IDA 4. 0 

Forest Plantation IBRD 2.6 

Education I IDA 7.0 

Education IJ IDA 5.9 

Education III IDA 7.0 

Education IV IDA 10,0 

Kamburu Electric Power IBRD 20,0 

Highways I IDA 4.5 

Highways II IDA 10.7 

Highways III IBRD 23.5 

Highways IV) IBRD (10.0 

Highways IV) IDA (10.0 

Highways V) IBRD (10.0 

Highways V) IDA (10.0 

Road Maintenance Equipnent IDA 8.o 

Airport Deve1opnent IBRD 8,0 

Nairobi Water Sapp:cy- IBRD 6.5 

Tourism IBRD 4.0 

IBRD 14.0 26.1 36.5 10.0 4.0 10.0 76.6 60.5 

IDA 10 .. 3 15.9 12.8 3.6 5.9 8.0 20,0 17.0 17.0 21.0 39.0 54.5 83,0 

TOTAL 14.0 10.3 15.9 12.8 3.6 32.0 44.5 30,0 21.0 17.0 31.0 39.0 131.1 143.5 

10• 3 1 3 4 3 4 3 3 8 15 17 

IBRD Loan OUtetandingt 

Including Undisbursed 10.6 10.8 9.7 9.7 5.9 5.8 4.8 28.9 65.0 74.8 78.5 78.2 87.9 

Excluding Undisbursed 1.6 2.4 2.0 2.4 3.4 3.6 3.9 4.8 13.9 33.2 51.9 67.6 72.8 

IDA Credits OUtstmdingt 
Including Undisbursed 10.3 10.3 26.2 39.0 42.6 48.5 56.5 76.5 93.5 110.5 131.4 

Excluding Undisbursed 0.1 1.5 5.5 9.6 20.7 27.0 31.5 49.5 62.0 78.0 91.0 

* This prograa does not include put or proposed loans made to the East M'rican C~t;r, although lte!Q'W. benefits direct:cy- trca the loans made 
to the Cat~~~unit)" for the expanaion or c~on serricea. The proposed c-m.t;r lending progr• also prorldea for loans to financial inter-
mediaries scae of llhich llight be national denl()Jilent agencies such as the Indl18trial and C~ercial Denlopaent Corporation of Itenya, 
Legal:cy-, howanr, all three ml!lllber states of the C~t7 are join~ and aenral:cy- responsible for all three m1111ber states of the Ca~~~~unity 
are joint:cy- and senral:cy- responsible far all loans made to the C~t)" (See attacbllent 3). • 

December 10, 1969 



Population - growth rate •• 
birth rate 

Price Change - c.o.l. index ••••••••• 
exchange rate (Keny-a Shillings) 

Means of Payment - change • . • . . . . . . . • 

GNP at factor cost; 1964 prices - Total f.!. . . . 
/ a per capita/_!. 

GNP at constant market prices :-real growth rate 

GOP a t current market prices - Total . .. 

Production Growth (real) - agriculture .. 
food per capita 
manufacturing 

GOP by Branch - agriculture . . 

Resource Gap 

mining ........ . 
manufacturing . . . . . . 
construction . . . . . . 
transport & communication ,· 
public admin. & defense . 
other branches 

Net Factor Payments 

National Saving - private . 
public . 

Total . 

Marginal Saving Rate . 

ConsUIIIption - private . 
public:L!!. 

Total . 

Exports of Goods and Services 
Imports of Goods and Services 

Net Goods and Services 

Interest on Public Debt, Gross: Outflow (-) . 
Other Investment Income, Net: Outflow (-)/e. 

Net lnvea tment Income: Outflow (-57! 
CURRENT SURPLUS(+) DEFICIT(-) . 

Long Term Private Capital, Net inflow . 
Long Term Public Capital, Gross inflow 

less : amortization • • . • • • • • . 
Net long term pub. cap. inflow 

Short Term Capital, Net inflow •.•••... 
Other Capital, Net Inflow (incl. errors & om.) 

NET BALANCE • • • • • • • • • 
IMF Drawings ( +) Repayments (-) . • . . . . 
Foreign Exchange Reserves, Inc. ( +) Dec. (-) 

Foreign Exchange Reserves, Net - Total . . 

Foreign Exch. Reserves, Gross - govt. entities 
comm. banks 

Total 

External Debt . . . . 
Debt Service RatioLf. 
Export Price Index . 

Central Government - Current revenue • • 
Current expenditure 

Saving ••.•. 

Capital revenue . . 
Capital expenditure . • 

Slzrplus ( +) Deficit(-) 

Military expenditureL£: • • . • . • • • • . • • 
Education - expenditure (general government) L£: 

school enroL, primary & second. 
literacy rate, adult .••... 

Tax Revenue (general government)L£: •••.• 
Public Saving (~ of public fixed investment) 

Oross Inv..stment - private fixed •• 
public fixed 
increase in stocke 

Total 

Finance of Investment - National saving . 
Foreign capital . 

private . 
public 

Total .. . 
Residual !..J .. . 

Public Investment by Sector - agriculture • 
industry' • • 
power .••. 
housing ••••• 
transports tionL!. 
telecollll!llll. 
education . 
health 
other 

5-YEAR ECONOMIC DEVELOPMENT PROGRAM 

~ 
per 1000 

~ 
per US$ 

$mil. 
$ 

$mil. 

10 
11 
12 

% 13 
~ 14 
% 15 
~ 16 
~ 17 
% 16 
~ 19 

% of GOP 20 

% of GOP 21 

~ of GOP 22 
~ of GOP 23 
~ of GOP 24 

25 

~ of GOP 26 
~ of GOP 27 
% of GOP 26 

$mil. 
$mil. 
$mil. 

$mil. 
$mil. 
$mil. 

$mil. 

$mil. 
$mil . 
$mil. 
$mil. 
$mil. 
$mil. 

$mil. 
$mil. 
$mil. 

$mil. 

$mil. 
$ mil. 
$ mil. 

29 
30 
31 

32 
33 
34 

35 

36 
37 
36 
39 
40 
41 

42 
43 
44 

45 

46 
47 
46 

$ mil. 49 
~ so 
~ 51 

% of GOP 52 
% of GOP 53 
~ of GDP 54 

% of GOP 55 
% of GOP 56 
% of GOP 57 

% of GDP 56 
% of GOP 59 

% 60 
% 61 

% ot GOP 62 
% 63 

%of GDP 64 
%of GOP 65 
%of GOP 66 
% of GDP 67 

% 66 
% 69 
% 70 
% 71 
% 72 
% 73 

74 
75 
76 
77 
78 
79 
80 
81 
82 

1964 1965 

2.2 4. 3 
7.14 7.14 

2.1 

926 
102 

3.6 

933 
100 

0 .5 

Actual Data 

1966 1967 1966 

2.1 
7.14 

19.9 

1,066 
lll 

2.9 2.0 
7.14 7.14 

10.6 

1,109 
ill 

,3.9 

7.6 

1,162 
U6 

6.6 

997 1,000 1,162 1,231 1,299 

14.6 

-9.6 

5.4 

22.9 

6.2 

1.8 

3.8 

39.3 34.9 37.5 36. 0 34.8 
0 .5 0.4 0.4 0 .5 0 .5 

10 .2 11.3 10.9 11.1 11.4 
3.6 4.1 4.3 5.0 5.1 
7.6 6.4 6.3 8.2 8.3 

13. 0 13.3 12.6 13.1 13.3 
25.6 27.6 26. 0 26.1 26.6 

-4.1 -1. 0 0.1 2.2 3.2 

2 .0 1.6 1.5 2.0 0.9 

16.3 14.6 17.3 18.1 17.6 
- 0 .8 -0. 8 -0.3 0.9 1.5 
15.5 13.8 17. 0 17.2 16.1 

66.5 69.6 67.6 66.2 68 .3 
14. 0 14.6 13.9 14.6 14.7 
62.5 64.4 81.5 80.8 83. 0 

335.2 
294. 0 
41.2 

-7.6 
15.1 

7.5 

46.7 

-42. 0 

-2.6 
0 .3 

-1). 7 

-9.5 

-9.5 

331.e 
322.3 

9.5 

-6.7 
-2. 0 
-6.7 

0.8 

4.2 

18.5 
-1.7 

-16.8 

5. 0 

5.0 

379.4 
38n .8 
-1.4 

-8.4 
-9.2 

-17.6 

-19. 0 

2. 6 

38.1 
-J5. n 
45.9 

32.8 

32.8 

363.7 
391.2 
-27.5 

-8.1 
-21.0 
-29.1 

-56.6 

22.1 

23.5 
1.7 

-7 .o 

-16.3 

-16.3 

70.5 

64.1 
52.6 

75.5 104.2 88 .2 

87.4 
14.0 

66.5 76.8 
12.9 33.6 

116.7 79.4 110.4 101.4 

311.0 353.7 
10.7 5.8 

0.0 

13.4 14.2 
14.2. 14.9 
-0 .6 -0 .8 

2.6 2.9 
5.0 4.6 

-3.0 -2.6 

0 .3 
. 2.1 

10.3 
-25.2 

9.6 
3.1 
o. 7 

13.4 

u6.o 

-11. 0 
-2.1 

-13.1 
-2.9 

0.8 
1.9 

11.1 
-22.7 

9. 7 
3.3 
1.6 

14.6 

94.0 

9.4 
12.7 
22.1 

-16.1 

11.7 11.6 
0.9 5. 0 
3.9 1.7 
6.3 7.6 

42.3 16.5 

5.4 5.0 
4.5 10.9 

25.0 39.5 

386.4 
6. 0 
1.0 

13.4 
13.7 
-0 .3 

1.4 
5.0 

-3.9 

1.0 
1.7 

10.7 
-5.7 

"10 . 0 
4. 7 
3.9 

18.6 

91.1 

1.4 
17.6 
19. 0 

-10. 1 

384.2 
7.3 

-2.0 

14.8 
13.9 
0.9 

1. 0 
5.3 

-3.4 

1.2 
1.8 

12.1 
13.3 

13.4 
6.5 
1.5 

21.4 

80.5 

6.4 
8.9 

15.3 
3.2 

7. 7 7.3 
9.3 9. 7 
1.5 4.2 
5. 7 7.3 

32.5 27 .o 

4.6 4.6 
4.6 3.9 

34.1 )6.0 

377.4 
418.6 
-41.2 

-8.4 
12.4 
4.0 

-37.2 

29.4 

18.8 
-25.8 
46.5 

31.7 

31.7 

408.0 
7.6 
1. 0 

15.9 
14.4 
1.5 

1.2 
5.9 

-3.2 

1.3 
2.1 

65/h 
30-
12.8 
20.8 

12.3 
7.3 
0.6 

20.2 

79.6 

17.4 
7.2 

24.6 
-4.2 

1969 

Projected Data 

1970 1971 1972 1.973 

423.6 
455.3 
-31.7 

452.8 
488.3 
-35.5 

483.8 
526.7 
-42.9 

517.7 
562.2 
-44.5 

1974 

1, 715 
141 

1975 

1,806 
144 

5.3 

29.4 28.6 os 0.5 
1).8 13.9 
5.9 6.0 
8.8 9.0 

41.6 42.0 

2.6 2.6 

18.5~ 18.7~ 

67.1 
14.4 
81.5 

554.4 
604.8 
-50.4 

66.9 
14.4 
81.3 

582.4 
635.6 
-53.2 

75L!! 

19.5L!!! 19.5Q!! 

1.6 1.8 
21.1 21.3 

87.9~ 88.3~ 

16.8 
20.2 

-~Z: ~ 11.1a: 

Atta chment 2 

Period Growth Rates 
1964-68 : ,., ) - [<; 

2.9 

2. 7 

8.6 

3.3££ 

6.2 

7.5 

3.0/b 
9.22£ 

~ .o 

6.6 
6.9 

/ a · GDP at 1964 factor cost. /b 1965-68. /c Gross Domestic Saving. /d Central Government. / e Includes transfers. / f Includes 1/ 3 of East African Comnrunity Debt. 
z:g: Central Government. / h himary. /i :GiCludes residual. L.1 Includes changes in reserves, short term capital and net errors and omissions. For 1974 includes net factor 

payments to abroad. Z!5: Includes storage and telecolllllllllications. L!!! Total fixed investment. 
DecE!ITiber 1 , 1969 



.Attachment 3 

EAST AFRICAN C<HruNITY 

A. Past Lending Operations 

Railroads I 
Railroads II 

Post and Telecoms. 

IBRD Loans OUtstanding 

IBRD 
IBRD 

IBRD 

- including undisbursed 
- excluding undisbursed 

B. 

Posts and Telecoms. II ·IBRD 
Posts and Telecoms. III IBRD 

DFC I IBRD 
DFC II IBRD 
DFC III IBRD 

Railways Corp. I IBRD 
Railways Corp. II IBRD 

Harbors Corp. I IBRD 
Harbors Corp. II IBRD 

($ millions) 
'Phrouih 
1963 1964 1965 1966 1967 1968 1969 

24.0 
38.0 

13.0 

24.0 38.0 13.0 

1 1 1 

0.1 0.1 0.1 38.1 51.1 51.1 51.1 
0.1 0.1 0.1 4.4 14.8 30.1 )8.4 

5 Year Lending Program 

~$ millions~ 
Total Total Total 

1970 1971 1972 1973 1974 1975 1964-68 1969-73 1971-75 

15.6 
25.0 

3.0 
4.0 

5.0 

42.4 
45.0 

35.0 
10.0 

93.0 3.0 14.0 75.0 51.0 110.0 ~2 . J -- -- = --
3 1 2 3 2 6 6 
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Memorandum from South America Department 

ARGENTINA - Proposed Loan for Railways 

1. Attached is a report appraising a railway project in Argentina 
(No • P'm.-62 ) • 

Economic Performance and Prospects 

2. The latest economic report on Argentina (WH-19la) was dated 
May 23, 1969. The report of the most recent economic mission to 
Argentina {May/June 1970) is now in preparation, and will be available 
to the Executive Directors before the presentation to them of the 
proposed railway loan. The mission's back-to-office report dated 
August 4 has been distributed. Its conclusions are outlined below. 

). The Argentine economy has enjoyed substantial growth in 
recent years: GDP grew by 4.5 percent in 1968, 6.9 percent in 1969, 
and is projected to increase by around 5.5 . percent in 1970; this 
compares with an annual average growth of only 2.7 percent in 1960-67. 
This growth is primarily attributable to the sound economic policies 
which have aimed at a realistic exchange rate, monetary stability and 
accelerated public investment. Very good harvests in 1969 and 1970 
and an aggressive meat export policy have made possible high levels 
of export receipts, contributing to the growth in output. The 
robust and positive . response of the private sector during this period 
was evident in increased private investment and the increase in 
exports. Improved expectations and enhanced confidence were also 
reflected in the rise in private savings and the increased holding 
of savings in monetary form. 

4. Given her relatively high savings and investment levels, 
resource endowment and export potential, Argentina should be capable 
of a growth rate of some 5.5 percent a year. Since the rate of 
population growth is comparatively low (around 1.6 percent annually) 
this would make possible a significant rise in per capita income. 
Such a sustained increase in output would require the effective 
implementation of a number of policies, including (i) an active 
incomes policy and a substantial improvement in publi c finances, 
thereby contributing to an economic environment favorable to 
investment; (ii) policies aimed at achieving a substantial, sus­
tained increase in exports, while progressively reducing tariff 
protection so as to lower industrial products' prices; such 
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policies should accelerate the integration of Argentina into the 
international economy. Measures already taken by the new team that 
assumed key positions on the economic side in mid-June suggest that 
such policies will be pursued. 

5. The achievement of the 5.5 percent growth target may require 
much greater capital inflows than we had previously estimated. This 
may justify a somewhat larger Bank lending program, which is presently 
projected at US$100 million per annum. External capital requirements 
continue to be in excess of the foreign exchange component of invest­
ment projects for which it is practical to arrange foreign financing, 
justifying some financing of local currency expenditures. Argentina 
continues to be creditworthy for substantial foreign borrowings. 

Bank's Lending and Size of Proposed Loan 

6. In FY 1970 Bank lending of $60 million fell short of the 
lending target due to delays in project preparation. At the begin­
ning of this year, we expected the following lending operations in 
FY 1971: 

Rail "t-rays 
Highways III 
Meat Packing 

lrlillion US$ 
··. 6o 

3.5 
20 

.,_, ... == 
115 

The meat packing project is not likely to materialize before FY 
1972. The third highway project is expected to be in the range of 
US$30 million to US$45 million (or more if we agree to finance 
more than the estimated 30 percent foreign exchange cost). If we 
now increase the $60 million tentatively earmarked for the railways 
to the $84 million recommended in the appraisal report and if the 
highway project turns out also to justify a large loan, we might 
be lending as much as $140 million for .?Y 1971, compared to our 
target of $100 million a year. This increased lending should be 
considered in the context of our lending only $60 million last 
year. Moreover, there may well be a case for increasing this 
target. In these circumstances, a railway loan of $84 million 
vJOuld appear to be consistent with our lending program • 

Background of the Project 

7. The Bank became associated with the Argentine transport 
sector in 1961 when it lent $48.5 million for highways and, as 
Executing Agency for the UN Special Fund, organized a comprehensive 
study of the country's transport system. The study (the 1962 Larkin 
Report) concluded that far reaching reforms were needed, but imple­
mentation of these reforms proved to be difficult. After the 
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Ongania Government took office in 1966, the Bank and the Government 
agreed in 1968 on the need to establish a system for highway planning 
and development and to rehabilitate and improve the railways. It was 
also agreed that in the next few years the Bank would relate a sub­
stantial part of its lending to the progress of reforms in the trans­
port sector. The Bank sent a sector review mission to Argentina in 
September 1968, and in June 1969 made a second highway loan of US$25 
million with special provision for reinforcing highway planning 
procedures. 

8. The Argentine railways came into being piecemeal, serving 
various areas and clienteles. In 1946 the Government purchased the 
privately-owned systems and consolidated the entire network into the 
Ferrocarriles Argentinas {FA). Nevertheless, the creation of a fully 
unified organization and the adjustment to the changed demographic 
pattern, the new distribution of economic activity and the develop­
ment of other transport modes was not undertaken .at that time. As a 
result of increasing competition from roads, political interference, 
inadequate management and lack of investment, traffic and revenues 
declined, staff morale became low, the equipment deteriorated and 
general inefficiency prevailed. The enterprise ran increasingly 
large deficits, culminating in the maximum of US$158 million 
equivalent in 1965. These deficits were a ·di'a..im- on;~»ha. na~ei:J.al 
budget and contributed greatly to the nation's fiscal problems and 
inflation. 

9. The management of FA was in July 1967 entrusted to an 
energetic group of army officers committed to the rehabilitation of 
the system. Since then several Bank missions have assisted FA in 
identifying the necessary reforms and in formulating a satisfactory 
comprehensive program for rehabilitating the railways. The new 
management has already made considerable organizational changes and 
secured the adoption of a new enterprise law which assures FA's 
autonomy. It has also performed creditably in achieving an improve­
ment in staff discipline, as is evident in the punctuality of trains 
and the better maintenance of equipment. Partly in consequence, 
traffic has increased and the operating loss has been reduced by 
almost two-thirds (in real terms). 

The Project 

10. The Government and FA have asked the Bank for assistance 
in financing FA's five year (1971-7.5) investment plan of US$649 
million. The major items are track renewals and improvements 
(32 percent), freight cars (19 percent), locomotives (13 percent), 
locomotive and car maintenance (10 percent), passenger cars (8 per­
cent). We have suggested that for the present only the first two 
years of this plan period be considered, and the appraisal report 
treats the investment of US$289 million equivalent proposed for 
1971-72 as the project. Of this, the foreign exchange cost (if all 
freight cars were procured abroad) would be US$176.3 million. 
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11. While satisfied with the achievements of FA so far, the 
appraisal mission felt that the rehabilitation program would have a 
better chance of success if FA adopted detailed targets and time 
schedules for certain important aspects of the task. Therefore, 
programs for action on reducing staff, rationalizing services and 
closing lines, rehabilitating diesel locomotives, reorganizing 
workshops and adopting a dynamic commercial approach, consistent 
with the efficiency and financial goals of the recovery program 
were worked out in draft by FA during the appraisal mission's 
visit and FA has agreed to submit to the Bank for review prior to 
loan negotiation, its final plans with respect to these programs. 

12. The improvement of lines in the Buenos Aires suburbs, 
especially the project for electrifying the Roca suburban system, 
which was prompted by Japanese suppliers' offers of finance, has 
great political appeal in Argentina. We have recommended to the 
Government and FA that these and other investments proposed be 
subjected to thorough study, ·and be undertaken only if they appear 
economically justified. We intend to seek a commitment during loan 
negotiations that any major addition to (or deletion from) the 
railway program be subject to Bank agreement, so that the recovery 
program as a whole is not defeated or distorted. We have suggested 
terms of reference for an economic study of the Roca project, and 
indicated that should the results show it to be economically feasible 
we may be able to recommend Bank financial assistance for the project. 

13. FA's program of rehabilitation calls for revenues to cover 
all operating expenses (including adequate depreciation} by 1977. A 
large investment program for an enterprise which is at present far 
from financially viable is justified by: 

(a) the progressive improvement expected in FA's financial 
position, with resulting salutary effect on national 
finances; 

(b) the important role foreseen for the railways in long 
haul freight carriage and suburban passenger travel, 
and 

(c) the attractive economic return (at least 17 percent) 
expected on the proposed investment. 

14. The appraisal report assumes the following financing for the 
project: 

Argentine Government 
Local financial institutions 
Supplier credits 
IBRD 

million US$ 
126 

20 
59 
84 

289 
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Any financial requirements not provided by the Bank, by supplier 
credits or by local financial institutions will be met by the Govern­
ment. The items proposed to be financed by the Bank loan are: 

Track relaying and renewal items 
Signalling and telecommunications 
Locomotive and car rehabilitation 

(a) components 
(b) improvement of workshops 

and rolling stock 
Freight cars 

~million US$ 
18 
4 

li 

9 
42 

·· · ~= 
84 

.. ..... .. 

15. As noted in the appraisal report (Paragraph 4 .10), we have 
recommended to FA that certain goods not being financed under the 
loan should be obtained after bidding among suppliers from countries 
that are willing to offer favorable credit terms. This was the 
procedure contemplated for the procurement of locomotives (both 
main line and shunting) and electric rail cars. Since the appraisal 
report was completed, we have learned that in fact FA is negotiating 
with selected suppliers in United States and Europe for locomotives, 
and for the related creCii ts • If lo~omoti ves turn out in fact to be 
procured on a negotiated basis, we shall satisfy ourselves that 
prices and credit terms are reasonable. 

Issues 

16. We have carefully consider e~ whether ··a·; loan iriJ.the order.-: of 
$84 million is appropriate, taking into account sector and project 
considerations and the nature of the items to be financed, as well as 
the macroeconomic considerations previously discussed. Lending US$84 
million, the Bank would finance only 29 percent of the total cost of 
the project, and total foreign financing would be equivalent to no 
more than fifty percent. Taking into account the important institu­
tional reforms associated with our financing a Bank loan of this 
amount would appear to be the minimum required. 

17. Moreover, a loan of this size will allow us to provide 
$42 million for freight cars (excluding bogies already ordered). 
There is a possibility that Argentine suppliers may win a substan­
tial part of these contracts in international competition with a 
15 percent preference margin and this is desirable, from an indus­
trial development point of view, as these suppliers would be 
exposed to the discipline of international competition. Inclusion 
of freight cars on the scale p~posed could, however, involve 
financing local expenditures to the extent of $17.6 million; this 
is considered justified in Argentine economic circumstances. If 
foreign suppliers win freight car orders they would assemble locally 
so that only 90 percent of the delivered price would represent 
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foreign exchange expenditure: it is proposed that the loan finance 
90 percent of the cost of freight cars whether they are procured in 
Argentina or abroad. (see Appraisal Report paragraph 4.13). 

18. Also proposed to be financed under the Bank loan is $11 
million of components and new parts for the rehabilitation of locomo- . 
tives and cars, which necessarily must be procured on a negotiated 
basis from the nine original suppliers in six countries (paragraph 
4-05). Bank financing of these components, even though they will 
be procured on a negotiated basis, is justified because long-term 
finance from other sources is not available for these gvods and 
because it may facilitate somewhat closer supervision by the Bank 
of a vital aspect of the rehabilitation effort. For these reasons, 
we recommend that procurement of components and new parts be 
financed under the Bank loan even though, as an alternative, we might 
consider financing the $11 million of interest on the Bank loan 
during the construction period. 

Recommendation 

19. I recommend that the Bank invite the Government and FA to 
sen~ representatives to negotiate a loan of $84 million for the 
railways, including the features discussed in Paragraphs 17 and 18 
above. The invitation will only be issued after the Transportation 
Projects and South America Departments are satisfied that FA has 
adopted sound detailed targets for the matters referred to in 
paragraph 11 above. 

Gerald Alter 
Director 
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Memorandum from Europe, Middle East and North Africa ent 

SPAIN - Agricultural Research and Extension Project 

1. The Government of Spain has requested a Bank loan to help finance 
an agricultural research and extension project. The project is an unusual 
one, of a kind that the Bank has not previously financed. In its present 
form it raises certain questions that should be decided before appraisal. 

Background 

2. The project stems from recommendations of a joint Bank/FAO agricultural 
survey mission in 1965 that gave high priority to the improvement of agri­
cultural research, extension and education. In response to a request from 
Spain in August 1967, the FAO and IBRD, working within the Cooperative 
Program, assisted the Spanish authorities to prepare a project to implement 
these recommendations. The project so prepared was formally submitted to 
Mr. McNamara by the Minister of Finance in October 1969. The agricultural 
education elements in the project were eliminated subsequently on the advice 
of Bank/UNESCO/FAO missions. A revised project, designed to remedy certain 
organizational 1-1eakness that had been pointed out by the Bank, was submitted 
in May 1970. 

3· A Bank mission reviewed the status and nature of the project in June. 
It found that although a Bank/FAO Cooperative Program team had been working 
on the project for about two years, they had not produced a satisfactory 
result. The FAO proposals concentrated on recommendations for structural 
changes in the research services, but did not come out with any clearly 
defined research objectives related to the needs of Spanish agriculture. 
Furthermore, the Bank mission found that the project, as devised by FAO, 
did not express the wishes or intentions of the Spanish Government. However, 
the mission succeeded in formulating the outlines of a project which was 
relevant to Spanish needs and capacity, and further work was done on this 
reformulated project by the Spanish authorities. 

4. At the invitation of the Government, a second Bank mission visited 
Spain in July and succeeded in going some way towards an appraisal. The 
mission's report is attached. 1/ 

1/ Spain -Agricultural Research and Extension Project: Agriculture Projects 
Department, August 24, 1970. 
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The Project 

5. The objectives and scope of the original project are outlined in 
Annex 1 of the attached report. Under the present proposals of the Bank 
mission, the project is considerably changed, especially in a reduction in 
the number of research centers and the abandonment of a "polyvalent" region­
al approach in favor · of a "specialist institute" approach to research. The 
mission proposes that five specialist research centers would be supported, 
each dealing with a high priority research objective. It is believed that 
FAO is in agreement with the principles of the revised project. Details of 
the proposed project are set forth in Chapter III of the report. 

6. Only rough estimates of project costs can be made at present, but 
total project costs would be about US $21 million equivalent, of which about 
half would be foreign exchange cost. Of the US $10 million foreign exchange 
cost, about US $5 million would be for building and equipment, US $2.5 
million would be for international research specialists and US $1 million 
would be for overseas training of Spanish research men. Thus, an unusual 
feature of the project (but a feature that is likely to be characteristic 
of all research projects) is the high foreign cost of employing foreign 
staff and training local research workers. 

Matters for Consideration 

7 • While in Spain, the Bank mission obtained the verbal agreement of the 
Spanish authorities to the missionts conclusions. Mr. Evans recommends, and 
I agree, that we send a mission to complete the appraisal in November. 
Before making arrangements for another mission, however, we would like to 
have: 

(i) agreement within the Bank that a project on these lines would 
be acceptable. This is not the kind of international research 
project which we have been considering in relation to the setting 
up of a consultative group; it does seem to be, however, a 
high priority national research program which the Bank might 
support; ana 

(ii) confirmation !rom the Spanish Government that they accept the 
Bank mission's proposals as the project for which they want to 
borrow; and specifically that they accept, in principle, the 
important conditions for the project, including commitments to 
provide continuing financial support ~oth during and after the 
Bank 1s loan has been disbursed) for the recurrent cost of re­
search, to employ 20-30 internationally recruited research 
specialists (including technical directors or co-directors at 
each national center),to provide overseas training for at least 
100 young scientists outside Spain for a 4-5 year period, and 
to raise professional salaries to levels permitting full-time 
dedication of personnel to research. 

The reasons for the requirements in (ii) above are discussed in the report, 
and further requirements are summarized in Chapter v. 
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8. Consideration should also be given to the feasibility of obtaining 
financing from the United Nations Development Programme for the technical 
assistance component of the project, although the amounts involved may be 
more than UNDP may wish to allocate to Spain. Moreover, even if the Bank 
were the Executing Agency, the exclusion from the financing of this key 
element would take away from the unity of direction necessary in such a 
complex undertaking. 

9· In accepting the submission of the project by the Minister of Finance 
in October 1969, Mr. McNamara expressed the Bank's interest, provided that 
the research had practical application. He later confirmed this interest 
in a formal reply to the I~ister. In a memorandum dated October 9, 1969, 
Mr. Lejeune invited Mr. Knapp's reaction to what was then an "Agricultural 
Education and Research Project." Mr. Knapp replied in a memorandum dated 
October 13, as follows: 

"Regarding your memorandum to me dated October 9 on the 
above subject (returned herewith), I have discussed the matter 
once more with Mr. McNamara, and you may be assured that we have 
no objection in principle to an operation along the lines des­
cribed in your paper. I should add, however, that Mr. McNamara 
is particularly anxious that when the research aspects of this 
proposed project are appraised, we obtain for this purpose the 
best available talent in order to clearly establish that the 
proposed research facilities are satisfactorily geared to the needs 
of Spanish agriculture." 

Mr. Evans and I believe that it would be consistent with Mr. Knapp's memo­
randum to proceed with appraisal of the project in November. 

10. The appraisal mission would be led by Mr. McMeekan, who has led the 
recent Bank missions to review the project, and mas made seven visits to 
Spain on our behalf during the past two and a half years. We believe that 
we have now a clear concept of the needs as a result of the FAO/IBRD review 
of Spanish agriculture made in 196.5 and of our experience since then with 
the Spanish Livestock Loan. Provided we have confirmation of the Spanish 
Government soon, Mr. Evans could arrange to have Mr. McMeekan and the experts 
who accompanied him on the latest mission available to complete the appraisal 
in November. 

11. I recommend that we proceed along the lines set out above. 

Attachment 

M. P. Benjenk 
Director 
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Hemorandum from the Central America and Caribbean Department 

VENEZUELA: Proposed Bank Loan to C.A. Nacional Telefonos de 
Venezuela for a Second Telecommunications Project 

Introduction 

1. Attached for consideration by the Loan Committee is Report 
No. PU-50, "Appraisal of the 1970-1974 Telecommunications Program, 
Venezuela 11 , recommending a Bank loan of $35 million to Compania Anoni­
ma Nacional Telefonos de Venezuela ( CANTV'), a government-owned 
corporation, to finance part of the foreign exchange costs of the 
Company's five-year expansion program. 

2. To date, the Bank has made nine loans in Venezuela total-
ling $298.3 million, about half of which has been for electric power 
and the rest for roads, telecornnunications and water supply. The 
last two loans were made in June 1969: $20 million for an expressway 
in Caracas and $31 million for the expansion of the pm-rerhouse of the 
Guri hydroelectric project. IFC has comnitted $25 million to Venezuela 
since 1960, covering investments in five enterprises. The most recent 
operation vras in June 1970, 1-vhen IFC extended a two-tranched loan of 
$10 million to C.A. Venezolana de Desarrollo (CAVENDES), a private 
development finance company. 

3. Execution of Bank-financed projects in Venezuela has on the 
whole been satisfactory except for a water supply project in Caracas 
(444 VE) 'tvhere, because of non-compliance with tariff covenants, 
disbursements have been suspended for almost two years. The loan was 
closed at the end of August when the remaining balance of $4.2 million 
v1as cancelled. 

4. Apart from the proposed loan for the second telecommunica­
tions project, -two other lending operations are planned for FY 1971: 
a loan of $10 million for a livestock credit project and a loan of 
$30 million for a new international airport near Caracas. The Five­
Year Lending Program (FY 1970-75) is attached. A revised program for 
FY 1972 and subsequent years is under preparation and will be discussed 
with the President in October. 
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Economic Situation 

5. A memorandum updating information on economic developments 
in Venezuela was circulated to the Board in May 1969, prior to the 
presentation of the loru1 for the Guri project. An economic mission, 
v1hich visited the country in the spring of 1970, has prepared a draft 
report which has just been reviewed with the Government and is now 
being revised for distribution to the Economic Committee and subsequent­
ly to Executive Directors. 

6. Petroleum continues to dominate the economic prospects of 
Venezuela, accounting for over 90 percent of merchandise exports and 
for two-thirds of the revenues of the Central Government. Crude oil 
production has expanded at diminishing rates in recent years, and there 
was a slight absolute decline last year. The main reasons for the 
trend include a policy decision by the Venezuelans ten years ago not 
to grant further concessions and increased competition in world markets 
from new lower-cost producers elsewhere. The Government hopes to keep 
petroleum exports expanding at the rate of about 2-1/2 percent annually 
by reactivating exploration under service contract arrangements between 
the State petroleum enterprise and private concerns and by obtaining 
quota preferences in the U.s. market. Production and exports in 1970 
are benefitting from the closing of the Syrian pipeline and restrictions 
on output imposed by the Libyan Govermnent, and exports will probably 
be about 3 percent up on last year. The Venezuelan Congress has no1.r 
finally approved the terms of the service contracts, and bids for five 
blocks south of Lake Naracaibo are expected shortly. It will be three 
or four years at least before production begins to flow under these 
new arrangements, but if one looks to the next five to ten years, a 
2-1/2 percent annual growth rate appears to be a reasonable forecast. 
The best possibilities of developing new exports during this period 
lie in petrochemicals, iron and steel and the sale of liquified gas 
to the United States. Specific projects in various states of advance­
ment exist in each of these fields. The economic report also stresses 
the need for a general reorientation of industrial policies aTtTay from 
import-saving in the direction of export promotion, and if this is done, 
there could be a ·significant increase in other manufactured exports. 

7. The present state of the economy is healthy, and there is no 
serious immediate threat to the internal and external financial stabil­
ity whiCh has characterized Venezuela's development during most of the 
past decade. 0 ffi cial foreign exchange reserves stand around $1 bill­
ion, which is an all-time high. A gap has nevertheless begun to open 
in the balance of payments on current account, reflecting in part the 
lag in public savings associated with the slower rate of increase in 
revenues from petroleum and a growing demand for public services. 
During the past eighteen months the Government has turned to medium-term 
borrowing from banks abroad to help cover a widening fiscal deficit, 
and it is evident that substantial additional tax revenues will be 
needed in the coming years to maintain an adequate level of public 
investment without excessive recourse to external borrowing. At the 
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beginning of October, when the budget for 1971 is due to be presented 
to Congress, the Government 'tv.ill be proposing a package of new tax 
measures designed to yield additional annual revenues equivalent to 
1-1/2 to 2 percent of GDP. However, they will not be able to carry 
this tax program through 1iithout the support of the principal opposi­
tion party, and this may not be forthcoming. Venezuela has tradi­
tionally adopted a conservative approach to external borrolving, and 
if additional taxes are not approved by the end of this year, the 
probable consequence in the short run 1iill be a slow-down in develop­
ment expenditures. It is unlikely that any of the three projects 
being considered for Bank financing in FY 1971 wculd be affected, but 
there would be delays in proceeding with other rarts of the public 
investment program which the Bank mission ha.~ endorsed as being 
important for the long-term growth of the econom.y. 

8. The telecommunications program does not require any direct 
budgetary contribution, and it is not intended that additional 
fiscal action should be lTlade a condition of the proposed loan. The 
present public external debt of Venezuela is still very low, and the 
service of this debt absorbs less than 3 percent of the country's 
current account receipts net of investment income payments. This 
situation makes Venezuela creditworthy for substantial amounts of 
external borr~dng for high priority projects. However, the debt 
service burden would increase sharply over the next few years if the 
Government were to attempt to carry through the presently proposed 
investment program ~uthout mobilizing additional public savings, and 
the overall level of Bank lending in future years must depend to an 
important extent on the steps lrJ"hich Venezuela takes to deal with its 
fiscal problem. 

The Pro~ect 

9. The Bank made a first loan of $37 million to CANTV in 
December 1965. The loan was to finance part of the foreign exchange 
cost of the 1965-1968 program designed to expand and improve the 
national and international telephone and telex services of Venezuela. 
Because of d€lays caused by some late equipment deliveries and by the 
redesign of buildings follo~nng the 1968 earthquake, the loan, which 
had an original closing date of ~mrch 31, 1969, is expected to be 
used by the present closing date, October 31, 1970 (the undisbursed 
balance on July 31, 1970, was $1.4 million). 

10. The 1970-74 program appraised in the attached report is a 
continuation of the earlier project and provides for the further 
expansion of the telephone system which would meet about 65 percent 
of the presently estimated demand for new subscriber connections, 
while catching up ~lith the demand for long-distance and interna­
tional services and accommodating the 15 percent annual grov~h 
foreseen in this traffic over the next felv years. The number of 
direct exchange lines is to be increased by about 269,000, new 



- 4 -

microwave and VHF links will be provided for long-distance services, 
a satellite ground terminal station will be established, and telex 
services will be expanded through the installation of 1,300 sets. 
The total cost of the program is estimated at around $300 million, 
of which $133 million would be in foreign exchange. The proposed 
loan of $35 million, which would be guaranteed by the Republic of 
Venezuela, would finance 26 percent of the foreign exchange costs 
and would cover the items listed in paragraph 4.08 of the appraisal 
report. The other probable sources of financing are indicated in 
paragraph 6.01 of the report, and the financing plan would be firmed 
up during negotiations. One-third of the total funds required would 
be generated within the enterprise; close to another third would be 
obtained through suppliers' credits and long-term loans from U.S. 
banks, one-fifth would come from domestic bond issues and just over 
one-tenth from the proposed Bank loan. 

11. CANTV still has to obtain the authority of Congress to 
borrow from the Bank, but no difficulty is foreseen in obtaining S"lch 
authorization, and congressional action is expected in time for the 
loan to be presented to the Board in November. The other conditions 
for Board presentation are in process of being met. The Government 
has agreed to the arrangements proposed for the procurement of cables, 
including the issue of the necessary import licennes (see paragraph 
12 below); the U.s • bank loans have already been arranged; and CANTV 
is presently finalizing arrangements for collecting debts due from 
government entities. 

12. A primar.y objective of Bank involvement in this project was 
to widen the scope for international competitive bidding and reduce 
the overall cost of the program, and I agree "t-r.i th the Public Utili­
ties Projects Department that reasonable progress has been achieved 
in this direction. Nore than 60 percent of the equipment and cables 
required for the program, including all the items to be financed by 
the Bank, would be procured through full international competitive 
bidding. For another 15 percent, international bidding vmuld be 
limited to the suppliers of the tuo types of modern switching equip­
ment now installed or on order, while 11 percent would be bought under 
negotiated contracts for reasons of standardization (mainly to 
complete existing installations to their ~lanned capacity). Finally, 
one-third of the cable (13 percent of total procurement) tvould be 
reserved for domestic manufacturers in view of the spare capacity 
available in the industry. The industry vras pressing for a larger 
share, but the Government has agreed to limit reserved procurement 
to this arnount on the understanding that the rest will be put out to 
international competitive bidding, with domestic manufacturers being 
allowed a margin of preference equal to 15 percent of c.i.f. prices 
or the actual customs duty, whichever is louer • 
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13. Part of the equipment for the program has alrea~ been 
ordered, but Bank financing l'Jould be limited to orders placed after 
loan signature (assuming that this takes place before the end of 
November). The contracts for consultants• services (estimated to 
cost $600,000) may have to be placed in advance of loan approval, but 
it is unlikely that there would be any significant amount of retro­
active disbursements. 

14. A second major objective of the proposed loan 'tvould be to 
continue the process of institutional improvement whiCh was begun 
during the period of the first Bank loan. In this connection it 
is proposed to include in the Loan Agreement a special covenant 
on staffing. CANTV's personnel are among the best paid in the country 
(average annual emoluments about $5,300 per employee), and under the 
proposed covenant the enterprise would under take to improve the utili­
zation of staff from over 18 persons per thousand telephones in 
service atpresent to 1.5 per thousand telephones in 1974. 

15. The financial position of CANTV is somd, and as already 
noted, one-third of the costs of the program would be covered out 
of internal cash generation net of debt service. However, in addi­
tion to the proposed Bank loan, CANTV will have to rely heavily for 
financing on suppliers' credits and the sale of bonds in the domestic 
market, and this will mean a substantial increase in debt service. 
The appraisal report accordingly recommends a lowering of the mini­
mum requirement for the coverage of debt service (by net revenues) 
to 1.5, as compared with a ratio of 2.0 under the previous loan. 
The report also recommends that C.ANTV be required to maintain costs 
and tariffs at levels that will achieve a rate of return of at least 
11 percent on average net plant in service beginning in 1973 {as 
compared with the 8 percent prescribed under the previous loan) • I 
agree with both these recommendations. 

16. The appraisal report reco~ends that the loan be for a 
period of 20 years, including S years of grace. A similar term was 
originally propo~ed for the previous loan in 1965, but this was 
subsequently reduced on country grounds to 16 years, including 
4-1/2 years of grace. 1Wle Venezuela is one of the Bank1 s richest 
borrolvers, it is also facing a difficult period of adjustment as the 
growth of oil revenues slolvs down, and I see no justification for 
any special hardening of the terms of the proposed loan. 

Recommendation 

17. I recommend that the Bank proceed to negotiate a loan of 
$35 million to CAl\lTV', vti.th the guarantee of the Venezuelan Government, 
on the terms and conditions proposed in the appraisal report. 

Attachments 

E. Peter 1-lright 
Deputy Direc·tor 
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I~morandum from the East Asia and Pacific Department 

Indonesia - Third Irrigation Rehabilitation Project 

1. The Government of Indonesia has asked the ~~sociation for 
a credit of $14.5 million equivalent to help finance a Third Irrigation 
Rehabilitation Project. Together 1vith a proposed $4 million Second 
Technical Assistance Credit, scheduled for Board consideration on 
September 10, and a proposed $4.6 million Education credit, which I hope 
to present in October, the present proposal would bring the number of 
credits extended to Indonesia to thirteen, and total commitments to $170.9 
million. During FTI971 I expect to submit three other credits to the 
Committee: a rice seed production and distribution project, a second 
highways project and a tea estate development project. 

2. The project described. in the attached Appraisal Report (PA57) 
comprises the rehabilitation of three irrigation systems in Central Java, 
West Java, and Sulawesi with a total area of about 200,000 hectares. The 
project has been prepared by consultants retained under the first Irri­
gation Rehabilitation Credit (No. 127-ll~D). It would be carried out by 
Projek Irigasi IDA (PROSIDA), an executive body created by the lfulistr"J of 
Public Works and Power under the Directorate General of Public Works to 
implement irrigation projects financed by IDA. 

). The proposed project would continue the work begun under the 
first Irrigation Rehabilitation Project of restoring Indonesia's irrigation 
systems to their full capacity. PROSIDA 't.Jould have to administer the 
rehabilitation of 400,000 hectares - about one million acres - or double 
the area it has been handling under the first project.* The appraisal 
report therefore proposes a considerable strengthening of management and 
staff, including expatriate assistance, as a prerequisite for project 
implementation. The speed with which new personnel can be f'olUld, trained 
and mtegrated in the existing organization will deternrlne at what time 
further responsibilities can be assumed by PROSIDA; at present we have 
a fourth rehabilitation project in our lending program for 1972. 

. . ~ 

4. Total project cost is put at $28.6 million, not counting the 
contribution the farmers ·will be m.aldng by completing tertiary irrigation 
canals on their own ~land. The foreign exchange cost, in ·the form of 
consulting services, management assistance, construction, operating and 
maintenance equipment and steel and cement for various structures is 

* The Second Irrigation Rehabilitation Project for the rehabilitation 
and completion of the :multi•purpose Djatiluhur System is being carried 
out by an autonomous agency, Perusahaan Umum "otorita Djati1uhur". 
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$4.2 million. In view of the severe budgetary constraints under which 
the Government operates, it is proposed that the Association finance half 
of the project cost. · The rate of return on the project as a whole would 
be about 25 per cent. · Hith other inputs such as fertilizer, pesticides · 
and extension services, which the Government would undertake to provide, 
the rate of return would be 37 per cent. The increase in rice nroduction 
would replace about one third of Indonesia's present rice impor~s, and 
annual foreign exchange savings would exceed total project cos~ once the 
project is ~ developed, as expected, in 1976. 

5. The appraisal report, recognizing the importance of an 
appropriate price relationship between rice and inputs as an incentive 
for farmers to use these inputs, recommends that the present ratio not 
be changed 1-1ithout prior consultation with the Association. This issue 
was extensively discussed with the Government during negotiations for 
the PUSRI Fertilizer Project. It was found that the price ratio is not 
the only factor :influencing the farmers t decision on what and how much 
to grow o Junong other things the availability and the terms of credit, 
the convenience of marketing his produce and his acceptance of various 
inputs also play a role. Moreover, neither we nor the Government are 
sure whether the presently established ratios -are the right ones, or 
apply to all of the many markets in· Indonesia, or will still be applicable 
when the project has been developed. This thought is also reflected in 
a meant letter from ¥Jr. HcNamara to President Soeharto on the subject of 
rice price policy, which suggests that the initial level of support 
prices would have to be reviewed to determine whether they do in fact provid~ 
adequate incentives to farmers, and points to the need to adjust the level · 
of these support' prices from time to time. In the PUSRI Fertilizer 
Credit Agreement, the (jovernment undertakes to consult with us on policies 
concerning the supply, marketing and consumption of fertilizer (Section 
4 .. 0.5 (b) ) and to·take measures, including a rice price support program 
or other programs, which will encourage farmers to make opt :Unum use of 
fertilizer (Section 4.ll (a) ) • The basis for consultation related to 
these covenants ~which mutatis mutandis should be repeated in the pro-
posed Agreement, is provided in a statement by the Government of its · 
agricultural policies contained in a Supplementary Letter (see attached) .. 
This letter could also· serve as a reference point for consultation Un.der 
the proposed Agreement. The Agriculture Projects Department agrees. . . 

6. The appraisal report sets forth in Paragraph 4.06 what water 
rates would have to be charged for each of the areas covered by the project 
to pay for the cost of operation and maintenance. In each area there · 
would be a uniforlfl. rate per hectare regardless of the size of the holding. 
Since small farms, of a size of about half a hectare, would have only a 
marginal surplus over and above family consumption, water rates claim an 
unduly high share of the surplus if other inputs are· not used. I, with 
the agreement of the Agriculture Projects Department, propose that the 
assurance sought in paragraph 5ol2 of the appraisal report be modified to 
brmg into force water charge regulations satisfactory to the Association 
which would require a collection of charges from each"area at least 
sufficient to cover its operating and maintenance cost. The level of rates 
applicable to areas and size o£ holdings would be specified by the 
Government in such regulations. 



- 3 -

7. The list of :imported equipment :includes $264,000 of trucks and 
pickups for vlhich assembly facilities exist in Indonesia and the Government 
is expected to ask, similar to the Highway project, that local assemblers 
be permitted to participate in international competitive bidding. I agree 
with the position taken in the~appraisal report that no domestic preference 
be granted to local assemblers,but I recommend that we ·reimburse 100 per 
cent or ex-factor,y cost, exclusive of taxes and duties, for contracts won 
by local assemblers under international competitive bidding. As in the 
Highways Credit, duty on vehicles imported fully built up (100%) and duty 
on vehicles CKD (60%) would be excluded for purposes of bid comparison. 

8. I concur in the conclusion and recommendations of the appraisal 
report .that the project would form a suitable basis for an IDA credit 
of $14o5 million and recommend that the Government of Indonesia be 
invited to negotiate a credit. 

.Attachment 

Raymond J. Goodman 
Director 

East Asia and Pacific Department 
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Re: Credit No. /~() IND (PUSRI Fertilizer Project) 
Agricultural Policies 

Dear Sirs: 

With reference to Sections 4.05(b) and 4.ll(a) of the Development 
Credit Agreement between us of even date relating to the PUSRI Fertilizer 
Project, we are pleased to furnish to you the following information about 
the Government's policies in certain ·agriculturally-related areas relevant 
to the Project, and the measures which it is at present adopting· or 
proposes to adopt to implement these policies: 

1. As emphasized in the current Five-Year Development Plan, the Govern­
ment's objective is to attain self-sufficiency in rice and other staple 
foods, as well as to increase agricultural production for export, by 
stimulating more extensive production. In the latter area, heavy emphasis 
is being given to intensification of rice production, since it is expected 
that known technology and increased use of fertilizers-will permit high 
benefit-cost ratios and yield results within a short period of time. 

2. Rice Price Support ·Program: Prior to 1969, excessive fluctuations 
occurred in the price paid to farmers _for their rice. In that year, 
however, a policy was adopted of stabilizing the rice price within limits 
which would be low enough to protect the consumer, but at the same tii!le 
high enough to encourage increased use by farmers of fertilizers and ~ 
other inputs. This is done by the maintenance of buffer stocks of rice, 
under the control of BULOG. In outline, the scheme operates as follows: 

(a) A minimum price for the sale of their rice is guaranteed to 
farmers through standi..ng offers by BULOG to purchase such rice at 
prices which are determined by the Government from time to time 
as being appropriate. In making such determination, world rice 
prices are used as a guiding factor, since this permits the Govern­
ment to dispose of domestic purchases on the world market, and to 
purchase from abroad for disposal on the .domestic market, without 
significant loss. It will not, however, be the sole determining 

; 
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factor: it may be necessary to allow for limited periods of time 
some discrepancy between the domestic price and the world price, 
within the overall framework of the incentive policy which the 
Government is pursuing. At present price levels, the floor prices .. 
offered by BULOG are as follows: 

milled rice ex mill 
mill-dry stalk padi at mill 
village-dry stalk padi ex farm 

- Rps. 
- Rps. 
- Rps. 

36.00/kg 
16.00/kg 
13 .20/kg 

Every effort is being made : to ensure the effectiveness of this 
scheme. Thus, letters of credit have been opened with domestic 
banks to ensure prompt payment to the farmers and other sellers, 
arrangements have been made with international sur~eyors to 
survey purchases and thereby to prevent malpractice and discrimina­
tion against the farmers, and quality specifications have been set 
to correspond better with qualities normally being marketed. 

(b) At the same time, it is the Government's policy to ensure 
that the free market price of medium qualities of rice commonly 
used in each area will not exceed a ceiling which, at present 
price levels, is fixed at Rps. 50.00/kg. This has been achieved 
during the present pre-harvest season by sales of BULOG•s buffer 
stocks, in sufficient quantities, at prices slightly below this 
market ceiling. At present, part of BULOG 1 ~ stocks are being 
distributed to supply rice requirements of military personnel as 
v1ell a.s of central and regional Government employees. To the 
extent that requirements of rice for salary payments in kind, 
market releases to maintain the ceiling price to the consumer, 
and maintenance of adequate buffer stocks should e.xce.ed in any 
year the domestic availability of rice, recourse will be had to 
imports of rice, preferably aid financed but also commercially 
procured if necessary. It is the Government's policy to gradually 
reduce these salary payments in kind, and increase money .wages 
to compensate, as soon as price stability has been maintained for 
a sufficiently long time to provide a suitable economic climate i 
for such a change. 

3. At the present retail price level for urea and TSP fertilizer it 
is expected that the rice price support program outlined above will ensure 
farmers of a margin sufficient to enable them to make use of fertilizer 
and other inputs, and will provide a strong incentive to increase rice 
production by greater use of such inputs. This is particularly so in 
the areas Hhere farmers enjoy relatively reliable irrigation water supply 
and use new seed varieties which are highly fertilizer-responsive. 
The program is therefore expected to accelerate the growth of fertilizer 
consumption and to prevent the fluctuations in such consumption which 
have occurred in the past years. 

I 
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4. Every effort has been made to strengthen the administrative ability 
of BULOG to implement this program. Communication between the head and 
regional offices has been facilitated by the use of telex, and this, 
together with frequent reporting of stocks, purchases and distribution, 
is expected to ensure the degree of control necessary for the success 
of the program. In addition, detailed procedures for the operation of 
the buffer stock policy have been formalized in manuals, and seminars 
have been held to ensure understanding by all concerned. Daily control 
is maintained on stock positions to provide the flexibility in directing 
purchases and sales needed to implement price, buffer stock and distribution 
policies. 

At the same time, the Department of Agriculture, beginning in January 
1970, is reporting prices received by farmers at the 'village level. This 
will supplement the present reporting of prices in major retail markets, 
and enable rapid adjustment of procurement policies and related activities 
as necessary. The Government is also aware of short.comings in the repor·t­
ing of agricultural production statistics, especially for rice. Considera­
tion is currently being given to improvements of the collection and 
dissemination of production statistics which in turn will improve program 
control, although the specific ~rection for action is still uncertain. 

5. Improvements in Irrigation: The Five-Year Development Plan includes 
extensive rehabilitation of existing irrigation facilities, together with 
some expansion. Because of higher benefit-cost ratios and quicker returns 
to such investments, emphasis in the Plan is placed on rehabilitation, 
and activities in this regard are proceeding rapidly. An IDA loan has 
already been negotiated with work well under way for the rehabilitation 
of irrigation serving 180 thousand hectares on ·Java and'for the completion 
of irrigation facilities serving 25 thousand hectares in Lampung, .South 
Sumatra. Under tTapanese aid financing regulation of the Brantas River 
is proceeding, \Jhich should benefit an area .of 20 to 30 thousand hectares. 
An Asian Development Bank loan has been negotiated with work proceeding 
for the extension of, irrigation on the Tadjurn project covering approximate~y 
3 thousand hectares. 1\Jegotiations have recently been completed for _the 
rehabilitation of irrigation facilities on the Djatiluhur system serving 
180 thousand hectares and in Sulawesi serving 20 thousand hectares.~ ' 
Preparation is also being made for the second stage of this same project 
which is expected to add new irrigation serving an area of between 50 and 
60 thousand hectares. Other projects serving smaller areas are either 
proceeding or under negotiation. 

6. Credit Facilities: The rapid expansion of the rice intensification 
program required to meet the large production increases premised in the 
Five-Year Development Plan has given rise to problems of effective credit 
supply and communication of "know-how" in the use of ·modern techniques 
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and inputs. An attempt to correct the shortcomings and to imp~ove 
organization of input distribution resulted in contracts with foreign 
and domestic private contractors under the program known as Bimas Gotong 
Rojong. The long-term objective of the Government is to make use of 
private input distributors as intermediaries to supplement the supply 
of credit in conjunction with their distribution of inputs to the farmers, 
and at the same time, hopefully, to supplement agricultural extension 
activities. In the interim, action is being taken to reduce and eventually 
to eliminate the Bimas Gotong Rojong program as now practiced, and to 
substitute improved programs of "National" Bimas. These interim programs 
will utilize priva~e sector distribution of inputs to the extent feasible 
in the short-term, and will give major emphasis to improved methods of 
credit provision, along with improvement of the Government Extension 
Services. The Government budget has made funds available for the extension 
of the National Bimas Program to ensure its availability to an increasing 
number of farmers. Training programs for bank officers who are concerned 
with extension of credit to farmers have been inaugurated in key parts of 
the country to facilitate such credit. In areas where such programs alreaqy 
exist, the training programs will be intensified to improve every aspect 
of the program already described in the statement. A number of other 
institutional changes and specific methods for improved and increased 
credit provision are under active discussion and actual trial. 

For example almost 30,000 farmers in the Jogjakarta area are now 
receiving direct individual credit provided by village units of Bank Rakjat 
Indonesia. Elsewhere mobile credit units have been proven practical and 
are being expanded to cover farmers in an area of 300,000 hectares on Java. 
Stress is also being given to expansion of the capacity to provide mobility 
of extension workers and the upgrading of existing extension service 
personnel, together with employment of more highly trained personnel. 

7. Other Measures: The National Fertilizer Study referred to in the 
Development Credit Agreement is expected to be completed by about the end 
of May 1971, and even before that date interim reports will become avail­
able which should enable some preliminary implementation work to beg~n. 
Other significant activities being undertaken or considered by the Govern­
ment are summarized below: 

(a) Activity is proceeding rapidly aimed at increasing and 
improving the supply and distribution of certified highly fertilizer 
responsive seed. A major effort in this regard is expected in 
the seed production and development project centering in the Sukamandi 
seed station in West Java~ A feasibility stu~ on this project has 
been made by a team financed by IDA. If the feasibility report is 
favorable, it is expected that steps can be taken so that this proJect 
can start by mid-1970. Activities are simultan~ously proceeding 
on seed research and development, with intensive Government research 
being supplemented by cooperative research and training arrangements 
with personnel of the International Rice Research Institute in the 
Philippines. 

' I 
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(b) A survey on soil fertility is being developed, so that the 
effect of fertilizer in each district can be clearly observed through 
intensive fertilizer experiments. It is expected that this will 
provide the basis for more specific and increasingly productive 
fertilizer guidelines for all areas of the country. 

(c) A survey is underway, in cooper at ion with the U.S. Agency 
for International Development, to ascertain the need for rice­
processing, storage and marketing, which will be completed in the 
course of the year. On a pilot-project scale, the Danish Govern­
ment has provided a number of rice storage and drying facilities, 
while the United Kingdom is establishing a modern rice mill as a 
pilot-project complete with its necessary institutional requirement 
in one of the Bimas areas in West Java. 

Japan is supporting the SUkamandi seed station with technical 
assistance, experts and some equipment, while Germany is working on 
a pilot project in the West Sumatra and Surakarta areas to develop 
a modernized Bimas-type scheme, with emphasis on institutional 
development. 

A similar letter referring to the Loan Agreement, will be furnished 
to the Asian Development Bank. 

i 
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September 4, 1970 

l'linutes of Special Loan Heeting to discuss "Botswana Shashe Proj ece1 

held at 3~00 p.m. on Friday,_August 28 9 1970 in Conference Room B. 

1. Present: Ifessrs o Cope (Chairman), Hilliams, Sella, El Darw·ish 9 

Kruithof, Bailey, Dean, :Jenning and Chaffey (Acting Secretary). 

2. Is~~ The meeting was called to discuss r-1r. H'illiams' memorandum 
to the Chairman dated August 27 9 1970o The issues ·Here: 

(a) whether the mining; company (Bamangwa to Concessions JJimi ted -
BCL) should Le permitted to pledge the pipeline of matte and 
metal to raise short-term finance ; 

(b) whether the Bank should insist on an amount or cushion to be 
retained in the general account of the trust; 

(c) tvhether the government tax and royalty accounts should remain 
in the trust; and 

(d) what rate of return on power and water assets s hould be adopted. 

3. Discussion-Issues (a) and (b) ~ TI1e Chairman said t hat the questions 
of pipeline finance and the cushion were related. Although the trust might 
have been conceived as a payment mechanism\) the flm-1 of money into tl:le 
trust and the cushion had security implications, especially in the event 
of a temporary interruption of the minevs production. These security 
aspects were to be regarded as in addition to the guarantee and should 
not be allowed in any way to lessen the im!)ortance attached to the o.J li­
gations of the shareholder guarantors. 

4. The more important feature was the flow· of sales -proceeds of the 
pipeline into the trus t. To the extent that BCL pledged the ~ipeline~ 
the security of the lenders \·Jas diminis hed o However, there appeared to 
be no prospect of raising short-term finance on security subordinated to 
the trust. It was normal mining practice to oledge a pipeline, and i n 
this case the reasons for pledging Here more pressing because the pipe­
line was of unusual length and value o From a security point of view it 
would be preferable if the project t-1ere financed r\ri thout pledging the 
pipeline. But if this was not possible 9 then th~ lenders would have to 
consider carefully whether some part of the pipeline could be p ledged~ 
say to the extent of one maturity. 
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5. The Chairman said that the Bank and Kftv had a common interest as 
lenders. As BCL was KfTJJ 's debtor, it t:vould be appropriate for Kftv to take 
the lead in the negotiations, w·ith the Bank 9 s support. There tvere however 
ttvo qualifications to the Bank's support. First, any ansl~Ter that might 
be proposed to the question of pipeline finance would be acceptable only 
if it enabled the Bank to maintain its ~osition pari passu with ffW. 
Secondly, although the Bank had an interest as a creditor, it also had an 
interest, by way of its relationship with the Government, in the profit­
ability of the project. Therefore, the Bank reserved the right to hear 
the Government's vie~vs and to differ ~vith Kf~J if the profitability v1as 
seriously affected by a measure desi3ne~ to protect the creditors. Subject 
to these qualifications, the Bank should ascertain I~W's position and, if 
it was acceptable~ agree to present a united front in the negotiations lvith 
BCL. 

6. A similar approach should be taken on the cushion. As a protection 
against tempo=ary interruptions in production, the cushion would be com­
forting. But if the financial position of t he coflpany were to be jeopardized 
by Bank insistence on this safeguard? an l if leaving a part of the pipeline 
unencumbered afforded adequate protection to the Bank, ~W and the Govern­
ment, then the Ban~~ should be prepared to agree t~Jith KfH in giving up the 
cuslion 

7. Discussion-Issue (c): The Chairman said that the Bank should 
supportthe Government 9 s contention that the tax and royalty accounts 
should remain in the trust. 

So Discussion--Issue {d): The Chairman agreed tha t the Bank should 
press for a 10% rate of return on assets at actual costs. Quite anart 
from the detailed calculations noted in l'1r o i.~illj.ams v memorandum, the 
Chairman considered that this figure was more in keeping with current 
financial conditions than the 8~~ return which had been used ~-n the feasi­
bility study. 

Cleared by: Messrs. Co~e 

cc : Loan Committee 
Participants 

l illiams 
Sella 
El Danlish 

J. Chaffey 
Actin~ Secretary 
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AGENDA 
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affecting the financial relations between Governments and 
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the Iran - Tehran Power Distribution and Ghana - Second 
Power Distribution proposal~/, namely the extent to which 
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determine the amount of the divid~nd declared by such a 
corporation, 
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Ghana - Proposed Second Pm-.1er Distribution Project 

1. The Committee is requested to consider ·; -:·Jithout meeting, the 

attached memorandum of August 28, 1970 from the Hestern Africa nepart-

ment, entitled HGhana - Proposed Second Po~·Jer Distribution Project" 

(LC/0/70-97). 

2. Connnents, if any, should be sent to reach Hro Ram (ext. 4788) 

by 12 ~ 30 p.m. on Hednesday, September 2, 1970. 

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

Government that the Association is pre!lared to begin negotiations 

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

the attached memorandum. 
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Memorandum from 1tfestern Africa Department 

GHANA: Proposed Second Power Distribution Project 

Introduction 

1. Attached is an Appraisal Report (No. PU-52) dated August 24, 1970 
recommending a credit of $7.2 million to the Government of Ghana to be 
relent to the Electric! ty Corporation of Ghana (ECG) to partly finance 
the foreign exchange cost of a power distribution expansion project. 
The project was appraised in May/June 1970. 

2. The Five Year Lending Program {1971-75) for Ghana is attached. 
The proposed credit, which is the only one scheduled for FY 1971, would 
be the Bank Group's eighth lending operation in Ghana. The earlier 
connni tments consist of two loans amounting to US$53 million to the Volta 
River Authority for power generation and of five credits totalling 
US$24.8 million to the Government for power distribution, water supply, 
highway engineering, fisheries, and cocoa. A highway rehabilitation 
and maintenance project, originally scheduled for FY 1971, has been 
deferred to FY 1972 as the necessary feasibility studies have been 
delayed. In agriculture, certain projects designed to assist diversi­
fication of agriculture, such as sugar, cotton and rice, are in various 
stages of preparation. 

The Project 

). The proposed project, for which an earlier credit (118 GH) 
was provided in June of 1968, would cover ECG 1 s distribution program 
for the period 1971-73. It would consist of strengthening of the exist­
ing facilities, expansion of distribution facilities in existing areas 
of supply and provision of supplies to some new areas. 

4. It is estimated that during the period 1970-82 ECG would 
require an investment of about US$54 million to expand its facilities 
to meet forecast power demand. The proposed program for 1971-73 is 
estimated to cost US$12.7 million, of whiCh US$9 million represent 
foreign cost and US$3.7 million local cost. ECG would meet the local 
cost from its own resources. The foreign cost, as proposed by the ap­
praisal report, is to be met from an IDA credit in the amount of US$7.2 
million, a loan from the Federal Republic of Germany (Kredi tanstalt fur 
Wiederaufbau (KfW)) of US$0.8 million for tied procurement in Germany 
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because of the need for matching equipment for part of the Accra system 
previously financed by German aid, proceeds of a UK loan to the Govern­
ment of US$0.2 million, and materials already available in Ghana 1~ch 
would account for US$0.8 million. 

5. Since the appraisaJ. report was prepared the Government of the 
Federal Republic of Germany announced the untying of German aid and in­
dicated its interest in joint financing with IDA of ECG r s expansion 
program on this basis. Specifically, the German authorities have pro­
posed to finance the foreign exchange cost of the entire Accra dd.stri­
bution extension amounting to about US$2 million, i.e. US$0.8 million 
for tied procurement in Germany as indicated in the appraisal report, 
as well as US$1.2 million on an untied basis. Acceptance of the German 
proposal was recommended to the Chair.man of the Loan Committee who agreed 
to the proposed arrangements. While a finaJ. decision on this matter tdll 
not be taken by the German Government before the end of September, there 
is every indication that the decision will be favorable. As a result 
the proposed IDA credit. OF US$7 .2 million would be reduced by US$1.2 mil­
lion representing the proposed portion of untied aid which Germany v1ould 
extend. I therefore recommend that we proceed on the assumption that 
German financing will be forthcoming and that the Ghanaian Govermnent 
and ECG be invited for negotiations of a US$6 million IDA creditQ It 
should be understood, however, that in case German financing would not 
materialize, Which we will ~~ow prior to presentation of the proposed 
credit to the Executive Directors, the amount of the credit bB increased 
to US$7 .2 million as presently proposed by the appraisal report, and 
that we give assurances to that effect to the Ghanaian representatives 
during negotiations. 

6. The borrower would undertake to ensure that the Association's 
procurement procedures are followed by the beneficiary. Bids have been 
received faP 80 percent of the equipment proposed for financing, after 
approval of specifications and tender documents by IDA. Contracts will 
be awarded only after the Association has approved the proposed credit. 
Preference for domestic suppliers has been requested by Government, 
affecting one Ghanaian company manufacturing bare copper and aluminum 
conductors. The value added through local manufacture in this case aver­
ages about 26 percent of the cost price. Although ECG is exempt from 
import duty, other users of such material are subject to a 50 percent 
import duty; therefore a 15 percent nominal preference to local manu­
facturers has been agreed upon by the Association for purposes of bid 
evaluation. The weighted average rate of return on the project would 
be 13.2 percent. ECG will execute the project with the assistance of 
electrical and engineering consultants. The project is expected to be 
completed by the end of 1973. 

? • Two organizations, the Volta River Authority (VRA) and ECG (a 
public autonomous corporation created in 1967) are charged with responsi­
bility for providing public supplies of po1-1er. VRA is responsible for 
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bulk supplies to Volta aluminum company•• smelter at, tema, ECG, the gold 
and diamond mines in the southern and southwestem part of the country, 
and Akosombo township. EOO is responsible for the distribution of power 
throughout Ghana and the generation of public power supply in areas that 
cannot be economically connected to the VRA transmission system. ECG 
currently serves four principal cities and 26 smaller centers, of which 
16 have locally generated diesel power. Sales by ECG increased at an 
annual growth rate of 17.9 percent during the last five years and are 
estimated to increase at an average annual growth rate of ll.5 percent 
during the next ten years. VRA. meets and will continue to meet 97 per­
cent of the power demands of ECG. 

8. ECG is in a strong financial. position and would be able to 
meet the cost of the project from its own resources. Only Ghana's very 
difficult foreign exchange position justifies external assistance to 
meet the foreign cost component of the project. For this reason it is 
proposed that the proceeds of the credit be relent to EOJ by the Govern­
ment of Gh.aJJa for a relatively short period of 10 years with J!:2 years 
grace period at 7~percent interest. In view of its strong financial 
position, EOG also intends to repay the amount owed to the Government 
under Credit 118 GH by June. 30, ·1980 instead of December 31, 1988 as 
scheduled. 

9. Although there has be en some improvement in ECG t s management, 
especially on the accounting side, there are a number of steps yet to 
be taken by ECG to strengthen and improve its management. These steps 
include recruitment of an adequate number of senior staff; retrenchment 
of redundant staff; inventor.y control; introduction of procedures for 
improvement of accounts receivable; and salary revisions. Necessar,y 
assurances will be obtained from EOG during negotiations to take ade­
quate action on these matters within an agreed time schedule. 

10. It is also proposed to obtain suitable assurances in respect 
of appointment of Managing Director and certain senior officers, inde­
pendent audit, rate of return, debt limitation, etc., as provided under 
the first credit (llB GH). 

11. The Committee is invited to pay particular attention to the 
following: 

(a) It is proposed to obtain assurances from the Govern­
ment to have suitable consultants examine the possi­
bilities of a merger between VRA and EOO and to ini­
tiate further steps based on the report of the con­
sultants (see paras. 2.12 and 2.13 of the Appraisal 
Report). 
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The creation of VRA as a separate organization in 1961 became necess­
ary because EOG's predecessor, the Electricity Division of the Ministry 
of Works, was not adequately equipped to undertake the :important Volta 
Project. Established in 1967, EOO, as the successor of the Electricity 
Division, was faced with important organizational changes which should 
be coltlpleted by 1972, increasing its efficiency. Thus a merger of the 
two organizations to be responsible for power only should be possible 
and should result in substantial economies. 

(b) It is proposed to obtain assurances from 
the Government that it will require EOO 
to undertake rural electrification only 
if EOG's other operations are not adverse­
ly affected and it will relieve EOO of 
the financial responsibility for estab­
lishing and operating such institutions 
by appointing EOO as its agent and 
advancing annually the funds needed for 
their establishment and operation {see 
para. 2.15 of the Appraisal Report). 

This is considered necessar.y to restrain the Government from embark­
ing upon an ambitious rural electrification program under political 
pressure, thus jeopardizing ECG' s operational efficiency and financial 
viability. 

(c) An amount of Nt3.1 million owed by the 
Government and certain state corporations 
be adjusted against the relent amount owed 
by ECG to Government under Credit 118 GH. 
A clearing account to be set up for period­
ically adjusting any amount owed by Govern­
ment against any amounts owed by EOO on 
account of debt service, dividends and 
other payments, if any (see para. 3.18 of 
the Appraisal Report). 

This arrangement is considered necessar.y to eliminate the accumu­
lated arrears of accounts receivable from the Government and to 
prevent the build-up of such large arrears in the future. 
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12. A s'Wllllla~J of Ghana 1 s economic situation and prospects 1>1as 
included in the Country Program Paper of January 27, 1970. Its assess­
ment of Ghana's creditworthiness indicated that Ghana's debt burden and 
uncertain export earnings limited the prospects for significant lending 
on conventional terms. In a review of that CPP on February 9, 1970 it 
was agreed that Ghana should be treated as an IDA country for the present, 
barring the achievement of a long-term solution to its debt problem. 

13. A Bank Economic Mission which assessed Ghana's economy and 
development prospects in April 1970 is now finalizing its report. It 
will be circulated to Executive Directors before the presentation of 
this credit. 

14. The conclusions of the mission underscore the country's diffi-
cult economic situation, including its serious unemployment problem and 
heavy external debt burden. The present Government has exercised caution 
in its credit and budget management and is continuing the policies of 
monetary stability of its predecessor. 

15. H~rever, the abili~ of the Government budget to finance sub-
stantial increase in development ~penditure is basically constrained 
by four factors: the increase in consumption expenditure and transfers; 
the continued dependence on revenue from cocoa export duties; the relative 
decline of non-cocoa sources of revenue and the continued pressure of 
debt service obligations. The Government is seriously considering to 
rectify the situation by initiating appropriate measures. Problems of 
increase and diversification in taxes are being studied by a National 
Tax Revenue Commission. A one-year Development P.l.an has been prepared 
while work on a 3-4 year medium-term plan will start before the end of 
this year. 

16. 'Ihe ilnmediate outlook for the balance of payments is on the 
one hand governed by the relatively favorable outlook for cocoa and on 
the other hand by the. need to increase imports some't-;hat in line with the 
requirements of the development program. But even 'With a relatively 
favorable outlook for cocoa, total export earnings are not expected to 
show dynamic gro1-Jth in the medium and longer term. For the decade 1970-
80 export growth is not likely to exceed 4 percent per annum. The heavy 
burden of external debt service, moreover, makes it unlikely that Ghana 
can achieve significant improvement in the balance of payments situation 
for some years to come. Appreciating some of these difficulties, Ghana's 
creditor countries, in a conference held in London in July 1970, agreed 
to extend relief of 50 percent of the amounts due in 1970·72 in respect 
of principaJ. and interest on medium-term debt. But even 1dth this relief 
Ghana will require an increased inflow of external capital mainly on con­
cessionary terms to meet its balance of payments and investment requirements. 
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Reconnnendation 

17. I concur with the recommendations of the appraisal report 
except that I recommend. that the Government of the Republic of Ghana 
and the Electricity Corporation of Ghana be invited to negotiate a 
credit of up to US$6 million for the proposed distribution project of 
the Electricity Corporation of Ghana on the terms and conditions set 
forth in paragraphs 7. 01 - 7. 03, with the understanding that the pro­
posed credit may be increased in accordance with paragraph 5 of this 
memorandum. 

Roger Chaufournier 
Director 

Attachment 1 - Ghana - 5 Year Lending Program 

Western Africa Department 



P0pulation: 8.1 m 
GNP Per Cap: $200 

Oil Palm 
Cocoa Develoument 
Cocoa II 
Cocoa III 
Sugar Development 
~ott en 
:::rrigation - Accra Plains 
Fisheries I 
f isheries II 

JfC - NIB I 
DFI. - NIB II 
DFC - NIB III 

~,'ducat ion I 
.-~ducat ion II 

Fovier Di st ribution - ECG II 
Power Distribution - ECG III 
?ower - Kpong 

Highway Engineering 
1-!ighwa.y Maintenance 
:toads 

i:Jater Supply - Accra-Tema 
ha+,er Supply II 

Western Africa Department 

Attachment 1 

IVa. GHANA - 5 YEAR LENDING PROORA.M 

($ millions) 
Fiscal Year Total Total 

1970 1971 1972 1973 1974 1975 1964-68 1969-73 

ID.A 2.0 
IDA 8.5 
IDA 8.0 
ID.A 8.0 
IDA 7.0 
IDA 4.0 
IDA 10.0 
IDA 1.3 
IDA 5.0 

IDA 4.0 
IDA 6.0 
IDA 6.0 

IDA 4.0 
IDA 4.0 

IDA 8.0 
IBRD 8.0 
IBRD 18.0 

IDA 1.5 
IDA 12.5 
IDA 12.5 

IDA 3.5 
IDA 4.0 

IBRD 26.0 32.0 
IDA 14.8 8.0 35-5 21.0 22.5 18.0 10.0 79-3 
Total 14.8 8.0 ~~,;~ 47.0 22.5 18.0 10.0 111.3 

==== --- == = = ---- == == ===== 
No . 4 1 5 7 2 3 1 18 
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Memorandum from the East Asia and Pacific Department 

TI~DONESIA - Education Project 

1. The Government of Indonesia has asked the Association for a 
credit to finance an education project in Indonesia. The proposed project 
would consist of the construction and equipping of five technical training 
centers; the training of teachers to staff those centers; and technical 
assistance. A copy of the appraisal report entitled "Indonesia: Appraisal 
of an Education Project" (PE-19) dated August 21, 1970 is attached. 

The Lending Program 

2. The Association has made ten credits to Indonesia totalling 
$147.8 million. A second technical assistance credit and a credit for a 
third irrigation rehabilitation project will be presented to the Executive 
Directors shortly; three other credits -- for the production and distri­
bution of rice seeds, the development of tea estates, and the rehabilitation 
and construction of highways -- are also in the program for Fiscal 1971. 

3. If approved, this credit would be the Bank GroupJs first lending 
operation for education in Indonesia. Further credits in this sector will 
be submitted for approval in the future, including an agricultural 
education project in Fiscal 1972. 

The Economy 

4. The last full economic report on the position and prospects of 
Indonesia (EAP-lOa) was issued on November 14, 1969, and has since been 
supplemented by a special report, "Current Investment Activity in Indonesia" 
(EAP-14a) dated March 27, 1970. 

5. Indonesia's recent economic performance has been satisfactory. 
Inflation has been kept under control and, given the new condition of 
relative stability, a good start has been made on programs of rehabilitation 
and development. In April 1970, a basic exchange reform was introduced, 
including the unification of the exchange rate (except for a special rate 
for program aid); the foreign exchange markets have since been in balance, 
and internal price changes have not been significant. Also in April 1970, 
agreement was reached between Indonesia and the "Paris Club" countries 
(the Western creditors and Japan) for the re-scheduling of their share 
of Indonesia's pre-1967 external debt. This settlement accounted for 
about 36 percent of the country's total outstanding debt of some $2.1 
billion. 
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6. The 1970/71 development program is larger than last year's, 
and more of it is being financed from Indonesia's own resources. The 
effort to expand the hitherto very low levels of public saving and foreign 
and private domestic investment has been impressive; domestic revenues 
increased 36 percent in 1969/70, and a sL~lar increase is expected for 
the current year (1970/71). Commitments of aid for 1970/71 by members 
of the Inter-Governmental Group for Indonesia have approached the $600 
million requested by the Indonesian Government. 

1. The immediate development prospects depend largely on the 
rate at which economic and institutional damage caused by past mis­
management can be repaired. The efforts of the government in this 
respect are in many ways impressive and, in some ways, already becoming 
effective. Much remains to be done however if the administrative frame­
work required for the effective implementation of development projects 
is to be firmly established. If this is done, and if present economic 
policies continue and the flow of technical and financial aid is 
maintained, the prospects of at least modest growth appear good. 

The Education Sector 

B. So far, the emphasis in capital aid has been on agriculture 
and the country's economic infrastructure. Assistance to education, 
except for technical assistance, has been minimal. In preparation for 
fundamental reforms of the educational system, extensive studies are 
presently under way to assess the system's structure, organization and 
curricula, and their relevance to the country's manpower requirements. 
To this end, a manpower survey is being carried out. However, the 
effective demand for middle level technical manpower is clear, and will 
increase apace, especially in Indonesia's major cities, as the develop­
ment process gathers momentum and industrialization proceeds. Increased 
bilateral and multilateral support in this field will become necessary 
as the country's manpower requirements are more clearly identified. 

9. Responsibiiity for education in Indonesia is centered essentially 
within the Ministry of Education. The Ministries of Religion and Agri­
culture also direct education programs and most of the other Ministries, 
including the Ministry of Vanpower run training programs for the upgrading 
of specific skills. The Ministry of Education was recently re-organized 
to clarify responsibilities and improve coordination; and an Office of 
Educational Planning and Development has been established within the 
Ministry to improve the basis for planning in the educational sector. 

The Project 

10. The proposed project would consist of: (a) the construction 
and equipping of five technical training centers, each located in a major 
area of industrial employment and serving from two to four senior technical 
secondary schools, offering them workshops and laboratory facilities; 



- 3 -

(b) the training of 330 teachers to staff the centers; and (c) technical 
assistance in the initial operation of tile training centers. 

11. The total cost of the project is estimated at $7.71 million, 
including a foreign exchange component of $4.56 million (approximately 
60 percent of the total cost). The proposed credit would cover all the 
foreign exchange expenditures of the project. If local manufacturers 
should win contracts for furniture, the credit would also cover the 
local costs thereof (amounting up to $40,000 equivalent). The Indonesian 
Government would bear the balance of the local costs of the project. 
Contracts for civil works, furniture and equipment would be awarded on 
the basis of international competitive bidding, in accordance with the 
Association's Guidelines. 

12. The project would be administered by a Project Implementation 
Unit to be established within the Ministry of Education. This Unit would 
be administered by a Project Director assisted by an architect, a technical 
educator, a procurement officer, and an accountant, all of whom would be 
appointed in consultation with the Association. 

13. A representative National Advisory Committee would be established 
to advise the Government on overall policy for the project centers and 
feeder technical schools. In addition, local Advisory Committees would 
also be established for each center, to stimulate the employment of 
graduates and ensure the relevance of revised curricula to the needs of 
industry. 

14. In addition to the staff of the Unit referred to in para. 12 
above, a team of five specialists acceptable to the Association would be 
employed over a period of about four years, to provide about twelve 
man-years' worth of technical assistance. These specialists, each an 
expert in a different technical field, would be assigned one to each 
center; they would, however, also visit the other centers periodically 
so that all centers would benefit from their specialized knowledge and 
experience. The specialist residing in Djakarta would serve as the 
leader of this group, and would also assist the Project Director 
(para.l2) in the overall programming and supervision of the teacher­
training courses. 

15. The workshop instructors and laboratory teachers who would 
staff the five proposed centers would participate in a special one-year 
training course before assuming their duties at the centers. Assurances 
would be sought from the Government that such staff would be paid enough 
to give them an incentive to remain on the job on a full-time basis and 
devote their entire attention to their duties at the centers. 

Recommendation 

16. The amount of $4.6 million for the proposed project is 
included in the Fiscal Year 1971 lending program. I concur in the 
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findings of the appraisal that the project forms a suitable basis for 
an IDA credit of $4.6 million equivalent~ and recommend that the Government 
of Indonesia be invited to send representatives to negotiate such a 
credit. 

Attachments 

Raymond J. Goodman 
Director 

East Asia and Pacific Department 
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Nemoranchun from the East Asia and Pacific Department 

Indonesia - Second Technical Assistance Project 

1. Funds available under the $2 million Technical Assistance 
Credit (No. 135 IND) are now either committed, or expected to be 
comrnitted in the near future and the Government of Indonesia has asked 
the Association for a second credit of $L. million. Headquarters staff 
has recently discussed this request, and has reviewed the use made of 
the present credit, with the Government and the Bank•s Resident Staff 
in Djakarta. If approved, the proposed credit would be the eleventh 
extended by the Association to Indonesia and bring total lending to date 
to $151.8 million. 

2. The following conwitments have been made against Credit 135 JliD: 

Project IDA contribution 
(us$ equivalent) 

(i) Detailed engineering of Djatiluhur 
Irrigation Project 356,000 

(ii) Feasibility study o.f t-v1o partially 
established sugar projects 55,000 

(iii) Seeds Industr,y project preparation 67,000 

(iv) National Fertilizer Stuqy 530,000 

(v) Groundwater project preparation 30,000 

l,038zOOO 

Up to now $420,000 has been disbursed. 

3. In addition, the financing of two further projects has been 
agreed in principle, and commitments are expected to be made soon: an 
evaluation of the rice intensification program, expected to require 
approximately $300,000, and an inventory of irrigation facilities, 
estlinated to cost approJdmately $200,000. Furthermore, there has 
been for some time agreement in principal that, if UNDP should not 
agree to finance a planned study of the sugar industry of Indonesia, then 
Credit 135 1\IOuld be used for the purpose. The cost of the sugar study 
is estimated at approJdmately $5oo,ooo. If, as no1-1 appears likely, UNDP 
should finance that study, the balance left in the present Credit 'tvould 
be applied towards subprojects described in pare1.graph 6 belo·w. 
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4. The engineering studies for Djatiluhur greatly accelerated 
the making of the $18.5 million Second Irrigation Rehabilitation Credit 
(No. 195 IND). The study of tvJO sugar proj acts has been completed 
and provides the basis for discussion by the Government and possible 
lenders with respect to further action on the projects. I expect to 
propose during the current fiscal year a credit for rice seeds production 
and distribution based in part on the study financed by Credit 135. 
The National Fertilizer Stuqy is an essential complement to the Pusri 
Fertilizer Project (Credit No. 193 IND) and will provide the Government 
with a basis for further action with respect to fertilizer production, 
distribution and use. The groundwater project preparation study 1-Jill 
provide the basis for judging whether a groundwater development project 
should be considered for financing :in the near future. The other 
studies presently contemplated are expected either to prepare specific 
investment projects or to provide the basis for policy and program 
formulation. 

5. For a number of technical assistance projects identified and/or 
prepared by the Resident Staff, grant financing was obtained or is 
expected -- from U1~DP (for Bali Tourism and Sugar Industries Studies) 
and from bilateral aid-givers (for studies in the fields of transport, 
agriculture, industry and power). Erforts will continue to be made in 
each :instance to obtain grant financing but as in the past there will 
be cases where such alternative financing cannot be arranged at all or 
on an appropriate basis. Uoreover, although considerable technical 
assistance is available from U~TIDP and from bilateral aid resources 
substantial additional technical assistance is required for both planning 
and execution of programs and projects for which funds would be available 
once specific action programs and projects have been prepared. The 
technical assistance available under the proposed credit, because it can 
be used for a broad spectrum of activities and can be made available 
quickly and can dravJ upon expertise available on an international basis, 
is particularly valuable to Indonesia. Experience has indicated. also 
that bilateral aid-givers are 1r1illing to finance projects identified or 
prepared under Bank or IDA auspices even though they are often reluctant 
to finance projects developed under other bilateral auspices. 

6. 1~e anticipate that the proposed credit would continue to finance, 
but to a larger extent than hitherto,the final engineering of projects 
1r1hich are specifically intended for Bank/IDA financing where the use of 
those funds "tvould substantially reduce the leadt:ime between project identifi-
cation and appraisal and between approval and disbur3emcnt. Specifical-
ly, there are t1vo immediate projects which require detailed engineering as 
a basis for appraisal and 1-1here no assistance from aburces other than the 
Association can be obtained. One is a highway project in Sumatra, identi­
fied on the basis of a UNDP-f inanced feasibility stuqy, and scheduled for 
Board consideration before the end of the fiscal year. Funds for detailed 
engineering could, of course, be advanced by the Government and management 
approval was obtajned early in July, for retroactive financing of the 
foreign exchange cost of detailed engineering from the project credit once 
it was made. However, because of the severe shortage of budgetar,y funds 
for development purposes and in keeping with a Cabinet regulation pro-
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hibiting such advances to obtc~n better budget control the 3overnment 
expresses a strong preference to have the foreign exchange expenditures 
of detailed engineering financed from the proposed technical assistance 
credit. The other project is an engineering feasibility stuqy of the 
addition of thermal pov1er generating capacity in 1nlest Java. These t1-10 
sub-projects alone are likely to absorbe about $3 million. The ultimate 
project credits would, of course, be smaller to the extent that engineering 
had already been financed by the Technical Assistance Credit. 

7. other contemplated studies are in agriculture (beef cattle 
jndustry in the eastern islands, crop pest situation), in certain areas 
of transport, and in industry {iron and steel, industrial estates, pulp 
and paper, timber processing). Some studies planned by the Resident 
Staff may, as in the past, be financed from other sources ; it is therefore 
not possible to forecast the specific use of the credit funds. But since 
more than $3 million of the new funds requested can be expected to be 
promptly committed for engineering as indicated above, a credit of $4 
million appears justified. As indicated earlier, $460,000 of the first 
Technical Assistance Credit remain uncommitted. 

8. The arrangements for project implementation, under which 
authority to act for the Association is delegated to the Director of 
the Bank's Resident Staff, have worked well and should be continued. 

9. Neither the Government nor the Resident staff, sees any need 
for a change in the Credit Agreement, and they had therefore proposed, 
for simplicity's sake, not ,to negotiate a ne1-1 Credit .Agreement but to 
amend the present agreement by increasing the amount £rom $2 million 
to ~~ million and by extending the Closing Date by 23 months to December 
31, 1973. However, both the Legal Department and I feel that it would be 
more appropriate to have a nev1 agreement, 'Nhich 't<JOUld follow substantially 
the provision of the earlier agreement. 

10. I reconnnend that the Government be invited to indicate to the 
Association its readiness to enter into a nel? Development Credit Agreement, 
covering a credit of $4 million, substantially silnilar to the Development 
Credit Agreement of December 27, 1968. 

11. This memorandum has been cleared in substance with the 
Resident Staff and with the other departments concerned. 

Raymond J. Goodman 
Director 

East Asia and Pacific Department 
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Memorandum from the South Asia Department 

LR!Ti..: Pro.J?osed J..,oan for the Tehra.'"'l. Power Distribution Pro.iect 

1. Attached for the consideration of the Loan Committee is an 
Appraisal Report (PU-51) dated August 20, 1970 on the Tehran Power 
Distribution Project, recommending a Bank loan of US$60 million~ If 
approved, this would be the second Bank loan fbr a power project in Iran; 
the first loan (247-IRN) having been made in 1960 in an amo~'"'lt of $42 mil1.ion 
for the Dez Multi-purpose Project. 

Background 

2. The Bank has made s:txteen loans, amounting to $497.2 million, 
net of cancellations, for projects in Iran, of which some $287o5 million 
was disbursed as of July 31, 1970. The first loan for general development 
($75 million) was made in 1957; about $70 million has been repaid~ Five 
loans have been made for road construction amounting to $167.2 million, 
four for agriculture amounting to $100o5 million, and six for industrial 
development amounting to $154 • .5 million. Also, two technical assistance 
grants wera made, one for power and one for a ports study. The lending 
program as set out in the countr.y program paper (CPP) and summarized and 
brought up to date in the attached Annex I, calls for loans totalling mora 
than $600 million during the nexli five years. 1:hile planned for FY 70, the 
sixth loan to IIVIDBI {$50 million) was approved after July 1 and now falls 
into FY 71. In addition, negotiators have been invited for an education 
project (LC/0/70-81). The Loan Committee will also receive shortly an 
appraisal report and recommendations for a telecommunications project 
($35 million). This, together with the power loan proposed, w:>uld bring 
the total lending for this fiscal year to $160 million. vve understand 
that the Agricultural Development Fund of Iran (ADFI) may require additional 
funds before the end of this fiscal year, in which case a second loan to i t 
may be proposed ($10 million). This is subject to confirmation by a 
supervision mission scheduled for September, but also depends on finding 
a place in the heavily booked appraisal schedule of Agriculture Project s 
Department. 

3. The Iranian economy continues to gro"tv rapidly. The real rate 
of annual growth of GNP has been above 8 percent for nine years with 
population growing at about 3 percent per annum. While a significant 
deterioration in this performance is unlikely in the next year or t.wo, 
there are increasing signs of strain. The rate of domestic savings is 
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14 percent per armum, but it has not kept up with tha increase in the 
rate of investment, which is nearly 20 percent per annum. The decisj.on 
of the Government to strengthen Iran's defense capabilities is accentuat­
ing the problems of the savings gap. 

4. The Gover.nment has been highly successful in negotiating larger 
than expected increases in oil revenues and has also relied heavily on 
foreign borrowing, much on relatively short term; success in both has 
obscured the rising resource shortages. However,the Government is aware 
of a need to improve the management of the ecC~.'"lomy and efforts are under v1ay 
to increase non-oil revenues, to increase private sector savings, to improve 
the terms of foreign borrowing and to improve further the quality of the 
investment program. The most recent Economic Report (SA-8a of December 31.:~ 
1969) drew attention to the existing difficulties, but concluded that Irru1 
is credj_tworthy for further Bank lending of the order envisaged in the 
CPP. I believe this conclusion still holds. As suggested in the CPP, v1e 
keep the situation under close review; the next thorough review of Iran' s 
economy is scheduled for October this year. 

5. The development of the electric power potential has been and is 
of crucial importance to the Government efforts to increase the output of 
the economy. The rapid expansion of the economy in the sixties coi ncided 
'td th subs·tantial increases in electric power capacity CL.'1.d generation. Prior 
to the Third Plan period (1963-68) total generating capacity of the countr::r 
amounted to less than 400 MW, most of which consisted of diesel generating 
units. The sector itself lacked organization; there were some 30 generating 
companies i.:."'l the Tehran area alone. In 1963 the Iranian EJ.ectricity 
Authority was established; a first attempt to facilitate the coordinated 
development of electric power. The Bank financed study cf the power sectcr 
in 1963/64 sought to assist the Iranian authorities in formulating a plan 
for the development of the sector. However, differences of opinion as to 
the wisest course of action developed, resulting in termination of the studyo 
In the course of the Third Plan period, generating capacity in Iran was 
increased from 1.9 billion K~h to 4.3 billion KWh annually. 

6. A beginning was also made in establishing an inter-connected 
power system. The rapid expansion of the system presented considerable 
difficulties of a financial, organizational and technical nature. As the 
attached appraisal report suggests, considerable credit is due to the 
Iranian authorities for the initiatives taken -which made the large scale 
expansion of the sector possible. Central authority for the sec-'c,or was 
given to the Ministry of ~'\Tater and Power in 1964. In 196.5 legislation 
was enacted, nationalizing the industry, and by 1967 most of the country' s 
generating capacity was under the jurisdiction of the Ministry. At the 
present time, the generation and t.ransmission of electric power is the 
responsibility of one separate company, and distribution the responsibility 
of eleven regional companies. A very urgent problem of the power sector 
at the present time is a severe shortage of distribution facilities which 
is manifested in an over-extended and over-loaded distribution system leading 



to inefficiency, frequent breakdowns and unreliability o In turn, this 
has discouraged industrial users from relying on the national power 
system, thus extending the need for inefficient self ... generationo The 
need is most acute in the Tehran area, the industrial center of Iran, 
where demand for electricity is expected to rise 35 percent annuallY 
for the next few years. 

7. A second problem, of a more general nature, is the organization 
of the power sector, which is not adequate, particularly given its anticipat:;,d 
sizeo 

The Project 

8o The project would assist the Tehran Regional Electric Comp&~y 
(TREC), by far the most important of the regional distribution companies, 
account.s for more than 50 percent of all power sales, to expand its dis .. 
tribution network sufficiently to enable it to provide satisfac·cory electric 
serviceo It would also include the construction of a 230 kV transmission 
ring around the city of Tehran. The project would be implemented between 
1970 and 1973; its cost is $93 million. The proposed loan of $60 million 
would cover the bulk (about 86 percent) of the foreign exchange requirementso 
The loan would be made to the Plan Organization, through which all of Iran1s 
p11.blic sector foreign borrowings are channelled. However, the execution of 
the entire project would be the responsibility of TREC to which the proceeds 
of the loan would be made available in the form of debt on the same terms 
as the Bank loano The project, when completed, would nearly double TREC t s 
distribution facilities. The Public Utilities Projects Department is 
confident that TREC will be able to operate the ·system efficiently, but 
feels that TREC lacks experience to plan and co-ordinate an eJq>ansion 
program as massive as the one proposed. For this reason, the engagement 
of qualified eJq>atriate consultants who would have overall responsibility 
for the planning and execution is to be made a condition of effectiveness 
for the loano The appraisal report also notes that TREC t s accounts were 
unsatisfactory. Ho'lt1ever, since a new management v1as installed less than a 
year ago, accounting ·procedures have been improved considerably o 

9. As pointed out above, while the present organization of the power 
sector represents an improvement over conditions that existed some years 
ago_, it is not likely to be adequate given the present and :r"'u.ture size of 
the sector. Problems include: duplication of effort between the Ministry 
and the operating companies in the planning of new facilities; difficult:i.e s 
of the Ministry to supervise effectively the finances of the companies to 
set tariff's and to allocate funds provided by the Plan Organ:i. zation among 
companies all without the benefit of adequate sector datao In generalJ the 
management of the individual companies tend to rely heavily on the Ministry 
for technical, financial and admirdstrative decisions, responsibilities for 
which the Ministry is not prepared. 



J.Oo V'Jhile the solution to the organizational problems is not a pre ... 
requisite for the viability of the project, the Bank could be of substantial 
assistance to the Government in the course of the execution of this project~ 
It is proposed that we seek to reach agreement w.i..th the Governmen·t that in 
the course of' the next year, the organization of the power sector be dise 
cussed wi'th the Bank wl th the view to formulate a plan f or appropriate 
institutional changes. 

Recommendation -
ll. I concur in the recommendation in the Appraisal Report that the 
Dank make a loan of $60 million for this project - the period of repayment 
being 20 years including a grace period of 4 years-o This would be subject 
to acceptance by the Iranian authorities of the recommendations in Chapter 
VI of the Appraisal Report. 

12o However, prior to extending the formal invitation for negotiations, 
i t is proposed that an Area/Project mission should visit Iran to disc·a.ss -wi t.h 
the Minister of Hater and Power, who will not participate in the negotiations 
i.n vJasbL"1.gton, the details of the proposed project, particularly wit h a view 
to reaching agreement that consultants acceptable to the Bank be engaged for 
-'llhe planning and supervision of the project, and that the Goverrunent would 
be prepared in the course of the next year to reconsider the organization 
of the power sec·tor and to discuss with the Bank possible reforms. 

.l'.:ttachment 

Annex I 11Iran e. 5 Year Lending Programn 

I .. PcM. Cargill 
Director 



ANNEX I 

Populat:Lon: 
GNP Per Cap. : 

26.3 m 
$280 IVa. IRAN - 5 YEAR LENDING PROORAM 

Fisheries 
Agric. Developnent Fund 
Agric. Development Fund II 
Agric. Development Fund III 
Irrigation 
Agriculture Unidentified IV 
Agriculture Unidentified V 

Telecommunications 
Telecommunications II 

DFC - lMDBI VI 
DFC - IMDBI VII 
DFC - IMDBI VIII 

Education I 
Education II - Ar.ya-Mehr 
Education Ill 
Education IV 

Power Transmission 
Power II 
Power III 
Povmr IV 

t\irport 
Hi.ghw:1.y s TV 
Highways if 
Port Equipment 
Pipeline 
Railways 
Transp~ UP~dentified III 

P&B 7/23/70 

Univ. 

1970 1971 

IBRD 
IBRD 6.5 
IBRD 10.0 
IBRD 
IBRD 
IBRD 
IBRD 

IBRD 35.0 
IBRD 

IBRD 50.0 
IBRD 
IBRD 

IBRD 1$.0 
IBRD 
IBRD 
IBRD 

IBRD 60.0 
IBRD 
IBRD 
IBRD 

IBRD 
IBRD 42.0 
IBRD 
IBRD 
IBRD 
IBRD 
IBRD 

( $ millions~ 
Fiscal Year 
1972 

40.0 

so.o 

)0.0 

n.o 
10.0 
10.0 

1973 

)0.0 

20.0 

25.0 

20.0 

!6.0 

20.0 

JO.O 

.1974 1975 

)0.0 
)0.0 

. 50.0 

20.0 
20.0 

50.0 

)0.0 

IBRD 48.5 110.0 148.0 190.0 100.0 1)0.0 

No. 2 5 6 7 3 4 

Total 
1964-68 

141.0 

7 

Total 
1969-73 

626.S 
22 
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· ASSOCIATION RECONSTRUCTION AND DE VELOPMENT I INT ERNATIONAL F INAN CE 

CORPORATION 

OFFICE MEMORANDUM 
TO: Messrs. J. Burke Knapp

1
and WilliamS. Gaud 

FROM: William Diamond ~~--

SUBJECT: Industrial Financing in Central America 

The Problem 

DATE: July 22, 1970 

-1. In the past several months the Bank Group has received formal and 
informal requests for assistance in financing (mainly) industry from 
several institutions in Central America. One request, from the inter­
governln3ntal Central American Bank for Economic Integration ( CABEI), has 
been to the Bank itself; it has approached Mr. Gutierrez for technical 
assistance to strengthen CABEI's industrial financing operations with a 
view to enabling it to serve as an intermediary for World Bank lending 
for industry in Central America. Several requests have gone to IFC from 
private institutions: one already operating regional financial inter­
mediary, which. IFC has turned down because its outlook and policies are 
not, for the time being at least, congenial to IFC;.!I another regional 
investment bank still on the drawing boards;~/ and various development 
finance companies working within national boundaries.}/ One other 
institution has asked for a loan from either the Bank or IFc.~/ (Additional 
applications may be expected.) These requests are for subscriptions to 
share capital or for loans or for both, with the emphasis on loans; the 
amounts involved vary from $500,000 to $5 million. 

2. The large number of approaches to IFC results from the fact that 
private institutions cannot expect to get a government guarantee for a 
Bank loan; at least some would not want a government guarantee if they 
could get it. Their desire is generally for loan capital; when they 
have asked for an IFC subscription to share capital, there is reason to 
believe t.he request has been motivated by the belief (based on IFC's 
previous, known policy) that IFC would not lend to a development finance 
company in which it ~id not have a share investment, and even then onl y 
in special circumstances. 

3. The number, size and nature of financial requests from institutions 
in Central America suggest that we should work out a clear and consi stent 
approach to development finance companies in Central America. That is, 
the Bank Group should look at Central America as a whole in considering a 

!7 Central American Exchange Bank (CAEB). 

2/ Inversiones y Valores, a project of T. Mooney and H. Wilkinson. 

}/ OOFISA of Costa Rica; CNI of Nicaragua; FICENTRO of Panama; FIASA of 
Guatemala. 

~/ Banco Industrial of Guatemala. 
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reaction to individual Central American applications, whether national 
or regional. For financing individual national institutions will have 
an effect on the demand for finance from regional institutions and vice 
versa. Moreover, the administrative consequences of going into retail 
business in Latin America would be onerous, and a regional approach-­
the choice of an instrument--would greatly relieve the burden. 

Some Background 

4. The Bank Group once sought to establish a private Central American 
development finance company. Missions in 1959 and 1960 led to a proposal 
to the governments; but the proposal collapsed when, with the support of 
the U.S. Government, the inter-governmental CABEI was established in 1960. 
Since ·then, (a) relations with CABEI have been distant, (b) until recently 
there was reason to question the existence of a significant unrequited 
demand for finance for industrial investment; and (c) IFC has maintained 
a continuing interest in industrial and other productive private financing 
in Central America. 

5. CABEI. Relations with CABEI were dominated by the Bank's conviction that 
CABEI had no reason to exist, by the politicking which reportedly dominated 
CABEI's deliberations and decision-making, and by the fact that AID and BID 
(as well as official and private institutions in Europe and Japan) were pre-
pared to fund it. _CABEI's requests for technical assistance and loans for 
infrastructure projects were turned aside by the Bank. The Bank's suggestions 
for joint financing were distrusted by CABEI apparently because it feared 
Bank dominance in the infrastructure field, because the Bank charged a 
higher interest rate, and because CABEI did not necessarily require a contri­
bution from borrowing governments in financing "integration" infrastructure 
projects. Overhanging the matter was the "legal" question of the guarantee 
required by the Bank. On the other hand, CABEI has joined IFC in financing 
three specific projects: Fabritex in Nicaragua, Copino in Honduras, and 
Holiday Inn in Guatemala. There were also, at one time, discussions with 
CABEI staff about the possibility of establishing a Central American Invest­
ment Bank. 

6. Attached are some salient facts about CABEI. 

1. Demand for finance for industry. In the mid-60's, the Bank made a 
general survey of the economic development and prospects of Central America, 
including a survey of the industrial sector. The report, issued in June 1967, 
concluded that the demand for investment capital had been small in relation 
to the growth in output, implied that the flow of private and public capital 
for industrial expansion was adequate, and suggested that working capital 
had become a critical shortage. These general conclusions are reflected in 
the non-activity of the Bank in the industrial sector since 1961. (From 
1956 to 1961, the Bank made four loans to the Central Bank of Costa Rica 
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for relending through the three government-owned commercial banks.) Country 
programs for Central American countries have contained no proposals for 
industry (and only slight amounts for tourism), attributing the fact (in 
general terms) to the small size of the market, .low per capita income and 
its unequal distribution. 

8. Development finance companies, and IFC. Despite the creation of CABEI, 
we continued to explore the prospects for a private regional development 
finance company. In 1964, 1965, 1969 and 1970, representatives of IFC 
toured Central America to test the temperature for a private regional insti­
tution. Until recently, the reactions were usually negative, for several 
reasons. Firstly, national feelings were strong, and the preference was for 
national institutions. U.S. AID provided concessional financing to such 
national institutions. As a result at least one private financiera (and 
in some cases more than one) was set up in each Central American country 
during the years 1963-68. Secondly, the demand for finance for industrial 
investment in Central America appeared to be limited in relation to the 
available resources. 

9. We maintained a close relationship with the private financieras, 
played an important advisory role in the establishment of one (Corporacion 
Nicaraguense de Inversiones--CNI) and have kept up a correspondence with 
all and have visited them on occasion. In the case of CNI, we were pre­
paring a recommendation to the Board for an investment in share capital 
(in 1963), when the proposal was dropped. IFC has had one joint venture wi t h 
~~I, and other joint ventures are under dis cussion. 

Present Situation 

10. There is some reason to believe the situation in Central America may 
be changing, with respect to the demand for long-term capital for i ndustry. 
One relevant fact is that, one after another, new institutions have appeared 
in the individual countries and now new regional institutions have begun to 
appear. Another fact is the recent in-flow of applications to IFC, which 
cannot be entirely a response to Mr. Arango's swing around Central America 
in March; to the contrary, he found evidence of increasing demand for untied 
capital (a significant part of the demand no doubt being for working capital) . ~/ 
I~reover, the increasing integration of the Central American market (thanks 
in part to the Bank's work over the years in financing infrastructure) and 
the slowdown in AID financing to individual private institutions, may have 
indu~d an increased demand for capital. A proposed new $30 million AID 
loa~to CABEI for industry and tourism, may also be evidence of such an 
increase, although one result of this AID proposal and continued BID and 
other financing activity may well be to preclude Bank action. And, CABEI 

~/ The continued availability of AID funds to some of the companies that 
have applied suggests either that they have hope of obtaining funds 
from IFC for working capital or that they are visuali zing future shortages. 

6/ Arrangements are under discussion for $5 million of the loan to be made 
available through private finance institutions. 
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has now asked the Bank for technical assistance, with a view to putting 
itself in shape for Bank lending. Third, there is an increasing need to 
promote export-oriented industry, rather than industry which relies on 
national, and the regional markets. 

11. The other side of the coin is that, in the past 18 months, the 
Central American Common Market has fallen on bad times. Since the "soccer 
war" of mid-1969, the "market" has broken down and this fact has already 
affected, and may continue in the short run, to affect industrial 
investment prospects. As a result, practically all Common Market policies, 
especially industrial policies and legislation, are being re-examined and 
are likely to undergo significant changes in order to strengthen the process 
of integration and to provide a better distribution of the benefits of 
integration. This is, therefore, an auspicious moment for inquiring into 
the industrial situation .and prospects of Central America. 

12. In the circumstances, the Bank Group needs to review its position on 
industrial financing in Central America, and its priorities. Mr. Gutierrez has 
proposed that we do so. Such a review would involve: 

a. A re-examination of the condition and prospects of industry. 
The conclusions of the Bank survey of 1966-67 are now probably out 
of date. 

b. A reconsideration of the demand and supply for long-term capital. 

c. A review of GABEl's performance, and of that of the individual 
national companies. 

d. A review of the prospects for a regional stock exchange and 
of other regional mechanisms for mobilizing private savings. (The 
1966 Bank mission urged that this line be pursued; various proposals 
have emerged from the region since then, but with no results; 
Mr. Arango reports the time is now ripe to explore this subject.) 

A Bank mission, with IFC participation, to consider these activities would 
determine whether th~re is a basis for Bank finance in the industrial field 
and, if so, how it should proceed. 

A Proposal 

13. Although a strategy for industrial financing in Central America should 
emerge from the foregoing survey, I suggest the following as a working 
hypothesis: 

a. For small and medium enterprises, the Bank Group should work 
through financial intermediaries rather than directly. 

b. Where share capital is requested by private · intermediaries, 
whether national or regional, IFC should provide it on a case-to­
case basis. 
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c. The Bank should provide loan funds, and an effort should be 
made to provide them ·through a regional wholesaler . . For that role, 
only two alternatives seem possible: CABEI, or a new regional 
institution created by the national (private or public, or both) 
financial intermediaries; but the latter does not seem to be a 
realistic proposition at this time. Bank funds could be made 
available to the wholesaler in various ways, such as: 

i. A loan, to be relent to industrial enterprises 
directly or through financial intermediaries or both. 
While s.ome of the terms appropriate to development 
finance companies would be applicable, other terms 
would have to be devised to reflect the inter-govern­
mental character of CABEI, and the fact that it is 
heavily engaged in financing infrastructure. 

ii. A loan to finance industrial loans made by 
national financial institutions. The loan could be 
used to finance projects (which meet pre-agreed 
eligibility tests) presented to it by the national 
companies (which meet eligibility tests). 

Only if such a regional framework were not possible should loan 
financing of individual national companies be considered. That 
would probably have to be done by IFC, where private companies are 

· the borrowers. 

14. This proposal raises several problems: 

a. Each of the methods of wholesaling raises iegal questions , but 
Counsel advises they can be dealt with. 

b. It is reported that the private financieras will not wish to 
borrow from CABEI. If being unable to get government guarantees, 
that ·i s their only route to loan capital from the Bank Grou~ they 
may change -their minds. 

c. A l oan through Q~BEI should not be allowed to arrest the 
growth of sound national institutions. Hence my preference, i n prin­
ciple, for relending arrangements whereby CABEI will not lend 
to an industrial enterprise directly unless it exceeds an agreed s i ze 
and even then always in conjunction with national institutions. 

d. The mission recommended above will take time. It should not 
be allowed to become a general survey, but should focus on the 
essentials needed to make a quick judgment on the key issues . 
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e. CABEI may not merit a Bank loan; it almost certainly does 
not, at this time. Time and effort will likely be needed to put 
it in shape. If Area is satisfied that the results of the industrial 
mission are likely to be positive, and that there will be a financial 
role for the Bank, we should proceed with technical assistance to 
CAB~I as rapidly as it can be mounted. 

f. Meanwhile~ how should IFC react to the proposals before it? 
I believe it should(i) invest in share capital of private national 
finance companies where that is justified and (ii) lend only where 
a substantial amount is involved (e.g. $5 million to CNI). Mean­
while, it should investigate (in collaboration with the Bank 
mission proposed above) the proposal for the promotion of a Central 
American securities market. Indeed the development of such a 
securities market might in the long run prove more important to 
Central American industry that direct Bank lending to industry. 

g. Panama is not a member of CABEI, and cannot be reached through 
it. Individual arrangements would be needed there. 

cc: Messrs: Paterson 
Gutierrez 
Fuchs 
Cancio 
Gulhati 
Mirski 
Acevedo 
Arango 
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July 20, 1970 

CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION 

Origin 

1. CABEI is an autonomous regional public development institution created 
in December 196o by the Governments of Guatemala, El Salvador, Honduras and 
Nicaragua. Subsequently, in July 1962, the government of Costa Rica became 
a member. 

Purpose 

2. · CABEI was established with the purpose of promoting economic integration 
among, and balanced economic development of, its member countries. To this end, 
CABEI undertakes and promotes investment in public infrastructure projects and 
in private industries that are regional in nature or of interest to the market, 
and which help to expand the supply of goods available for intra-regional trade, 
or for trade between Central America and the rest of the world. CABEI's scope 
of operations has been broadened to include the financing of medium-income 
housing and, more recently, non-traditional export industries and tourism devel-
opment. · 

Organization 

3. CABEI is organized as follows: 

(a) Board of Governors 

The highest authority of CABEI rests with its Board of Governors which 
consists of two representatives from each of the five member countries -
one the Minister of Economic Affairs, and the other the President or 
Manager of the Central Bank. The ~oard of Governors ordinarily meets 
once a year. Since the "soccer war", the Board of Governors has not 
met in formal sessions. This appears to have been a deliverate move 
to avoid appointing to the Board of Directors the newly nominated 
Nicaraguan Director, General Bushting, who was nominated and irregularly 
appointed to the Board by decree of President Somoza. 

(b) Board of Directors 

The Board of Directors is the top executive and administrative body 
of CABEI. It consists of one director from each member country who is 
elected by the Board of Governors. The Directors are appointed for 
a term of three 1~ars, and may be re-elected for successive terms. The 
Board's members =t work full-time at the Bank's headquarters in Tegu­
cigalpa (Honduras). The Board reviews and approves all loans to be made 
by CABEI and participates in key management decisions. As a result of 
the "soccer war", the members of the Board have had difficulties to meet. 
The Director from El Salvador cannot easily travel to Honduras. The 
Nicaraguan Director and CABEI's Vice-President of the Board has been 
appointed president of INFONAC in Nicaragua, a post that, according 
to the Nicaraguan law, is incompatible with a representation in CABEI 1 s 
Board of Directors. 

'!} Enrique Ortez Colindres (Honduras), tTorge Armijo Mejia (Nicaragua), ,Jorge 
Sol Castellanos (El Salvador), Raul Sierra Franco (Guatemala), Carlos Manuel 
Escalante (Costa Rica). 
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(c) President 

The Board of Governors elects one Director to serve as President. 
Sine~ May l968, the President is Dr. Enrique Ortez Colindres (38), 
a Honduran lawyer who previously served as CABEI's Vice-President 
and Honduran Director, and Al temate Governor to the 'llbrld Bank. 

(d) Vice-President of the Board 

The Vice-President is elected by the Board of Directors, of which he 
must be a member. He is the Fresident' s alternate. This position is 
held by Dr •. Jorge Annijo Mejia (ht)), Nicaraguan Director. Previously 
to this appointment he was Nicaraguan Vice-rftnister of Economic 
Integration. He is also President of INFONAC, Nicaragua's public 
development bank. 

· (e) Executive Vice -President 

The Executive Vice-President, nominated by the President and appointed 
by the B0 ard of Directors, is Rodolfo Silva Vargas (37), an engineer 
and formerly head of the Costa Rican Plarming Board. 

(f) Departments and Offices 

CABEI is divided into six departments and five offices as shown below: 

Departments: 

Infrastructure 
Industrial (incl. tourism) 
Agricultural 
Operations (loan processing 

and supervision) 
Economic Research and Development 
Housing 

Financial Resources 

Offices: 

Treasury 
Accounting 
Legal 
Internal Audit 
Secretariat 

h. There are three distinct "funds", each 1dth its own balance sheet and 
profit and loss statement. The total of the three "funds" is, in effect, CABEI's 
consolidated financial statement as shown in paragraphs 12 and 13. 

~. At the end of March 1970, CABEI's authorized capital was US$6o million, 
of whic;h TJS$h0 million ~vas subscribed. Paid-in capital was US$22. 5 million and 
CABEI had an additional US$10 million in the form of prornissor,y notes from the 
member countries payable in four equal annual installments of US$0.5 million 
by each of the member countries on Ap~il 9, 1970, 1971, 1972 and 1973. In 
addition to share capital, CAHEI showed reserves and retained earnings totalling 
US$).~.4 million, and grants totalling US$2.2 million, obtained mainly from AID. 

6. Asaf December 31, 1969, CABEI reports total loans of US$214.9 million, 
on which US$112.t) million had been obtained from AID, US$42.2 million from IDB 
and US$60.2 million from a number of private commercial banks and publ ic 
institutions from Europe, Mexico and .Japan. On March 31, 1970, only a total 
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of us::ii66.u million was outstanding. The bulk of AID loans (US$85 million) 
have been allocated to a special fund (CAFEI) for the financing of regional 
infrastructure at interest rates ranging from 1% to 2.5% and repayment in 40 years, 
including 10 years of grace. IDB loans to this fund amount to US$15 million 
with interest rates of 3. 25% and repayment in 30 years. Loans for the financing 
of industrial projects and preinvestment studies were allocated to CABEI's 
"ordinary fund", with slightly higher interest rates - 4% in ·the case of IDB 
loans - and shorter maturity - 20 years. AID has also granted a US$10 million 
loan for the "Home Loan Fund", to help finance medium-income housing. A 
bre~do'Wil of loans from IDB and AID follows (in US$ million): 

AID IDB Total 
CAFE! ~ lS.o 100.0 
Ordinary Fund 17.5 27.2 44.7 
Home Loan Fund 10.0 10.0 

Total 112.5 ~ 154.7 

At present AID is considering extending an additional US$30 million 
loan to CABEI for the financing of non-traditional export industries and tourism 
projects, with an interest rate of 2% during the grace period (10 years) and 
3% during the 30-year repayment period. A special feature of the proposed loan 
is that CABEI can extend sub-loans for a total of US:$5 million to financial 
intermediaries in accordance with policy guidelines established for this purpose 
qy CABEI's Board of Directors. (see Annex I). In these relending operations, 
CABEI would have a 2% spread. 

7. Loans from commercial banks have normally been arranged for financing 
import requirements of CABEI's projects, and are tied to procurement from the 
lender country. While maturities normally range between 7 and 10 years, in one 
case the term of the loan was 18 years. Interest rates have normally been fixed 
at around 6%. In only two or three cases a provision has been made for 
floating interest rates. A breakdown of these loans follows (million of US$): 

Spain 2/ 11.0 Belgiwn 1/ 5.0 
France-1/ 9.0 Switzerland!/ 4.6 
Italy 17 8.0 Union Bank of 
U.K. (Bank of London and Switzerland 1.7 

South America ) 7.2 Netherland Inv. 
Japan (E>dm. Bank) 6. }-+ Bank 1.3 
Banco de Mexico S.A. y 6.0 Total '50:2" 

Policies and Procedures 

8. CABEI has thus far engaged in the financing of projects only through 
loans. Although its charter does not prohibit CABEI from taking equity par~ 
ticipations, we do not know of cases in which this has been done. Projects must 
enhance regional economic integration of the Common Market and/or the balanced devel~ 
ment of the area, as well as being technically and economically sound. The fulfillme 
of these objectives has been questioned by a special committee created by the 

1/ consortium of banks 
~public institutions 
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IDB in 1967. Pressures created by intergovernmental politicking appear to 
have been important in the regional distribution of projects, especially with 
respect to infrastructure projects. CABEI considers a pro·ject as having 
regional integration characteristics if it has a market in more than two 
countries of the area, or if its development will benefit more than two 
countries. The Central .American Common Market authority has granted to 
Honduras a privileged status of preferential treatment. Among other ad­
vantages, this ensures Honduras's projects a more readily available financing 
through CABEI. The Directors, in undertaking to accelerate its investment 
program, have established basic criteria in several fields (see Annex II). 

9. CABEI, as a matter of policy, does not grant loans for less than 
US$50,000, except to defray the cost of feasibility studies. In its direct 
industrial lending operations, CABEI finances up to 60% of the total cost of 
projects in the private sector at the following interest rates and maturities: 

Feasibility studies 
Fixed assets 
Working capital 

Interest rates 
Industries Hotels 

7-8% 
7-8% 

9% 

7-8% 
8-9% 

9% 

Maturity 
Industries Hotels 

7 years 
10/12 years 
3 years 

3 years 
7/10 years 
3 years 

Loans for infrastructure projects and for projects in the public sector in 
general, often cover the total capital budget of the project, and normally ca:rry 
an interest rate of 5 1/4% to 6%. 

Operations 

10, 
funds: 

CABEI's lending operations are carried out through the following three 

(a) Ordinary Fund. Used mainly for financing of private industrial projects. 
From inception to December 31, 1969, CABEI had approved 123 loans totalling 
US$59.6 million and had approved another 18 loans for US$1.2 million for 
industrial feasibility studies. CABEI has not experienced important delays 
in disbursing the proceeds of these loans. Disbursements during the same 
period amounted to US$47 .3 million, or about 78% of approvals. 

(b) Integration Fund (CAFE!). It was created in April 1965, f ollowing a 
proposal made in 1963 by the late President Kennedy on the occasion of his 
visit to Central America. CAFE! is administered by CABEI under a trust 
agreement with the five C.A. governments. The Fund is composed of direct 
allocations of funds by member governments and of foreign loans (AID and 
IDB). CAFEI loans can be made only to govermnents . and are primarily for 
the purpose of financing regional infrastructure projects. Each loan 
normally provides 100% project financing. During the early years of CAFEI' s 
operations, its use was subject to considerable delays reportedly due to 
a lack of engineering staff in CABEI and to the lack of familiarity of member 
governments with contracting procedures asked by AID for the employment 
of private contractors. The procedure for use of CAFE! is complex. A 
sub-loan for an infrastructure project is approved by CABEI's Board of 
Directors in accordance with a Central American infrastructure development 
program. A loan contract is then negotiated with the recipient C.A. 
Government. The average length of time from CABEI's approval to initiat ion 
of construction is now 18 months. Mainly through CAFEI, but also using 
the ordinary fund (up to US$23.6 million), CABEI has approved until Dec. 
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31, 1969, 46 loans totalling US$116.5 million to infrastructure projects, 
~nd 2S loans totalling US$6.7 million for feasibility studies. Total 
disbursements since inception amount to US$27.6 million, or 22% of total 
approvals net of cancellations. 

(c) Home Loan Department. It was created in 1963 when an AID l oan for 
US$10 million was signed with CABEI for the financing of housing schemes. 
As of Dec. 31, 1969, 93~~ -vras disbursed. CABEI is now making use of roll ­
overs from this loan in secondary hou~ing mortgage financing. On March, 1970, 
CABEI, AID and the Federal Home Loan Banks executed a contract of guarant ee 
and loan agreements for US$10 million -loan under the AID Housing Investment 
Guarantee Program to enable CABEI to become more active in seoondar,y mortgage 
lending. 

11. A summar.y of CABEI's lending operations during the last years follows: 
(million of US$) 

FY endin~ tTune 30 
191oY 1961 to 1961-1966 1967 1968 1969 ~c .3lz 

Approvals 78.1 15.1 28.5 36.9 34-7 193-3 
Disbursements 22.8 16.7 14.4 21.1 9.2 84. 2 
Outstanding at 

49.9 69. 5 the end of period 24.8 39.5 6).,3 69.5 

Honduras has taken the largest share of approvals with 24 ·t and Guatemala t he 
smallest with 17%. 

Financial Fbsition and Results 

12. The following table summarizes CABEI's consolidated balance sheets 
from June 30, 1966 to March 31, 1970: (million of US~S) 

June 30 ,June 30 June 30 June 30 March 31 
1966 1967 1968 1969 1970 

Amount Amount Amount Amount Amount 

ASSETS 

Cash and Banks 2.7 5.0 3.8 1 .1 1.8 
Time deposits &

1
temp. 

11.2 11.0 13.6 18.8 17 . 5 investments ~ 
Loan portfolio 24.8 39.5 49.9 6).3 73.7 
Accrued interest & 

commissions on loans 
outstanding 0.8 l.h 1.6 1 . 7 ~ 2.3 

Other assets 1.4 1.3 1.0 11.7 11.3 v 
Total 40.9 !)8.2 69.6 96.6 106 .6 ----

1909 

y · tTu1y 1 - December 31, 1969 
V Represent time deposits in local currencies made in l ocal public development 

banks, with local currency contributions of member countr ies. 
3/ Of which an unspecified portion corresponds to working capital financing. 
4/ Qf which 10.5 subs. capital receivable. 
~ Of which 10.0 subs. capital receivable. 
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,June 30 June 30 June .30 June 30 March 31 
1966 1967 1968 1969 1970 

Amount Amount Amount Amount Amotmt 

LIABILITIES 

Borrowing: 
Short-term 0.4 0.9 0.3 
Long-term 21.0 34.0 45.5 58.5 66.h 

Other liabilities 1.9 0.6 0.7 0.7 1.1 
Share capital 17.0 20.0 20.0 )2.5 )2.5 
Grants 0.5 2.2 2.2 2.2 2.2 
Surplus 0.1 0.5 1.2 2.7 4.4 

Total h0.9 58.2 69.9 96.6 106.6 

Total debt/equity 1.3:1 1.6:1 2.0:1 1.6:1 1.7:1 

14. CABEI 1 s consolidated profit and. loss statements for FY 1966 to FY 1969 
are summarized below (million of US$) : 

FY 1966 FY 1967 FY 1968 FY 1969 
Interest & Commissions from 
loans 1.4 2.4 ).2 4.0 

·Other income 0.5 0.6 0.7 1.0 
Total income 1.9 J.O ).9 5'70 

Financial cost 0.5 0.9 1.4 1.8 
Administrative expenses 1.1 1.5 1.7 1.7 

Total expenses l.b 2.4 3.1 M 
Operating income (loss) 0.3 0.6 0.8 1.5 
Operating income as % of 

average total assets 0.9 1.2 1.2 1.8 
Operating income as 1o of 

average net worth 2.0 3.0 3.5 4.9 
Operating income as ~ of 
year-end share capital 1.8 3.0 4.0 4.6 

Financial cost as % of 
average total borrowing 3.1 3.2 3.5 3.4 

· Interest & commissions from 
loans as % of average loan 
portfolio 7.0 7.5 7.2 7.1 

Administrative cost as %of 
average total assets 3.4 ).0 2.7 2.0 
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construction Loan" (LC/ 0/70-88) and the accomn::tnying Transportation 
Projects Department report dated July 30, 1970 (PTR- 59) ~ which recommended 
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ate a $30 million loan to assi.s t in the reconstruction of roads affected 
by the Hay 31, 1970 earthquake. 
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2. The Chairman, introducing the discussion, said that, in con-
sidering hm·T to respond to Peru is request for a $150 million loan and 
in view of the extraordinary circumstances 9 the question of IDA assis­
tance had been reviewed. In this connection, the constraints upon IDA 
resources through FY 1971 and the fact that Peru Has no t rriDA-worthy" 
on income per capita grounds had been relevant, but not decisive con­
siderations. The decision against resortin~ to IDA in this case had been 
based finally on t he principle t hat IDA was not a disaster-relief organi­
zation and should not be given that imaf.!;e. EO'I:vever, in vie~v of the es­
sentially humanitarian nature of this operation and Peru's limited credit­
worthiness, at least in the short-term;) exception9.lly favorable terms 
were appropriate for the proposed $30 million loan. 

3.. In res1?onse to the Chairman's request for comments and ques-
tions9 the Co~~ittee noted tha t: 

(a) Hhile the absence of progress on the !PC issue 'toTas 
not considered a bar to the proposed Bank loan in 
these exceptional circumstances, the Bank had not 
determined its position on this question. Accordingly, 
no further lending to Peru "Cvas contemplated pending 
a satisfactory Bank finding on the !PC issue. 

(b) Creditworthiness was a separate although related 
problem. Resolution of the !PC issue Hould not 
by itself decisively affect foreign investors' 
attitudes towards Peru, which were based mainly 
on other factors, primarily the Government's 
general policy towards foreign investment. 
Peru 1 s future creditworthiness depended in 
large measure on the extent to which new mining 
investments by foreign companies went fon~ard. 

(c) In view of Peru's need and the nature of its 
reconstruction program ~ which necessitated 
quick action~ the loan was proposed exception­
ally as a "line of credit.u \-Jhile this tech­
nique 't~ould not in fact result in more rapid 
execution of the project than under the Bank's 
conventional loan procedures, an early co~it­
ment of funds \'las an appropriate gesture in the 
circumstances. 

4. The Committee approved the South America Depar tment's recom-
mendation that negotiators be invited for the proposed loan. 

Secretary's Department 
August 17, 1970 
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1. The Committee is requested to consider ) without meeting, the 

attached memorandum of August 14, 1970 from the Europe, ~fiddle East 

and North Africa Department, entitled nisrael - Proposed First 
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Memorandum from Europe, Middle East and North Africa Department 

ISRAEL - Proposed First Agricultural Credit Project 

1. Attached is the Appraisal Report No. PA-55 dated June 24, 1970. It 
recommends a loan of $20 million to the Israel Bank of Agriculture {IBA) 
for an agricultural credit project. 

The Bank's Lending Policy towards Israel 

2. The Bank has made six loans to Israel totalling $134.5 million. The 
last three loans were made to the Industrial Development Bank of Israel (IDBI) 
consisting of $20 million in September 1965, $15 million in September 1967, 
and $25 million in June 1970. In 1966 the Israeli Government adopted a policy 
of reduced reliance on foreign capital which led the Bank in 1967 to discontinue 
lending to Israel. However, deflationary policies conducted in this c antext 
resulted in large-scale unemployment, and in mid-1967 the Government reverted 
~o a policy of rapid growth financed heavily from abroad. In 1968 the GNP 
grew by 14 percent, creating a large import surplus which has since continued. 

3. On the basis of the findings of the economic mission which visited the 
country in 1968, the Economic Commit tee concluded in ~Jarch 1969 that the Bank 
should be prepared to resmne lending to Israel but that continuation of Bank 
lending would depend on the adequacy of the country's economic performance 
in the areas of : 

i) internal financial stability; 

ii) improving competitiveness and growth of exports; 

iii) pursuing the import liberalization program; 

iv) adequacy of the public investment effort. 

4. An updating economic memorandum was distributed in March 1970 which 
concluded that performance on trese issues was relatively satisfactory. In 
June 1970 an economic mission visited Israel and its report is under 
preparation. The preliminary conclusion of the mission is that the major 
problems identified by the 1968 mission remain important but that the 
Government has undertaken a number of measures in recent months to correct 
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these and that overall performance is satisfactory. .Among the measures 
adopted, a wage-price "package" which was concluded between the Government, 
the employers and the labor unions and put into effect in May, is designed 
to restrain the growth of consumption while selective incentives have been 
provided to stimulate the growth of exports. 

5. We are preparing a Second Highway Loan for late FY 1971 or for early 
FY 1972. For FY 1973 Bank loans for education and tourism projects are 
scheduled (see attached lending program). 

The Project 

6. Although the contribution of agriculture to overall production in Israel 
is relatively small - in 1968 only 7 percent of GNP came from the sector and 
it employed but 12 percent of the labor force - agriculture's importance for 
exports is quite large. In 1968, agriculture contributed 17 percent to 
Israel's commodity exports and 28 percent of the value added of commodity 
exports. Since 1960, when production caught up with local demand, the 
strategy within the agricultural sector has been to shift resources into 
exports. For the last ten years citrus has been the main item but the 
limited growth potential of this market has encouraged the seeking of other 
exportable products. The current policy is to select those items with high 
growth potential in the world markets, which also offer Israel a comparative 
advantage due to her unique combination of climate and skills in production 
and marketing. Within the spectrum of possibilities, those commodities with 
the greatest value added to the econom.y are selected for promotion. The 
credit program to which the proposed loan would contribute will be a key 
element in further pursuing this policy. 

7. Three banks are presently engaged in agricultural credit: The Israel 
Bank of Agriculture Ltd. (IBA) (90 percent Government owned), Yaad Agricultural 
Development Bank Ltd. (YAAD) (50 percent Government owned), and NIR Ltd. 
(privately owned). The loan would be channeled through them (cf. paragraphs 
12 and 13). All three are well managed and have considerable experience in 
agricultural credit. The three banks' resources originate from their own 
funds (share capital, ·deposits, and issue of debentures) and from interest­
bearing deposits provided from the Government Development Budget. The banks 
provide medium- and long-term loans to agriculture in close cooperation with 
the Government 1s development plan. Credit control is very efficient. A 
borrower -most often a cooperative village but sometimes a private farmer -
can do business with only one ofthe three banks. The marketing organization 
pays the proceeds of the borrower's crop directly to his bank, which recovers 
its loan before making payment to the borrower. This tight system of credit 
control has given an excellent repayment record to the banks. The amount of 
arrears is less than 0.1 percent of outstanding loans on the average. 

8. The project, which would form a part of Israel's Five-Year Development 
Plan, has three main objectives: (i) export crop development {citrus, off­
season flowers and vegetables, avocadoes and mangoes); (ii) increasing the 
capacity of export handling facilities; and (iii) development of water 
resources. Physical investment will be in greenhouses, planting material, 
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packing and handling plants, new or improved on-farm irrigation equipment, 
and small reservoirs and drainage works. Total estimated cost is equivalent 
to $49 million. Twenty percent of the cost would be borne by the investing 
farmer himself. The participating banks and the Government would contribute 
20 percent each. The balance (40 percent) is the estimated foreign exchange 
comFonent and would be covered by the Bank loan of $20 million. 

9. At full development, which would be reached in the ninth year, annual 
export earnings would reach about $17 million, and import substitution would 
bring one additional million armually. The economic rate of return on the 
total project investment would be about 18 percent. 

10. The appraisalxeport shows that Israel possesses the necessary organiza­
tion to produce valuable and highly perishable agricultural goods {flowers, 
fruits, vegetables) in the off-season and ship them to the competitive markets 
of Western Europe. The Citrus Marketing Board for oranges, grapefruit, and 
tangerines, and the Agricultural Export Company (AGREXCO) for other perishable 
produce are responsible for Israel's marketing effort. They handle the export 
shipments, exert strict quality control and provide continuous information 
feedback for the producer from the Western European market. European con­
sumption of off-season flowers, vegetables and fruit has increased rapidly 
in c cnjunction with quickly rising inc ones. Though further substantial increases 
in consumption appear likely, the market for these products is highly competi­
tive. However, the existence of an effective and aggressive marketing network 
as well as the imposition of strict quality controls should give Israel a 
decided advantage in selling the additional production. 

11. International competitive bidding would be practicable only for the 
export handling facilities to be built by AGREXCO (approximately $2 million) 
because they are the only larger self -contained schemes. All other i terns 
financed under the project comprise a large range of goods and would not be 
suitable for bulk procurement. The supply of these goods in Israel is 
adequate, international suppliers are well represented, and prices competi­
tive both for imported and domestic items. As usual in loans of this type, 
it is proposed to procure the latter items through normal commercial channels 
for most of the project. 

12. In the choice of the borrower three alternatives were discussed and 
reviewed: 

i) to make separate loans to each of the three agricultural banks; 

ii) to lend to the Government which would re-lend to the three 
banks on a first come first served basis; 

iii) to make the locn to the biggest of the three banks, IBA, which 
wou1d administer a Loan Fund under the direction of a Project 
Coordinating Committee and lend on to the two smaller banks 
under subsidiary loan agreements. 
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13. Mter considering the alternatives, I agree that the proposal in 
the .Apprc;Usal Report to make IBA the borrower is the most e:xpedient one. 
Separate loans to each of the three agricultural banks, which will be 
responsible for the project, would require that the amounts to be lent 
to each bank would have to be fixed at the outset, and it would be 
impossible to determine in advance the proportion of sub-projects 
which sub-borrowers would submit to each bank for financing. The second 
alternative, to lend to the Government, which would re-lend to the three 
banks, was discarded because it would make our relationship with the 
entities carrying out .the project too indirect. The third alternative 
has the advantage of establishing a direct contact with the experienced 
organization which would be the major banking entity in the pro.ject~ 
The three banks, as well as the Israeli authorities prefer this latter 
solution. 

lh. Since the Appraisal Report was written the Bank raised its lending 
rate to 7 1/4 percent. The project provided for a spread of two percen­
tage points for the participating banks between our former lending rate 
of 7 percent and the going rate of 9 percent for long-term agricultural 
loans in Israel. The higher rate for the Bank loan would either narrow 
the spread to 1 3/4 percentage points or necessitate a raise of the 
Israeli rate to 9 1/4 percent. The Israelis are discussing the alter­
natives at this time. · The Ministr,y for Agriculture believes that the 
banks could easily absorb the shrinkage of their spread. The Agriculture 
Frojects Department feels that a minimum spread of 2 percent should be 
retained and the rate to the ultitr'!lt.~ borrowers consequently increased .. 
I have an open mind on the subject until I hear the views o1· tne ba.nKc 
concerned during negotiations. 

Recommendation 

15. The project is financially and economically feasible. The three 
agricultural banks are capable of handling the loan effectively. The proposed 
$20 million loan would be made on the terms and conditions applicable to 
recent Bank loans for agricultural credit projects. I propose that the Bank 
enter into negotiations along the lines of the recommendations in para. 8.01 
of the attached Appraisal Report. If the Committee agrees, I propose to 
issue an invitation for negotiations as soon as possible. 

M. P. Benjenk 
Director 

Europe, Middle East and North Africa 
· Department 



Population: 2.7 m. 
GNP Per Cap: $1200 

Attachment 

ISB AEL - 5 YEAR LENDING FROGRAM 

( $ millions) 
Fiscal Year Total Total 

1970 1971 1972 1973 1974 1975 1964-68 1969-73 

Agricultural Credit I IBRD 20.0 
Agricultural Credit II IBRD 30.0 

DFC - IDBI III IBRD 25.0 
DFC - IDBI IV IBRD 30.0 

Education IBR.D 15.0 

Tourism IBRD 10.0 

Highways II IBRD 30.0 

IBRD 25.0 50.0 o.o 25.0 30.0 30.0 35.0 100.0 

No. 1 2 0 2 1 1 2 5 


	30043660 cover-sheet
	30043660-ocr
	30043660-0000-cover-
	30043660-0001
	30043660-0002
	30043660-0003
	30043660-0004
	30043660-0005
	30043660-0006
	30043660-0007
	30043660-0008
	30043660-0009
	30043660-0010
	30043660-0011
	30043660-0012
	30043660-0013
	30043660-0014
	30043660-0015
	30043660-0016
	30043660-0017
	30043660-0018
	30043660-0019
	30043660-0020
	30043660-0021
	30043660-0022
	30043660-0023
	30043660-0024
	30043660-0025
	30043660-0026
	30043660-0027
	30043660-0028
	30043660-0029
	30043660-0030
	30043660-0031
	30043660-0032
	30043660-0033
	30043660-0034
	30043660-0035
	30043660-0036
	30043660-0037
	30043660-0038
	30043660-0039
	30043660-0040
	30043660-0041
	30043660-0042
	30043660-0043
	30043660-0044
	30043660-0045
	30043660-0046
	30043660-0047
	30043660-0048
	30043660-0049
	30043660-0050
	30043660-0051
	30043660-0052
	30043660-0053
	30043660-0054
	30043660-0055
	30043660-0056
	30043660-0057
	30043660-0058
	30043660-0059
	30043660-0060
	30043660-0061
	30043660-0062
	30043660-0063
	30043660-0064
	30043660-0065
	30043660-0066
	30043660-0067
	30043660-0068
	30043660-0069
	30043660-0070
	30043660-0071
	30043660-0072
	30043660-0073
	30043660-0074
	30043660-0075
	30043660-0076
	30043660-0077
	30043660-0078
	30043660-0079
	30043660-0080
	30043660-0081
	30043660-0082
	30043660-0083
	30043660-0084
	30043660-0085
	30043660-0086
	30043660-0087
	30043660-0088
	30043660-0089
	30043660-0090
	30043660-0091
	30043660-0092
	30043660-0093
	30043660-0094
	30043660-0095
	30043660-0096
	30043660-0097
	30043660-0098
	30043660-0099
	30043660-0100
	30043660-0101
	30043660-0102
	30043660-0103
	30043660-0104
	30043660-0105
	30043660-0106
	30043660-0107
	30043660-0108
	30043660-0109
	30043660-0110
	30043660-0111
	30043660-0112




