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VENEZUELA

9/12/69 Luis Vallenilla, President of CAVT:-'0W

10/3/69 General Rafael Alfonzo Ravard, President, Corporacion Venezolana

de Guayana

Ambassador Julio Sosa-Rodriguez

12/3/69 Dinner:

(Caracas) Pedro Tinoco, Minister of Finance
General Rafael Alfonzo Ravard, President, Corporacion Venezolana

de Guayana. Governor of Bank for Venezuela

Rodolfo Aristeguieta, Secretary of the Presidency

Andres Boulton, industrialist

Carlos Emanuelli, Director, Public Credit, Ministry of Finance

Benito Raul Losada, President, Central Bank of Venezuela

Oscar Machado Zuloaga, General Manager, La Electricidad de Caracas;

Board Chairman of VIASA airline

Eugenio Mendoza, industrialist

Luis Enrique Oberto, Director, CORDIPLAN

2. 12/3/69 Pedro Tinoco, Minister of Finance

(Caracas)

12/3/69 Argenis Bamboa, President, Steel Plant (SIDOR)

(Guayana)

Lester Russell, Manager, Aluminum Plant (ALCASA)

Carl Hogberg, President, Orinoco Mining Company

Juan Andres Vegas, Urban Development

Roberto Alamo, Regional Development
Hector Font, Education

Pedro Palacios, Construction Manager, Guri Hydroelectric

Rodolfo Telleria, Operations Manager

3. 12/4/69 Creole Petroleum Company;

(Caracas) Federico Baptista, Director

Guillermo Rodriguez Erazo, Director

4. Jose Antonio Mayobre, Board Member, Boulton industrial group

5. Hector Hurtado, former Director of CORDIPLAN

6. Freddie Muller, First Vice President, Federation of Chambers of

Commerce and Industry

Hans Neumann, President, Resimon factory

Luis Vallenilla, President, CAVEMDES

Dr. Arturo Uslar Pietri, intellectual. Senator, and Director of

El Nacional, Caracas daily newspaper

Dr. Concepcion Quijada, Distribuidora de Algodon. Livestock raiser;

former President, Federation of Chambers of Commerce and Industry
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12/4/69 President Rafael Caldera
(Caracas)

" FJose Curiel, Minister of Public Works

Miss Haydee Castillo, Minister of Development

Dr. Carlos Galavis, President, Banco de Desarrollo Agropecuario,
coconut grower and cattle rancher

7. 7/2/70 Luis Vallenilla, President of CAVENDES

8. 11/12/70 Adolfo Linares, President, Andean Development Corp. (Bolivian; paper
filed under Bolivia)(Corp. located in Caracas)

9. 6/9/71 Pedro Tinoco, Minister of Finance -- dinner at the Venez. Embassy

10. 10/8/71 Adolfo Linares, Executive President, Andean Development Corp.
Enrique Vial, Vice President of Operations
Carlos Barbery, Director of Operations

6/16/72 Dr. Alberto J. Vollmer, Central El Palmar S.A., Caracas
(NY)

11. 7/26/72 Antonio Casas, Head, Venezuelan Planning Agency
Luis Ugueto, Minister Counselor, Venezuelan Embassy

Roberto Conzalez-Cofino, Economist

12. 6/12/74 Hector Hurtado, Minister of Finance
Manuel Perez Cuerrero, Minister for International Economic Affairs
Cuillermo Pimental, Special Adviser to Mr. Hurtado
Cesar Manduco, National Investment Fund

13. 8/13-15/74 Gumersindo Rodriguez, Minister of Planning
(Caracas) Helly Tineo, General Director, Minister of Planning

Hector Hurtado, Minister of Finance and Chairman of the Venezuelan
Investment Fund Assembly

Venezuelan Investment Fund:
Carlos Guillermo Rangel, President
Cesar anduca, Vice President
Marcel Curiel, Director
Francisco Mendoza, Executive Secretary
Juan P. Perez Castillo, Director
Juan Vicente Amenual, Director
Francisco Alvarez, Legal Advisor

Alfredo Lafee, President, Central Bank of Venezuela
Anthony Dubois, Legal Counselor, Central Bank of Venezuela
Carlos Andres Perez, President of Venezuela
Constantine (Ouero, Minister of Development
Luis J. Oropeza, Minister of Agriculture
Manuel Perez ruerrero, inister of International Economic Affairs
Juan .. Suere, Chairman, Finance Committee, House of Representatives

(Continued)
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13. 8/13-15/74 Advisors to the Minister of Finance:
(Contd) (Caracas) Javier Pazas

Guillermo Pimentel
Eduardo Mayobre
Eutenio Soler

14. 10/1/74 Gumersindo Rodriguez, Minister of Planning

15. 10/25/74 Juan Pablo Perez-Castillo, Director, Venezuelam Investment Fund
Eduardo Wallis, Director, Venezuelam Investment Fund

16. 1/15/75 Hector Hurtado, Minister of Finance
Guillermo Pimentel, Special Advisor to Mr. Hurtado

17. 4/16/75 Gumersindo Rodriguez, Minister of Planning

8/25/75 Gumersindo Rodriguez, Minister of Planning and Chairman
of the Annual Meeting, 1975

1/6-10/76 Manuel Perez Guerrero, Minister of State for International
(Dev.Cte., Economic Affairs
Kingston)

18. 4/16/76 Manuel Perez Guerrero, Minister of International Economic Affairs

12/15/76 Simon Alberto Consalvi, Ambassador co the Uyi
(New York) (AL iuncheon hosted by Af" . Akhund of al.istan)

19. 6/30/77 hector Hurtado, Minister of Finance
Roberto Guarnieri, ED, IMF

20. 9/30/77
(Annual Hector hurtado, inister-I resident of Venecuelan Investment Fund

ceeting) Roberto Guarnieri, Lxecutive Director for Venezuela, IMF

21. 9/27/78 Hector Hurtado, Minister-President of Venezuelan Investment Fund
Annual Guillermo Pimentel, Adviser to the Pres.
Meeting Eduardo Mayobre, ED, IMF

22. 10/1/79 Ricardo Martinez, Minister of Planning
Belgrade

23. 7/2/80 humberto Calderon Berti, Minister of Energy
Marcial Perez Chiriboga, Ambassador to the U.S.
Ivan Sigurani, Minister Counsellor for Petroleum Affairs

24. 9/28/80 Ricardo Martinez, Planning Minister
Annual Polo Cassonova, Advisor
Meeting James Stone, Advisor

Mr. Eduardo Mayabre, ED
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FoRm No 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATI, RECONSTRUCTION AND DEVELnpMENT CORPORAIION

OFFICE MEMORANDUM
TO Mr. Robert S. McNamara DATE: September 8, 1969

FROM: Martin M. Rosen

SUBJECT: Luis Vallenilla of Venezuela

Dr. Luis Vallenilla, who is President of Cavendes, the development
bank in Venezuela which IFIC helped establish and in which we are an
important shareholder, will be visiting here on Friday, September 12,
to discuss Some new activities which Cavendes is planning and which
might involve joint operations with IFC.

He has asked for the opportunity to meet you, anytime on Friday,
September 12, or Saturday, September 13, or would be willing to stay
over to Monday, September 15.

He is one of the leading young Venezuelan businessmen, in his late
thirties, and is quite close to the new administration. I think he will
be a leading figure in the private community in Latin America for some_-,-_,
time and may very well have an important public office, and So I believe
ten minutes with him would be worthwhile.
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December 17, 1969

M FOR TIE ÄEC01:W

by 
at Hotel G e ltEU ara as Hi o

j_ecembel- 3,

by:

Mr.

1.1r

i,Ir.

Hr. 'ärJ.Ight

Mr. -Pedro Tinoco Pänister of Finance

Rafael Alfonzo Ravard Presiuent. '.-rporäacion Venezolana
de Guayana (1'1.V.GJ

Kr. Äodolfo ;ýristegiiietm_ 3ecretary of tlie Presidency, C.V.G.

-r. )_ndres 'ci)_lton Leading industrialist

Mr. CarLij Director. Public Credit
Ministry of Finance

Benito _Raul Losnda -President, Central Bank of
Venezuela

ljr. jscar iCachado Zuloaga General La Electricidad
de U,i-_-,1c,ýts- Board Chairman of VIASA
airlinn

21r. Hendoza Leading industrialist

Mr. Luis Enrique Oberto Jirector. COýWII`ILA14

j-k-, Acember 3> 19ö9, Ar. invited a group 9_-ý V-rj-ý=lan lp-,ý:c-
to dinn,2-? for the purýpose of obt-tining theiir views on
_Lnet pi I I -L - -- -ý)j-ýc-ts of tiie country and to elicit their on tý,-- the
-ole cf m-ik iii Vený-åzuelals P-conomic develoýui,- it.

opened tne ciscussion öy giviný ýýis iiýtipressiuns obt-ýdmed
frum readin- about, Venezuela, frori his brief to see a part ol
t,tc ('ýjmtry, and- frorå conversations witli Venezitelý-Lit government orficials wid

L',- ý- of tne private sector. He observed tnat the ýý Ja-.--r grasv-th
per n the 1960 1 s con, pare ý] with the

s U) per inould. u- ýi cause for concern. He referred also
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to the faet that tse ratio or oil reserves to output in Venezuela was very
low compared to other petroleum-procucing countries. The outlook for a fur-
thor decline in the gro:th rate for petrolem, the low ner capita income of
tho bulk of the population and the high unemployment rate, particularly in
rural areas, would seen to make it -aperative for Venezuela to take prompt
action to generate new sources of income in support of governent programs
for economie development. He said his quick tprossion was t1nt potenti1.
for development lay Ln agriculture, minerals, and possibly touris. It
seemedl irrational to him tunt Venezuela should be importing large quanti-
ties of foodstufis.

Mr. McNfamarmerntoned the Bank s poley o- inereasing substantially
its total lending during tre 19ó9-1973 period, particularly ior agriculture
and edueation. He then asked his Venezueln guests to indicate to hin their
views on his rerarks. He also informed them that the Bank hadl scheduled an
economic mission ror next Fbruary.

Mr, Boulton said he agreed fully with Mir. .1ci'iar tha d versific on
wasrently required, and that the fieldo cationed by :r. kcil:mra for de-
volopment -ere the appropriate nes. e pointed out, however, that the
mnerals incdustry was not laoor intensive and therefore would not help ro-
lieve unoploymen significantly. Hie said, furIher, tänt under past and
resent conditions tse uneyloyment problem hau been severo only for un-

sk lled orkers: that there was in fact a shortage of workors with skills.
SO as surnrised and pleased to learn tnt tho Bnk made loan in -tn field

of e:uultion, and indicated that this ight b a good vay for sne Bank to

heip Venezuela.

Kr. Uslar Pietri and Mr. Mendosa stressed the need to concentrate diver-
sification efforts in oly a Len fielas and agreed with Mr. McNamara that
agriculture, minerals and tourism needed priority attention.

rlachado Zuloaga agre on the need to develop tse non-petroeum see-
tors of the econory. ie indicated, however, tmat there would be sufficient
oJl reserves if the Government would only take action to permt new e;qlora-
tion. 1e noted that there ;ere good prospeets for finding significant re-
serves of 011 in tse areas outside present concessions. He mentioned, in
particular, tse tar belt in tho oastern part of the country and petroleum
re in tne Gulf of Venezuela in the ies. He was concerned that, white

there wasgeerlcceptance oDf thie principle of service contracts, the
Governmest had dealt with the matter much too slowly.

nister Tinoco stated tnat tnere was a high degree receptivity now for
the ideas expressed in the discussion: the need to take measures to "so the
petroleu " to use Uslar Pietri's phrae, was ;idely aceepted, and the Gov-
ernment was now foeussing on the development of agriculture, inerals and
touris m.

Several of the guests raised the question of U c.. actios 0n oil impor

uot.a. It. Memnara respondud by saying that it was recognized is the U. -.
that nvational security was no longer an auequate reason: for maitaining the



Ipart quotas; and that V-e-nsjeze oula probably ootain some benelit from
ne decisIons wnich sill emerge fra the current review of oil import polcy.

He enphnized, hawever, that it would be imprudent for Venezuela to lMok far
a long-term salution to its ecanaoic problems from that source orsidering
the hig cot structure in Venezuela1s petroleum industry. Actton was neces-
sary ta liplement proposals rar developing other sources of incone, particu-
larly in agriculture, minerals and tourism.

cc: lessrs. McNLua

pideereld
Clark
IMachadoa
Altter
yeas

Svans

Fuchs

Bernard Ztinan
Westrn emisphere Department
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fiecwfoer 17, 1969

FOP, THE RECORD

VhMZUEI,A - Mlecting with Creole Petro3ct jr Company at the Hote C,-ix-cas
Hilton, lecei'oer h. 1969

Attended by:

I'Lr. Federico Baptista Directors of the Creole
Yx. Guilier7o Rodriguez Erazo) Petroleum Company

Mr. McNamara

1"Ir. Nacijado

Nr - 1, right

Mr. McNa_, xa explained hfs interest in ubtainLr, , eas cleLu a picture
as possible of the future pros ects for petrole vr producticii in Venezuela.
The petroleum sectklor had provided, the main stinu_lus to t ie co uatryls economic
growth in the past, but the rate of increave in potroJeijji production had slowed
down considerably in recent years, and it looked as if Venezuela would have to
rely very largely on non-petroleum sources for additions to its national income
in future.

The Creole representatives said that Venezuela's exports of petroleum,
which r)r( duced around 1-3 billion a year in government revenues, were at present

oly-limitedN - a change from the situation in the early 1960s when demand
ra%Ler than E u ' onlywas the main constraint on production. Ten years ago Creole
had up to 7,00 ) undrilled wells, but the number wa!3 now only about 2,000, and
these were r. ,xginal locations. 'The Company ir4tended to dri-11 400 wells i-,e-,t
year, as a,-ai--st 250 in 1969, in spite of the fact that marFinal. costs were
rising. This could result in a very slight increase in Creole's production,
which was cuxrently running at 1.6 million barrels a day (b/d) or appro--iwztely
40 percent of Venezuela's tot,--I crude production of 3.6 million b/d. Cn tLe
other hand, tne other petroleum companies in Venezuela - principally Shell,
which had 10 percent of the market, and Gulf - had practically no new wells
left to drill on their existing conce',sion areas, and their production therefore
could be expected gradually to decline over the next few years. Thus, so far
as the present concession areas were concerned, tota-I petroleum production in
Venezuela ri-lit be maIntained at arouud 3.6 million b/d over the next four to
six yea:r,--, with a light increase for Creole and a slight decline for the other
companie-,, A-fter this period total production would begin to trail off unless
new cLI-scoveries were. nade. Shell was already being driven to turn to oteL il
injection, which permits oil to be obtained faster, though probably does not
result in any increase in the percentage recovered (Creole reckoned that stea.
injection raised costs of production by as much as 25-30 cents a barrel).
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The Creole representatives mentioned tnat the highest sustained level
of crude production ever attained in Venezuela, in 1957 following the Suez
Crisis, had been 3.8 million b/d, and they considered it unlikely that this
rate would be exceeded in future, even if agreement were reached on service
contracts. Costs of petroleum production in Venezuela were relatively high,
averaging around 35 cents per barrel as against 1( cents per barrel in the
iddle East. This was basically because wells in Venezuela yielded less

(around 300 barrels per well as against 4,000-5,000 in the Middle East).
About 75 percent of Venezuela's production came from the Lake Maracaibo
area and 20 percent from the State of Anzoategui in the eastern part of
the country.

Messrs. Baptista and Rodriguez then turned to the prospects for new
discoveries of oil in Venezuela, and they identified four main areas where
petroleum might be produced in future:-

(a) South of Lake Maracaibo, where there were interesting
possibilities, but the wells would have to be drilled very
deep (10,000 to 1,000 feet) - the Companies had been
invited to bid on service contracts for five blocks, one
of which looked quite good, another promising and the other
three less attractive;

(b) the Gulf of Venezuela - much the most promising of the new
areas, but temporarily locked out because of a territorial
dispute between Colombia and Venezuela which affected one
quarter of the area (the Creole representatives tnought
that there was a good prospect of a settlement being
reached between the two Governments in the not too distant
future);

(c) off-snore areas around the Crinoco Delta, where the State-
owned Venezuelan Petroleum Company (CVP) was just beginning
seismic -work; and

(d) the tar sands of the Crinoco, where there were huge deposits,
but probably not more than 2-3 percant could be recovered,
and no one knew what the cotts of recovery might be (Creole
was studying the area as a long-range research project).

The Creole representatives expressed concern over the delay in agreeing
on service contracts and said that it was very doubtful if these contracts,
on the basis now proposed by the Venezuelan Congress, would attract any
takers in the current round of bidding for the south of Lake Yaracaibo.
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A significant gap existed between the minimum terms suggested by Congress
ana the best bids so far offered. Creole had put in a bid, but it was not
a very serious one, and only some of the smaller companies (Occidental was
mentioned) were likely to be interested. The main trouble was that the
Venezuelan Government during the past ten years had concentrated mainly
on increasing its tax take and not on expanding production (royalties and
taxes now worked out at about $1 per barrel and accounted for 72 percent
of the total profit made on producing crude oil in Venezuela). Even if
agreement could be reached quickly on the service contracts - and the Creole
representatives seemed to think this unlikely - it would take at least three
years to develop new production. The existing oil concessions expired in
1983.

Apart from new exploration under service contracts, the Creole repre-
sentatives said that liquifled natural gas (LNG) offered the best possibilities
for increasing Venezuela's income from tne petroleum sector. Creole had
returned a lot of gas to the ground, and other companies were doing the same
(85 percent of the gas in Anzoategui was being returned). However, there
was a question whether Creole had the right to exploit the gas since CVP was
supposed to have a monopoly in this field. A year or two ago Creole had put
together a project for the supply of 600 million cubic feet a day of LNG
to the United States, i%hich would involve investing as much as $130-l50 million
in Venezuela alone, in addition to the cost of tankers and receiving facilities.
This would not be a particularly attractive proposition, however, if tne life
of the project was limited to the 15 years which the present concessions still
had to run - ana this was always a danger, even if the right to exploit the
gas was granted. Meanwhile, Philadelphia Gas had been talking with CVP about
going into business "from the plant to the market-place" with the objective
of delivering gas to the United States at 35 cents per thousand cubic feet
laid down. Creole had just been approached about the possibility of supplying
gas for this project, but they were not interested in selling at give-away
prices, and they considered the 35-cent figure quite unrealistic. Algerian
Gas was being laid down on the east coast of the United States at a price of
53 cents, of which 15-18 cents was accounted for by transport. In Creole's
view, the minimum realistic figure for LNG fram Venezuela would be in the
range of 40-45 cents. There were consiuerable possibilities here, since the
likely increase in demand for LNG in the United States market would absorb
one 600 million cubic feet a day plant annually. The Venezuelan Government
might earn around $30 million a year from a project of this size, and this
would help to compensate for the expected decline in income from petroleum.

Another project in which Creole had been interested was for the use
of natural gas for the concentration of iron ore. A $50 million project had
been put together, and talks had been held with the Guayana Corporation of
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Venezuela (CVG) on terms which would have provided the Company with an
accelerated tax holiday, while CVG would have had an option to take a
25 percent equity interest in the venture for a period of one year after
start-up. A pilot plant had indicated the possibility of achieving a 92
percent concentration of iron ore by use of a special process which Standard
of New Jersey had developed (as compared with the 86.5 percent which the
Orinoco Mining Company was aiming at in the ore concentration plant now
being built in Ciudad Guayana). However, Creole had not gone ahead with
the project because they had had to pay around $80 million in back taxes to
the Government, and they were also investing 4120 million in a desulphuri-
Zation plant, and this left then short of funds. The Creole representatives
suggested, however, that the project might be revived in future.

Mr. McNamara enquired about the possibilities for mineral development
in the Guayana region. Messrs. Baptista and Rodriguez said that the main
problem here was the Government's refusal to open up the region to private
exploration. This policy had been established ten years ago by the then
Minister of ines, Mr. Perez Alfonso, and it was now 25 years since there
had been any private exploration. The Government had meanwhile been carrying
out its own investigations, but its method of operation was not calculated to
encourage aggressive commercial exploitation.

cc: Messrs. McNamara
Knapp
Aldewereld
Alter
Clark
Ross
Schmitt
Machado

E.Peter Wright
Western Hemisphere Department
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Dece- J)er 17, 1969
FOR THE IUCOPD

VENEZUaA - Meeting with Mr. Jose Paitonic, !,'a -obre at the Hotel Caracas Hilton

Dec"er 4z 190

Attended by:

Y-T. Jose Antonio Maydbre - Fo xd Me-Trber, Rou-1ton industrial

foritier "" ecretary General
C-" ECTA; - ister Qf klines;

ED in DT; and Ambassador to U.S.

Mr. McNam.,aXa

Mr. Machado

Mr. Wright

Mr. 14cNaT-iara. explained the purpose of his visdt to Venezuela and asked
about the prospects for future economic development and diversification away

from petroleum. Mr. Mayobre was m( re optimistic about prospects for petroleum

developments than the Creole representatives who had met with Mr. Mc-., w;iara

earlier in the day. He expreszed Iiis confidence that agreement would be reached

wi 'ain a few months on service cotitracts for petroleum exploitation3 South

1,ake Maracaibo would be the first area to wiiioh the new arrangements would be

ap,.,-Lied, but the prospects for finding oil were much better in the GL'Llf of

' eiies,aela, where a small question of terri- cria waters had to be settled first.

At ieasl three years woulci be required before new production could beg n

service contracts, and dur:Lri-, this period Venezuela's petroleum exports would not

iruw by more than one percent a year. The official figure of Venezuela's proved

)ebruleura reserves was 17 billion barrels, but this was a very conservative figure,

w.id 25 bill-ion was not an unreasonable estimate.

Mr. Ma robre ent-lha5ized tie importance of Venezuela making better use of

its gas (Associated as in t4e 111aracaibo area, Free Gas in the east). So far,

industrial uses had been very iiii-Lited, and the petrocnarLical. induFtriess had not

got off the ground; three years ago, for example, a prQject for a lal-ge amr.onia

plant had been dropped because of the fall in prices. Mr. Mayobre c msidered

that pro-- )ects fc.- the e;kport of liqui-fied nat,,--rall gas to the east coast of tlie

'United ieve very proi, dsj-ng, and he referi-eu to that uere

oil wit ,- !It' F G, !7 -nd to a stud,- bein- Luidertalzen 1 y Coluy. 'b4a (3as; -L s

re-injec'Led by Creole ii, t( e j ake Marac Jbj ca i-Tas a pos--Lble source of suj--,piy.

However, Mr. May-obre that Venezuela could no ionL -er icQk to the

-.ctro-ieiu;i sector for its impetus to and it va, mcst tflat

e:-,-- crts should be dliversified. tie saw ccnsiuerLbic possibiii-bie6 L. E t

deve opnent, -aid referred to a proposal tu-idea: (.( i-.zideration for a ch, ,-La o'
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hotels to be built by the Boulton group, with which he was associated, in
association with Spanish hotel interests. Mineral development -was also, in
Mr. Mayobre' view, a promising field for expansion. He referred to the
Crinoco Mining Company's project for using natural gas to produce iron ore
bricuettes, and said that Venezuela might be able in future to produce steel
competitively. If industrial uses were developed for low quality bauxite
Venezuela could be an important source of supply. The Venezuelan Government
was currently engaged in mineral exploration on an extensive scale. Deposits
of silver, lead and zinc had been found in the Andes which might have
corruercial possibilities, and a project for mining nickel forty to fifty
miles west of Caracas was under discussion with the French company La Nickel
(the deposits so far discovered could be sufficient to produce 10,000 tons
a year for twenty years).

Mr. Mayobre then turned to agriculture, which had achieved a rate of
growth of over t percent a year over the last ten years, mainly in the private
sector. Agrarian reform had diverted resources away from the private sector,
but tne establishment of the new Banco de Desarrollo Agropecuario would help
to correct this situation. Apart from traditional crops such as sugar,
coffee and cocoa, there were promising opportunities for expanding production
of oilseeds, vegetables and tropical fruits. Venezuela should also be able
to reduce its dependence on imports of animal feecistuffs. Good progress had
been made during the past twenty years in building up livestock production,
especially in the Acarigua area, and here too there was plenty of scope
for further expansion, particularly as 200,000 head of cattle a year were
being smuggled into Venezuela from Colombia (this traffic could be stopped
as domestic supplies increase to meet local demand).

cc: Messrs. McNamara
Kapp
Aldewereld
Alter
Clark
toss
Vyss
Zinman
Schmitt

E. Peter Wright
Western Hemisphere Department
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16.9 1969

Illeeting with Kr. ilector at the Hotel Car- ca i r
Becenber

Attended by:

Hector 'f'Urtido Former Director of

'Hr.

i,Ir. Zirxian

(Mr. Ilurtade, ijas -Director of the governmentIs econoTair-
zation dui`rig the ad=iistration uf President Leoni from 10`4-ýý
nent fi-un--- i7ý the Acciön (AD) Party, he held rjuL'- -cnC
was the ri-iLn advisor to the President. He is still influential as
an advisor tL -ý'j ,ýýiiuh is the leadi-ng opposition party.)

asked Mr. Hurtado for his views on econoiu.c devclopment
pr:UDritic- turier preseýý"'- conditJons in Vir. Hurtado rer'-.ed thau

and held. thý, -reýitest particularlv as soLuces
.1,-- c_~..-;,,,ated wcT-ý Lý -ý,nt te be over 13 -re, ~ent of the laber

(mainly C wäicL nand suf f cre -, over the past l.')-
ye-ai,s, frý')j, an iliflu,,- of -,.,id iý-icierernl-gloyed wor'.ý,rs from the rural.
arens of the country.

VIr. '711-rtntdo repeated to Er. tn of .- ilis-ntione.d ruTvvirk rucIC by
h-ijr, to of Bank staff -with he bi-e ýý,,"jn conwý.2t tl-c G-)v-
eriuåent ctiu'ing the i964-i,ý-,1 1, -5-nk, ý,,;--'Lstance j-ýJ t as
i-iucn to jýiurove the aöblinistration ot borrowing a,,,ý-,iýcies in as for
tiie financé itself.

According to !.Ir. a priority need, j-n view of sluggish trend in
rr--,7-n'j-es petroleum, is tax reforj- 1" Lr. T-lurtado was the architect of the

t,:rx -rojw- ý,,rhicn was watered d<xvm by the Congress to increase the bur-
dcýn on the I`jr,---!L-n o:Lj companies).

cc: 'Iessr'5. 7c ý i --inara

-Ituýr
CL
.r,

Departnent
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December 17, 1960

FUÄ TýE RECOIRD

r- I s Vi sit 1

i_Tý ra v-I Ve,_,!7ý _'rom December 2 to LA cei,bcu ý,e
i jy Dr. lýiE,ciýiacio and ýjy Clark- _Äright, CÅliý',stoffersen iid

Zinn, an.

On ".iednerd;--y, J-cci-ÄUýu,r kir IllcDjasixara visiteci the Jxuay,ýuia region in
southeast Venezuela. Wý,Lle there he toured Ciudau Guayana ana visited
jr'_1-10CQ 2,äning Goi,ipanyls irDn reduction plant nviT under coiij`Uxuction;_Y1L 1 C irnni- the alurýý,inum ý--17ý I-rt c)intly by tii,3 ý,c_

3ý- ýle Veýrkelzcl uiýt de (J. ý.Jrj and Aluýiuý_ýum Intern-:it_,xiýil
_-ýc -ýj.E30 visitc," tILle roject ýj!Lch ja,-i

lo= (353-VI,). -ýý-fter flyir,- back to 011 the 's -L rie
was host at a m. all dinner attended by

ý,.nd political 1-ýders.

C)ri Thui-ýý!,._", Ace.ýrt'[-ýpr !r. cýui et in separate meetings
with -ý4r. Guillt-_ýrxc Baptista, __ýLrectors of
the CrecI-- fetrolewýý Jj3c Secretary
Gener-_1 jf 3(UA, of ýInanc,ý,, of Birector
Of -icr to the 11. '111, -_c-,dcnt of

c.- ä_-j,-irrollo received a
.5 raillion loan frci-i T14,r, anu iri uniet, J_` JY-terest;

'Iector lluiýt,,,Ado -fo e r e e T ý1 ',\1 - , ý [ , -1 ", 1.

Vice-Fr,-ý-jdent of tije 9' qý _cý,Uýerce I-Instry.
t-r m eeti -i the V-IL,

-u the _ýLÄster of Fin,u-.c-_1,, -1 _ir. lk,!1-0 Tir.uco,, who jý.(3cxn_
th-e i-.-,ýiýIence of uhýý Dr. Aafael `iith

ýte -uid !A,. -Iicý President then ten, -,red a luncheon
nwuýr 3f Kr. -tttq,-ýý--- by the thinet ana leaders

ý-ý4nd JMUýUjtry.

On the afternoon of December 4, Kr. and party traveled by ear
to Valencia i-n the west where they visiteJ tliý3 1->rotinnl -miimal feed pl-nt.

(ki the morning of December lir. LcIýýnara travý--111,ýýl by air I'rcji,
to -ýicariguý- where he visited the cattla f= of Mx. CDii-e-cic)ýi -_jtd a

mill nearby. 1,1r. jTcT -ý 3 ty depart r from Ac lwý -ua to
DV-I-fly the southwesterii ý i-t of Venezuela,U-_,r6-, part of t' -jwýi U 11ý s he Jec

Project (Lo3u ý-VE) between Barirrýs -,n.J ýýur-
rcýuý_LLý,- 3-ivestock and -,_jricultural. areaýý. bj air city
oý Äýý,_rýjcaibo.$ tney overflew the petroleiuii å_ielJ,3 L: and around L-,ke ',laracaibo,,

ý;,2r landin-- -at Maracaibo, they departed by air for I-Iexdco at p.m.

cc, GI:9rk

-2ý-.i.-ýn/E. Peter '-.`rLJ,,t
, 7 - ý,



December 16, 1969

MEMOR?ANDUM FOR THIE RECORD

E A leeting with Mr. Freddie Muller at the Hotel Caracas Hilton
December 4, 1969

Attended by:

Kr. Freddie Muller - First Vice-President, Federation
of Chambers of Commerce and Indus-
try (FEDECIJLväS)

Är. McNam-ara

Mr. Kachado

Mr. Zinnan

Mr. icNamara opened the discussion by giving his impressions: Vene-
zuela needed to diversify its economy in view oi the stagnation ol petroleum
even though that industry would undoubtedly remain the most important one in
Venezuela for some years to come. Kr. Muller agreed but added tnat the future
ol the economy would be in no danger if the Government bad acted on the serv-
ice contraets instead of procrastinating for the past ten years on inportant
decisions relating to the proposed contraets. He felt that service contraets
migat not be the ideal arrangement but, since this was the forn adopted, defi-
nite action is urgently required.

Mr. Muller then indicated his (and fL'C æ LU3t) opposition to Vene-
zuela's entry into the Andean Group along with Boliva, Colombia, Chile,
EcuaUor, and Peru. He referred mainly to Venezuelas high cost structure and
the fear of competition. He insisted that the Government (and particularly
Hr. Hurtado, former head of CORDIPLAN and a leading proponent of Venezuelat s
participation) did not understand the difficulty: tjat competition from pro-
ducers in the other Andean countries would ruin Venezuelan industries. He
added that Venezuelan industry, led by tne powerful FELECAEIRAS, would not ac-
cept entry into the Andean Group unless "complementarity", instead of competi-
tion, were made the rule, i.e., only if selected industries were assigned to
specific countries whicn could be protected by all members of the Andean Group.
In reply to Mr. M4cNTaara's inquiry on what industries he was thinking of,
Mr. hller singled out petrochemicals.

McNamtra

cc: Aessrs. Knapp
Aldewereld
Machado

Jright
Ross

Schmitt

estern Henisphere DeÉpartment
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INTERNATIONAL DEVELOPMENT NTERNA TINAL BA K F R INTERNATIONAL FINANCE
ASSOCIATiON RECONSTRUCTIO NA E V EL P ENT COPPORATION

OFFICE MEMORANDUM
TO: Mr. Robert S. McNamara DATE: July 2, 170

FROM: William Diamond,

SUBJECT:

You will meet, this morning, Mr. Luis Vallenilla.
President of CAVENDES.

As you will see from the attached curriculum vitae, he

is 42 years old, and was trained in both law and economics. He
has been associated throughout his active life with Eugenio
Mendoza, one of the most important of Venazuela's businessmen
and industrialists, who also wields considerable political in-
fluence. From 1960 to 1964 Vallenilla was President of the
Cornoracion Venezolana do Fomento, Venezuela's official dev-
elonment bank.

At our Annual Meeting in 191, while Vallenilla was still
President of CVF, he raised with Rosen the ouestion of establishing
a nrivate develooment bank. He was the principal rromoter with
whom we worked in bringing the comnany into existence, in 1963.
Its first President was Mendoza himself; but in 1964 Mendoza re-
signed and Vallenilla left CVF to become President of CAV'NDES.
He is also a member of the boards of various comnanies associated
with the Mendoza groun. He recently entered nolitics, and was
elected a member of the Chamber of Denuties in 1969.

Vallenilla is an energetic uromoter who has a finger in
many nies. He has brought to CAVENDES energy and connections
rather than industrial or investment exnertise, for which he has
relied very heavily, both on members of the Board and on his small
staff. Nevertheless, he has a very mood renutation in, and holds
the confidence of, both Venezuelan and foreign private business
circles, and the government. He is ambitious, imaginative and able.

You will recall the main issues raised in connection with
the recent CAVENDES loan:

(a) relatively low nrofitability so far, the result of low
spreads, inadequate leverage and high administrative
ex-enses;

(b) insufficient attention to new enterprises;

(c) the necessity to nromote the sale of CAVENDES' bonds,

arrangements for which were an essential Dart of IC's

new loan and standby;

(d) insufficient staff to handle the exnected large volume

of business.
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Having said the foregoing, however, the fact remains that

CAVENDES has established itself as an important nrivate
source of finance in Venezuela and has done much in

pioneering underwriting and distribution of corporate
bonds. Most of us here have the conviction that CAVENDES'
long-term future rests, not with being a relender of bor-
rowed funds, which has in fact been the main use of its

resources so far, but in being an investment bank troviding
financial services and in underwriting and distributing
securities.

Attachment

TFC equity investment $1.3 million
first loan 7.5 million

second loan 5.0 million
standby 5.0 million



CURRICULUM VITAE

Luis Vallenilla

DATE AND PLACE Born in Caracas, Venezuela; December 12, 1928
OF BIRTH

FORMAL Doctor in Law, University of Maracaibo, 1952
EDUCATION Doctor in Jurisprudence, Cum Laude, University of

Rome, 1953
Doctor in Economics, University of Caracas, 1957
One year training at Harvard Business School (1953-1954)

PROFESSIONAL General Manager of Financiera Mendoza, 1956-1966
POSITIONS 1ELD Member of the Board of Banco La Guaira; also of Banco La

Construcci6n; some years during that period (1956-1960)
President of Cover CA (reinsurance company, some years
during that period)
President of Corporaci6n Venezolana de Fomento (1960-1964)
Member of the Board of Banco Central de Venezuela (1960-196h)
President of CAVINDES since 1964
Member of the Board of Inversiones Mendoza (since 1964),
of Productos Efe S.A. (since 1966), of Protinal C.A. (since
1967)

POLITICAL Member of the Venezuelan Congress (CarEnra de Diputados)
POSITIONS since 1969.
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'Cmoranaup, for "ýeeord, Novemý,cr 13, 1970
Uter

ý,"eetiné, of ý'r. ýc'4a--rarn vith AdnIfn TÅnares,
Pre5ident of the Andean Development; ý=oratjon-

met nn Nnvermbe-r 1ýý, D7 wlth '1r. Adolfo Lingres,J`rasidgnt of V-rie Andean Develor-L-ient Cor-noration, and :"r. 7'nrique ViRl,Vice-Pres-Ldent (see Tq- bri.efin,7 MernorRnclur of Noverpber 10, 1,-ý71.Linares de=ibeJ the set 1-i-p of the Andean nieveloDnent Corporation
and jts major olijectiveg. ýfe einphmoize,) that they ver-- rror-o,31nr toconcentrate on the indligtrial sector -g<th particular reference tenrojeets of riultinational YTe feels Viýr- 1ýnIeanment Corporation ýt gpecia.1 capp.-hilit:v for action on rultinp.tional
nrojpets and, in cooperation vith the Board set ur under the Act ofýýnrtaizena, tbev miv Påsn ^6ecomp irvolved in industrinl plannin- anLI.proo-ramming. 7hey have a clear mandate fram the Favern?ýtente of tberegion to -proTrote, aný! finarie- inoýix-qtri,kl proIeets which willcontribute to the econniiie fnteF-ratiop of the area.

iney have already nade an Inventory of rrojectý3 in Výe reas tije resnilt -ýf the verk of a miseinn -;hich lias recently returiåeci fromv 7 to eacý, country . The report of this mission -,ri] l be nadeavnilable to the World Bank. it w"- aývree,! that the Andean T)pvelormerit('orporntion woulý, aesignate a member or their staff to have furtherýIiscusqinns with the 'Törld TJbank on possible arens nf eollaboration.ýýention wa-g -tade of the posj51billty of providing, some assistance in pre-inveqt,I,ent vörk rinci project preparation. Jt ý4,as noted that the Worldlinnk and IFC Uready are involved in financing Induatrial devolopmentthrmýh the inlustri,-ý,1 'eveloprent '-qnkFin Colorl-)ip, -Tý,cundor ^ndVenezuela. <Sor>-- of the Project,3 nay well lend themselves to ý'ýnrld-ank throi-y-h these channelg.

attentinn is heinpý, r71~ also to fnfrns!tructure andtrýqnsport gerv-iees directly relste,ý to ý-ndustrf.il -projeets- 71i6 isparticularly true 3f the less develored countries in tlie region,nanely 'Ecuador and 2olivia. In the3e countries also industriC Drojeetsof gtrietly natinnal interegt In thp nbort-term are considered suitable-f'or the Corporation's atterition. Tn the infrastr-jcture field, mentionwas ,yiade of Dover rro.leets in Ycmqdor. (Tt was not elear vhy the ÄnJear
Corrorý-ition need concern itgelf with this sector, in v4w

L)e-%7elop"nt 
-of the availabilftv of finance fror other sources.)

Purinp, the course of the digcission, nentfon vas alse madeof their intere,3t8 in promoting a oteel nroject of an economic size inthe area. ýihp ',,lorld Bank ha3 recently beld df3russions with the1,.enezuelan authoritieg on pogsible involvement in the steel sector inVenezuela.

CCý ý1essrs. nut4errez. 1.,ýichq, ýýzillings, Frost, Zinman.Dosik, IJy 'ucrre-
GlJter;pa.
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INTERNATIONAL DEVELOPMENT INTERNATIONAL PANK Fn ; INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DFV_L0rMLNT COR ORATION

OFFICE MEMORANDUM
TO: Memorandum for Record DATE, October 12, 1971

FROM: Gerald Alter e

SUBJECT Meeting of Mr. McNamara with Mr. Adolfo Linares, Executive President of

the Andean Devel2paent Cor2oration

Mr. Adolfo Linares, Executive President of the Andean Development

CorDoration, accompanied by T-1r. Enrique Vial, Vice President of Operations,

and Mr. Carlos Barbery, Director of Operations, called on Mr. McNamara on

Friday, October 8, Messrs. Escobar and Alter were also present,, Mr. Linares

reviewed the discussions which he had been having over the past ten days with

Bank staff, expressing gratification with the results, He pointed out that

at this stage of the work of the Andean Development Corporation, it was very

important to have the World Bank's support. He expressed satisfaction with

the arrangements which had been tentatively agreed upon to have prepared an

Aide Memoire of the conversations with the Bank staff. This Aide Memoire

would indicate how the Bank and the Andean Development Corporation could

collaborate in the future. Mr, McNamara exT)ressed his agreement with these

arrangements.

The visitors explained the interrelationship between the Andean

Development Corporation and the Andean Pact. They emphasized the importance

which they attached to this relationship and to the opportunity it offered
for the development of multi-national projects in the industrial sector in

the interest of regional integration. In response to questions concerning

the financing capacity of the Andean Development Corporation, they pointed

out that they should be able to associate themselves with the financing of

almost US$500 million worth of projects, They expected their own contribu-

tion in each project to be relatively small, with supplier credits covering

the foreign exchange cost and Government capital contributions to individual

projects taking care of most of the equity. Their own paid-in capital will

not exceed US$25 million in the next few years, At the present time, finance

is required mainly for covering the cost of studies and they are receiving

assistance from the Inter-American Development Bank,,

cc: Mr. Knaop

Mr. E.--r2abar

Mr. SaFir

iAlter:pa.



FoaM No. 75 INTERNATIONAL BANK FOR
RECONSTRUCTION ANO DEVELOPMENT

INTERNATIONAL FINANCE INTERNATIONAL DEVELOPMENT
CORPORATION ASSOCIATION

Date
ROUTING SLIP October 7, 1971

NAME ROOM NO.

Mr. Robert S. McNamara A 1230

To Handle Note and File

Appropriate Disposition Note and Return
Approval Prepare Reply
Comment Per Our Conversation
Full Report Recommendation

Information Signature
Initial Send On

REMARKS

For your meeting at 12:15 on October 8.

F romG
Gerald Alter



INTERNATIONAL DEVELOPMENT INTERNATIONAL BANi FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOIPMNT CORPORATION

OFFICE MEMORANDUM
TO: Mr. Robert S. McNamara DATE: October 7, 1971

FROM: Gerald Alter A"
SUBJECT: Discussions With the Andean DevelopMnt Corporation (CAP) Delegation

1. A three man delegation from CAF, led by Mr. Adolfo Linares,-/
Executive President, has been holding a series of intensive exploratory
discussions with various Departments of the Bank, and with IFG, during
the period from September 26 to Otober 7. In addition to the South
America Department, the Bank Departments involved have been Agriculture,
Industry and Transport Projects and Development Finance Companies.

2. One main conclusion which emerges from these discussions - including
those with IFC - is that CAF has no immediate prepared projects to present
to us, either in the public or private sectors, which might already be
appraised and ultimately financed. CAF clearly understands this, and has
entertained no illusions about the very early prospects for obtaining financial
support from the Bank Group. The prospects for a general line of credit of
the DFC type are especially remote0 But CAF appreciates the BankWs repeatedly
expressed desire and readiness to support and be associated, especially
through them, with the process of Andean economic integration in a practical
operational manner on the basis of specific identified and viable projects.

3. We now have deepened considerably our understanding of CAF's
relations with the Junta of the Andean Pact in Lima, its organizational
strengths and weaknesses, and the content and status of its ambitious program
of investuents and financing. Clearly most of the program - whether of
studies or capital projects - is still only in the "idea" stage rather than
representing a true pipeline of operationally identified projects on which
business can be done.

4. Largely admitting this, CAF is basically asking us to give them a
clear indication of intent to help them from this very earliest stage of
proposing and promoting project ideas and then developing initially one or
two of them to the stage of well identified and prepared projects for appraisal
and financing. In short, assurance of a basic Bank "presence" would be
exceedingly helpful to CAF in its working relationships with the member
countries, the Junta and with external donor countries as well. It have
agreed to prepare an Aide Memoire of our meetings, conveying to CAF our
positive desire and intent to collaborate with them in any practicable way
and to seek specific major projects we can help finance.

1/ The other members are Mr. Enrique Vial, Vice President for Operations,
and Mr. Carlos Barbery, Director of Operations.



Mr. Robert S. &bNamara - 2 - October 7, 1971

5. The industrial sector is clearly the most promising, and our
Industrial Projects Department has already indicated a willingness to
send a short-term technical assistance mission to CAF headquarters in
Caracas to try to identify a possible first project of considerable size
and obvious integration content. This will require CAF immediately to
pre-select a "short list" of four or five of what they consider their most
promising and advanced projects and to assemble all the available studies
and data on them for review by us. They have promised to do so at once,
and we already have some preliminary notions of potential industries to
be involved. Agricultural projects - we discussed livestock and edible oils
in particular - are likely to be harder to find, but our Agriculture Projects
Department will try to keep the dialogue with CAF going, and we foresee
possibilities of injecting integration objectives into the scope of some
of our existing or future loans to the agricultural credit institutions of
the various Andean countries.

6. Obviously a major constraint on us with regards to the heavy
input of both general and specialized sector technical assistance desired
of us by CAF is the shortage of Bank staff availability. We have promised,
however, that in addition to fairly continuous involvement of Mr. Sapir in
my Department in developing increasingly close relations and concrete
operations with CAF (and the Junta), other Departments of the Bank are
ready to give technical help on project preparation, or other fields we
are exploring, from time to time.

7. Meanwhile our Transport Projects Department has agreed to collaborate
in November with ECLA in the design of a preliminary Transport survey for
the Andean region. This activity, sponsored by the Junta in Lima, is also
of general interest to CAF, and might eventually lead to significant transport
projects of integration significance.

cc: Messrs. Knapp, Escobar, Evans, Fuchs, Knox, Diamond, Gutierrez

BMSapir:pat
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INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FoR INTERNATIONAL FINANCE
ASSOCIATIO1 RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Memorandum for Record DATE: July 27, 1972

FROM: Edgar Guti4rrez

SUBJECT: Meetine of Mr. McNamara with Mr. Antonio Casas Gonzilez,
Director of CORDIPLAN Ven zuela

The meeting took place in Mr. KcNamarals office on July 26, at
6:30 P.m. Mr. Luis Ugueto, Charg6 dl.Affaires of the Venezuelan
Enbassy and my ;elf were also in attendance.

Mr. Casas indicated his appreciation for the receptiveness of
the Bank's staff to recent comments from his office on the draft
economic report. He said he had strongly suE &ested that the tone of
the report was overly optimistic on the forei6ii exchange position as
a result of recent oil developments. Oil production has not lived up
to expectations and the availability of resources for development is
much more restrictive now than what it appeared to be six months ago.
He complained that this sense of affluence of the Venezuelan economy
has been unduly strengthened by misleading indicators in some of
ECLA's publications (where Venezuelan data is explicitly excluded
because of the upward distortions it introduces in regional "averages").
He is much happier with the new version of the report, where proper
weight is given to the unfavorable trend in oil production during the
first semester of this year.

He said that Venezuela still faces very serious social and
economic problems, for the solution of which full Bank cooperation is
required. He was appreciative of the role the Bank li Ls played in the
past in roads and power, but he, thinks that much remains to be done in
the production sectors (namely agriculture and industry). There is
urgent need to expand employment opportunities and, above all, to
diversify the export economy. He stated that important measures are
on the way in this field, without elaborating upon them.

Mr. Casas sees the essence of the contribution (past and future)
of the Bank in Venezuela in the institution-building aspect of our
operations. He pointed out the case of EDELCA as one of the remarkable
results of this contribution. But other institutions are lacking in
key sectors where the Bank is expected to help. Such is the case of
metropolitan transport.

The Goverment, he said, has given clear indications about the
priorit-Y it gives to the metro, and important events have taken place
to confirm such interest.



Memorandum for Record - 2 - July 27, 1972

First, elaborate arrangements have been made between the munic-
ipalities with regard to their participation in the system. This is
the first time in the history of the country when strong local interests
are surrendered to allow this type of joint approach in favor of a
regional or metropolitan program.

Second, the introduction of the betterment tax draft bill involves
a drastic change in the mentality of political parties and leaders.
This would have been inconceivable in Venezuela in the present circum-
stances, unless there was such strong belief in the priority of the
metro. It also reflects a new trend in municipal governments and it
is their desire to seek their own solutions on the bases of an ade-
quate participation of local and users! resources. The satisfactory
experience with the toll contribution in roads, sponsored by the Bank,
is being effectively translated now to the municipal level. One
interesting example is the construction of the Zulia bridge financed
by a toll twice as high as the one applied on the much bigger and
expensive Maracaibo bridge.

Third, the Caracas Council (where the opposition holds a majority
of votes) accepted a Government proposal to reorganize the Municipal
Transport Institute which had evolved into a huge bureaucratic and
ineffective body. Eighty per cent of the workers have already been
fired and there is on the way a crash program of financial and opera-
tional rehabilitation.

Fourth, the Government is convinced that the proposed investment
in the metro would only make sense within the framework of a program
designed to rationalize the entire transportation network of the
metropolitan area. As a consequence, the Government has given its
full support to the legal, administrative and institutional reforms
required to safeguard such aim.

Mr. Casas stressed the efforts of the administration to change
the pattern of public investmait and the strong pressure, now on the
way in CORLIPLAN, to rationalize priorities. Much less emphasis is
going to be placed in heavy infrastructure and much more in production.
He pointed out roads as a typical sector in which over-investment in
the past has led to severe waste of resources.

Mr. MONamara expressed his welcome to the new emphasis given to
agriculture and industry and confirmed the intention of the Bank to
help in building the institutions required by the modern sectors of
the economy. Unfortunately, the plans for diversification of the
economy have been delayed and are yet in a formative stage and this



Memorandum for Record - 3 - July 27 , 1972

has prevented the Bank from building up a sounder pipeline of projects.
CORDIPLAN has got a delicate responsibility in this matter. Another
obstacle to our association has been the slow processing of our projects
through political bodies in Venezuela ( Cabinet, Congress, etc.). The
bad experience registered with "he CANTV loan (it took more than a year
between negotiations and Board presentation because of lack of Congress
authorization) is about to be repeated with the education loan (appraisal
was completed early this year and the public law draft has not yet been
submitted to Congress). Mr. McNamara said that a greater amount of
coordination within the Government is essential to make sure that this
process is simplified.

In connection with the metro, Mr. McNamara did not want to preju-
dice the outcome of the ongoing discussions on this project within the
Bank which still will have to clarify difficult aspects of the opera-
tion. He said that in case the Bank decides to maintain its associa-
tion with the project, it would be on the understanding that this would
be part of an integral and coordinated approach to the problem of
metropolitan transport in Caracas. The Bank will, in consequence,
strongly insist on an institutional setup conducive to such coordination.

coc: Mr. Knapp
Mr. Sadove
Mr. Kuczynski
Mr. Wyss

EGuti4rrez:vet



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

OFFICE MEMORAN D UM
TO:Mr. Robert S. McNamara (thpcugh Mr. R. C ) DATE:July 25, 1972

FROM: Edgar Gutierrez X .

SUBJECT: VENEZUELA - Your meeting with Mr. Antonio Casas

1. On July 26, at 6:30 pm, Mr. Antonio Casas, head of Venezuela's
Planning Office (CORDIPLAN), has an appointment with you. Mr. Casas, 37
years old, studied economics at Georgetown University. He is the only
Cabinet member of the Caldera administration without a political career:
most of his professional career has been spent with the Inter-American
Development Bank (before returning to Venezuela he became Director of one
of the three Loan Divisions) where we found him very cooperative with our
staff. He also is one of the nine members of CIAP. With this career
abroad, he had developed few connections with business or political groups
in Venezuela before his return home. At the beginning of the Caldera
Government in 1965, he became Vice Minister of Development. The Ministry
of Development, which accomodates a wide variety of functions, is mainly
concerned with foreign trade and industrial policy. Mr. Casas succeeded
Mr. Oberto, who is now the Minister of Finance, as head of CORDIPLAN in
April 1972.

2. CORDIPLAN, the planning office attached to the Presidency, was
the center of economic policy making in previous administrations, but has
provided little leadership since 1968. Although the technical staff of
CORDIPLAN is not bad, Mr. Oberto's concern with politics weakened the role
of CORDIPLAN. We hope that Mr. Casas will strengthen the Planning Office
and that this will also improve our dialogue with the Venezuelan Government.

3. Mr. Casas requested the appointment with you to "renew the
dialogue between Venezuela and the Bank". As you will recall, following
the reassessment of Venezuela's economic and financial situation in fall
1971, we reduced our program of future operations, mainly by eliminating
prospective road and power projects, and expressing serious reservations
about Bank financing for a steel project. Shortly thereafter, we also
dropped a second Maiquetia Airport loan in the light of the Board discus-
sion of the first loan. Some members of the Government who are politically
very sensitive and less experienced in dealing with international lending
institutions (Minister Oberto, President Lafee of the Central Bank) linked
the Bank's posture to pressures from oil companies that were unhappy about
various measures taken by the Government in this sector (see paragraph 5),
and to pressures from the U.S. Government which, in their view, supports
the Bank in building up primarily the economic power of Brazil and Mexico
(with large-scale steel projects), although in the Venezuelan view, Vene-
zuela would be the most economic steel producer in Latin America. -0thers,
like General Alfonzo and, I believe, Mr. Casas, having worked extensively
with the international lending institutions in Washington, have a more
rational interpretation of the Bank's lending posture. I have spelled out
the BankIs approach to Venezuela and its posture on future projects in a
recent letter to the Government (copy of translated version is attached).
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The Econo!Qv

. '.r. Casas will have had a discussion on the economy with Mr. Chenery
before he meets you. You will recall that the fiscal and balance of payments
situation of Venezuela improved sharply in 1971 as a result of the action by
the Venezuelan Government in 1970 and 1971 to increase the effective taxation
of oil companies. As a result, in 1971 the balance of payments showed a large
surplus, with Central Bank international reserves increasing by $10 million
to reach about $1.45 billion, a level similar to that of the record of 15
years earlier. Part of the gain was the result of a capital reflow stimulated
by the Government's open discussion of a possible revaluation of the bolivar.
In the event, a snall revaluation of about 2 percent in relation to the U.S.
dollar took place in December. Although the move is not significant, it was
nevertheless in the wrong direction from the point of view of fostering the
greater diversification of exports. On the fiscal side, the Government was
unable to generate enough additional public investment projects to absorb the
added revenues in 1Q71.

5. The buoyant outlook foreseen a year ago has been altered somewhat
by the recent decline of oil production which fell by 19 percent in the first
four months of 1972 after a slower decline in the second half of 1971. The
recent decline in production may well be the response of the companies to
the hydrocarbons Reversion Law of mid-1971. Under the latter, the reference
price used for taxation rises in proportion to the decline of quarterly
production in relation to the comparable quarter of 1970, the record year.
However, beyond a decline of 10 percent, the reference price stays fixed, so
that there may be an incentive at the margin for the oil companies to lower
production by more than 10 percent, especially in the present circumstances
of greatly reduced tanker shipping costs from the Persian Gulf.

6. The decline in fiscal revenues is forcing a cut-back in public
investment from the admittedly high levels originally budgeted for 1972. The
more stringent fiscal situation may also lead to a more receptive attitude
to the tank. With its high per capita income and lack of major balance of
payments constraints, Venezuela is not a candidate for large-scale Bank
assistance. However, our assistance can make a useful contribution if it
represents a graduated response to progress by the Venezuelan authorities
in dealing with the basic problems of their economy. Among these problems
are primarily the need to develop a formula for renewed investment in
petroleum ezploration and development, together with institutions and policies
designed to diversify the economy. While the former falls outside the area
where the Bank can be influential, it is nevertheless a key issue of increas-
ing urgency, as reported oil reserves are now equivalent to some 10,years
output. The principal areas for diversification are dealt with in the
following paragraphs.

Bank Lending Program

7. In the industrial sector, an important avenue has been opened for
policy changes as the result of the renunciation of Venezuela's commercial
treaty with the United States. The treaty, which was agreed to prior to
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World War II, lapsed on June 30, 1972 (but under an exchange of notes, the
low U.S. oil duties fixed under the treaty continue to apply while Venezuela's
commitment is limited to the most favored nation principle except for free
trade pacts or customs unions which Venezuela might enter into). Since early
1972, the Government has been working on a new tariff schedule for imports
which will be introduced in early 1973. The Government's thinking is that
tariffs should be changed over time so as to reduce excessive protection,
presently granted through an import quota system, and thereby to introduce
pressures for improving industrial efficiency. A second area of policy
changes is likely to emerge from the application of Venezuela to enter the
Andean Group. If agreement is reached with the Andean Group - and there is
possibly a better than even chance that this will happen by 1973 - significant
new markets would be opened up while an element of competition would be
introduced for Venezuelan producers, especially from Colombia. It is difficult
to forecast the outcome of the now apparent reorientation of Venezuelan
industrial policies, but there is little doubt about the serious desire of the
Government to increase industrial exports and to move away from the rather
indiscriminate import substitution policy of the past. Tn the light of these
developments, a Bank mission, headed by an internationally renowned economist,
Mr. Josue Saenz from Mexico, is currently in Venezuela in response to a
request of the Government to provide assistance for a thorough review of the
public sector institutions engaged in industrial promotion, with primary
emphasis on the credit institutions. Mr. Saenz has been instructed to make an
initial review of the key issues involved and the preparation of terms of
reference of the second phase - namely, a study in depth of the policy
environment and prospects, the institutional framework and the needed reforms.

8. In the a-ricultural sector, we are concentrating our efforts on
making medium and saller farms commercially viable, while with IDB assistance
the agrarian reform program is being consolidated. We have recently identi-
fied an agricultural credit program for using long-term funds through the
Banco de Desarrollo Agropecuario (the borrower under our recent livestock
loan) for on-farm drainage and irrigation, tree crops (largely for exports)
and equipment for selected annual crops. Two major irrigation/drainage and
settlement proposals are currently being prepared by the Government for future
Bank consideration.

9. In tourism, a project for the integrated development on a section
of Venezuela's Caribbean coast is being prepared with UNDP financing. The
project would support Venezuelafs efforts to further the growth of inter-
national tourism while at the same time offering more tourist attractions to
Venezuelans now spending their vacations abroad. The project is scheduled
to be ready for appraisal for a Bank loan by March 1973.

10. The other two projects under preparation are an education project
and the Caracas Metro. Both projects are in support of the Government's
policies to provide the necessary infrastructure for making industries in the
central area more efficient. The education proJect, consisting of the
construction of several secondary schools, instructional television equipment
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and technical assistance, was appraised in September 1971 and has been ready
for negotiation since January 1972. At that time we informed the Government
that we were awaiting the legislation to borrow to be passed before proceeding
with,negotiations. The Government has not yet submitted the bill to Congress,
partly due to the growing opposition to further borrowing from abroad, and
increasing problems between the Government and students both at secondary and
university levels. Recently, the Minister of Finance pressed for negotiations
prior to the Congressional approval of the bill. You may wish to underscore
the importance we attach to a more quick action on the part of the Government
t60secure such legislation for further Bank lending in the country.

11. As to the Caracas Metro project, we have insisted from the very
start that (i) the project be carried out in the context of policies and
programs affecting all means of transportation so as to promote the most
efficient use of resources in the urban development of Caracas; (ii) that a
significant portion of the Metro be financed by the Caracas metropolitan area
itself through levies from beneficiaries of the resulting decongestion and from
owners of land for which the value will increase from the project; and (iii)
that adequate arrangements be worked out for the construction and operation of
the project. More recently, we have also emphasized that the major part of
external financing should be provided from sources other than the Bank
(parallel financing for rails, rolling stock and other equipment). In the
light of these conditions the Government has recently submitted to Congress
the following bills:

(i) a land betterment tax enabling law to be levied by the
municipalities concerned;

(ii) a bill establishing a transport coordination agency to regulate
all modes of transportation in the area; and

(iii) a bill authorizing the Government to borrow for the project,

and the Minister of Public Works has written to the Bank (translation of
letter attached), requesting our final comments on the bills and the Bank's
resumption of appraisal work on the project. We are reviewing these bills
and, in the light of this review, we shall advise the Government when we
plan to resume appraisal works.

Attachments: CPP (January 1972)
letters (2)

Cleared with and cc: Messrs. Kuczynski, Wyss

cc: Messrs. Knapp (o/r), Chenery, Diamond, Ballantine, Evans, Knox, Koch,
Sadove

MSchloss:meyb



INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORAT ON

OFFICE MEMORANDUM
TO: Mr. Anders Ljungh DATE: July 11, 1972

FROM: E. Peter Wright V

SUBJECT: VENEZUELA - Visit of Mr. Casas

Mr. Antonio Casas, the newly appointed head of the Venezuelan
planning agency (CORDIPLAN) and a member of the Cabinet,will be visiting
Washington in the week beginning July 24 for discussions with us and the
IDB, and has expressed a particular desire to meet with Mr. McNamara to
discuss Bank lending to Venezuela. I have advised Mr. Casas that
Mr. McNamara is likely to be very busy at that time (and Mr. Knapp will
be away), but he is still most anxious for a meeting, preferably on
July 26 or 27. Could you let me know if such a meeting could be
arranged? Mr. Gutierrez and others here will, of course, be having
discussions with Mr. Casas and other officials coming to Washington
with him, on present and possible future Bank projects in Venezuela.

cc: Mr. Gutierrez o/r
Mr. Wyss

EPWright:vr
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INTERNAT[ONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: FILES DATE: June 13, 1974

FROM: Adalbert Krieger, Director, LAC &

SUBJECT: Visit of the Venezuelan Delegation Headed by Mr. Hector Hurtado

1. A Venezuelan delegation visited the Bank on June 12 for the
purpose of completing the negotiations held during our two recent trips
to Caracas. The first part of the meeting started at 10:00 a.m. in
Mr. Rotberg's office. It was attended by Messrs. Guillermo Pimentel
and Cesar Manduca (who are expected to become high-level officials of
the new Venezuelan Investment Fund) and by Messrs. Rotberg, Hittmair,
Krieger and Gonzalez-CofiElo of the Bank. During this part of the
meeting, Mr. Rotberg explained in detail several possibilities for
implementing the May 22 agreement on Bank borrowing from Venezuela
(see annexed Aide Memoire).

2. At 11:30 a.m. the meeting was joined by Messrs. Hector Hurtado
(Minister of Finance), Manuel Perez Guerrero (Minister for International
Economic Affairs), Roberto Guarnieri (new Venezuelan Executive Director
in the Bank) and Eduardo Mayobre (Assistant to Mr. Hurtado); and by
Messrs. Knox, Avramovic, Escobar, Holsen and Guerra from the Bank.
There was an extensive interchange of opinions on several aspects of
the new two-way relationship, particularly in connection with the
Venezuelan financial contribution to the Bank, the possibility of co-
financing projects in other Latin American countries and the Bank's
assistance to Venezuela. In connection with this last point, Mr. Knox
indicated that the Bank will send two port experts next week to Caracas;
that Mr. Jaffe will visit Caracas in July for initial contacts about the
steel industry; and that, given the scarcity of petrochemical experts,
the possible Bank collaboration in this field would only start later in
the year. Mr. Knox also indicated that there was an education project,
fully appraised by the Bank, upon which the previous Venezuelan Government
had not adopted a final decision; Mr. Hurtado said that he would promptly
inform the Bank of his Government's position on that project. It was
also understood that in the near future the Government and the Bank will
discuss the alternatives for Bank assistance regarding agriculture and
the Caracas Metro.

3. After the meeting, Mr. McNamara invited the Venezuelan dele-
gation for lunch. Messrs. Rotberg and Krieger were also present.
Mr. McNamara thanked Mr. Hurtado for the Venezuelan decision to establish
this new relationship, which will include World Bank borrowing of US$500
million from Venezuela during 1974. Mr. McNamara expressed that the
Venezuelan decision was an excellent example to the world of how to pro-
vide the financial resources required by the developing countries.
Mr. McNamara stressed that the Bank can and should play a part as an
intermediary in channeling resources from oil-exporting countries to
other developing countries. In this respect, Mr. McNamara mentioned
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some of the proposals included in the document "Revision of IBRD/IDA
Program FYTh-78" that will be considered by the Board next July 9. He
particularly referred to the proposed substantial increase in the Bank
lending program, and indicated that he hoped that an important part ofthe required financial resources could be obtained in the oil-exporting
countries. Mr. McNamara gave Mr. Hurtado a copy of the Board document
and stressed the importance of Venezuela's support for these proposals.

. Mr. Hurtado requested Mr. McNamara's full support for the
Bank's technical and financial assistance in the areas indicated in
paragraph I of the May 22 Aide Memoire. Mr. McNamara answered that
the Bank has already decided to give the requested assistance to
Venezuela in all those areas. Mr. Hurtado also ratified Venezuela's
interest in obtaining Bank support for the Latin American sub-regional
financial institutions (Andean Development Corporation, Caribbean Bank,
CABEI); Mr. McNamara fully agreed with Mr. Hurtado's request in this
matter.

5. Mr. Hurtado requested the establishment of a World Bank
Resident Office in Caracas. Mr. McNamara indicated that he had already
given instructions to establish a new Venezuela-Ecuador Division in the
Bank, and to provide adequate resources to this Division and other
related parts of the Bank, in order to immediately implement the new
Bank-Venezuela relationship. He then asked which were the reasons that
would justify the establishment of the Resident Office. Mr. Hurtado
indicated that it would serve as permanent liaison between the Bank
and the country; that it would permit the Bank to establish a close
and long-term relationship with the Venezuelan Investment Fund; and that
it could assist the Venezuelan Government in formulating some aspects
of its development policies. After a long discussion on this point,
Mr. McNamara indicated that he was willing to consider the establishment
of the Resident Office, but would make the final decision after Messrs.
Hurtado and Krieger had further considered the matter.

6. At the end of the luncheon, Mr. Hlurtado indicated that the
President of Venezuela, Mr. Carlos Andres Perez, would be very pleased
to receive Mr. McNamara in Caracas in the near future. Mr. McNamara
accepted this invitation. Mr. Hurtado then indicated that his Govern-
ment will suggest to Mr. McNamara several alternative dates for his
visit.

7. After lunch, Messrs. Guarnieri, Pimentel and Manduca went back
to Mr. Rotberg's office to discuss the formal aspects of the implementation
of the 1974 US$500 million Bank borrowing from Venezuela. At the end of
that meeting it was agreed that Mr. Rotberg would draft a memorandum con-
taining the conclusions of this part of the meeting and that Mr. Guarnieri
would take a copy of that memorandum to Caracas on June 13.

Attachment

AKrieger:mpb
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cc: Mr. McNamara
Mr. Knapp
Mr. Aldewereld
Mr. Baum
Mr. Cargill (o/r)
Mr. Alter (o/r)
Mr. Stern, Senior Adviser, Development Policy
Mr. Rotberg, Treasurer
Mr. Hittmair, Deputy Treasurer
Mr. Adler, Director, Programming and Budgeting Department
Mr. Avramovic, Chief Economist, LAC
Mr. Knox, Director, LAC Projects
Mr. Wiese, Director, LAC II
Mr. Escobar, Special Rep. for Inter-American Organizations
Mr. Holsen, Senior Economist, LAC I
Mr. Pfeffermann, Senior Economist, LAC I
Mr. Guerra, Economist, LAC I
Mr. Gonzalez-Cofiho, Economist, LAC II
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(Unofficial Translation)

Yay 22, 1974

AIME ME".10lE

RESULTS OF THE CONVERSATIOUS BETWEEN DR. HECTOR HTRTADO, FI=ANCE tINISTER

OF THE VEZUEJl REPUELIC, AIDR.ALkLESRT :2ImER, SPECIAL REPRESENTATIVE
OF THE PRESIDEN:T OF TtE WRLD ATOK-

1. The Governent of Venezuela indicated its interest in receiving

in the innediate future, the technical and financial support of the World

Bank for its investment Drcgram in the following areas:

a) Agriculture
b) Petrochemical Industry
c) Ports
d) Steel Industry
e) Metro of Caracas

The Bank representatives stressed the favorable disoesition of their

institution toward collabora-ing with the Government in these areas. They
also indicated that the Bank has excrience and specialized personnel
relating to agriculture, ports, and steel, and that, -therefore, it is in

a position to offer its support to the Government in these sectors.
Regarding the petrochemical industry, the Bank will indicate to the

Government in the near future how it will be able to cocerate in the

development of this sector. With respect to the Metro of Caracas, the
interest indicated by the GovernAent will be transmitted to the Bank's

authorities. Both parties also agreed on the desirability of jointly

defining other areas of collaboration within the forthcoming months.

2. The Government also indicated its interest in obtaining the
collaboration of the Bank in technically and financially strengthening
the Latin American subregional financial institutions. Venezuela is

esalh T -'do in the Andean Devel.pment p i the
Caribbean Bank and the Central American Bank for Economic Integration.
The main objective of these funds is to finance projects of Latin
American multinational interest. Regarding financial assistance, the
World Bank representatives pointed out that, given the Bank's statutory

regulations, all its loans must be explicitly guaranteed by the Governments
of the recipient countries. The absence of this guarantee has made

im,possible, up to now, the direct financial support of the Bank to these

institutions. Nevertheless, it was indicated that a study will be made
of all existing possibilities for Bank collaboration with these
institutions. The Bank will present in the near future some concrete

proposals in this respect to the Government of Venezuela.

3. The Government indicated the Venezuelan interest in assisting
other Latin Aerican countries thre-gh joint or parallel financing with
World Bank. The Government also pointed out that - within the frarmE-ork
of this kind of collaboration - Venezuela considers necessary to specially
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support the less developed countries of the region. In this connection,

it was noted, as an example, that Bolivia - being the least developed
country within the Andean Group - coula be one of the first countries
to benefit from this joint Venezuela-Bank effort. The Bank expressed
its desire to undertake this kind of collaboration. For this pup-ose,
the Bank will start conversat:io, in the near future, with the Government
of Venezuela and the Governments of the possible recipient countries.

4. Both sides agreed that it would be mutually convenient for

Venezuela to invest in World Eank bonds and in loans to this institution.

It was stressed that, as these investments would yield the interest rate

prevailing in the international financial markets for World Bank bonds

at the moment of formalizing the negotiations, they would constitute an

appropriate and secure way to place the resources of the Venezuelan
Investment Fund. It was also a7reed that these investments could be

negotiated in U.S. dollars, other convertible currencies - including the
bolivar - and/or in Special Drawing Rights (the value of which would be

expressed in a "baskets of currencies" folicwing a procedure similar to

that being studied by the Internaticnal :Qnetary Fund). It was also

agreed that, within the next three weeks, the Government and the Bank
will jointly prepare a program for Venezuelan investments in the Bank
during 1974. It was further agreed that the averaqe life of these

investments will be no less than 12 years. Although all these aspects

including the amount of the Venezuelan investments, cannot be formally
negotiated until the Venezuelan Investment Fund has been established,

it was agreed that the new Venezuelan investments in the Bank during

1974 would be of the order of U$300 million. Of this total, Venezuela

would invest one-fifth as soon as the Venezuelan Investment Fund had been
established.

5. In the framework of this new relationship of mutual collaboration,
the Bank will substantially increase its lending program to Venezuela
through financing, in areas selected by the Government. develoient prolects

that fulfil the usual requirements about their expected rate of return and

their consistency with the objectives of the country's development policy.

Moreover the Bank will also support Venezuela, as much as possible, through

technical assistance related to the identification, appraisal and technical

supervision of investment projects, and it will also cooperate in the

development of the capital market and in other important areas of develop-

ment policy. On the other hand, it was pointed out that - in addition to

the investments during 197 mentioned in the previous paragraph - the

investments that the Government would make during the following years

in World Bank bonds and in loans to this institution would exceed the

amount of the authorizations of new loans by the Bank.
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11,T,_Rr ',TIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCL'
AS$OCIATION EC ON 5TRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM CONFIDENTIAL

TO Mr. Robert S. McNamara DATE* June 12, 1974

FROM: Adalbert Krieger, Director, LAC X)

SUBJECT: BriefLnE for the Meeting vith the Venezuelan Delegation

1. The Venezuelan delegation having lunch with you today is
formed by Messrs. Hector Hurtado (Minister of Finance), Manuel P6rez
Guerrero (Minister for International Economic Affairs), Guillermo
Pimentel (Special Adviser to Hurtado) and Roberto Guarnieri (new
Executive Director). This group has been holding negotiations with
the IDB and IMF during the past two days and will be meeting with us
this morning.

2. During the meeting, you may wish to comment on the demo-
cratic nature of the Venezuelan Government. This recently elected
Government is formed by "Acci'n Democr6tica" -- the opposition party
during 1969-73. The Venezuelans are very proud of the fact that they
have been able to maintain uninterrupted democratic rule since 1959.

3. During our negotiations in Caracas in 1- arch and May,
Mr. Hurtado and other Government officials stressed that Venezuela
intended to use its increased foreign exchange resources to accelerate
the country's development and also to contribute to the economic and
social progress of other Latin American countries (see Mr. Hurtado's
speech at the IDB Board of Governors and the two Aide Memoires drafted
during our last mission to Caracas). In this connection it would be

_imj,ortaat_.that,you ratify in the meeting that the Fanl, intends to in-
crease its lending program to Lat-in AE,erica to 7S$9 billion durinE the
next five years, which will represent about 25% of total 

Bank/IDA ---

lending. (hu l g our discussions in Caracas, this planned expansion
of our lending program to Latin America permitted us to persuade the
Venezuelans to abandon their original proposal to earmark their con-
tributions to the Bank.)

4. In Caracas, Mr. Hurtado stressed Venezuela's decision to use
multilateral institutions for channeling resources to Latin America.
He emphasized Venezuela's special interest in countries forming part
of subregional integration schemes -- the Andean Group, the Caribbean
countries and the Central American Common Market. He als o indicated
his Goverment's willingness to help the poorest countr ez of the
region -- for instance Bolivia -- probably through co-financing with
the World Bank and other institutions. In this respect, it could be
convenient to p_oint"o-ut-the high priority attached bythe Bank -to -t .he
financing of poor countries as mentioned in the June 4 Bank document
"Revision of the TBRD/IDA Program".

5. Mr. Hurtado made clear last month that his Government con-
sidered the Bank's expanded technical assistance and lending program
to Venezuela an important part cf the whole agreemert-.- T-`w6`uTcT suggest
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that you ratify our decision to assist Venezuela in the areas chosen
by the Government. You may also wish to mention that an IFC mrisaion
(Messrs. Adams anid Horch) has already visitel Veneauela-dring the
past two weeks to advise the Government on capitalmarkets; that we
are trying to expand this assistance by sending Mr. Horch to Caracas
for three more weeks; that we are planning to send a two-man Port
Project Identification Mission to Caracas next week; and that we are
also working on the initial Stages of our assTsnce in other fields.

6. The Venezuelan delegation will be meeting with Messrs.
Rotberg and Hittmair this morning regarding the details of the US$500
million package. I will inform you before lunch of the results of
these negotiations. Moreover, you may also wish to raise with
Mr. Hurtado the possibility of further Bank borrowini gtr1Tl,
explaining to him the policies you are recommending to the Board on
this matter (Section 4 of the Board document mentioned above).

7. Finally, it would be convenient to discuzs -itb r. Hurtado
when and Low this agreement wiL bc announced. It seems to me that,
if possible, some public stat,ment should be made about his %isit to
the Bank. You may also wish to ratify your willingness to visit
Caracas if the Venezuelan Government deems it convenient.

Attachments: 2 Aide Memoires

AKrieger:mpb



(Unofficial Translation)

AIDE MEMOIRE

SUMMARY OF THE FIRST MEETING BETWEEN DR. HECTOR HURTADO, FINANCE
MINISTER OF THE VENEZUELAN REPUBLIC, AND DR. ADALB7RT KRIEGER,
SPECIAL REPRESETATIVE OF THE PRESIDENT OF THE WORLD BANK, ON
MAY 20, 1974

I. NEED OF NEW RESOURCES TO MAINTAIN AND EXPAND THE WORLD BANK
LENDING PROGRAM

2, From its creation until June 30, 1973, the Bank and IDA
have authorized US$6,956 million in loans and credits to Latin
America. The FY1975-FY1979 lending program that has been proposed,
and is now being considered, envisages US$9,030 million of loans
and credits for the region.

2. - This proposed program implies a substantial increase ir
Bank aosistance to Latin America. This region has received, as
an average, somewhat less than 21% of the total amount of loans
and-credits granted in FY1973 and FY1974, while it would receive
nearly 25% of the total in FY1974-FY197 9 and almost 26% in FY1979.
The number of projects financed by the Bank and IDA in Latin
America would increase -- 'according to this proposal -- from an
annual average of 30 in FY1973 and FY1974, to an average of about
50 per year in FY1974-FY1979, and to TO in FY1979.

3. The possibility of expanding the lending program in
general, and the proportion allocated to Latin America in particular,
will basically depend upon the ability of the Bank to borrow in
'countries with excess foreign exchange resources. During the last
two decades, the Bank has been one of the main users of resources
in the international capital markets. For instance, in 1972 the
Bank placed 17% of the total amount of international and foreign
issues placed in those markets. However, given the recent shift in
relative prices and in the external liquidity position of several
groups of countries, it will be difficult for the Bank to obtain
the resources required for that increased lending program in the
traditional financial markets. It will thus be necessary to tap.
new sources of financing, including the oil exporting countries.

II. BENEFITS FOR VENEZUELA FROM INVESTING PART OF ITS EXCESS
RESERVES IN THE BANK

4. The Bank offers investing countries the interest rate
prevailing in the financial markets for first class medium- and
long-term securities. The most recent Bank issues yield 8%; this
rate may vary depending upon market conditions at the moment each
borrowing is made.
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5. Bank's liabilities continue to enjoy the confidence of
investors, as it is reflected in the market quotations of Bank
bonds. This trust is sustained by the explicit guarantee given
by all member countries as to the Bank's liabilities.

6. Moreover, it is likely that future investments in the
Bank may be denominated in "New Special Drawing Rights" ("baskets
of currencies"), which would substantially diminish any exchange
risk.

7. Given the long-term nature of Bank loans, it is also
becessary that Bank borrowing be made, as a rule, on comparably
long terms. In general, the Bank tries to obtain its financial
resources with an average tern of about 15 years. However, the
Bank also recognizes the need to take into account the long-term
financial and economic prospects of the investing countries, and
it is willing to jointly prepare with each country a financial
program which adequately considers those prospects.

III. ADDITIONAL ADVANTAGES FOR VENEZUELA OF A NEW TWO-WAY
RELATIONSHIP WITH TE BANK

8. In spite of Venezuela's high per-capita income and
excellent external position, the Bank-.is willing to substantially
increase its lending program to this country, following -- if the
Government so desires - a procedure similar to that adopted in
connection with Iran. The Government of Irai has made an important
initial financial contribution to the Bank, and has committed it-
self to repeat these contributions in the future in order to assure
that during the following years -- when it is expected that this
country-vill continue to increase its excess foreign exchange re-
serves -- there will be a net transfer of resources from Iran to-
the Bank. At the same time, the Bank has stated its intention to
authorize a substantial number of new loans. On May 16, 1974, the
Bank's Board approved three new loans to this country for a total
of US$148 million. As the country's absorptive capacity increases,
the net resource transfer toward the Bank will diminish and,
eventually, will again reverse its direction because of an in-
creased flow of amortization and interest payments by the Bank,
and of the disbursements of the development loans granted by the
Bank to the country.

9. The loans that the Bank might make to Venezuela would
carry with them, as usual, important technical support in the
preparation, appraisal and implementation of the financed invest-
ment projects. Moreover, the Bank is also willing to offer its
technical assistance to Venezuela in other areas for which the
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Government might request such cooperation. (In this connection,
the participants in this first meeting discussed the possibility
of establishing a "Technical Assistance Consultative Group",
which would be chaired by the Venezuelan Government, with the
support of the Bank.)

10. The possibility of Venezuela's joining to Bank in co-
financing -- under several forms -- investment projects in other
countries was extensively analyzed during this first meeting.
The participants also considered other alternatives such as the
purchase by Venezuela of participations in Bank loans and'ad-
vanced repayment of previous Bank loans to this country. Like-
vise, the meeting considered the possibility of Venezuela's
collaboration with IFC in financing, through loans and/or equity
investments, enterprises in other countries.

IV. OTHER ASPECTS

11. Other points considered in this meeting included the
convenience of Venezuela increasing-its share in the Bank's
capital, and the possibility of Venezuela's participation in
IDA.

12. Finally, it was decided that, during the following
days, the aspects mentioned in this Aide Memoire would be further
considered in meetings between the Bank's representatives, the
Finance Minister and other high Government officials.
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INTEPNATIONAL DEVELOPMENT INTERNATIONAL 91, ` f L P 14 A T 1 () N A L A 'J C E
ASSOCIATION I _ON 5TRUCTION A!, I I- PMVNT C 0 P P r) F A T I f)N

OFFICE MEMORANDUM
TO- Nemorandur- for the Record DATE: October 10, 1974

FROM: i obertc 'Gon7alez-Cofino, Division Chief., LACI

SUBJECT: -J ,14pZTJEI A: Mr. McNa marals meeting with Mr. Gumersindo i odriguez,
Venczuelals ?1a2ininjg Minister and Govurnor in the Bank

1. Mr. Gixrriersindo Rodriguez, hend of Vene: uelals Delegation to
the Bank's Annua) Toeting, called on M r. IIcNamara at 6.15 p.iro orl
October 1, 1974. Mr. Roberto Guarnieri., VeneLuelats Executive Director,
and Messrs. Chenery., Krieger and Gonzalez-Cofino, from the Bank, were
also present.

2. Mr. McNamara started the meeting by stressing once more the
appreciation of the Bank's man, Zement for the Venezuelants decision to
channel through the Bank an important part of its oil revenues. He
indicated that he intended to point out the ijTortanue of such a decision
in the Caucus of Latin American Governors the follo,,,'ing day. He then
asked Nr. Rodriguez which are the main priority areEs for Bank assistance
in the near future.

3. Mr. Rodriguez stressed that the project appraisal process con-
stitutes, in his opinion, the area where Bank assistance can be most
fruitful. He indicated that such assistance could cover the appraisal
of some major projects; the establishment of an efficient project appraisal
system by the Goverrinent; and the trairting of Venezuelan technicians.
Mr. McNamara said that the Bank will. provide 6uch assistance in those areas
where it is competent to do so. In ccnnec' Jion with tra ning, he offered
the services of the Economic Developm nt Institute. While indicating that
there is excess demand for EDI services, Mr. McNamara stressed that he
would attach hi7h priority to aosist Venezuela in this respect. He asked
Mr. Krie,-er to Eet in touch witl, the EDI Director, and to work out a
program that would be later discussed with the Venezuelan Government.

4. In answering other questions from Mr. Rodriguez, Mr. McNamara
indicated the 13aaik's willingness to assist Vere2 uela in connection with
ports, storage facilities, and new railroads now being planned b , the
Government. On the other hand, Mr. Mclia Tiara said that the Bank has
no experdencein thp 9hipbuildiri,- industry, and, therefore, is not able to
help Venezrela in tiiat field. Mr. McNamara also indicated that the Bank
will study if it can assist Venez-uela in the planning of the regional
decentralization of economic activity which the Government wi5Les to
undertake.

5. It was also agreed that these and other areas of Bank assistance
would be further explored during the meetings of the i ank/Venezuela Working
Group which will be held in Caracas during October and November.

6. The meeting ended at 6.40 P-m.

Distribution on.LaLe 2

RGonzalez0ofino:cc



Memorandum for the Record - 2 - October 10, 197b

Cleared with and cc: Mr. Krieger, Director, LACI

cc: Pe srs. Knapp
Cargi-ll
Chenery
Alter
B aum
Knox, Director, LAC Projects (o/r)
Kearns, Director, Organization Planning
Hittmair, Treasurer's
Glaessrer, Assistant Director, LAC Projects

Gl, Assistant Director, LAC Project7
Blxali, Assistant Director, LAG Projects
Brave, Chief, fublic Affairs Div.
Holen, Senior Economist, LACI
Pfeffermann, Senior Economist, LACI
Cabezas, Legal
Perez, Program Coordinator
Frost, EDI
Koenig, EDI
Bronfman, LAC Projects
Cash, LAC Projects
Goffin, LAC Projects
Hacejes, LAC Projects
Malone, LAC Projects
Renger, LAC Projects
Thint, LAC Projects
Div. Circulation
Guerra, Reident Representative, Venezuela

cc: Mr. Ljungh (2)
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