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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM CONFIDENTIAL

TO: Operations Policy Sub-Committee DATE: October 14, 1982

FROM: E. Bevan Waide, Director, CPDY1

SUBJECT: TUNISIA CPP: OPSC Review
WBGR0AR 11

1. Attached is the agenda and comments on major policy issues

identified by CPD and PAB for consideration by the Sub-Committee. The

suggested agenda items are:

(i) the relationship of the lending program to

the country dialogue;

(ii) the level of lending;

(iii) country risks;

(iv) economic and sector work;

(v) the number of projects and reserve projects; and

(vi) cost sharing.

2. At the request of the Region, an addendum to the CPP on popula-

tion issues is attached.

3. The Review Meeting will be held in Room E-1208 on Wednesday,

October 20, 1982, at 11:00 p.m.

Attachments

cc: Regional Office: Messrs. Dubey
Picciotto
Bart
Bachmann
Fernandes
Vaurs
Finzi

cc: Messrs. Wuttke
Robless
Chernick
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TUNISIA CPP WBGARCHIvES

Topics for Discussion

Tunisia's past record places it among the best performing Bank

borrowers. Spurred by energy exports, the economy grew by 7 percent

annually during the 1970s and per capita income reached $1420 by 1981.

High levels of savings and investment were maintained. Moreover, the poor

have shared some of the benefits of growth: absolute poverty was reduced

and social services were improved. Relations with the Bank have been

excellent.

The future is less sunny. As energy reserves are used up, the

country is likely to become a net energy importer. The CPP notes that this

will make further progress more difficult unless steps are taken to improve

policies towards employment, regional development, exports, resource

mobilization and public sector management. Linking all these concerns is

the common theme that the pervasive distortions of the price and incentive

structure must be eased. However, the CPP draws attention to the likely

strong political resistance to reducing subsidies, holding down real wages

or exposing protected industries to the breeze of competition.

1. Is the lending program designed to back up the principal concerns

of the country dialogue?

The overriding focus of the country dialogue is a reformed

structure of prices and-incentives as a necessary condition for dealing

satisfactorily with policies in the other problem areas. With a receptive

government, structural adjustment lending would normally be an appropriate

vehicle for carrying out the needed reforms. This is not proposed in the

CPP because, it is argued, the Government is constrained to a gradual

approach by political factors and the Bank's lending program does not

afford adequate leverage. For the same reasons, sectoral lending is not

proposed, even though there would be a strong case for it in both the

agriculture and industry sectors. This puts the onus for policy reform on

individual project conditions and we douot whether this is a strong enough

tool. We note, too, that project returns are likely to be sub-optimal when

price distortions are severe.

If we accept that the lending program will not make use of the

tools offered by non-project lending, the Bank must still be sure that

reforms are being made, especially if Tunisia is to continue receiving a

premium lending program. The CPP proposes to monitor a number of key

indicators (paragraph 51) to evaluate future performance, including both
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policy actions and their impact on objectives and including relative

returns in agriculture and industry, relative labor/capital costs and

prices/labor costs relative to international levels.

Added to the illustrative list of indicators,we would suggest the

monitoring of trade liberalization for industry, including tariff policies

and the effective use made of foreign exchange allocations. The CPP does

not specify the progress it expects to see in the indicators it will

monitor and we would suggest that this be addressed in the postscript. The

discussion should include a review of how much change in the proposed

variables is sought, what would be a reasonable time frame for achieving
this and any specific policy steps we expect to see (e.g., identify any

subsidies which we believe the Government should eliminate). (CPD)

2. Is the proposed level of lending warranted?

Compared with the previous three years, Bank lending to Tunisia in

FY80-82 jumped 89 percent. Annual per capita lending averaged $24.8, the

highest for any borrower with the exception of some very small economies.

In part, this reflected the Region's keenness to exploit the excellent

dialogue they were building up during this period and to back up the

economic and sector work with lending operations. And, indeed, this has

had positive results. The Region acknowledges in the CPP that this level

of lending cannot be sustained in the light of competing claims on Bank

resources. It proposes a program of $740 million for FY83-87, equivalent

to $22.8 p.c.p.a. Given present expectations of LbRD resouce availability,
our view is that this amount is still too high relative to comparable

countries; a program amounting to $700 million ($21.5 p.c.p.a.), more in

line with countries such as Botswana, Ivory Coast, Jordan, Korea and

Colombia, would be more equitable. This would represent an 11 percent

premium over Tunisia's norm amount. The lower lending program could be

achieved either by dropping one of the two highway projects, as these

contribute relatively little to resolving the main policy concerns, or by

cofinancing various projects. (CPD)

PAB shares this concern over the proposed increase in the lending

program, arguing that the transfer of financial resources per se should not

be a priority objective of the Bank's assistance strategy in the medium

term. Tunisia has access to foreign private capital and is estimated,

according to the CPP, to continue to receive considerable concessionary

financial assistance from Arab countries. Moreover, despite the pessimism

of the CPP (paragraph 64), the potential for cofinancing opportunities

should be pursued further, in close coordination with IFC. Also, given the

increasing complexity of some of the proposed projects, the recent slowdown

in disbursements suggests that a less rapid expansion of the Bank's

portfolio would be advisable. PAB therefore recommends a lending level for

FY83-87 stabilized at tne previously approved level of aoout $670

million. (PAB)
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3. What country risks is the bank taking in acting upon the
recommended lending program?

Given the country's favorable balance of payments prospects in the

medium term, Tunisia is creditworthy for the ISRD lending proposed in the

CPP for FY83-87. In the longer term, however, Tunisia faces considerable

downside risks as earnings from hydrocarbon exports will progressively

decline. Its continued creditworthiness will hinge on the implementation

of substantive structural reforms, especially with respect to export

diversification, price reforms, domestic resource mobilization and employ-

ment generation. In our view, these downside risks need to be further

evaluated. They relate not only to the balance of payments, but also to

the administrative and managing capacity of the Government, as well as to

the political feasibility of the major policy adjustments (e.g., increase

in domestic resource mobilization) which need to be brought about and

sustained. (PAB)

4. Is the high volume of planned ESW justified?

The volume of ESW is high, but justifiably so. We draw attention

to paragraph 49 because, unlike so many other CPPs, it can refer to

specific instances where past ESW has had an impact on policies. We fully

support this program and our only suggestion would be to clarify how the

proposed increase in cooperation with Tunisian institutions is to be

implemented and financed. Will the proposed technical assistance loans be

made available for this purpose? (CPD)

5. Is the proposed program too ambitious in terms of the number of

operations?

The Region proposes 27 operations for FY83-87, as compared to 21

operations during FY77-81. Given the recent implementation problems, the

question arises as to whether the country's absorptive capacity may not be

overtaxed by too many operations. In this context, the inclusion of nine

reserve projects in the operations program seems excessive and raises con-

cerns about the cost effectiveness of the proposed lending work program. (PAB)

b. Cost sharing

In the absence of recommendations in the CPP, PAB proposes that

the Bank's share in total project costs should not exceed bU percent and

that, given Tunisia's per capita income and its access to other financial

resources, local cost financing should not be provided.

It is recommended that the next CPP review should be scheduled in

two years.

Annex I compares the lending program for Tunisia in this CPP with

programs approved earlier. Annex II presents a comparison of various
country performance indicators.

Attachments



Annex 1

Tunisia

Total Total Total

FY79 FY80 FY81 FY82 FY83 FY84 FY85 FY86 FY87 FY79-83 FY82-86 FY83-87

Operations Program (No.)

Approved, October 1981 4 6 6 6 6 6 3 4 o. 28 25
Proposed, September 1982 4 5 6 5 6 10 9 6 5 26 35 36

Lending Program (No.)

Approved, October 1981 4 6 6 4 6 5 5 5 .. 26 25
Proposed, September 1982 4 5 6 5 6 5 6 5 5 26 27 27

Lending Program (Cur. $m)

Approved, October 1981 a/ 99.0 171.0 152.6 137.5 127.0 140.0 130.0 133.0 .. 687.1 667.5

Proposed, September 1982 99.0 171.0 152.6 160.5 140.5 144.5 150.0 150.0 155.0 723.6 745.5 740.0

Lending Program (Const. FY82 $m)

Approved, October 1981 a/ 119.4 195.9 163.4 137.5 119.1 123.7 108.3 104.6 .. 735.3 592.9 ..
Proposed, September 1982 119.4 195.9 163.4 160.5 131.8 127.7 125.0 117.9 114.9 771.0 662.9 617.3

Commitment Deflator (FY82-100) 82.9 87.3 93.4 100.0 106.6 113.2 120.0 127.2 134.9 .

NOTE: September 1981 Review Group Decisions: FY82-86 - IBRD $667 million (for FY82-83 - $264 million).

a/ In his review of the CPP updated memorandum of September 1981, Mr. Stern approved a total of

$667 million for FY82-86 in October 1981. The annual phasing of the approved FY82-86 program is
based on the Regional submissions of February 1982.

PABCP
10/4/82



Annex 2

COMPARATIVE COUNTRY ANALYSIS

Tunisia has achieved an impressive rate of growth in the past decade, both in terms of GDP and exports.

Direct foreign investment in the petroleum sector is partly respot;sible for the high investment ratios during

the last 6-8 years. Tunisia's economic progress is favorably reflected in the social indicators data, although the

adult literacy rate is still below the average for middle income countries. On a per capita basis, Tunisia has and

is slated to receive more Bank lending than the comparator countries.

TUNISIA PORTUGAL MALAYSIA CHILE

Economic Structure

Population 1980 (millions) d/ 6.5 b/&c/ 9.8 e/ 13.9 11.1

GNP Per Capita 1980 d/ 3420.0 b/&c/ 2350.0 e/ 1620.0 2150.0

% Agriculture in GDP 1980 d/ 13.5 b/&c/ 11.5 e/ 24.0 7.0

% Industry in GDP 1980 d/ 32.4 bI&c/ 33.7 e/ 37.0 37.0

Debt Service Ratio 19807a/ 13.9 b/&c/ 10.2 e/ 2.3 22.9

Economic Performance 1971-81 b/ 1970-80 e/ 1970-80 d/ 1970-80 d/

Real GDP Growth Rate 7.4 3.6 7.8 2.4

Real Export Growth Rate 6.6 5.1 7.4 10.9

1981 b/ 1980 e/ 1978-80 j/ 1978-80 j/

Gross Domestic Investment/GDP 30.9 25.1 26.6 19.0

Exports and NFS/GDP 42.3 28.1 . 56.9 21.7

Resource Balanpe/GDP -8.1. -14.3 5.8 -2.7

Gross Domestic Savings/GDP 22.8 10.8 32.4 16.3

Government Revenue/GDP 30.0 30.0 25.2 32.1 i/

Recent Social Indicators h/ 1978-80 1978-80 1978-80 1978-80

Population Growth Rate 2.1 1.3 2.4 1.7

% Change in Crude Birth Rate
(1960-80) d/ -28.6 -24.5 -30.6 -40.7

% Change in Crude Death Rate

(1960-80) d/ -56.2 28.0 -52.9 -42.7

Infant Mortality Rate (per 1,000) 90.0 35.1 31.1 43.2

Life Expectancy (years) 60.2 70.8 64.2 67.1

Adjusted Enrollment Ratio:
- Primary 102.0 117.0 f/ 93.0 119.0

- Secondary 25.0 55.0 fl 52.0 55.0

Adult Literacy Rate 62.0 71.0 g/ 58.5 g/ 88.1 g/

Lending Program k/ FY77-81 b/ FY82-86 b/ FY77-81 e/ FY82-86 e/ FY77-81 FY82-86 FY77-81 FY82-86

Nominal IBRD $USM 579.1 745.5 .602.0 799.0 581.0 900.0 176.0 400.0

p.c.p.a. Lending $US 17.8 22.9 12.3 16.3 8.3 12.9 3.2 7.2

p.c.p.a. Grant Equivalent $US 4.0 5.2 2.8 3.7 1.9 2.9 0.7 1.6

p.c.p.a. in Constant 1981 $US 21.0 L/ 20.4 L/ 14.2 L/ 14.2 L/ 9.8 11.4 M/ 3.7 5.7

a/ World Debt Tables, December 1981.
b/ Tunisia CPP, September 1982.

c/ 1981 figures.
d/ World Development Report 1982.
eI Portugal CPP, September 1982.
TI 1977 figure.
/ 1970 figure.

h/ Social Indicators Data Sheets, EPD, 1982.
TI 1977-79 data.

International Finance Statistics, IMF, April 1982.

k/ Review Group Decision figures for FY82-86, September 1981. Country Assistance Division

L/ Using constant 1982 US$. Country Policy Department

m/ Using average 5 year deflator for FY82-86r October 14, 1982



Addendum

Tunisia CPR Review Draft of September 16, 1982

(Social Developments: insert before para. 6)

As an exception among Arab countries, Tunisia has pursued an active
population policy since the 1960s. Recent estimates of the National Institute
of Statistics clearly confirmed a slowing down in demographic growth, although
not as pronounced as expected: in the 1960s the natural growth rate of the
Tunisian population was about 2.8 per cent per annum, and the net rate 2.2 per
cent; during the 1970s, the natural growth rate fell to 2.55 per cent, while
migration abroad practically came to a standstill. Urban population grew at a
very fast rate while rural population growth is close to zero. As a result,
the rural population now accounts for less than 50 per cent of total population.
Tunisia's overall population growth rate remains fairly high, even though one of
the lowest among Arab and African countries. After more than fifteen years of
operation, the family planning program has lost part of its dynamism, and an
additional effort is needed through education and motivation campaigns and re-
training of health personnel in outreach services. About 25 per cent of Tunisian
women of reproductive age are practicing contraception, though the levels are'
higher in urban areas than in rural areas. While family planning services are
readily available in urban and peri-urban areas, the Government is now confronted
with the more difficult task of reaching rural populations. With the support of the
Bank and USAID, it is implementing a policy aimed at integrating family planning in
its basic health services delivery system. These actions are being supported by
the on-going Health and Population Project and will be further strengthened in a
follow-up project now envisaged for FY84 (para. 60).
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OFFICE MEMORANDUM
TO: Members of the OPSC DATE: October 12, 1982

FROM: E. Bevan Waide, Director, CPDN 4

SUBJECT: CONGO CPP: Postscript

Attached for your information is the Postscript for the

Congo CPP which was reviewed by the Committee on September 16, 1982.

Attachment
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THE CONGO

Postscript of the OPSC Review

70. A meeting of the Operations.Policy Sub-Committee (OPSC) chaired by

Mr. Stern reviewed the Congo Country Program Paper on September 16, 1982.

Country Assistance Strategy

71. The Regional staff reported the results of consultations held with

senior Congolese officials since preparation of the CPP as part of the

Bank's expanded economic dialogue. A review of 1983 budget proposals and

of public finance policy proposals for FY84-86 suggests that the Govern-

ment is taking a considerably more prudent approach to macro-economic

management than suggested in the Congo's 1982-86 Plan. The Government

intends to adopt a policy which sets a 30 percent ceiling on the ratio of

annual debt service to Government current receipts; it is also proposing

little or no real increase in operating and investment budgets for the

1983-86 period. Final estimates of current receipts for 1983 and agree-

ment on the composition of expenditures are, however, still required. The

Bank supports the Government's current posture, and a mission is scheduled

to visit Congo in late October or November to review these budgets.

72. The OPSC agreed that the Government's efforts to adjust its

investment and borrowing targets to available resources enhanced the

prospects for Congo's continued creditworthiness for the proposed level of

Bank lending for FY83-87; but the performance of the oil sector, the

success of the Government's export diversification efforts and its control

over expenditures would be decisive in the medium and long run.

73. The OPSC questioned whether the proposed lending program ade-

quately sought to bring about a diversification of the Congo's export

structure and increased import substitution, particularly in agriculture.

The Region pointed out that agriculture was actively supported by other

agencies like the ADB, FED, and CCCE. Very weak institutions in the

sector and Government's heavy emphasis on state farming, coupled with an

already highly urban, service-oriented economy, were also responsible for

the very limited focus on agriculture proposed in the CPP. The OPSC

underscored the importance of the sector work envisioned to review the

Congo's state farm experience in order to identify the most appropriate

form of Bank support for agriculture in the outer years of the period.

74. Members of the OPSC suggested that a Third Education Project,

which supports better human resource planning and development, be included

in the lending program in view of the serious mismatch between those

general skills supplied by the existing education system and the technical

skills needed for economic growth. The Region noted that an education

project included in earlier drafts of the CPP had been withdrawn pending

more careful study of those employment-related education issues prior to
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the identification of a project. Provision has been made in the proposed
technical assistance project for an intital study of the principal con-
straints to and means of increasing labor absorption in the economy. This
is expected to be an effective first step in preparation for a dialogue
with senior Government officials on employment policy issues.

75. The OPSC agreed that in consultation with the Government perfor-
mance criteria relating to external debt management and public finance
should be set; they should be applied in a pragmatic manner to encourage
moderation in the Government's investment and borrowing programs.

Lending Program

76. The meeting approved the FY83-84 lending program of $42.5 million
and also agreed with the CPP's proposal that the level and composition of
the FY85-87 lending program now set at $65 million be reconsidered in
light of a thorough review of the situation at the end of calendar 1983.

77. Finally, the OPSC agreed that Bank financing of up to 50% of total
project costs was appropriate though a higher share would be acceptable
for population, health, and technical assistance projects.

Western Africa Region
October 6, 1982
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COUNTRY PROGRAM PAPER

PORTUGAL

FY77-81 FY82-86 FY83-87

1980 Population: 9.8 million IBRD(TW)' 602 799 a/ 908
1980 per capita

GNP $2350 IDA - - -

Total 602 799 908

Current Population

Growth Rate: 1.3%

No. of Loans/Credits 13 14 15
No. of Loans/Credits per
million population 1.33 1.43 1.53

Current Official Exchange rate:
Escudo 84 = $1.00 (Aug. 1982)

Average Lending Per Capita Per Annum. Current $(Constant FY82 Commitment $)

IBRD 12.3(14.2) 16.3(14.2) 18.5(15.5)
IDA - - -

a/ The FY82-86 lending program proposed in this CPP compares with the
program for the same period approved after the last Bank-wide lending
program review (November 1981) as follows:

FY82-86 Lending Program Percentage Change
Approved Proposed Proposed/Approved

No. of Loans 17 14 -18%
Current $ million 799 799
Constant FY82 Commitment 764.9 697.3 -1%
Per capita per annum

(constant FY82 commitment) 14.2 14.2
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PORTUGAL

COUNTRY PROGRAM PAPER

A. Country Background

Political

1. Since constitutional democracy was established in Portugal in 1976,
the country has been governed by coalitions and minority governments leading
to frequent government changes. The current government of Mr. Pinto
Balsemao's was formed in August 1981 and is the eighth government since 1976.
Parliamentary majority is held by the Alianga Democratica (AD), which is a
coalition of three parties which entered elections as one group: the Social
Democrats (PSD), the more conservative Christian Democrats (CDS) and the
Monarchists. Of these, the PSD has the largest number of seats in Parliament.
The President of the Republic, General Eanes, does not belong to any party,
but maintains a strong public position and was comfortably reelected for an-
other five years in the presidential elections of December 1980. The strong
differences between the AD coalition partners has impeded its ability to move
decisively. However, AD was able to manage the redrafting of the 1976 Con-
stitution in consultation with the Socialist Party. The new Constitution has
been approved by Parliament and awaits promulgation by the President. Major
changes include abolishing the Revolutionary Council set up in 1974 and
reducing the power of the President. In addition to the constitutional
reform, the approaching Municipal elections scheduled for December 1982 are
contributing to a continued politicization at all levels.

2. The revolution and its immediate aftermath brought about a major
redistribution of income and wealth, and a substantial lessening of problems
of relative poverty. Some of these gains have been eroded and progress on
other developmental issues has been slow and erratic. Successive governments
have attempted to introduce development initiatives ranging from the more
socialistic to the very conservative, but all had to operate through a highly
centralized public administration, which is excessively legalistic and slow
to move. These cumbersome administrative procedures on the one hand led to
slow implementation, but on the other hand, they are part of an open and con-
sultative governing process which has resulted in a high standard of public
accountability. Despite the efforts of the Ministry of Administrative Reform,
attempts at decentralization and regionalization of authority have not proved
very successful so far, and the cumbersome administrative machinery is likely
to remain for some time. A major part of the industrial and financial sectors
is in the hands of the central Government. This means that large portions of
the Government's resources are tied up in public companies which, for various
reasons, are unprofitable. Their operating deficits have accumulated at a
time when the Government has tried to encourage more self-financing by indus-
tries in order to free public resources for long-term development investments
in infrastructure and social services. However, with the new Constitution,
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it may now be less difficult to open the nationalized public sector to pri-
vate initiative as well as to liberalize the labor laws, measures which are
necessary in order to enable restructuring of the economy.

3. There are a number of aspects of these administrative weaknesses
and of the uncertain political process which have adversely affected develop-
ment efforts in Portugal, and they are likely to continue to do so. First,
many issues which ought to be capable of being addressed at a technical level
become highly politicized, and as a result their resolution takes an unneces-
sarily long period of time. Second, Ministers and Secretaries of State have
generally not delegated authority to their civil service (which, in any event,
is weak) and even small decisions are escalated to an unnecessarily high
level, thus again delaying action. Third, with so much decision-making
authority resting in the hands of the more senior officials, there has been
a considerable discontinuity of attitude on a number of issues. We have fre-
quently found that a new Minister or Secretary of State is unwilling to carry
forward decisions of his predecessor (even if he was from the same party)
without a further, and again time-consuming, review of the issues. Finally,-since the formation of the present ruling coalition, there have been persis-
tent reports of lack of cohesion between its members and of philosophical
differences within the PSD and between the PSD and the CDS. This-has led to
a good deal of indecision. While we cannot expect any real improvement in
this area over the short-term, it should be said that the present Government
has shown itself to be capable of reaching sound judgments on economic
matters given time, and has recently taken a number of pricing decisions
which involved considerable political risks. -

4. In the last two years, the politicizing of all government activi-
ties has become more intense while Portugal's development performance has
deteriorated; at.the same time, the period witnessed a series of unsuccessful
attempts to reach an agreement with the IMF for an Extended Fund Facility.
In spite of the increasing difficulties, the successive governments have been
and continue to be interested in working with the Bank. In some ways, the
Portuguese are more like some of our most unsophisticated borrowers in their
grasp of how the Bank works and how to take full advantage of the relation-
ship. Nonetheless, our working relations are characterized by intense dis-
cussions, a creditable respect for obligations and covenants, and.honesty.

Economic

5. In 1974, the Portuguese economy was severely disrupted by major
external shocks, namely the simultaneous occurence of the first oil price
hike, the loss of African colonies and associated important captive export
markets and raw materials sources, and a sharp increase in unemployment
associated with large net immigration from the former colonies. While the
revolution of 1974 resulted in a desirable reduction in economic inequality,
its short-term consequences (e.g., land reform, worker take-overs of plants,
widespread nationalizations) were extremely disruptive and continue to exert
a negative influence. The destabilization of the macroeconomy associated with
these events came to a head in 1977 when there was a very large ($1.5 billion)



-3-

external payments deficit, exhaustion of foreign currency reserves and heavy
borrowing against Portugal's ample gold reserves. However, the macro insta-
bility was resolved through a sequence of measures (exchange rate adjustment,
interest rate increases, and general restraint in monetary, fiscal and wages
policy) supported by a one year IMF stabilization program beginning in May
1978. By 1979, the deficit on the current account had been virtually elimi-
nated, inflation had declined significantly to 24 percent (from 27 percent in
1977) and Portugal's creditworthiness for external borrowing had been firmly
reestablished. The measures leading to this result were possible in spite of
considerable political flux with many Government changes during the period,
and without a severe reduction in growth rates (these averaged over 3.5 per-
cent in 1978 and 1979). Nevertheless, the economic developments of the late
1970s did little to address the seriously deficient state of socio-economic
development, and many of the social indicators (e.g., child mortality and
adult literacy) remain at levels more common in Third World countries.

6. It was a reasonable expectation that the Government would take
advantage of the stable economic position achieved by 1979 to address many of
the severe structural problems of the economy, especially in the industrial
and agricultural sectofs. These problems had been exacerbated both by the
revolution and by the stabilization program, and were increasingly in need of
attention, given Portugal's decision to join the EEC by 1983 (subsequently
changed to 1984). Unfortunately, this did not happen. Structural problems
were not addressed with any sense of urgency, largely because"of preoccupa-
tions with a number of political and socioeconomic issues, and especially the
two important elections in 1980. In the event, the stance of economic policy
in 1980 became more expansionary. This was conditioned far more by electoral
considerations than by economic reality but it did reflect the decline of
real wages after 1976 and the perceived need to correct this as well as to
produce an improved investment performance. This policy included an ill-
designed revaluation of the currency in February 1980, and a suppression of
inflationary forces through failure to adjust administered prices. As a
consequence, both GDP and real wages rose sharply while inflation fell to
17 percent, but the current account balance of payments recorded a deficit of
$1.2 billion (5 percent of GDP) and the budget deficit reached 10 percent of
GDP. Even after the election of a four-year Parliament with a sound majority
at the end of 1980, the macroeconomic management of the economy remained inde-
cisive and loose. Partly for this reason, partly because of the international
recession and the appreciation of the dollar, and also partly because of a
severe drought, all the major economic indicators for 1981 suggest a deterio-
rating position. The current account balance of payments recorded a deficit
of over $2.7 billion (11 percent of GDP), inflation was in excess of 20 per-
cent (and reached a month on month rate of 25 percent by year end), agricul-
tural production fell, the overall growth rate was on the order of 2 percent,
export volumes fell, and the overall Government budget deficit rose further
as a percentage of GDP. The IMF has made several unsuccessful attempts since
late 1980 to agree on an Extended Fund Facility (EFF) having a significant
structural element, but the Government was not prepared to address some of
the medium-term issues involved. It now seems increasingly likely that 1982
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or 1983 will see the need for a relatively tough stabilization program. In
the meantime the Fund is considering the case for possible use of the Compen-
satory Finance facility which could provide up to about SDRs 129 million in
foreign exchange on an unconditional basis and at a very low rate of interest.
The Government has also independently taken some steps in the direction of
stabilization. In particular, most interest rates were raised by 2 percen-
tage points in July 1981 and again in April 1982, and the exchange rate was
devalued by an average of 9.5 percent on June 15 in response to a series of
major currency re-alignments within the EEC. This adjustment has been
excessive vis-a-vis the US dollar (in which food and energy imports are
denominated) but has not effected much improvement against some European
trading partners and notably France. Thus, further adjustments would seem to
be called for, in the relative weights of the currencies in the basket and in
the rate of the crawling peg to account for differential inflation rates. A
number of relatively stiff pricing increases (e.g., for water, electricity,
fuels and certain food items) have been announced in recent months in an
effort to reduce public sector deficits. In addition, the Government fol-
lowed its devaluation decision by prompt action to increase the domestic
prices of major imported -commodities and notably fuels, but in some cases
the effects of the devaluation were not fully passed on. The increase in
domestic prices should restrict the budgetary consequences of the further
strengthening of the dollar relative to the escudo.

B. Country Objectives

General

7. The current Government has defined its main economic objectives in
broad terms, but has not presented a coherent economic program showing in
detail how it will proceed to address them. Thus, its medium-term objectives
are uncertain. The first AD Government was targetting a medium-term aggregate
growth rate of 4.5 to 5.0 percent but because of the worsening economic situ-
ation since then, this target growth rate will certainly need to be revised
downward. This moderation of growth targets will require measures in the
very near future designed, among other things, to moderate the Government's
own budgetary deficit, slow the growth of private domestic demand through
appropriate pricing, wage, monetary and other policies, and restrain the
growth of external debt. The probable macroeconomic consequences-of such
policies are discussed later.

8. The Government's general stance towards economic policy includes a
reduced involvement of the public sector in productive activities, but it
remains to be seen what this will imply for investments by the large public
enterprises, many of which have ambitious plans for expansion. The authori-
ties seem likely to give priority to the completion of projects already ini-
tiated and to essential investments in those enterprises where constitutional
restrictions will prevent a substantial degree of private involvement. The
commitment of public resources to new large-scale public sector projects
seems likely to be less than in the recent past. Similarly, although the
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Government's philosophical commitment to a more liberalized economy is clear,
this has not yet led to a well-defined program of action to end the pervasive
distortions arising from continued tight controls on pricing and investment
in public enterprises, financial restrictions on interest rates and credit
ceilings, continuing non-tariff barriers to trade (mainly import licensing),
and general price (including rent) controls. Indeed, there was evidence of
an intensification of some of these restrictions in 1981. This contrasts
with the situation in relation to tariffs which are already low compared to
many countries of a similar per capita income, and will be liberalized even
more, at least in the industrial sector, as a result of EEC membership.l/

9. The structural issues which the Government will need to address as
part of its objective of bringing living standards closer to average European
levels are numerous and complex. They include the need to raise productivity
and production in agriculture, both to lessen the very high requirement for
imported food 2/ and to take full advantage of new export opportunities in
the EEC; the need to restructure the industrial sector to ensure that the EEC
trading advantage accruing from relatively low wage rates is not negated by
poor productivity; the need to reform the general management and perfor-
mance of the large public enterprise sector; and the need to reduce the very
high dependence on imported oil through appropriate conservation measures and
the development of alternatives, including renewable energy resources. In
addition, the Government has on many occasions expressed its commitment to
reduce regional imbalances.

Exports

10. However, notwithstanding the general uncertainty, two aspects of
the Government's stated approach are clear. First, in its public pronounce-
ments, it attaches high importance to investments and other actions which can
result in significantly improved export earnings. This priority (which
reflects a viewpoint which we have frequently repeated in our economic and
project work since 1977) is undoubtedly correct, given Portugal's very low
coverage of imports by export earnings (less than 50 percent in 1981). It
implies an emphasis on private sector industry, which accounts for the bulk
of exporting enterprises. Unfortunately, the specific export incentives to
support this effort are not particularly strong at this time', although these
were improved by the June 1982 devaluation. Additionally, policy interven-
tions will be necessary which are selective in nature and sectorally specific.
Precisely what these will be is being progressively clarified by, among other
things,, a series of sectoral studies to which the Bank has provided consider-
able technical and financial assistance.

1/ The rather different situation in agriculture is dealt with in para. 44.

2/ This problem will be intensified by EEC entry because of the significant
increases in the import price for major food items which this will cause.
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Energy

11. Second, the -Government is preparing a comprehensive plan for the
energy sector, aimed at significantly reducing the present high burden of
imported energy and increasing the utilization of domestic energy resources
(mostly hydro). This is being based on a very comprehensive analysis of
present and possible future energy needs and supplies, supported by the U.S.
Department of Energy. The Government is committed to conservation through
general methods, including appropriate pricing of major fuels. 1/ In
addition, Portugal has recently obtained a Bank loan for a project designed
to save energy in a number of major industrial enterprises (e.g., cement and
fertilizers). This includes a selective audit of energy use in other
subsectors as a basis for designing a further program of energy-saving
investments. Success in the conservation area could reduce the income
elasticity of energy consumption from well above to somewhere near 1.0 by the
end of the decade. Finally, the Government is undertaking an exploration
program to ascertain the prospects for developing indigenous petroleum and
coal supplies.

Other

12. Beyond these reasonably well-defined policy objectives, the
Government is also developing programs of action in other areas. First, a
commission appointed in 1980 is undertaking an in-depth review of the
workings of some major public enterprises. The immediate purpose of this
review, from which first conclusions are now available, is to assess the
extent to which the deteriorating financial position of these enterprises
reflects an unacceptably low economic performance, and to propose possible
remedies. The Government has demonstrated its commitment to phase out
certain subsidies (e.g., fuel, bread and fertilizers) which have impinged
unfavorably on the operations of the public enterprises. Second, work is
reasonably well advanced in designing specific programs of restructuring for
industrial sectors such as textiles, pulp and paper, and engineering, which
account for significant shares of Portuguese exports and employment but which
are unable to achieve their full potential because of various financial,
technical, manpower and organizational problems. The Bank is closely in-
volved in this work, and programs of action are expected for textiles and
electro-mechanical engineering in the near future. Third, a number of
separate exercises are underway to try to reform Portugal's cumbersome and
inefficient tax structures and financial markets. To a degree, these reforms
are motivated by the expected.EEC entry (e.g., the introduction of a value-

1/ Portugal already enforces the highest prices for gasoline in Europe and
has made several major adjustments to diesel and fuel-oil prices in the
past year. Fuel oil and diesel prices are now at the lower end of the
European range, having been raised in December 1981 and April 1982
following negotiations of our oil exploration loan signed in September
1981.
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added tax on which Portugal is receiving technical help from IMF experts).
Together, they contain considerable potential for raising the efficiency of
the environment within which both public and private companies operate.

C. Medium-Term Prospects and Policies

13. The 1982-85 period is a time in its history when Portugal should
ideally be implementing an extensive reform of its industrial and agricul-
tural structures in order to prepare for entry into the EEC, now planned for
1984. However, preliminary projections prepared for this paper indicate
unambiguously that the pursuit of growth rates of 4.5 to 5.0 percent, which
were deemed necessary two or three years ago to realize some of the country's
ambitious investment programs 1/, would be very hazardous given Portugal's
poor starting base namely a current account deficit of over $2.7 billion in
1981. If the Government were to attempt to achieve a 4.5 to 5.0 percent
growth rate without major change in the exchange rate, interest rates and
other policies, the current account deficit would probably rise to a figure
of about $5 billion (13 percent of GDP) by 1985 and medium- and long-term
debt would increase from about $6 billion in 1980 to $16 billion in 1985. If
this were to continue up to 1990, medium- and long-term debt could exceed $50
billion and the debt service ratio reach 40 percent. Even in the scenario
where the exchange rate, the interest rate and other policies were all appro-
priately adjusted, total external debt could be as high as $33 billion by 1990
and the debt service ratio could equal 23 percent. Given the more likely
slower policy and investment response, Portugal will at best be able to attain
about a 3 percent growth rate with debt service ratio rising to about 24
percent in the late 1980s, and declining thereafter.

14. Our projections assume that the feasible growth rate would average
somewhat less than 3 percent to 1985, rising toward 3.5 percent by 1990.
This rate of growth would leave the economy in a reasonably sound financial
state by the end of the 1990s, and would allow the recent rapid build up of
external debt to be significantly stabilized. At the same time, such a rate
of growth would allow a reasonable growth of the investments needed for re-
structuring and, indeed, since it is brought about in part by a resumption of
rapid export growth, it should stimulate investment in export-based indus-
tries. In addition it should permit consumption to grow at a rate averaging
over 2 percent between 1983 and 1990. It will not, however, be a growth rate
which can make much impact on Portugal's unemployment rate, currently esti-
mated at 8.8 percent. Also bearing in mind the serious overmanning of many
of its major sectors, such as textiles, and the consequent need for some
industrial restructuring to be labor-saving, one has to anticipate a signifi-
cant conversion of underemployment into open unemployment in the next few
years. Furthermore, modernization of agriculture will certainly displace
labor to seek jobs in other sectors.

1/ See Portugal: Priorities for Public Investment, Report No. 2883-PO, July
1980.
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15. Assuming that the obvious political costs of this development
can be accepted, there are certain basic principles which should guide the
Government's pursuit of this growth path, as well as the Bank's reaction to

it. First, the growth in the medium-term should be orderly and planned, and
above all should reflect the priorities of structural change in the economy.
The slowdown in growth, as compared to earlier government plans, should not
be seen as a reason for aborting or delaying these changes because if it is,

a crisis may be averted for the time being only to reemerge in some later
year when growth begins to accelerate again. Second, the export performance
of the economy is vital to its medium- and long-term stability, and the
measures which are enacted in the short-term to restore the serious loss of
competitiveness of the past two years should not be seen as a once and for
all effort. The package of incentive measures which are available to ex-
porters, including the exchange rate as a central element, needs to be kept
under continuing review to ensure that these are adequate relative to com-
petitors. 1/ Third, while the incentive package is important, the ability to
respond to incentives is also a serious problem in both the agricultural and
industrial sectors, and needs to be addressed through specific supply-based
actions (including assistance with certain investments in both these
sectors). It is expected that an increase in direct foreign investment will
be one of the major positive opportunities offered by EEC accession and
therefore needs to be carefully encouraged. If these broad principles can be
accepted and acted upon, it should be possible to achieve a reasonable pace
of adjustment to Portugal's new trading environment while avoiding a
repetition of the jerky growth of the past few years.

16. An unavoidable first step in our scenario will be the adoption of

further short-term measures designed to stabilize the balance of payments'
current account deficit as well as the budget deficit. Although it is pos-

sible that the balance of payments situation may improve slightly in 1982
because external factors may be more favorable and because of the effects of

the June measures, 2/ we are obliged to conclude in the light of our
projections that improvements will not occur in the medium-term without

further changes in macroeconomic policies. The short-term policy package
which the Government will have to adopt is difficult to define with any

degree of precision, but it is certain to involve tighter monetary, fiscal
and, possibly, income policies designed to contain the rate of growth of do-
mestic demand. In addition, further adjustments in the exchange rate policy
are necessary to re-establish competitiveness relative to those countries
against which it has been lost since 1980 and then to maintain this on a
permanent basis. The monetary policy change would need to include further
action on interest rates to restore positive real rates, and to try to
reestablish an expanding volume of migrant remittances. For the moment, it
is reasonable to expect that the Government will take these measures indepen-

1/ This can be achieved by maintaining an appropriate rate of crawling peg
depreciation.

2/ The preliminary results indicate however little overall improvement.
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dently. However, they may choose to seek further IMF assistance to help
avert a major crisis. One way or another, the necessary short-term measures
will probably be taken within the next six months. As noted earlier, the IMF
is currently involved in discussion only of a Compensatory Finance Facility.

17. Our medium-term projections also take account of a probable fall in
the import price for oil in 1982 for Portugal, the ending of the European
recession, and a less restricted position for Portugal's textiles exports to
the EEC. Both of these last assumptions are relatively optimistic. These
elements together should permit a growth rate of exports on the order of
7 percent per annum to 1985, accelerating slightly thereafter as a result of
EEC entry. A detailed assessment of the trade prospects associated with EEC
entry suggests only limited additional import penetration of Portuguese
markets in the early years of membership, and this is also built into the
projections 1/; the development of the terms of trade seems likely to be
largely neutral during the period taken as a whole. These factors combined
suggest a reduction in the current external deficit to about 7 percent of GDP
by 1985 and its elimination by 1990. The growth rates of GDP which seem
feasible (2.5 percent, 1980-85 and 3.3 percent thereafter) are consistent
with a rising share of both exports and fixed investment to GDP. The latter
is a critical element in the program of indust-rial and agricultural
restructuring.

18. The program of medium-term policy actions required by this scenario
will need to be consistent with the Government's own emphasis on export
earnings and energy economy, as pursued through the strategy defined above.
Our recent program of economic and sector work has been mainly concerned with
putting some flesh on the bare bones of this strategy, and will be similarly
directed in the future.

19. Government action so far in the agricultural sector has not been
adequate and a much greater urgency of approach is needed. Emphasis should
be placed on productivity improvements to reduce food imports (imports of
$1.3 billion in 1981), and also on some redirection of resources in response
to the opportunities within the EEC Common Agricultural Policy. Particularly
important in both these respects is the need to strengthen the extension
services and related research, animal health, and credit services so as to
increase the number of farmers capable of producing nearer average European
yields. 2/ In addition, a major institutional effort is needed (e.g., to
form producers' associations for certain products and to update grading

1/ The smaller European economies such as Belgium and the Netherlands
experienced a sharp increase in import elasticities after EEC entry.
This effect is likely in Portugal after a transition period. See,
Portugal: The Prospects for External Trade (report in draft).

2/ At present, Portugal manages to attain only about one-fourth of the
European average.
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systems for wines and fruits). Our analysis suggests that Portugal's present
deficit in agricultural trade could be turned into a surplus in particular
through substantial increases in exports of forest-based products, fruits- and
vegetables and tomato concentrate. Our projections build in a degree of
progress in these areas sufficient to generate a slightly rising growth rate
for agricultural production and a decline in the import elasticity for food.

20. In the industrial sector, the fundamental need is to rationalize
traditional sectors such as textiles while, at the same time, creating ade-
quate new jobs in other sectors to absorb some of the unemployment (as well
as further job losses in the agricultural sector) which this rationalization
process will necessarily create. 1/ This broad strategy requires a general
export bias, a structure of incentives favoring investments and exports in
non-traditional areas, as well as appropriate productivity-raising
investments in the traditional ones. The early liberalization of Portugal's
very restricted labor markets, although difficult to implement in practice,
is vital to increase labor mobility, a necessary element of effective restruc-
turing, as is better training and effective use of skilled labor. It will
also require actions in relation to infrastructure in some regions and, above
all, to the financial markets and especially the taxation arrangements which
currently distort the allocative functions of these markets. In addition, it
would be our judgement that a significant degree of self-restraint in the
Government's own expenditures would be a sine qua non for the major struc-
tural shift which Portugal needs in the industrial sector. The strong public
sector bias in industrial investment of the post-revolution years has not
been conducive to either employment creation or export growth. It has
contributed to a rapidly rising overall public deficit which has necessitated
high marginal tax rates and high interest rates, and has resulted in high
inflation. Many of the distortions and policy inadequacies which negatively
affect the industrial sector can be linked back to the fact of the large
public deficit, and could readily be moderated if this deficit were
reduced. 2/

21. Population growth is not a major issue in Portugal. Although the
Government does not have an aggressive family planning program, the crude
birth rate, which was 24 per thousand in 1960, dropped to 18 in 1980 (com-
pared with 29 in Costa Rica which does have a major program, 14 in France and
9 in Germany). The annual population growth rate is low at about 1 per-
cent. 3/ Some emigration to Brazil and other countries still takes place,
but emigration to Europe has virtually stopped. Health indicators are poor
with levels of infant morality reaching 35 per thousand (14 in France) and

l/ See, Portugal: Policies for Industrial Restructuring, Report No.
3804-PO, August 4, 1982.

2/ In the context it should also be noted that the service sector is a large
and relatively fast growing sector of the economy.

3/ Official estimates vary between 0.9 percent and 1.3 percent.
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the highest death rate in Europe for specific diseases. Regional disparities
are large and health services are almost unavailable in the depressed areas
of the interior. Malnutrition is widespread despite an average calorie intake
of 2900, as about 50 percent of the population, in 1975, had less than the
minimal level of consumption for milk, meat, cheese and eggs (70 percent in
rural areas). The serious demographic issue is unemployment, 8.8 percent in
1981, contributed to by large-scale immigration from the overseas territories
after April 1974, the continuing weak state of the economy, and structural
imbalances between the supply and demand for labor.

D. Assessment of External Assistance Requirements

22. The scenario presented above will not be an easy one for the
Portuguese Government to deliver. It requires an effort sustained over the
next few years as well as a major program of restructuring of key industries,
combined with import (and especially energy) saving investments. It is
sobering, therefore, to realize that even if the scenario is achieved,
Portugal's external debt and financing problems will remain severe.

23. Portugal's end of 1981 external debt outstanding is estimated at
over $10 billion; this includes short-term debts of about. $3.4 billion. The
structure of this debt gives a very high weight (70 percent of MLT debt-) to
private debts, many of which were built up coincident with Portugal's impro-
ving creditworthiness from 1977 onwards. Because these debts typically have
a maturity of six or seven years, there will be a rapid build-up of amortiza-
tion requirements from 1983 onwards. Given this and the fact that the flows
of official borrowings are known to be limited, there will be a need for
further extremely large private borrowings to 1990 to finance projected
balance of payments deficits. Specifically, if it is assumed that new com-
mitments of official debt will rise from $320 million in 1980 to $590 million
in 1990, new commitments of private debt will need to rise from $820 million
in 1980 to $3.2 billion by 1990 (see Attachment 3c for assumed borrowing
costs and terms). The resource transfer (disbursements minus amortizations)
coming from private debt will peak at $1.9 billion in 1984 and should decline
thereafter to become negative by 1990. In other words, despite a quadrupling
of private debt commitments, private net resource transfers will decrease by
about $1.8 billion in nominal terms. For official debt, the net resource
transfer is estimated to increase steadily through the late 1980s.

24. The potential seriousness of the debt problem should encourage the
Government to take the tough general economic measures from which it has so
far shied away. The nature of the problem is underscored by the fact that,
by 1990, interest on medium- and long-term debt will total $1.7 billion. The
magnitude of the overall debt service burden, including amortizations, will
depend on how the Government deals with existing levels of short-term debt.
On the assumption that this is merely rolled over and that there is no further
net accumulation, the debt service ratio will rise from 13.4 1/ percent

1/ Based on data of the Debt Reporting System (DRS); figures from the Bank
of Portugal show a higher debt service ratio.
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of exports of goods and services in 1981 to 20.4 percent by 1990 (after a
peak of 24.0 percent in 1988). This excludes interest on short-term debts of
about $500 million. However, a full repayment of short-term debts would
sharply increase the ratio. A full repayment in 1981, for example, would
have generated a debt service ratio (including amortization of short-term
debts) of 50 percent. A final aspect of this problem is that, until now,
Portugal's ample gold reserves have served as the main underpinning of its
international credit rating. Efforts in the past to sell gold caused such a
serious deterioration in bankers' attitudes toward Portugal, that the Central
Bank has stopped any further efforts to use the gold other than for short-
term pledges with the Bank of International Settlements. At present, assuming
a gold price of $450 ounce, its 22.17 million ounces of gold have a market
valuation of about $10 billion. This compares with Portugal's MLT debt of
about $7 billion. However, with the scenario we have projected, the total
external MLT debt outstanding by 1990, will be equivalent to nearly twice
that valuation. This fact is likely to reduce the country's reasonably good
international credit standing.

25. In this situation, the funds which are capable of being mobilized
from multilateral and bilateral official sources will certainly decline rela-
tive to total necessary debt flows and amounts outstanding. By 1990, for
example, official debt will represent 16 percent of the outstanding MLT debt
shown in our projection, and about 15 percent of disbursements. This com-
pares with a 35 percent share of outstandings in 1980. This relative decline
occurs despite the fact that commitments from official sources other than the
World Bank are expected to rise from $186 million in 1980 to $400 million in
1990, based on the expected expansion of lending from the European Investment
Bank and other European sources. The World Bank share will also decline.
The calculations underlying this result assume that new commitments of the
World Bank, which have up to now amounted to about $140 million per annum in
real terms, will not rise much above this level in real terms through the
period of the 1980s. This is based on our calculations that Portugal will
not reach the trigger point for graduation until 1986 at the earliest and
will therefore continue to be an active borrower from the Bank during the
entire period covered by this review.

26. Although they are small relative to the total need, official trans-
fers will exert an increasingly important leverage for the raising of the
large amounts of private capital which Portugal will need. There are three
main reasons for this. First, many of the necessary private funds will become
available as the result of cofinancing arrangements involving official funds,
and may not be available in the absence of such arrangements. Second, most
private funds bring only minimal assistance to the country in the technical
design and implementation of investment projects. Given the serious inade-
quacies of Portugal in these respects, the presence of official donors who
can provide such assistance is vital as a catalyst for generating an adequate
availability of projects to serve as the vehicle for private resource trans-
fers. (Portugal's slow use of EEC preaccession aid is a particular, but not
unique, example of this problem.) Third, the presence of official donors,
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together with the IMF, and of reasonable quantities of their funds, provides
an extremely important signal to potential private sources concerning the
soundness of both macro- and microeconomic management in the country. Recent
examples of this have been the reluctance of commercial banks to provide
financing to the state electricity corporation when the processing of a pro-
posed Bank loan was temporarily suspended and the withdrawal of their offers
to the steel company when we withdrew from the project (see para. 35). This
signal will become increasingly important as the ratio of gold reserves to
total external debt falls below unity. In short, a declining relative quan-
tity of official funds is not synonymous with a declining relative importance.
Every effort needs to be made to maintain the levels of such funds if the
already rather restrained economic scenario which we envisage is to be
realized.

E. Bank Group Strategy and Operations

Previous Bank Operations

27. The initial phase of Bank lending to Portugal, 1963-66, was con-
centrated in the power sector, in line with Government priorities. Five
loans were made, three for thermal generation and two for hydroelectric
generation, for a total of $57.5 million. All five projects were success-
fully completed. A hiatus of ten years then intervened due to Portugal's
colonial policies, during which Portugal was able to derive only limited
benefit from its membership in the Bank. Since the resumption of lending in
1976, sixteen loans have been approved for a total of US$715 million, net of
cancellations, averaging 2-3 loans per year. Disbursements now total about
$182 million, or about 35 percent of the total commitments (excluding the two
loans just approved by the Board). The disbursement experience with loans
implemented by public companies, especially in the industrial sector, has
been good; that through Government agencies has been quite slow.

28. The first group of loans after the resumption of lending in 1976
covered a wide spectrum of needs and was designed to enable a significant
resource transfer over a short period of time. The early projects followed
traditional Bank lending lines and supported ongoing programs in existing
Government agencies and/or institutions: power, highway rehabilitation,
development finance, technical education, and water supply. These projects
included institution-building measures, and most of them established a satis-
factory basis for repeater operations--second highways, second education,
second development finance, and proposed seventh power. The notable excep-
tion was the water supply project which suffered from poor management and
political pressures, and which only now is beginning to show progress.

29. While repeater operations were utilized to continue the basic
influence of the Bank Group in these sectors, the thrust of our economic work
and the course of general economic and political events in Portugal turned
attention elsewhere. It became clear to the successive governments that the
major developmental issues confronting them were those associated with the
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structural adjustments necessary to modernize Portugal's industrial and agri-
cuTtur~a~T bses, iEnthe face of both increasing domestic consumption and the
prospect of integration into the European economy. While the traditional
types of projects were welcomed by Portugal as helping to provide for long-
run development, restructuring issues took precedence and the second group of
projects were arrange~Jlargely through public and private enterprises. The
upgrading of the very important small- and medium-scale (SMI) industrial
sector was identified early on as a major ingredient of the adjustment pro-
cess needed to increase exports, reduce imports, and service the growing
domestic demand; the first SMI project provided funds for onlending through
commercial banks as well as technical assistance for the establishment of a
new SMI promotion/assistance agency. Another ingredient of the restructuring
process involved the rehabilitation of heavy industrial concerns to improve
the efficiency of import-substituting industries; the Fertilizer Modernization
and the Mechanical Industries projects supported such efforts. The Agricul-
tural and Fisheries Credit (IFADAP) project assisted with the creation of
Portugal's first agricultural credit institution and represents an attempt to
upgrade agricultural practices in the Alentejo area, which has very high po-
tential. The better use of major domestic resources was attempted through
the First Forestry project (which is partly implemented by a public company
and which also offers good export prospects) and the Petroleum Exploration
project.

30. This second group of projects is producing uneven results. At the
project level per se, after some delays, good progress on the whole has been
achieved for all but the IFADAP project, and procurement is proceeding more
smoothly than that through Government agencies; this is true for the large
public companies, where the technical capacity of staff is excellent, as well
as for the SMI program where the operating rules are considerably less
stringent. The beneficiaries' commitment to the investments has been fully
justified and even strengthened by subsequent economic developments. How-
ever, reasonable success in the physical implementation of projects has been
qualified by disappointing performance in relation to some of the institu-
tional, financial and other more general concerns that the projects sought to
address. This is linked to the phenomena mentioned elsewhere in this paper
of excessive politicization, a sluggish bureaucracy, as well as to difficul-
ties in the financial relationships between the central Government and public
companies. While the Government is aware of the problems encountered and has
fairly clearly stated objectives, they lack a clear strategy or a plan for
dealing with these broader questions over a specified time frame. The delays
and problems in project implementation have been the object of numerous dis-
cussions with the Portuguese authorities, including two joint implementation
reviews (in March and in November 1981). While these reviews have led to
improvements in some areas, it clearly remains difficult for the Government
to comply with undertakings to take certain actions or decisions within
specified periods, even when the Government itself sets the deadline.

31. The IFADAP project has faced a number of special problems, in
addition to the general ones mentioned in para. 30. These relate to the
consequences of land reform measures introduced with the revolution and the
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multiplicity and inconsistency of credit programs for agriculture. The
Government is now putting together a package of proposals to revise the
project, including expansion of the project area, changing the role of the
project unit, adjusting the repayment schedule, introducing constant interest
rates in the project area, allowing IFADAP to lend directly to farmers and
imposing limits on competing and cheaper lines of credit to farmers in the
project area. Even if all of these changes are agreed upon, a substantial
amount of the loan, probably $30 million out of the $70 million loan amount,
could not be used by the loan closing date of June 30, 1984; if an acceptable
package of measures can be agreed upon, we would be prepared to consider an
extension of the closing date, especially since the Portuguese have already
incurred over $2 million in commitment charges on this loan. The alternative
to agreeing to such extensive changes in the project design would be to can-
cel the uncommitted portion of the loan, or about 95 percent of the loan
amount. We propose to continue working with the Government to salvage this
project because of the priority need to develop agricultural production and
the desirability of capitalizing on the effort already invested in the
project agencies.

Future Bank Strategy and Priorities

32. Bank lending to Portugal in the next few years will need to take
account of two main background factors. The first is Portugal's need to
restructure ita&Sxonomy, particularly its agricultural and industrial sectors,
and will require significant institutional reform and the opening up of new
sources of external finance. Portugal's weak institutional base for prepara-
tion and implementation of such programs continues to be a major constraint.
The second is the severe external payments position and the necessary stabil-
ization of the economy which is likely to severely restrict the availability
of complementary financing from the Government and the domestic banking sys-
tem, and to entail continued high nominal interest rates. The first of these
factors argues for an emphasis in Bank lending which can assist the major
productive sectors of the economy to adjust as well as is possible to the
trading environment of the EEC, and so, to minimize the transitional costs.
The second argues for a project emphasis which can contribute significantly
to foreign exchange earnings/saving while at the same time limiting its de-
mands on budgetary funds. In addition, the prospect of EEC membership argues
for an increasingly close collaboration with the EEC and other associated
agencies, especially with regard to the restructuring programs and the devel-
opment of the Portuguese capacity to develop suiabNI programs to utilize the
assistance and financial facilities which will become available. The current
EEC Pre-Accession program provides about 275 million ECU, about half in
grants, which is spread quite thinly across a wide range of sectors--SMI
lending and technical assistance, agriculture marketing, highways, power,
school building, industrial estates, sanitation services and river training.

33. Economic and Sector Work. We therefore propose to consolidate our
strategy of assistance to Portugal in order to better address structural
problems in an integrated fashion. The groundwork for this strategy is being
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laid by our economic and sector work. Despite the political flux and short-
term focus, the Portuguese have been receptive to discussions of the results
of our economic and sector work and to the attendant policy options. The case
for industrial restructuring and the policy options available were elaborated
in the recent report "Policies for Industrial Restructuring," which was dis-
cussed with the Government in June. The current updating economic report
takes a close look at the possible consequences of European integration for
the agricultural sector, which will be followed up by a full agricultural
sector review by early 1983. Studies of the structural adjustments needed in
the textiles industry, mechanical industries, lp and paper industry, and of
technological development in general, have been funded under ongoing lending
operations. A major review of the energy sector is scheduled for FY83.
Policy options and implementation programs are being developed, out of which
a relevant lending program can be identified in the light of experience
gained in implementing ongoing projects.

34. Conditionality. Just as the restructuring process needs to be
viewed on the Portuguese side as an iitegrated undertaking, so should we in
the Bank also keep in mind the fact that all cannot be put right in a sector
within the context of a single lending operation. Once agreement on the over-
all objectives is reached and satisfactory plans are developed, conditionality
under our loans should be programmed to take a step-by-step approach over
time, taking into account the Portuguese governmental framework which calls
for free discussion of issues at many levels and the evolution of a political
consensus. By setting modest institutional goals in our project lending
activity, consistent and cumulative with those under other projects and with
the policy dialogue provided through our economic work and that of the IMF,
the Bank can contribute to a sustained improvement of the general economic
environment. The relationship between the IMF and the Bank has been very
close and we share a common view of the needed policy reforms.

35. We have found the Portuguese to be willing to work on overall
policy questions within the context of our economic work and individual
lending operations, even when the volume of lending is relatively small.
Thus, we have been able to maintain a SAL type dialogue even without SAL
lending operations. We do not think much would be gained by consolidating
our lending funds under a general SAL, and we would lose the opportunities
which specific projects offer. However, many of the underlying causes of the
implementation problems in Portugal's development program are common to most
of its projects (e.g., poor Government budgeting and management practices,
reluctance to be explicitly accountable for subsidies, etc.). We have exer-
cised some useful pressure on the Government to come to terms with difficult
issues of substance and timing, and propose to remain strict. The Portuguese
are complaining increasingly that we apply more and tougher conditions to them
than to other borrowers. This may appear to be the case to the Portuguese
for several reasons. First of all, the Portuguese assign responsibility for
several projects to previous governments and are surprisingly unable to form-
ulate specific suggestions for overcoming difficulties which some covenants
may present in changed circumstances. Secondly, as our conditionality is
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'designed to address basic and sometimes difficult issues, it often requires
continuing action and adjustments, which are difficult to sustain in the
political and administrative environment described in Part A above. Also our
prodding about schedules which they set and are unable to maintain, for polit-
ical and other reasons cause vexation. Such complaints are becoming more
prominent in our discussions but are more indicative of the Government's own
difficulties in implementing designs than a hardening of our terms. If we
were to ease off on agreed schedules, the portfolio and future programs that
they desire would suffer. While painful, the withdrawal of Bank support for
the proposed Seixal Steel project and the delay in funding for the Power VII
project (until basic but politically and financially very difficult changes
were made in the financial area) have yielded positive results as was our
insistence on price adjustments under the $20 million Petroleum Exploration
loan in FY81. As a consequence, the FY82 lending program was cut nearly in
half in lending volume from that of previous years. We will be prepared in
the future to select and design projects which we support to address major
issues and link the proposed lending volume to satisfactory progress on
policy questions.

36. Lending Operations. We propose to continue in Portugal with a
program of about three operations per year, for a lending volume of about
$190 million per year in nominal terms, representing a slight decline in real
terms on an annual basis from that reached in the late 1970s. The FY82-86
program is maintained at the same overall level as that approved in November
1981 (which was below norm) and the FY87 program was added at roughly the -
same level in nominal terms as the FY86 program. This program results in a
steady decline in real terms in lending volume over the next five years.
With the level of cofinancing which it is hoped will continue to be available
especially in the industry and energy sectors (para. 25), the projects sup-
ported would be of sufficient scope to provide a suitable vehicle for the
restructuring programs. Since the resumption of lending in 1976, the Bank
has been able to minimize the share of its lending in total project cost;
Bank loans have contributed only about 20 percent of project cost, as com-
pared to a Bankwide average of about 45 percent. Although there has been
little formal direct cofinancing, the Portuguese have been able to raise
considerable financing on their own, arranging both suppliers' credits and
commercial credits on very favorable terms. Other borrowings have contri-
buted about 40 percent of total project cost for projects in which the Bank
has been involved.

37. Three major areas of project work need to be given priority for the
reasons broadly outlined above. These are the industrial, energy and agricul-
ture sectors. Agriculture has proved to be the most difficult sector to work
in, but is the area in which the Bank is best equipped to offer the type of
assistance which is not readily available elsewhere. The most serious con-
straints limiting the sector's absorptive capacity are the lack of project
planning and preparation capacity and the weakness of the credit system. Our
proposed lending program for agriculture is, therefore, smaller than we would
like, and reflects not a lower priority than industry, but rather the weakness
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of the Government's own efforts. Should more agricultural project opportuni-
ties develop, we would substitute them for other activities within the total
proposed lending program.

38. In the industrial sector, we propose to give high priority to the
financial issues, particularly those related to public enterprises. As a
starting point, we suggest working with the Government to establish a viable
financial program for all public investments. We propose to include in our
economic work program special studies to assist the Government in consoli-
dating financial information relating to the public sector enterprises and
establishing their likely interlocking debt structure, and to assist in the
updating and review of the public sector investment program. If a viable
overall action program can be developed for improving the operating efficiency
and rationalizing the financial structures of the public sector enterprises
and for allocating the public sector investment program, we should be prepared
to consider a program loan to support these efforts, for example, by financing
priority import requirements of economically justified public enterprise
investments.

39. As we expect progress on these broader public finance issues to
be slow and uneven, we also propose to pursue the dialogue on other more
specific topics through our project work. As part of the res-tructuring
programs, we will seek a dialogue with the Government on credit policies,
rationalization of tax policy as regards private sector securities and treat-
ment of equity, investment and export incentives, and the development of
financial markets. We are preparing an industrial strategy paper to identify
specific policy recommendations associated with these issues and develop the
appropriate linkages of conditionality to the lending program.

40. A major vehicle for industrial project lending will need to be the
domestic financial intermediaries. Activities to raise productivity need to
be undertaken for the most part at the enterprise level in the private sector,
and these enterprises are often too small for individualized attention by the
Bank. These lending operations need to be supported and supplemented by tech-
nical assistance programs within the relevant Government agencies, industry
groups, and the financial intermediaries themselves. The policy dialogue and
technical advice need to be continuously monitored and adjusted to reflect
the pace of other developments.

41. We propose supporting restructuring programs in the important
textiles sector (16 percent of industrial production, 31 percent of exports,
and 26 percent of employment) and electro-mechanical sector (17 percent of
industrial production, 20 percent of exports, and 20 percent of employment).
Another candidate for restructuring is the pulp and paper sector, which would
also include a major component for energy conservation and diversification.
In the textiles sector, the restructuring will seek to correct the disequi-
libria existing between the different process stages, reduce regional imbal-
ances, limit the negative social effects likely to result from the necessary
large reduction in labor force, and provide incentives to increase produc-
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tivity and exports. Such programs will likely involve improved access to
financial resources (through lending, mergers, bond issues, foreign invest-
ments, etc.), technical assistance, and manpower training. The electro-
mechanical industry is far less homogeneous than the textiles industry and
the restructuring programs are likely to be based on a two-tier approach,
with specific management and investment programs for the limited number of
medium- and large-scale public and private enterprises, and a strengthening
of technical support for the industry in general. We also propose to con-
tinue our work with the SMI agencies, which offer finance and useful techni-
cal assistance to economically and financially viable SMI enterprises in all
sectors. We are now working to define the appropriate scale for eligible
enterprises under the textiles and mechanical industries programs, to ensure
that the technical assistance activities and credit eligibility standards
complement those under the SMI program.

42. The employment and labor issues of restructuring will be extremely
important, not only for their political sensitivity, but also because man-
power studies have identified a very large shortfall in skilled and semi-
skilled labor and a major shift within those currently employed from unskil-
led to semi-skilled employment under reasonable industrial growth projections.
While the Government has been reluctant to enter into a dialogue with the
Bank on such issues, we think there is a role for the Bank, once the basic
political level decisions are made, through manpower and training programs.
Due to the weakness of the central administration in planning and coordina-
ting training activities, project proposals have been slow to develop and we
may consider addressing some assistance to develop an appropriate policy and
planning mechanism which will be necessary to direct this dynamic process. A
technology project is also in the process of being designed to help address
the severely deficient technological state of Portugal's industry, which is
even far behind that of Spain.

43. The IFC has already become involved in the development of financial
markets through its first investment in Portugal in a small investment com-
pany, and through its consultations with the Government on the appropriate
establishment of leasing. In October, IFC will present to the Board a pro-
posal to make an investment in the first majority privately-owned Portuguese
leasing company. Additional areas which IFC is considering are the establish-
ment of financial institutions which would assist in revitalizing the coun-
try's security markets which were devastated as a result of the nationaliza-
tions of 1973, housing finance and the introduction of private Portuguese
companies to international capital markets. Despite the private sector
orientation of the Government and the clear commercial advantages of EEC
accession for some sectors, IFC has not been able to make much progress in
the development of an investment program in Portugal. Identification of
suitable projects for IFC financing has been hindered by the low level of
investment in private industry in general, and by the small size of projects
undertaken which have been able to acquire the needed foreign exchange from
local institutions. Projects in various stages of consideration are in the
chemicals, fishing, transportation and tourism sectors.
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44. Work in the agricultural sector is crucial to the overall adjust-
ment process. Unless the pace of preparation for operations under the Common
Agricultural Policy accelerates rapidly (para. 19), the eventual budgetary,
foreign exchange, and social costs will be large. The development of the
agricultural sector faces the constraints of a poor land base, backward tech-
nology and cropping pattern, uncertainties of land tenure, weak institutions,
including the Ministry itself which was established only after the 1974 revo-
lution, and a complex system of government intervention. Furthermore, the
agricultural extension system is seriously understaffed and isolated from
actual farm problems.

45. Priority areas for attention through the extension sevices are
improving land use (e.g., shifting from intensive to extensive livestock
farming) and revising cropping patterns (one half of land currently is
fallow). Two extension approaches are being supported by Bank-financed
projects--farm planning teams through the Agricultural and Fisheries Credit
project and the training and visit system on a pilot basis in the Tras-os-
Montes Rural Development project. Agricultural credit policies are the sub-
ject of discussion with the Government at present, as we try to reshape the
first Agricultural' Credit project and begin implementation of the Rural
Development project. Portugal should be able to take advantage of its early
spring season to produce fruits and vegetables for the European market; major
adjustments are needed in its production of table wines, and large investments
are needed in afforestation and related processing industries to help increase
the very considerable trade surplus of which this subsector is capable. An
agroindustries project is under preparation with FAO/CP assistance, which will
focus on the fruits and vegetables, wine and dairy subsectors. Follow-up
projects in rural development and agroindustries will be considered after the
results of these first attempts are known.

46. The first Forestry project, as well as studies under the SMI I and
Industrial Energy Conservation and Diversification project, are developing a
specific set of proposals for further afforestation and downstream investments
which should lead to further valuable forestry sector projects in the future.
Fisheries also play an important part in the restructuring process. Current
Portuguese fishing operations are less productive than those of other parts
of Europe, and fishermen in Portugal represent one of the poorest segments of
society. As is the case in agriculture, the Portuguese fishermen will prove
difficult to reach, given the strong hold of traditional practices and the
undercapitalized nature of their operations.

47. In energy, a first Industrial Energy Conservation and Diversifi-
cation project was processed in FY82. It contains components specifically
designed to produce further programs of investments. These include energy
audits of the major energy-using industries, designed to identify energy-
saving practices and investments in industrial processes, as well as a com-
ponent to examine the Portuguese potential for developing renewable energy
resources. One of the goals of the national energy plan is to reduce the
country's dependence on petroleum imports through diversification to coal.
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A coal exploration engineering loan is proposed to assist the Government in
launching a nationwide exploration program. The work in the energy sector is
also likely to include further lending for electrical power generation. A
seventh power project has been discussed with the Government, which is at
last facing up to some of the difficulties brought about by the partial
nationalization of the distribution companies. Proposals are being prepared
to strengthen the financial health of the sector by clarifying the basis of
payments for facilities and services. EDP, the national power company, will
need to undertake a major investment program to redress some of its imbal-
ances in supply capacity which are due to heavy dependence on imported
petroleum products, and to meet the growing overall domestic demand for
electricity.

48. Some related infrastructure investments are also being considered.
Investments in the transport system, especially highways, are being consid-
ered in order to help in the development of a balanced program of maintenance
and investment, as well as to influence the sector investment program towards
meeting the needs of the northern industrial part of the country. Another
possibility under consideration is the financing of construction of a portion
of the national North/South toll road and to establish improved linkages in
the industrial corridors. We are considering project proposals for housing
finance for lower income groups and municipal infrastructure. We are pre-
pared to consider assisting in these areas for programs designed to serve as
a vehicle to improve institutional, financial and technical aspects of such
undertakings and if we obtain movement on major policy questions as part of
our lending operations. Besides addressing real needs of the people, appro-
priate structuring of these programs could enhance resource mobilization
capacity as well.

Conclusions and Recommendations

49. Portugal's underdevelopment is comparable in many areas to that of
poor non-European Bank borrowers, in particular at the institutional level.
After some 50 years of autocratic rule and relative isolation, Portugal is
just beginning to come to grips with the process of catching up with the rest
of the world. The sorting through of the political process over the past
eight years has indeed put the development process on a slow, and at times,
erratic course. We have been frustrated by their false starts, indecision
and delays. Nonetheless, the Portuguese do recognize that they need techni-
cal assistance, policy advice, and financial aid from the outside, and do
show a genuine interest in continued relations with the Bank Group. Not-
withstanding the mixed performance at the project level, our work has touched
upon priority areas and has yielded positive results on several important
policy issues. The lack of firmness in the proposed program is due in large
measure to uncertainties on the part of the Government about where and in
what ways they want Bank assistance and how quickly they are prepared to face
some of the difficult questions confronting them. We will need to be patient,
keeping in mind that, while decisions and actions have been slow in the mak-
ing, successive Portuguese Governments have shown themselves to be capable of
reaching sound judgements, given time. We consider it appropriate to con-
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tinue to design loan conditions to address sector issues. Where necessary,
we should also be prepared to take a tough stand and exercise remedies when
the Government procrastinates in the implementation of agreed solutions to
obvious problems.

50. The proposed restructuring will necessarily be a slow process, and
even if Portugal succeeds in restructuring its economy along the lines elabo-
rated in Part C, Portugal's external debt and balance of payments problems
will remain severe through the end of the decade. Portugal is currently the
object of considerable attention by the international community. Interna-
tional borrowings have increased markedly, but foreign investment has not yet
made a significant entry. Our calculations include a significant expansion
of total foreign borrowings, but the need for official borrowings still
remains. This is not only for resource transfer reasons, but also because of
the catalytic role which official transfers will play in raising the large
amounts of private capital which Portugal will need. Several banks have
expressed their desire for expanded lending to Portugal, but preferably in
the context of a Bank-financed operation and under the umbrella of the Bank/
IMF general seal of good macro and microeconomic management. Furthermore,
given the serious inadequacies of project preparation, the Bank can play an-
important role in generating projects to serve as the vehicle for private
resource transfers. Some of the proposed lending operations would therefore
be interesting test cases for new co-financing techniques being considered by
the Bank.

51. We propose preparing a short updating note and revised Attachment I
in about 18 months. This should allow sufficient time for initiation of the
restructuring programs and provide us with a clearer view of many of the
specific issues and programs curently under discussion regarding Portugal's
accession to the EEC.
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PORTUGAL: ACTUAL AND PROPOSED PROGRAM OF LENDING OPERATIONS THROUGH 1987

Project Through Current Total Total Total Total Reserve
FY76 FY77 FY78 FY79 FY80 FY81 FY82 FY83 FY84 #Y85 FY86 FY87 Through FY76 FY77-81 FY82-86 FY83-87 Projects

Agric.& Fish. Credit IBRD 70.0
Ag.& Fish Credit 11 IBRD 60.0(86)
Agro-Industries I IBRD 50.0
Agro-Industries 11 IBRD 60.0
Forestry 1 IBRD 50.0
Forestry 11 IBRD 65.0
Rural Dev I (Iras) IBRD 51.0
Rural Devt. II IBRD 50.0

Education I - IBRD 21.0
Education II IBRD 40.0
Manpower Training IBRD 40.0(84)

Coal Expl. Eng. IBRD 15.0
Heavy Oil Eng./ 30.0(85)

Oil Explor/Proc. IBRD
Indust.Energy Cons.1 IBRD 30.0
Ind.Energy Cons. 11 IBRD 60.0*
Petroleus Expl. Eng. IBRD 20.0

Banco de Fomento
Nacional I IBRD 50.0

RFN II IBRD 100.0
Industrial Techn. IBRD 55.0*
SMI I IBRD 45.0
SMI II IBRD 40.0
SMI III IBRD 78.0

Fertilizer Modern. IBRD 58.0
Ind.Restruct.(Text)I IBRD 50.0
Ind.Restruct. II IBRD 80.0*
Mech. Industries I IBRD 44.0
Mech. Industries II IBRD 65.0
Pulp and Paper IBRD 60.0

Power I-V IBRD 57.5
Power VI IBRD 36.0
Power VII IBRD 80.0.
Power VIII IBRD 90.0(87)

Highways I IBRD 24.0
Highways II IBRD 40.0
Highways III IBRD 50.0
Ports IBRD 50.0(86)
Toll Road IBRD 30.0(84)

Lisbon Water Supply IBRD 40.0
Housing IBRD 50.0
Municipal Infra-

structure IBR1 50.0(84)

Lending Program IBRD 93.5 74.0 131.0 143.0 134.0 120.0 81.0 170.0 180.0 180.0 188.0 190.0 93.5 602.0 799.0 908.0
Number 6 2 3 3 3 2 2 3 3+1 3 3 3 6 13 14+1 15+1

Lending Program in
Constant FY82 $: 99.7 165.8 172.5 153.5 128.5 81.0 159.5 159.0 150.0 147.8 140.8 720.0 697.3 757.1

Commitment Deflator
(FY82 - 100) 74.2 79.0 82.9 87.3 93.4 100.0 106.6 113.2 120.0 127.2 134.9

Standby Projects IBRD 55.0 60.0 80.0
1- 1- 1

* Standby projects

a/ Amount likely to be increased to about $100 million, but will be accommodated within the two-year
program by corresponding reductions in other loans.

EMlDB
(0648G)
9/13/82
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PORTUGAL - SUMMARY OF BANK GROUP AND OTHER OFFICIAL LENDING

Through Current Total to Total Total -otal
FY76 FY77 FY78 FY79 FY80 FY81 FY82 FY83 FY84 FY85 FY86 FY87 FY76 FY77-81 FY82-86 FY83-87

SECTORAL DISTRIBUTIUN OF
SANK GROUP COMMITMENTS l)

Agric. & Rural Dev. 53.5 37.3 63.0 27.8 36.1 57.9 20.0 20.8 24.8
Education 16.0 29.9 10.1
Energy 16.7 8.3 31.9 3.3 13.1 8.2
industrial Finance 67.6 31.5 83.3 23.5 30.6 41.5 32.4 21.7 19.1
Industry 40.5 32.8 37.0 29.4 36.1 33.3 42.1 16.9 21.9 28.1
Power 100 47.1 100 10.0 - 8.8
Transportation 32.4 28.0 26.6 10.6 6.3 5.5
Water Supply/Housing 30.5 27.8 6.7 6.3 5.5

Total 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100

FY FY FY" Fly
BANK GROUP DISBURSEMENTS (US$ m) 72-76 77-81 82-86 83-87

IBD u/s /a
incl. undisbursed 83.0/b 155.3/c 286.2/d 427.7/e 554.0/f 63 8.2/& 688.8h 821.7 947.5 1061.1 1176.3 1284.2 2061.4 4695.4 5290.8excl. undisbursed 47.07 45.377 47.2/d 63.5/ 104.7/f 116.

4 /& 156.5h 231.1 330.5 428.7 531.3 642.7 377.1 1678.1 2164.3

1BRD Gross Disbursements 57.5 - 2.0 17.8 49.2 47.5 66.2 111.7 153.6 164.6 175.4 193.5 .2 116.5 671.5 798.8
less: repayments 20.4 3.4 3.7 4.8 8.7 10.6 19.8 37.1 54.2 66.4 72.8 82.1 14.7 31.2 250.3 312.6
equals; net disbursements 37.1 -3.4 -1.7 13.0 40.5 36.9 46.4 74.6 99.4 98.2 102.6 111.4 -14.5 85.3 421.2 486.2
less: interest & charges 28.2 2.9 3.2 4.4 7.2 11.7 13.3 20.8 31.0 42.4 53.0 64.1 15.7 29.4 160.5 211.3
equals: net transfer 8.9 -6.3 -4.9 8.6 33.3 25.2 33.1 53.8 68.4 55.8 49.6 47.3 -30.2 55.9 260.7 274.9

Actual Projected
CY 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1990

IR EXPOSURE (%)

IBRD Disbursement/Total Gross
Disbursements 0 0 .01 .44 1.04 1.92 2.5 4.7 7.0 6.6 5.6 3.1
BRD DOD/Total DOD 3.71 2.66 1.48 0.94 1.32 2.15 2.5 3.0 3.9 4.5 4.9 4.8

IBRD Debt Service
/Total Debt Service 5.65 4.31 3.10 1.86 1.81 1.97 2.1 3.8 3.8 4.6 4.2 4.3

Actual Projected -
CY 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

COMMITMENTS FROM OFFICIAL SOURCES (US$.)

Concessional Loans
Total Bilateral 14.3 90.3 112.9 70.0 115.6 62.6 - - - - - -

United States 14.3 90.3 79.0 38.0 38.0 40.0 - - - - - - - -

Germany 30.2 22.4 57.3 22.6 - - - - - - -
United Kingdom 9.6 - - - - - - - - -

Other 3.7 - 20.3 - - - - - - - -

Total Multilateral .05 .5 .5 .5 .3 1.0 - - - - - -

Other .05 .5 .5 .5 .3 1.0 - - - - -

Non-concessional Loans
Total bilateral 57.0 33.6 203.4 845.2 256.8 58.4 30.0 30.0 30.0 30.0 30.0 30.0 30.0 30.0 30.0 30.0

United States 49.0 33.6 135.5 465.0 121.8 28.0
Germany 2.7 213.3 85.0 30.0

'France 3.2 - 50.0 - ) 30.0 30.0 30.0 30.0 30.0 30.0 30.0 30.0 30.0 30.0
United Kingdom - - - 20.0 - -

Other 8.0 - 62.0 146.9 - .4 )

Total Multilateral 3.5 158.2 160.9 216.1 211.2 198.5 340.0 360.0 380.0 390.0 430.0 468.0 510.0 510.0 560.0 560.0
IBRD - 36.0 74.0 131.0 143.0 134.0 120.0 81.0 170.0 180.0 180.0 188.0 190.0 190.0 190.0 190.0
European Investment Bank - 100.6 68.4 44.7 63.1 59.1 ) 220.0 279.0 210.0 210.0 250.0 280.0 320.0 320.0 370.0 370.0
Other 3.5 21.6 18.5 40.4 5.1 5.4

TOTAL cOMMITMENTS 74.85 282.6 477.7 1131.8 583.9 320.5 370.0 390.0 410.0 420.0 460.0 498.0 540.0 540.0 590.0 590.0

/a As of the end of the fiscal year.
7- The exchange adjustment of $9.7 million as of June 30, 1976 has been included in these figures.
/c The exchange adjustment of $11.4 million as of June 30, 1977 has been included in these figures with an increase of $1.7 million since FY76.
/d The exchange adjustment of $15.0 million as of Jun. 30, 1978 has been included in these figures with an increase of $3.6 million since FY77.7 The exchange adjustment of $18.3 million as of June 30, 1979 has been included in these figures with an increase of $3.3 million since FY78.f The exchange adjustment of $19.0 million as of June 30, 1980 has been included in these figures with an increase of $0.7 million since FY79.
/i The exchange adjustment of $-6.2 million as of June 30, 1981 has been included in these figures with a decrease of $25.2 million since FY80.
/h The exchange adjustment of $-12.4million as of June 30, 1982 has been included in these figures with a decrease of $6.2 million since FY81.

Note: All data in this table reflect O/S amounts and transactions of loans sold to Third Parties.

EMIlDB
September 23, 1982
(0648G)
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Attachment lc

PORTUGAL

DISBURSEMENTS

FY78 FY79 FY80 FY81 FY82

Undisbursed balance at July 1
(US$m) l/ 60.00 169.04 324.22 355.01 501.50

Commitments during FY (US$m) 131.00 143.00 134.00 120.00 81.00

Total disbursed during FY (US$m) 1.96 17.82 49.21 47.51 66.21

Disbursement rate (3 : 1)(100) 3.27 10.54 15.18 13.38 13.20

Comparators (%)

(a) Disbursement rate
for total of other loans
in the Region 2/ 21.26 21.12 21.71 21.42 23.11

(b) Bank-wide IBRD/IDA average
disbursement rate 2/, 3/ 21.19 21.73 21.31 21.47 23.93

(b) Average disbursement rate
for:
Argentina 9.21 7.20 12.13 13.61 19.20
Malaysia 12.88 18.94 13.50 18.50 19.93
Yugoslavia 22.68 24.10 28.91 20.62 25.32

1/ Undisbursed balance includes signed but not effective loans and
credits for all computations.

2/ Excludes IDA 6 credits.
S/ Excludes IFC loans.

Note: Above includes effects of program lending.

Loan Department
Loan Accounts Division
September 13, 1982
(0648G)
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TABLE 3A
PORTUGAL - SOCIAL INDICATORS DATA SHEET

PORTUGAL REFERENCE GROUPS ('EIGHTED AVEWES

AREA (THOUSAND SQ. KM. MOST RECENT ESTIMATE) -

TOTAL 92.1 MOST RECENT MIDDLE INCOME INDUSTRIALIZED

ACRICULTURAL 40.8 1960 a 1970 L ESTIMATE / EUROPE MARrET ECONOMIES

CNP PER CAPITA (US$) 360.0 970.0 2370.0 * 2323.9 10328.2

ENERGY CONSUMPTION PER CAPITA
(KILOGRAMS OF COAL EQUIVALENT) 460.1 921.5 1443.4 2107.4 7277.7

POPULATION AND VITAL STATISTICS
POPULATION, MID-YEAR (THOUSANDS) 8826.0 8628.0 9836.0

URBAN POPULATION (PERCENT OF TOTAL) 22.5 26.2 30.6 47.9 78.0

POPULATION PROJECTIONS
POPULATION IN YEAR 2000 (MILLIONS) 11.5

STATIONARY POPULATION (MILLIONS) 13.5

YEAR STATIONARY POPULATION IS REACHED 2070

POPULATION DENSITY
PER SQ. K0. 95.9 93.7 106.1 83.3 138.5

PER SQ. KM. AGRICULTURAL LAND 182.4 200.7 239.2 155.4 509.7

POPULATION ACE STRUCTURE (PERCENT)
0-14 YRS. 29.2 28.4 26.7 31.1 22.7

15-64 YRS. 62.9 61.9 63.2 61.2 65.7

65 RS. AND ABOVE 8.0 9.7 10.1 7.7 11.6

POPULATION CROWTH RATE (PERCENT)
TOTAL 0.5LC -0.2Lc 1.3 1.6 0.8

URBAN 2.1 1.3 2.9 3.5 1.4

CRUDE BIRTH RATE (PER THOUSAND) 24.1 19.9 18.2 23.6 14.5

CRUDE DEATH RATE (PER THOUSAND) 7.5 9.9 9.6 9.2 9.3

GROSS REPRODUCTION RATE 1.6 1.5 1.2 1.6 0.9

FAMILY PLANNING
ACCEPTORS, ANNUAL (THOUSANDS)
USERS (PERCENT OF NARRIED UOMEN) .. .

FOOD AND NUTRITION
INDEX OF FOOD PRODUCTION

PER CAPITA (1969-71-100) 92.0 105.0 77.0 116.0 111-1

PER CAPITA SUPPLY OF
CALORIES (PERCENT OF

REQUIREMENTS) 118.4 134.7 127.1/A 125.1 130.8

PROTEINS (GRAMS PER DAY) 80.1 92.8 84.1/4 92.7 97.1

O WHICH ANIMAL AND PULSE 33.0 40.5 38.6/4 35.9 61.3

CHILD (ACES 1-4) MORTALITY RATE 9.0 4.3 2.3 9.2 0.5

HEALTH
LIFE EXPECTANCY AT BIRTH (YEARS) 63.3 67.1 70.8 67.6 73.8

INFANT MORTALITY RATE (PER
THOUSAND) 81.0 52.7 35.1 65.1 11.3

ACCESS TO SAFE WATER (PERCENT OF
POPULATION)

TOTAL 28.9 34.5 65.0/-

URBAN 82.1 .. 90.0/a
RURAL 14.4 .. 56.0/-

ACCESS TO EXCRETA DISPOSAL (PERCENT
OF POPULATION)

TOTAL .. .*

URBAN .. e e

POPULATION PER PHYSICIAN 1247.5 1057.9 698.0/d 1105.4 620.7

POPULATION PER NURSING PERSON 1421.8/f 1035.0 466.9/d 634.4 266.9

POPULATION PER HOSPITAL BED
TOTAL 182.9 .. 187.4/d 286.8 122.0

URBAN 70.0/f 70.8 80.9/A 192.0 140.6
RURAL .. -

ADMISSIONS PER HOSPITAL BED .. 9.8 13.5/d 20.0 17.7

HOUSING
AVERAGE SIZE OF HOUSEHOLD

TOTAL 3.9 3.7

URBAN 4.0 . *

RURAL 3.9 ..

AVERAGE NUMBER OF PERSONS PER ROOM
TOTAL 1.1 0.8
URBAN 1.0 -*

RURAL 1.1 .-

ACCESS TO ELECTRICITY (PERCENT
OP DWELLINGS)

TOTAL 40.5 64.2

URBAN 88.5 ..

RURAL 27.4 ..
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TABLE 3A
PORTUGAL - SOCIAL INDICATORS DATA SHEET

PORrJG&L REFERENCE GROUPS (WEIGHTED AVERAGES
- MOST RECENT ESTISAE)

MST RECENT MIDDLE INCOME INoSL"n.ALIZED

1960 k 1970 b ESTIMATE A EUROPE MAWET ECONMIES

EDUCATION
ADJUSTEDv ENROLLMENT RATIOS

PRMARY TOTAL . 96.0 117.0/ 102.9 101.7

HALE .. 99.0 119.0/A 107.1 103.9

TEMALE .. 96.0 115.0/A 99.0 103.6

SECONDARTI TOTAL . 57.0 53.0/A 60.2 68.4

ME .. 3.0 54.0/A 66.4 63.4

FEMALE .. 51.0 56.0/1 54.0 64.2

VOCATIONAL ENROL. (% or SECONDARY) 46.4 33.6 16.5/A 31.6 18.2

PUPIL-TEACHER RATIO 20.3
PRIMARY 34.0 33.6 19.1/A 25.8 20.
SECONDARY 19.0 16.6 22.9/A 22.2 16.1

ADULT LITERACY RATE (PERCENT) 62.0 71.0 73.9 95.9

CONSUMTI N
PASSENGER CARS PER THOUSAND 338.4

POPULATION 17.9 63.9 108.3/J 31.0

RADIO RECEIVERS PER THOUSAND 17.2 1021.7
POPULATION 96.1 158.6 161.2 1 02-

TV RECEIVERS PER THOUSAND 1. 403.6
POPULATION 5.2 45.1 123.1

NEWSPAPER ("DAILY GENERAL
INTEREST") CIRCULATION PER 12 331.2
THOUSAND POPULATION 63.2 66.1 62.7 11. 3.6
CINEMA ANNUAL ATTENDANCE PER CAPITA 3.0 3.0 3.5 4.0

LASOR FORCE
TOTAL LABOR FORCE (THOUSANDS) 3397.3 3386.7 3789.3

FEMALE (PERCENT) 179 24.8 23.9 36.6 36.0

AGRICULTURE (PERCENT) 44.1 33.3 24.0 36.7 37.8
INDUSTRY (PERCENT) 29.0 33.2 36.2 2.9

PARTICIPATION RATE (PERCENT) 385 39.3 38.5 44.5 43.4
TOTAL 66.0 62.3 60.3 56.3 38.9

FEALE 13.2 18-5 19.0 32.6 32.4

ECONOMIC DEPENDENCY RATIO 1.0 1.0 1.0 0.9 0.8

INCOME DISTRIBUTION
PERCENT OF PRIVATE INCOME
RECEIVED BY

HIGHEST 5 PERCENT OF HOUSEHOLDS .. 5- "&,3.
RICHEST 20 PERCENT Of HOUSEHOLDS .. 56.1/ 36.3.hi 45.
LOWEST 20 PERCENT OF HOUSEHOLDS .. 6.A 27.LDA . 16.5
LOWEST 40 PERCENT OF HOUSEHOLDS 20. 21. *1

POVERTY TARGET GROUPS
ESTIMATED ABSOLUTE POVERTY INCOME 

-

LEVEL (Us$ PER CAPITA)
URBAN **

RUAL ..

ESTIMATED RELATIVE POVERTY INCOME
LEVEL (US$ PER CAPITA)

URBAN. .. 460.0/
UAL.. 40.0/ 406.6

ESTIMATED POPULATION BELOW ABSOLUTE
POVERTY INCOME LEVEL (PERCENT)

URBAN .* .. **

.. Not available
Not applicable.

NOTES

The group averages for each indicator are population-weighted arithmetic means. Coverage of countries

among the indicators depends on availability of data and is not uniform.

Unless otherwise noted, data for 1960 refer to any year between 1959 and 1961; for 1970, between 1969

and 1971;.and for Most Recent Estimate, between 1978 and 1980.

Due to emigration population growth rate is lower than rate of natural increase; / 1977; e 1975; /L 1962;

/A 1976; /h Highest 25% and lowest 25% and 50% of households; /. 1968; /. 1973-74.

* 'The 1981 World Bank Atlas shows 1980 GNP per capita of $2350.

August 1982
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Notes? Although the data sre draw frme ources sae-Lly jude4d the net euthositative and reliable.t I should ioi. be noted thst they swr en "s inet.-
"etLonaily co~Atabl b-cUs of the lack of etandardIeS doftoniteon at rontepto usn by dffttrett Countries in collecting th. data. The date tt. C o.e-
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eve indleaeog et a time posa th cEstry and reforets group.
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Total - totoi torfot. area comresing land area ad itland waters; 1979 data. _rhas. n rorel) 4101400 by IhIr teo tive buosir af hospital beds
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ctet e, son cohorotos ntbst as bnoW taut Atlas (I97-O hosiob; 1&0 at tadlcI centers not persarenily stai ted by a ,Pynici. (but by
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POPIU.ATION AMD VITAL STATISTICS
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'ad fIotilcy mteoid too p ~oo tc entposs. AdtOe.d Wrll net tacios
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Aees to sate Ctet . paren, at nonolantool - ...a.. .r..an, at utal - 11!a- e-t.itbo.a.ly adIeoutr 10 . Ia eeOn dlt plus ..- flt e e-featd IS Oat
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Population: 9,836 million (mid 1980) ATTACHMENT 3a

GNP per capita. US$2,350 (1980)

PORTUGAL - ECONOMIC INDICATORS

Amount

(US$ million - Annual Growth Rates
current ACTUAL PROJECE

Indicator prices -1980) 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

NATIONAL ACCOUNTS

Gross Domestic
Product a/ 24077 -4.3 6.9 5.6 3.2 4.5 5.5 1.4 3.1 2.1 2.7 3.0 3.3 3.3 3.3 3.3 3.3
Agriculture 2781 -6.5 -1.5 -10.0 4.0 9.0 3.0 -6.0 8.0 2.0 2.0 2.0 3.0 3.0 3.0 3.0 3.0
Industry 8122 -9.5 4.6 9.5 3.2 5.0 6.0 1.5 2.0 2.0 3.0 3.0 3.5 3.5 3.5 3.5 3.5
Services 11033 -0.2 9.8 6.0 2.8 3.3 5.8 4.5 2.0 1.5 2.0 2.5 2.5 2.5 2.5 2.5 2.5

Consumption 21486 0.3 4.1 2.5 1.1 1.8 4.8 3.5 1.9 2.3 2.5 2.4 2.6 2.0 1.8 1.7 1.6Gross Investment 6043 -45.3 29.7 34.7 -4.7 -2.1 12.1 6.1 -1.1 -3.8 0.4 1.7 1.7 3.3 3.3 3.3 3.3Exports of GNFS 6768 -15.6 0 5.9 14.6 27.3 8.2 -3.4 9.7 6.6 6.6 6.6 7.4 7.5 7.5 7.5 7.6Imports of GNFS 10220 -25.3 3.4 12.0 -1.8 7.8 9.6 3.8 2.2 2.0 3.6 3.6 4.0 3.7 3.7 3.6 3.6

Gross National Savings 1984 -61.9 58.3 55.3 17.2 27.5 7.7 -16.7 5.9 1.0 2.4 4.8 5.4 8.8 9.6 10.1 10.6

PRICES

Rate of Inflation -
GDP deflator 16.1 16.3 26.0 19.3 24.3 15.0 20.0 20.0 16.0 12.0 10.0 6.0 6.0 6.0 6.0 6.0Excnange Rate
(il - Esc.) 25.55 30.22 38.28 43.94 48.92 50.06 61.5 78.5 87.4 93.8 97.7 100.4 100.4 100.4 100.4 100.4

Share of GDP at Market Prices (%) Average Annual Increase (%)-
(at current prices 6/) (at constant 1963 prices) (at constant 1980 prices)-1970 1975 1980 1985 1990 - 1960-1970 1970-1975 1975-1980 1980-85 1985-1990

Gross Domestic Product 100.0 100.0 100.0 100.0 100.0 6.4 2.2 5.1 2.5 3.3Agriculture 16.2 14.2 11.5 10.5 '9.7 1.5 -1.2 0.7 2.1 3.0Industry 30.4 31.1 33.7 33.9 33.8 '8.4 5.2 5.7 2.3 3.5Services 43.2 45.7 45.8 46.0 45.3 6..6 6.3 5.5 2.3 2.5

Consumption 83.3 96.2 89.2 87.6 84.5 6.0 7.6 2.9 2.4 1.9Gross InvestmenD 23.5 16.4 25.1 22.5 23.9 9.3 -5.8 10.5 -0.1 3.1Exports GNFS 23.4 19.7 28.1 32.4 35.8 9.3 -0.7 10.8 5.8 7.5Imports GNFS 30.2 32.2 42.4 42.5 44.2 9.9 2.5 6.2 2.9 3.7

Gross National Savings 25.5 3.8 8.2 20.4 22.4 8.4 -10.5 31.5 -0.4 8.9

As percentae of GDP
1975 1976 1977 1978 1979 1980 1981 c/

PUBLIC FINANCE

Current Revenues 24.8 28.1 27.0 27.2 26.6 30.0 31.2
Current Expenditures 27.2 30.9 29.0 30.6 30.4 33.8 36.4
Surplus (+) or Deficit (-) -2.5 -2.8 -2.0 -3.4 -3.8 -3.8 -5.2
Capital Expenditure 4.4 4.7 5.4 5.5 4.7 5.9 5.4
Foreign Financing 0 0.2 0.5 2.4 2.3 1.8 n.a.

OTHER INDICATORS 1970-75 1975-80 1980-85 1985-90

GNP Growth Rate 4.0 4.6 2.6 3.2
GNP per Capita Growth Rate 2.6 3.2 1.4 2.0
Energy Consumption per
Capita Growth Rate 7.9 6.5 4.8 3.5

108 5.6 3.7 10.0 6.8
Marginal Savings Rate neg. 0.11 0.28 0.56
Import Elasticity l.14 1.22 1.16 1.12

a/ At market prices; some components are expressed at factor cost and so do not add up due to exclusion of net indirect taxes.b/ Projected years at constant prices. -
C/ Estimate only.

July 22, 1982
(0903G)
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?opulation: 9,836 million (m
GNP per capita: US$2,350 (1980)

PORTUGAL - EXTERNAL TRADE

Amount ------------------------- nua rowth
(US$ million- (at constant 1970 prices) (at constant 1980 prices)

current ACTUAL PROJECTED
indicator prices -1980) 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

EXTERNAL TRADE

Mercnanaise Exports 4586 -16.0 4.3 4.1 11.1 29.3 7.1 -3.9 7.3 7.3 7.3 7.3 8.6 8.6 8.6 8.6 8.6Agriculture and Food 553 -0.3 17.8 1.3 3.5 15.3 -1.0 -10.0 5.0 5.0 5.0 5.0 8.0 8.0 8.0 8.0 8.0
Wood, Cork, Paper
and Pulp 813 -17.8 28.0 -3.8 3.3 28.2 17.3 -10.0 7.0 8.5 8.5 8.5 8.5 8.5 8.5 8.5 8.5Textiles and Clothing 1154 -18.4 -6.7 -0.5 22.1 26.2 -8.0 0.0 7.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0Petroleum Products 288 -17.1 0.5 11.0 9.6 33.6 50.0 -8.0 9.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0Other Manufactures 1778 13.0 -1.0 8.0 8.0 8.0 8.0 10.0 10.0 10.0 10.0 10.0

Merchandise imports 8786 -23.1 18.0 12.8 -2.1 6.7 9.0 3.1 2.0 2.0 3.8 3.7 4.1 3.8 3.7 3.7 3.7Food 817 -20.9 19.7 -7.5 -3.1 16.9 8.7 4.6 -4.2 3.6 3.7 3.2 3.5 2.5 2.2 1.7 1.4Other Consumer Goods 534 -26.5 10.9 -23.9 -9.7 4.1 10.9 5.2 2.3 2.9 3.2 2.9 3.2 2.3 1.8 1.6 1.3Petroleum Products 2189 -7.5 6.7 -1.5 10.6 15.3 2.5 1.6 3.1 2.4 3.2 3.4 3.8 3.8 3.8 3.8 3.8Intermediate Goods 3292 -23.9 28.8 19.4 -3.5 3.3 10.9 1.8 2.4 2.4 3.6 3.6 3.6 4.2 4.2 4.2 4.2Capital Goods 2004 -27.5 18.4 26.7 -5.8 3.6 11.0 5.9 2.5 -0.1 5.0 4.3 4.8 4.0 4.0 4.0 4.0
PRICES

(1970 - 100) (1980 - 100)Export Price Index 100.0 107.1 145.1 179.0 229.1 315.7 95.9 105.2 113.7 122.6 131.9 140.6 149.9 159.7 170.3 181.6Import Price Index 100.0 111.4 143.9 177.5 240.0 381.0 102.5 105.5 114.3 123.3 132.5 140.5 149.3 158.6 168.1 178.2Terms of Trade Index 100.0 96.1 100.8 100.8 95.5 82.9 93.6 99.7 99.5 99.4 99.5 100.1 100.4 100.7 101.3 101.9

Composition of -erchandise Trade (Z)
(at current prices) 1985' 19901970 1975 1980 1985 1990

LXPUR'lS

Agriculture and Food 20.9 16.8 12.1 10.4 9.7 10.7 10.7Wood, Cork, Paper and Pulp 16.1 .15.9 17.7 18.7 18.8 17.9 17.9Textiles and Clothing 26.4 27.3 25.2 25.4 23.5 23.4 20.1Petroleum Products .. .. 6.3 6.3 8.6 8.3 10.1Other Manufactures 36.7 40.0 38.8 39.1 39.3 39.7 41.2

IMPORTS

Food 11.0 16.6 9.3 8.2 8.6 9.8 9.3Other Consumer Goods 9.3 8.3 6.1 6.1 5.6 5.8 5.3Petroleum Products 9.5 16.4 24.3 24.1 23.8 25.7 25.7Intermediate Goods 41.5 36.8 37.5 36.9 36.9 36.0 36.6Capital Goods 28.6 21.9 22.8 23.8 25.0 22.7 23.1

Share of Trade With Share of Trade with Share of Trade withIndustrial Countries (%) Developing Countries (%) Capital Surplus Oil Exporters (%)1970 1975 1980 1970 1975 1980 1970 1975 1980
DIRECTION OF TRADE
Exports 66.1 78.5 81.7 33.0 19.6 16.3 0.9 1.9 1.9Imports 72.1 70.9 73.6 22.9 17.4 12.0 4.9 11.6 14.4

EMIDB

july 2., 1982
(U903G)
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ATTACHMENT 3c

Population: 9,836 million (mid 1980)
GNP per capita; US$2,350 (1980)

PORTUGAL - BALANCE OF PAYMENT, EXTERNAL CAPITAL AND DEBT

(million US$ at current prices)

ACTUAL PROJECTED
Indicator 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

BALANCE OF PAYMENTS

Exports of Goods and Services 2876 2579 2871 3492 5234 6797 6275 7469 8590 9864 11303 12920 14774 16903 19349 22160of wiich Merchandise f.o.b. 1936 1790 2001 2379. 3550 4575 4227 4977 5771 6682 7724 8934 10337 11965 13854 16047Imports of Good and Services 4730 4833 5500 5953 7762 11052 11870 12537 13958 15600 17345 19114 20987 22989 25138 27422of wnich Merchandise f.o.b. 3606 3965 4533 4787 6182 8781 9285 9738 10760 12051 13422 14817 16304 17930 19708 21657Net Transfers 1037 964 1134 1635 2476 2997 2824 3000 3355 3640 3932 4207 4501 4816 5154 5515of which Remittances 913 907 1174 1671 2455 2928 2824 3000 3355 3640 3932 4207 4501 4816 5154 5515Current Account Balance -817 -1290 -1495 -826 -52 -1258 -2771 -2128 -2013 -2096 -2110 -1987 -1712 -1270 -635 253
Private Direct Investment 122 51 52 56 59 100 200 250 300 350 400 440 485 530 585 645MLT Loans (net)
Official 14 97 265 840 227 40 -6 51 74 89 111 101 114 179 205 178Private 244 214 482 656 614 427 1111 1949 1866 1931 1890 1741 1426 895 204 -695Other Capital -251 800 337 -623 -780 633 1236 - - - - - - - - -

Change in Reserves (- increase) 688 128 359 -103 -68 58 230 -122 -227 -274 -291 -295 -313 -334 -359 -381

international Reserves 1534 1301 1391 1880 1951 1815 1585 1706 1934 2208 2499 2795 3107 3442 3801 4182of which Gold 1136 1125 1025 1009 1020 1020a/ 1020 1020 1020 1020 1020 1020 1020 1020 1020 1020Aeserves as months imports 5.0 3.7 3.4 4.4 3.5 2.50/ 1.6 1.6 1.6 1.7 1.7 1.8 -1.8 1.8 1.8 1.8

EXTERNAL CAPITAL AND DEBT

Gross Disbursements 340 411 899 1574 1630 1328 1759 2658 2759 3236 4039 4304 4552 4695 4211 3434Official Grants - - -
Concessional Loans 9- 33 71 51 83 61 80 60 59. 68 56 60 66 76 86 101DAC 9 33 71 51 83 61 80 60 59 68 56 60 66 76 86 101Non-concessional Loans 331 378 828 1523 1547 1267 1679 2598 2700 3168 3973 4244 4486 4619 4125 3333Official Export. Credits 71 49 42 65 46 158 12 11 20 26 28 29 28 35 33 31181W - - .1 7.7 34 56 64 116 186 216 231 231 220 212 202 192Other Multilateral 3 58 53.9 70.3 64 98 79 106 60 61 82 101 129 157 183 197Private 257 271 732 1380 1403 956 1524 2365 2434 2865 3632 3883 4109 4215 3707 2913External Debt37721
Debt Outstanding and Disbursed 1060 1343 2185 3699 4998 5625 6584 8583 10523 12543 14544 16387 17926 19001 19410 18893Official 316 420 707 1584 1900 1973 1832 1882 1956 2045 2156 2257 2371 2550 2755 2933Private 744 923 1478 2115 3098 3652 4752 6700 8567 10498 12388 14130 15555 16471 16655 Z5960Undisbursed Debt 253 526 605 1020 911 800 1590 2281 2904 3383 3636 3677 3584 3477 3551 3867

Debt Service c/
Total Service Payments 112 143 218 406 728 988 1223 1324 1651 2207 3182 3775 4478 5205 5475 5651Interest 37 41 78 149 311 450 570 666 832 990 1155 1313 1466 1584 1672 1701Payment as I of Exports 3.0 4.1 5.4 7.9 9.5 10.2 13.4 12.6 13.8 16.3 20.9 22.0 23.2 24.0 22.3 20.4

Average Interest Rate on New Loans 7.9 7.6 7.4 8.9 10.8 10.3 10.6 9.8 10.0 9.9 9.4 9.4 9.3 9.4 9.1 9.4Official 7.6 6.3 6.8 7.6 7.5 8.1
Privaie 8.0 8.4 8.0 10.8 12.9 11.2

,verase Maturity of New Loans (years) 10.7 10.4 11.1 8.6 10.4 9.2 9.8 9.4 9.4 9.3 9.2 9.3 9.5 9.4 10.0 10.3
U.icial 17.3 13.7 14.1 10.0 12.9 13.8
Private 7.3 8.2 7.9 6.8 8.7 7.3

a/ At national valuation. This valuation was revised upwards in 1980 but the figures shown here do not include the effect of therevaluation.
u/ Equivalent to 11.7 months if gold is valued at 350 per ounce.C/ Based on IRS figures. They differ from the ones of the Bank of Portugal.

September 21, 1982
(0903G)
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Attachment 4
Page 1 of 4

PORTUGAL

ECONOMIC AND SECTOR WORK PROGRAM, 1982-1986

Subject Type of Work Remarks Reponsible Total Man-weeks Required
Department FY82 FY83 FY84 FY85 FY86

I. Economic - Macro

1. Monitoring CEM about once every two years Main audience is Bank Management and, EMi 42 4 20 20 20
2. Assessment of Medium- normally linked to study of some in some cases, the Board. However,

Term Prospects narrowly defined special issue. following earlier practices, dialogue
Additional brief visits and BTO if with Government will be sought on all
country developments require it. substantive issues.

Ll. Economic - Special Topics

1. Income Distribution Analysis of income distribution This report seen as a technical EM1 20
and Food Subsidies trends, special attention to conse- study to support broader work on

quences and policies needed in light agricultural sector issues.
of adapting to EEC levels of food Audience Government and Bank
prices. management.

2. Public Enterprises Technical Assistance to Government's Government exercise already begun EM1 25
own efforts to assess and improve on pilot basis. Potentially large
public enterprise performance. role for Bank in supporting this

with technical analysis. Audience.
mainly Government.

3. Public Investment Update of major exercise under- Timing uncertain since it depends 30
Review taken in FY1980. on Government assembling a medium-

term program which has so far been
delayed. Audience, Government and
Bank management.

4. Employment Prospects Assessment of major issues in this 40
area and effects of both EEC entry
and reform in labor legislation.

Other Economic and Support to operations, President's Will include various analysis of 20 20 20 30 30
Sector Work reports, various briefs, etc. araduation-related questions (e.g.

borrowing needs) in the later years.

III. Country Program Paper Em1 10 12 - 12 12

IV. Sector Work

1. Agriculture Update of 1976 SM. Focus on impli- Audience, Government and Bank 57
cations of Portugal's entry into Management.
EEC.

2. Lnergy Assessment of energy demand manage- Audience, Government, Bank Manage- 17 40
ment and conservation as well as ment and Other donors. Will be
progress in developing domestic partly financed by UNDP.
energy resources.

3. Transport Upiate 1979 SM and review Government 4
progress on transport master plan.

4. Industrial Policy Major review of industrial restruc- Audience, Government and Bank Manage- EMI 36
turing needs and policies in light ment and other donors.
of EEC entry.

5. Industrial Sector - Various follow-up exercises of Will be partly undertaken in context EDP _ 15 15 15 15
Other Y81-82 industrial sector review of specific operations.

(e.g., pulp and paper, technology,
engineering, and financial sector
questions).

TOTAL 112 135 120 107 117

EMlDB
September 13, 1982
(0903C)
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Attachment 4
Page 2 of 4

COUNTRY ECONOMIC AND SECTOR WORK PROGRAM, 1982-87

1. When Portugal approached the Bank in 1974/75 to seek- a resumption
of lending, the first priority of the ESWP was to undertake a number of
relatively basic exercises to define the situation in, and the needs of, the
economy in the new circumstances after the revolution. A CEM was written in
July 1975 (730a-PO) and was followed by an in-depth review of the agricul-
tural sector in late 1976. This work enabled us to launch our program of
assistance to the agricultural sector. It was followed by a mission in April
1977 on Manufacturing Export Industries (Report No. 1695a-PO), which had a
significant influence on the subsequent radical adjustments in exchange rate,
interest rate and other policies undertaken in 1978. It also served to
identify the first SMI loan (signed in 1979) and the loan for mechanical
industries (signed in 1980). Reviews were also undertaken of the education
and the water and sewerage sectors, and both were followed by lending opera-
tions. With these, as with the second CEM which was undertaken shortly
afterwards, the Government showed itself to be seriously interested in a dia-
logue with the Bank on economic and sector issues and to be prepared to ad-
just its own policies in response to Bank ideas.

2. In the past three years, it has proved increasingly pos-sible to
define an ESWP which has been more focused on specific areas of difficulty or
subsectors from which particular projects may arise. An in-depth analysis of
Priorities for Public Sector Investment (Report No. 1883-PO undertaken in
1979/80) was particularly useful in that it encouraged the Government, for
the-first time, to see the investments of its large public enterprise sector
as something to be programmed to take account of macroeconomic constraints,
subsectoral priorities and the dictates of economic efficiency. A subsequent
CEM had special focus on domestic resource mobilization (Report No. 3365-PO).
A recently finalized report on Policies for Industrial Restructuring provides
a thorough analysis of Portugal's industrial restructuring needs in the light
of her EEC entry. This report will serve as the basis for writing the
Industrial Sector Strategy Paper for Portugal, for opening up a number of
specific dialogues with the Government (e.g. on financial sector reforms) and
for establishing areas of priority for project work in the coming years. A
similar process of economic intelligence has now begun in relation to the
agricultural sector with an economic mission of March 1982. The green cover
version of the report of this mission (The Prospects for External Trade with
Special Reference to Agriculture) has identified a number of key policy and
project questions to be analysed more fully in the full-scale Agricultural
.Sector Mission scheduled for later in FY83. A green cover memorandum provid-
ing a comprehensive analysis of the situation in the Transport Sector has
recently been finalized. This will provide the underpinning for our project
and other work in that sector for some time to come.
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Attachment 4
Page 3 of 4

A. Macro-economic Issues

3. (i) Monitoring. Given the currently serious state of the macroeconomic
indicators, a regular general monitoring needs to be undertaken frequently
during the next one or two years.

4. (ii) Public Investment. The review of public investment priorities
referred to earlier is now somewhat dated and can no longer serve as a basis
for our project selection in the public sector. It is, therefore, proposed
that we undertake a limited. update of this work in FY84.

5. (iii) Problems of employment and unemployment were last assessed in the
context of the 1978 CEM. Given the disturbances to labor markets which are
likely to arise because of EEC membership, and not least because of a
liberalization to existing labor laws, a further enquiry into this set of
issues is justified. This is especially true in the light of the seriously
negative impact which present labor legislation could impose on some of the
possible.future projects for industrial restructuring.

B. Sectors

6. (i) Agriculture. The recent mission on agricultural trade prospects
has identified a number of critical policy questions which will be analysed
more fully by the sector mission planned for FY83. These include problems of
agricultural extension, credit policy and institutional reform associated
with EEC entry (e.g. revamping of marketing arrangements for cereals and
grading standards for fruits and for wines). In addition, a seperate special
study on food subsidies is proposed. The revision of policy in this area, as
necessitated by EEC entry, will have a potentially serious impact on those in
most serious poverty.

7. (ii) Industry. Subsectoral studies linked to projects (e.g. mechanical
engineering, pulp and paper and technology) will help to fill out the broad
framework of an industrial strategy already identified in the recent report
on Policies for Industrial Restructuring. Because of its probable importance
in our future lending program, resources have been allocated for an in-depth
examination of the strategy for the engineering sector as indicated by the
on-going subsectoral study. In addition, it is proposed that we undertake
one or more special excercises to look at the special problem of Portugal's
public enterprises. Although the precise form of this exercise has not yet
been defined, its central purpose would be to help the Government define a
set of actions to remedy the inadequate performance of these enterprises both
in financial terms and in other respects (e.g. most aspects of management
performance).

8. (iii) Energy. A full scale review of energy demands, development of
indigenous energy resources and policies for conservation is planned for
FY83/84. This review is justified by reference to our considerable present,
and expected future, involvement in many aspects of Portugal's energy program
and policies.
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9. (iv) Transport. A comprehensive green cover review has recently been
completed. No further sector work is planned at present.

10. (v) Education. A small amount of work is planned to keep us abreast of
the policies and needs of the sector.

(0981G)
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM OPS/MC82-30

TO: Members of the Managing Committee DATE: September 22, 1982

FROM: Ernest Stern, SVP, Operations4*)

SUBJECT: Sub-Saharan Africa Report

We are planning to review the status of the implementation of
the Sub-Saharan Africa Report for internal discussion towards
the end of this fiscal year, and subsequent distribution to
the Board for information. The work will be undertaken by
staff of the two African Regions and the Country Policy
Department of OPS.

cc: Mr. Humphrey
Mr. Southworth



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM oPs/Mc82-28

TO: Members of the Managing Committee DATE: September 17, 1982

FROM: Ernest Stern, SVPOP

SUBJECT: TANZANIA - Overdue Service Payments

Attached is a paper from Mr. Wapenhans on Tanzanian debt.



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
TO: Mr. Ernest Stern, SVPOP DATE: September 17, 1982

FROM: Mr. Willi A. WapenI ns, RVP, EAN

SUBJECT: TANZANIA - Overdue Service Payments

1. The purpose of this memorandum is to brief you on the status
of overdue service payments from Tanzania.

2. As you know, we suspended disbursements on all loans and
credits to Tanzania (with the exception of the Songo Songo Petroleum
Exploration Project and expenditures for technical assistance and
training) on June 14, 1982. Since then, we have received no payments
from the Government, despite persistent efforts by our Resident Mission
to remind the Ministry of Finance and the Bank of Tanzania of the
damaging effects of the suspension. At the Annual Meetings in Toronto,
the Minister of Finance (Mr. Jamal) said that the Government was
still hoping to make the necessary payments soon, but that the problem
remained one of limited foreign exchange resources rather than
administrative will within Tanzania.

3. The Tanzanian overdues to the Bank Group now amount to
US$14.7 million, of which US$13.3 million is owed to the Bank. Neither
the suspension of disbursements nor the prospects of sizeable net
transfers to the Government (once the suspension is lifted) have been
enough to persuade the Tanzanian authorities to allocate the necessary
foreign exchange to meet the payments. (Debt service to the Bank Group
in FY82 was approximately US$35 million, compared with disbursements
of US$114 million.)

4. By Regional standards, Tanzania's total external debt is not
very large. Debt service in 1982 was expected to absorb about 15% of
export earnings, compared with 100% in the Sudan. Tanzania's obligations
increased sharply during 1979 and 1980 as a result of commercial borrowing
and suppliers' credits, made necessary by the Uganda War, and have not
been growing significantly since then, mainly because Tanzania is no
longer creditworthy even for export insurance cover in Europe. The Bank
holds 14% of Tanzania's external debt outstanding and disbursed (for
the Bank Group it is 28%) and accounts for 25% of Tanzania's debt service
(27% for the Bank Group). This relatively high level of Bank exposure
reflects the large amount of grant assistance provided by bilateral
sources during the 1970s and the write-off of US$277 million in earlier
loans by bilateral agencies in 1978 and 1979. The Bank Group's share
of Tanzania's debt service is projected to fall during the 1980s, following
the ending of IBRD lending in FY79 and the continued need for the country
to borrow funds from non concessional sources (e.g. suppliers' credits).
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As of June 30, 1982, the status of Bank loans and IDA credits was as
follows:

US$ million

Bank Loans Outstanding 295.04
Bank Loans Outstanding and 212.91
Disbursed

IDA Credits Outstanding 695.91
IDA Credits Outstanding and 377.48
Disbursed

(These figures do not include Tanzania's share of loans to the former East
African Community, which account for US$2.4 million of the total US$14.7
million currently owed to the Bank Group.) Service payments to the Bank
Group have been problematical since January 1980 and consistently late
during the last eighteen months; however, once accumulated, arrears were
usually settled entirely and within a short period of time. There has been
only one previous suspension (in September 1981) and this lasted barely
a month.

5. The economic situation in Tanzania remains extremely difficult
and it is certain that settlement of the overdue service payments will
entail unfortunate domestic costs, such as a further reduction of resources
available for food imports and productive inputs. In 1981, it was estimated
that only US$85 million would be available for the foreign exchange needs
of the entire economy, once adequate provision was made for oil, food imports
and debt service to the Bank Group only. Since then, Tanzania's circumstances
have deteriorated further and it is more difficult for the Government to
maintain the priority for repayment to the Bank. The prospects for an early
settlement with the IMF are still not bright, although a Fund mission will
be going to Dar es Salaam for formal negotiations of a Standby Arrangement
in mid-October 1982. No other lending institution (except the IMF) is
apparently being paid and Bank Group repayments have been the last to be
discontinued. Other agencies - including IFAD, the Commonwealth Development
Corporation and the Kuwait Fund - have suspended their own disbursements,
at least temporarily, during the last year.

6. Despite the duration of the present suspension, the Government
has yet to feel major consequences in project implementation, although
during the Annual Meeting the Tanzanians were concerned about the contract
for the Morogoro Water Supply project, for which the Board approved a
supplemental credit in June which we have not signed. No major contracts
have been cancelled, and the first formal notice of a possible cancellation
that we are aware of (on the Morogoro Textile Project) will not be given
to the Government until October 1, 1982. It is now likely that the costs
of the suspension will mount rapidly. In an effort to minimize the disruptive
effects of the suspension, we had been advising suppliers and contractors
who contacted us that we hoped the matter would be resolved prior to, or
during, the Annual Meetings. They are now not likely to accept further
assurances that the suspension will be temporary.
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7. While cancellations of some contracts may soon occur and

dramatize the importance to the Government of settling the overdue

payments quickly, we believe that additional steps need to be taken
now. In the hope that the suspension would prove relatively brief, we
have attempted as far as possible to maintain normal operations in the

country. While approved credits have not been declared effective and

Closing Dates have not been formally postponed, we have continued to
process new projects and made certain special allowances, e.g. we have
kept some project accounts open longer than normal to allow for processing

of disbursement applications already received.

8. To encourage an almost immediate resolution of the payments
problem, I now propose that we inform the Government that we will suspend

the processing of the Dar es Salaam Sewerage and Sanitation Project (due

for Board Presentation on October 19) and defer the appraisal of a Coal

Engineering Credit which was scheduled for October 10), as well as all
other appraisals. We will also inform the Government that unless all
arrears are paid by October 31, 1982, we will (a) defer negotiations
of the Mtera Hydroelectric Project; (b) close those project accounts
which have been unilaterally kept open for projects under implementation;

and (c) approve no new contracts for technical assistance and training

under existing credits. Economic work, including the mission which is
due to review the Government's Structural Adjustment Program later this
month would, however, go forward.

9. While these actions will have damaging consequences for our

Tanzanian operations, we believe that they would communicate further

to the Government the importance of making the overdue service payments

to the Bank Group. In current circumstances, they would also be more

persuasive than the ultimate remedies at our disposal, such as cancel-

lation of loans and credits, which should be considered as a last resort.

10. Mr. Kraske and Mr. Dunn will be visiting Tanzania later this

month and will take up this matter again with Ministers and senior officials.

I shall report to you on future developments, as promptly as possible.

In the meantime, I would be grateful for any additional suggestions which

you would wish to make on this subject.

Cleared with and cc. Mr. Dunn

cc. Messrs. Rotberg, Hittmair, Hattori, Scott, Ducker, Takahashi, Wyss,
Greene, Thomas, van Opstal, Moussu-Rizan

RCalderisi:dsl
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OFFICE MEMORANDUM
TO: Members of the Operations Policy Subcommittee DATE: September 13, 1982

FROM: Sidney E. Chernick PD

SUBJECT: Prefinancing of Project Expenditures

The attached draft memorandum will be considered by a meeting
of the OPSC in mid-October. It is intended that eventually this paper
would be incorporated as an annex to a new OMS on disbursements. Comments
and questions should be addressed to Mr. Norman Horsley (SVPOP).

Attachment

cc: Messrs. Hattori
Hittmair
Perch
van der Tak
Rajagopalan
Waide
Raizen
Moul d
Mayer

Ms. Pratt
Messrs. Humphrey V

Horsley
Kopp



PREFINANCING OF PROJECT EXPENDITURES

SUMMARY

(a) Some borrowers are unable to sustain timely project cash flows due

to system deficiencies and/or lack of financial resources (para. 1.04);

(b) A revolving fund is not intended to remove the causes of borrowers'

problems in (a) above (para. 2.02);

(c) The making of advances for revolving funds does not necessarily

place borrowers or the Bank in the best management position, which

should be an important consideration in project implementation

(paras. 2.05, 2.06);

(d) If a borrower is unable to meet project financial commitments, there

is a strong possibility that it will be unable to sustain the

subsequent recurrent expenditure commitments (para. 2.10);

(e) All possible steps should be taken to ensure that project design and

implementation incorporate all systems necessary to minimize

disbursement delays (para. 2.14);

(f) The following systems could improve project prefinancing:

(i) commercial bank overdrafts or lines of credit; (ii) revolving

funds; and (iii) a Bank loan for country financing of a multiple

projects revolving fund (para. 3.01);

(g) The optimum facility for prefinancing would be the one which

provides resources only when immediately required, e.g. an overdraft

(para. 4.01);

(h) The Bank should consider issuing Special Commitments to borrowers to

support overdraft facilities and use the "tested telex" procedure

to expedite reimbursement of disbursements made by commercial

bankers from overdrafts (paras. 4.09, 4.10); and

(i) It is generally to be preferred that the Bank should be only a

contributor of last resort to a revolving fund (para. 5.02).



DRAFT

PREFINANCING OF PROJECT EXPENDITURES

(REVOLVING FUNDS, SPECIAL FUNDS, LINES OF CREDIT, ETC.)

I. INTRODUCTION

1.01 Projects in which the Bank participates are financed by

borrowers, using local and foreign currency funds, including funds

denominated in foreign exchange provided by the Bank and, in some cases, by

co-financiers.l/ The extent of local currency financing by the Bank is

mostly determined on country and project grounds, and is usually authorized

in management-approved recommendations of Country Program Papers (CPPs). 2 /

1.02 The Bank has generally maintained a policy of requiring borrowers

to pre-finance all project expenditures, and to claim as disbursements from

a loan the agreed proportions of expenditures specified in disbursement

categories in loan agreements. Exceptions, which can apply to foreign and

1/ Throughout this Paper, reference to the financing of projects and

disbursement of loans by the Bank should be interpreted as applying
to IDA credits, unless the context otherwise provides.

2/ OMS 1.22 Local Cost Financing and Cost Sharing, para. 5.
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local expenditures, are cases where either payment is made to a contractor,

supplier, etc., directly by the Bank on a borrower's instructions (a

Procedure III Withdrawal Application) or by reimbursements to a commercial

bank which negotiates a draft for funds drawn under a letter of credit

issued by the borrower's bankers (which the Bank guarantees to reimburse)

(a Procedure V or VI Application)3 /.

1.03 Pending Bank disbursement from the loan proceeds, the provision

by a borrower of an adequate and timely cash flow to finance the

proportions of project expenditures, by categories, which are borne by the

borrower is essential for expeditious implementation. While the Bank is

concerned that project entities have sufficient funds to finance all

project expenditures, this paper is primarily concerned with the timely

prefinancing by borrowers of expenditures related to those categories of

loan disbursement which specify local expenditures, or what are usually

small amounts of foreign expenditures.

1.04 Some borrowers (mostly government departments or agencies) are

unable to sustain timely project cash flows. One or mre reasons may

contribute to this situation. These include:

(a) systems deficiencies:

(i) inadequate budget formulation and approval

practices;

3/ See Guidelines for Withdrawal of Proceeds of Bank Loans.
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(ii) failure to allocate and distribute government

funds to projects in a timely manner;

(b) lack of financial resources for project

implementation; and

(c) an inadequate process for claiming withdrawal of

proceeds Bank loans, in order to replenish local

sources of funds.

1.05 Efforts by borrowers and Bank staff to, resolve these problems

have included the formation of revolving or special funds, particularly

from the mid-1970s. This paper examined these practices, and makes

recommendations concerning future Bank participation in the establishment

and operation of such mechanisms, together with suggestions for alternative

means of achieving efficient financing of projects including disbursement

of loan proceeds to borrowers.

II. CURRENT APPLICATIONS OF REVOLVING FUNDS FOR PREFINANCING OF PROJECT

EXPENDITURES

2.01 A revolving fund is sometimes referred to as a working fund, a

special fund or an imprest account. It is a temporary advance of funds

from one or more contributors which is usually deposited in one bank

account, and may be used to finance designated project expenditures. The

level of a fund is sustained by the contributor(s) e.g. the Bank making

periodic payments into the bank account, usually disbursements of loan
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proceeds equivalent to amounts drawn down from the fund, until its

winding-up at a specified time. Attachment 1 contains a listing of 94

revolving funds to which the Bank has made, or proposes to contribute,

advances of loan funds through a specific disbursement category in loan

agreements.

2.02 The use of revolving funds is an expedient which does not remove,

and rarely diminishes the borrower's problems which prevent the provision

of adequate and timely funds for project implementation. Thus, by

advancing loan funds to establish a revolving fund, the Bank does not

seek to encourage the correction of deficiencies or anomalies in the

Borrower's systems which affect Bank-financed projects, and the country's

development process generally.

- Systems Deficiencies

2.03 Examination of the background to the introduction of revolving

funds for projects' financing indicates that this growth is concentrated in

the agriculture, education, health, and highways sectors, particularly for

projects to be executed at dispersed or rural sites, often with poor

communications. Many member governments inherited an overly centralized

system of financial administration, and few have developed the necessary

decentralization to support development projects.
4 /

4/ The Mexican Government faced these problems with the PIDER rural

development programs, and with Bank encouragement, took early steps to
decentralize the decision-making and project financing process in order

to meet just such problems. Their experiment is so successful that it

appears likely to become a model for all regional/district governmental

operations.
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2.04 Prior to establishing a revolving fund as a solution it might

well be desirable to first make a detailed examination of the problems and

explore potential solutions. The problem is normally country specific, and

sector specific project appraisals do not always examine the efficacy of

overall national budgeting, funds flows and related systems. Appraisals

often correctly diagnose those parts of the system which do not work

efficiently, and so have an adverse impact on the project, but localized,

rather than country, solutions have been sought.

2.05 The making of advances to project entities by borrowers and/or

the Bank by placing proceeds of budget allocations and/or loans in a bank

account in anticipation of meeting expenditures (usually up to three months

in advance) does not necessarily place either the Bank or the borrower in

the best cash management position, because the estimated initial

requirements tend to be fixed at a maximum, despite evidence that in any

three month period the average amount drawn down is likely to represent

about 50%-60% of a fund.

2.06 Efficient cash management should be an important consideration in

project implementation. Traditional revolving funds, or imprests, require

the deposit of funds (normally with a banker) to await their use by a

project entity. Unless specific rules are established for interim use by

the banker who holds the funds, e.g. to pay interest on unused balances,

the funds so deposited are not put to best use. In most projects where IDA

credits have been used, evidence of requiring interest payments by bankers

is not apparent.
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2.07 An important example is the series of project-specific special

accounts which are currently set up in the Brazil Central Bank, with a

current commitment on the Bank to transfer about US$50 million through

several different loan agreements to provide for immediate disbursements to

borrowers by the Central Bank. If such an account is to be funded by the

Bank, consideration might be given to relating it to the forecast turnover

of funds for all disbursement activities rather than establishing it on a

project-by-project basis. An alternative method would be for the Brazil

Government to set up the fund and agree with the Bank on a formula for

reimbursement dates for calculation of foreign exchange transfers; an

arrangement for such transfers by tested telexes; and arrangements for

post-transfer review of withdrawal applications (similar to that currently

in force for the Special Acounts).

- Borrowers' Inability to Provide Funds

2.08 Para. 1.04 (b) suggests borrowers' potential lack of funds to

finance projects. It is useful to examine the implications of

pre-financing for a government and simultaneously to estimate the recurrent

expenditures to which a government would be committed following project

completion. The extreme case is likely to lie in countries where the Bank

finances 90% of project costs. However, in all cases, a borrower's

commitment to pre-financing will depend on the extent of direct foreign

cost financing by the Bank. For this reason, and because of the wide range

of annual investment performance on projects, no absolute rule can be

established. Attachment 2 provides four examples to demonstrate borrwer's

annual commitments under 90% and 70% Bank/IDA financing, and the potential
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commitment required to pre-finance Bank financed expenditures over

three-monthly periods.

2.09 From the examples in Attachment 2, a borrower would incur in the

first and second years of project implementation a total commitment (i.e.,

pre-financing of the Bank's and borrower's shares) not exceeding about 2.5%

of project costs in a case involving 90% Bank financing, and not exceeding

about 5% where 70% financing is proposed. The maximum commitments are

about 4.5% and 9% respectively during the peak investment year (which is

usually about the fourth year). Commitments at this level, particularly in

sectors where revolving funds are currently employed, are below the

probable annual recurrent cost levels which a borrower will have to commit

in order to sustain the project benefits post-completion. Column (7) of

the tables in Attachment 2 demonstrates that possible annual incremental

commitments for pre-financing of Bank-financed expenditures at no time

exceed about 2% of project costs and average under 1%.

2.10 If a borrower is unable to meet financial commitments of this

modest order from the outset, the use of a Bank-financed revolving fund may

obscure the issue of a borrower's inability to support a project in the

long term. Adequate funding commitments should be ensured from the start

of implementation and well into the operational phase of a project.

- Withdrawals of Loan Proceeds

2.11 An inadequate process for withdrawal (para. 1.04 (c)) may be

caused by: the local system(s) for compiling and dispatching disbursement
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claims; international postal delays in transmission to the Bank; delays in

subsequent Bank processing and transmission of disbursed proceeds of a loan

to the authorized recipient (e.g. a Central Bank); or slow transfer by the

authorized recipient to the final destination (e.g. the project entity,

treasury, etc.). Any of the foregoing may substantially, albeit

temporarily, deplete a project's cash flow, particularly in those cases

where the project entity relies on Bank disbursements as a source of funds

either as part of its budgeted cash flow, or where further tranches of

government-supplied funds are calculated by reference to the government's

receipt of a specified level of disbursements of a Bank loan. (This may

apply particularly to IDA Credits which are normally disbursed direct to

governments).

2.12 Under conditions of severe inflation and/or unstable currency

exchange rates, disbursements delays could result in a marked slow-down in

the receipt of funds by a borrower e.g. as in Brazil in the period

1970-1980. As an example, at the date a borrower pays a local contractor

in local currency the dollar/local currency exchange rate was 1:100. A

delay in claiming withdrawals and actual transfer of loan proceeds in

foreign currency to the Central Bank may take 30 days, by which time the

rate of exchange is 1:105. Thus a payment out of 1 million, instead of

earning US$10,000 equivalent will draw down only about $9,525 equivalent.

This example can give rise to two effects on project's lending: (a) the

Bank's disbursements will be slowed; and (b) borrowers will have to fund a

higher proportion of the local expenditures in the categories concerned,

unless adequate provision was made for the currency exchange effects of

inflation in the price contingencies for the related components.
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2.13 The Bank's practice of only disbursing loan proceeds following

actual payments by borrowers places a responsibility on the Bank to

disburse as expeditiously as possible once it has received a satisfactory

form of withdrawal request from a borrower. 
This responsibility rests

primarily with Loan and Treasurer's Departments, but Projects Departments

have a responsibility to ensure the Loan Department is provided with all

information necessary, e.g. contract documents, 
to allow expeditious review

and approval of withdrawal applications.

2.14 To these problems of borrowers of maintaining adequate cash flows

for projects must be added the Bank's concern for expeditious project

implementation and a high rate 
of disbursements. It is therefore essential

that all possible steps be taken to ensdre that, inter alia, project design

and implementation incorporate all systems 
necessary to minimize

disbursement delays and that the Bank's systems are similarly kept under

review.

III. POSSIBLE SYSTEMS OF PREFINANCING

3.01 There are three systems which could improve project

prefinancing. These are:

(a) Use of lines of credit or overdrafts provided by

central or commercial banks, linked with a revised

withdrawal procedure;
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(b) Use of revolving funds by borrowers, with Bank

participation; and

(c) Provision of a Bank loan for pre-financing the

Bank's share of expenditures for multiple projects

in a country.

3.02 The use of any of the systems in para. 3.01 does not, in any way,

eliminate the need to ensure that each borrower's systems for documenting

expenditures and preparing and submitting withdrawal applications is

achieved in a timely manner. This part of the withdrawal and disbursement

process is likely to remain the weakest, and consequently the major cause

of delays, unless special efforts are made during project preparation to

ensure its efficient operation from the start of project implementation.

However, if a borrower's system of applying for loan withdrawals is

satisfactory, and the Bank's disbursement performance for the country

concerned is within the average for all borrowers, the problem is the

inability of a government to provide adequate and timely funds.

3.03 Borrowers, particularly governments, should plan sufficiently far

ahead, usually not less than one fiscal year, to provide adequate and

timely funds to project entities to avoid project implementation delays due

to lack of finance, and to install speedy withdrawal applications.

- Determination of Credit Facilities Required

3.04 A credit facility may be a commercial bank overdraft or a line of

credit, a revolving fund without or with Bank participation, or a normal
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periodic cash allocation derived from an annual budget allocation for

project expenditures. The amount of any credit facility which may be

established to finance or pre-finance project expenditures must be

accurately forecast. Prudent cash management requires that the fund

ceiling should be variable to meet the variations in disbursements rates of

categories during the period of project implementation in which it remains

in force. The maximum ceiling of a credit facility may be prescribed in

the SAR and loan agreements, but the initial tranche or facility may need

only to be a small proportion thereof, thus recognizing either normally low

implementation rates at the start of a project, or that items in some

categories may not be substantially drawn upon until later in the

implementation period.

3.05 A key factor in forecasting limits of a credit facility will be

the period(s) of time for which it will be required. For those parts of a

credit facility designed to pre-finance items to be the subjects of Bank

disbursements, two possible time delay factors should be exmained, viz.,

(i) the time period between drawings on the facility and dispatch of

related Withdrawal Applications to Washington (the Application Period); and

(ii) the time interval between the dispatch in (i) and the receipt of funds

by the provider of the credit facility to replace the drawings (the

Disbursement Period).

3.06 If the drawing from the credit facility and dispatch of the

Withdrawal Application are simultaneous, or within two or three days, the

Application Period should be assumed to be not exceeding one week. An

Application Period should be measured in this manner in periods of weeks.

The Withdrawal Period should be similarly measured; as an example, if a
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facility is evolved for use of tested telexes (para. 4.10) between bankers

and the Bank, the Period may be three days maximum. Otherwise it will be

in the current period for disbursements using the Loan and Treasurer's

Departments normal system. Thus Application and Withdrawal Periods of two

weeks each would require a credit facility of (a) four weeks expenditures;

and (b) the amount of any additional drawings during that period. This

example is likely to be the lowest achievable and should be the target

objective.

3.07 It is not desirable to forecast a credit facility requirement by

using (say) the three months of highest expenditures in the categories

concerned and using this as the amount of the facility. If the Withdrawal

and Disbursement Periods should total 13 weeks, then this calculation could

be used to determine the ceiling on the facility, but initial and

subsequent tranches should be calculated and timed, with reductions from

the ceilings similarly calculated.

IV. LINES OF CREDIT OR OVERDRAFTS PROVIDED BY COMMERCIAL BANKS

4.01 The optimum type of credit facility would be that which provides

resources only when immediately required. Such a facility approximates to

the line of credit, or overdraft facility. A Commercial Bank is the usual

facility available to supply short term funds for commercial and business

operations. These banks should be able to meet the short-term (typically

up to three-months) needs of a project entity, for the categories of local

and foreign expenditures concerned (para. 1.04). They would normally work

on the overdraft basis, i.e. by charging interest on overdrawn balances,
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with the possiblity of a commitment fee based on the maximum facility to be

provided.

4.02 The overdraft rate would be negotiable, but would be likely to

reflect the country's normal short-term money rate, and would be borne by

the borrower or project entity as part of project costs. Rigorous control

over Withdrawal and Disbursement Periods (para. 2.04) would minimize

interest on overdrawn balances.

4.03 The central bank or a commercial bank (the respondent bank) of

the country concerned should be requested by the borrower to pre-finance

the equivalent of the Bank's share of the costs of the appropriate

categories of works, goods and services involved, pending Bank

disbursement. If a commercial bank is used it is preferable that it is

authorized to deal in foreign exchange, so facilitating both receipt of

Bank disbursements, and making small foreign exchange payments on behalf of

a borrower. The use of commercial banks may provide a wider spread of

services through branch banks than a central bank; an essential feature in

projects with widespread implementation centers.

4.04 A Central Bank could operate in a similar manner to the

commercial bank, but may have these advantages: (a) because it can deal in

foreign exchange, the transfer of Bank funds would be easier and small

foreign payments could also be effected; (b) it may be possible to operate

a very large fund to service multiple projects; and (c) it may be able to

operate a fund in co-operation with commercial banks by using their funds.
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4.05 The Central Bank should be considered particularly in countries

where a number of projects are likely to be involved, and/or where currency

exchange problems are acute, e.g. Brazil, because the Central Bank's

internal systems, and its communication systems with the World Bank and

with the country's banks are likely to be satisfactory.

4.06 Normally, it should be necessary only to maintain one account for

a project (or one account for each sub-project or district office, etc.) in

the respondent bank. This account should be established and sustained by

the borrower's proportionate contributions to the expenditures in the

disbursement categories concerned, and, if appropriate, 100% of the

expenditures for non-Bank financed items. A satisfactorily controlled

system of check-drawing for 100% of all expenditures concerned by the

project entity(ies) should be instituted, with a related expeditious

Withdrawal Application process for those proportions of total expenditures

due to be disbursed by the Bank.

4.07 An adequate mechanism to ensure borrower participation would be

necessary. Such a system should be established by making a condition of

effectiveness the borrower's initial deposit at the respondent bank of an

amount necessary to provide for continuous financing of the borrower's

proportion for a reasonable period (say, three months) together with

completion of a lending agreement between the banker and the borrower, for

the terms of fund operation. Pressure to provide the borrowers'

contributions to sustain the fund, following withdrawal of funds by the

borrower, or a related project entity to meet expenditures, should be

achieved by establishing a minimum amount of borrower's funds below which

the Bank will not agree to reimburse the respondent bank, resulting in this
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latter bank ceasing to honor withdrawals (checks) drawn on the overdraft or

line of credit. This service would be reinstated by the respondent bank on

receipt of the borrower's required payment into the bank account.

4.08 In some countries, whose governments fail to distribute funds to

projects in a timely manner, it may be necessary for the borrower's share

to be financed temporarily by a respondent bank, e.g. Colombia: Rural

Roads projects. In such cases, the respondent bank should be asked to

provide funds up to a specified limit on behalf of the borrower, and be

informed that until the borrower has cleared that overdraft amount and, if

appropriate, provided a specified amount of additional funds, the Bank

would not agree to reimburse the respondent bank. This system would

require the respondent bank to inform the Bank of the status of the account

at time of submission of Withdrawal Applications.

4.09 To expedite disbursements, when line of credit or overdraft

procedure acceptable to the Bank is used, the Loan Department should

consider the issue of a form of Special Commitment pursuant to Section 5.02

of the General Conditions Applicable to Loan and Guarantee Agreements;

these Special Commitments to be available at the request of a borrower for

provision to a respondent bank acceptable to the Bank. The procedure would

require a new type of Withdrawal Application form (similar to Procedures V

and VI). A draft form of a Special Commitment to be provided by the Bank

to a respondent Bank is in Attachment 3.
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4.10 This system in para. 4.09 desirably should be based on expediting

the Bank's payment to the respondent bank by use of the "tested telex or

cable" procedure, whereby banks can claim reimbursements from the Bank for

payments made by them e.g. as under letters of credit, etc. 5/ By this

procedure, on receipt of an adequately signed Withdrawal Application, with

confirmation of borrower's payments, a commercial bank could obtain payment

by return (unless routing through a Central Bank was necessary) and forward

the Withdrawal Application for subsequent Bank examination. Any

adjustments could be made by reducing future disbursements; notifying the

borrower of a need to reimburse the respondent bank, and asking the banker

to confirm receipt.

V. REVOLVING FUNDS AS CREDIT FACILITIES

5.01 A revolving fund established in a banking facility is similar to

a line of credit or an overdraft facility, whereby a check-drawing facility

up to a specified limit is continuously available to designated drawers on

a bank account. Bank participation is not a prerequisite for the

establishment of such a facility.

5.02 It is broadly to be preferred that the Bank should be a

contributor to revolving funds only when a borrower is able to pre-finance

the Bank's share of project expenditures in specific categories in a loan

agreement and when neither the Central Bank, nor a commercial bank in the

country is able to make a line of credit available to the borrower against

an agreement by the Bank to reimburse authorized expenditures.

5/ Attachment 4 is an example of the letter used by the Loan Department to
authorize the use of tested telexes.
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The grounds for an inabiity to raise a line of credit are most likely to be

country specific e.g., inability to exceed debt-ceilings. Laws or

regulations in some countries may prohibit overdrafts by government

agencies. Country specific prohibitions would probably affect all projects

to be implemented by government agencies, and may require a revolving fund

to service multiple projects instead of separate funds for each project

(See Section VI below).

5.03 A revolving fund can be established by a borrower only (possibly

at the Bank's request to ensure funds availability). This may involve an

intermediary bank in addition to the borrower, particularly in the loan

withdrawal and disbursement process. If the Bank is to participate funds

obtained as a withdrawal from a specific category of the loan proceeds

should be passed, through the borrower to an intermediary (usually a

bank). Revolving funds are the property of the borrower, but when the Bank

is involved, it still has a responsibility to ensure the proceeds of any

Bank funds deposited by a borrower in a revolving fund are used for the

purposes for which the loan was granted6 /. Adequate mechanisms, including

audit, must be established for the Bank to monitor the use of that part of

a revolving fund for which it has a responsibility.

5.04 There are two basic types of revolving fund which the Bank

supports by making advance disbursements. Several variations on these two

basic types are in use e.g. to provide funds for foreign expenditures in

6/ Section 5 (b) of Article III of the Bank's Articles.
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addition to local expenditures, or to service multiple projects.

Attachment 5 summarizes the principal characteristics of these two funds,

which are described as Class A and Class B funds.

5.05 The first type of fund is similar to a bank current or checking

account, which is funded by the Bank and the borrower jointly with

estimated expenditure requirements over a brief time period e.g. one to

three months. The project entity draws on the fund, using checks, to meet

small local expenditures. Replenishment is by Bank disbursements on the

basis of Withdrawal Applications and corresponding borrower inputs in the

agreed financing ratios according to disbursement categories (e.g. 60:40).

This type of fund was used for the Saharan drought projects, but was

subjected to abuse in some countries. Its primary objective is to relieve

short-term liquidity problems of governments.

5.06 The second type of fund maintains the Bank's contribution

separately in a respondent bank. Funds are transferred to project entity's

operating account on receipt by the banker of Withdrawal Applications, who

then claims disbursements from the Bank. The Bank's and borrower's funds

are not merged until transfer to the operating account. This fund is

primarily designed to expedite disbursements, rather than to address

liquidity problems of borrowers.
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VI. PROVISION OF WORLD BANK LOAN FOR PREFINANCING

6.01 It may be appropriate for the Bank to make a loan available to a

government to prefinance the Bank's share of expenditures of multiple

projects over several years. Such a loan should be admissible under

Article III on the grounds of use of (the Bank's) resources for development

projects (Section 1 (a)), and that the purposes of granting the loan is to

provide a revolving fund for development projects (Section 5 (b)). The

project for purposes of Section 5 (c) is a revolving fund established for

the purpose of expediting and facilitating implementation of projects in a

country.

6.02 A loan established under these conditions should be subject to

terms and conditions appropriate to installing and maintaining a revolving
S7

fund. The Class C fund in Attachment # is an example of such a fund, with

its operational requirements detailed. As the capital value of the fund

should be maintained throughout its life by use of disbursements from

project loans, repayment could be effected by the borrower at any

appropriate time. The loan should be advanced in tranches, based on a

forecast of the program of projects over (say) three to five years. If

necessary, the Special Commitment Procedure (para. 4.09) may be used to

expedite disbursements to the fund from the Bank.
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VII. OTHER MATTERS

- Country Credit (or Debt) Ceilings

7.01 Informal discussions with the IMF indicate that they would not be

concerned if the Bank encouraged governments to seek overdraft facilities

for projects, against a Bank guarantee of reimbursement, particularly for

the typical overdrawings necessary for the majority of projects to date.

If the amount involved was very large relative to the size of the project

and a country's agreements on debt management with the IMF, the latter

would wish to be consulted.

- Establishment of Date of Reimbursement by the Bank

for Currency Exchange Purposes

7.02 The Brazil case (para. 4.02) has raised the question of the

fixing of the date when the Bank should determine the currency exchange

rate applicable for withdrawals of loan proceeds.

7.03 The date most readily determined would be the date on which a

commercial bank or Central Bank makes a payment from a credit or overdraft

facility. In Brazil, if the Central Bank should reimburse cruzeiros to a

borrower (e.g. BNH) the effective date should be the date of that

transaction. This should encourage early and prompt borrower action to

obtain disbursements. An acceptable alternative would be the mid-point

date of each month, i.e. all transactions by borrowers in August 1982 would

be reimbursed by the Bank at the currency exchange rate ruling on August
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16, 1982. If other dates, e.g. date of check drawing were used, there is

unlikely to be firm evidence that payment actually took place on such date.

- Documentation Processing by Banks

7.04 To minimize charges by bankers, they should not be asked to

participate in detailed processing of documentation by borrowers or the

Bank. The following should probably be required of a banker:

(a) satisfaction with withdrawal procedures by the

borrower from the line of credit, e.g., authorized

signature(s) on~ checks;

(b) satisfaction with borrower's Withdrawal

Applications from Proceeds of Bank Loans which the

banker is required to forward to the Bank to

support tested telexes or cables. This

satisfaction should normally include authorized

signatures, banker's evidence of borrower's

withdrawal from line of credit, appropriate

supporting documents, and certificate of payment

of the borrower's contribution. This latter

requirement may be waived if the borrower has made

an advance to the banker; when, and if, the

advance was drawn down, the banker could no longer

send a tested telex for reimbursement. The banker

should not be required to be satisfied as to the
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legality or bona-fide nature of payments other

than authorized signatures;

(c) Preparation and dispatch of tested telex or cable

for amount of Withdrawal Applications;

(d) Forwarding to Bank of Withdrawal Applications

following issue of tested telex; and

(e) Informing borrower and the Bank regularly of

transactions and costs of line of credit.

- Use of Commercial Banks not authorized to

deal in Foreign Exchange

7.05 Some commercial banks which are most convenient for borrowers to

obtain lines of credit may not be authorized to deal in foreign exchange

i.e. to receive the Bank's disbursement. In such cases, the Central Bank

(or other suitable bank) should be included in the process, either

(a) as the bank which actually makes the disbursement

in local currency to the banker providing the line

of credit, and immediately claims by tested telex

to the Bank, and who receives the Bank's

disbursement; or
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(b) as the recipient of foreign currency from the

Bank's disbursements, for immediate payment of the

local currency equivalent to the commerical

banker who claimed by tested telex.

- Costs of a Line of Credit or Overdraft

7.06 Commercial bankers may require a commitment fee for making funds

available on call. If the funds are for a government department or agency,

the government may be able to encourage the banker to waive such a charge.

When a charge is proposed it will probably be based on the maximum call

amount and the time required (corresponding to similar characteristics of a

revolving fund). A line of credit for US$500,000 equivalent for one year,

with option to renew could cost about one half of one percent or US$2,500.

7.07 Interest charges on any funds used would be on a daily basis and

relate to local money market rates, unless a government was able to

negotiate a fixed rate for a term. Rates vary widely at the present time

and it is not feasible to present any meaningful forecast. However, the

following is given as a guide:

Assuming a borrower draws down $200,000 equivalent per month in

tranches of US$50,000 equivalent on the 7th, 15th, 22nd and last

day of each month, and a withdrawal documentation is prepared to

enable the banker to prepare a telex by the 7th of the following

month, the approximate interest charge using a 15% per annum

interest rate would be $2,000 pending receipt of the Bank's
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disbursement. (A three month expenditures tranche to form a

revolving fund using a Bank loan would cost about US$5,700 per

month, or using IDA Credit funds, US$375 per month.
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REVOLVING FUNDS AND ADVANCES FINANCED BY BANK LOANS OR IDA CREDITS

Loan Number Project Loan Amount Advance Amount
(US$ million)

68 CO R.R. Const. & Rehab. 25.0
119 CO R.R. Extension 15.9
176 EC Highway Maint.' & Const. 14.5 $ 40,000
267 CO Atlantic R.R. Equipment 5.4 $ 10,000

343 CO R.R. Rehabilitation 30.0
551 CO Fifth R.R. 18.3 $ 10,000

668 CH Third Education 7.0 Esc 600,000
755 BR Education 8.4 $ 420,000
949 PE Education 24.0. $ 750,000

1050 ES Sites & Services 2.5 (See Credit)

1100 IND Sixth Irrigation 65.0 $ 15,000
1291-T-GH Upper Regiuon Agric. Dev. 21.0 $ 30,000
1465 ES Second Urban Dev. 6.7 (See Credit)

1737 CO Third Agric. Dev. - Incorp. 20.0 $ 920,000
1244 NI Education II 11.0 $ 600,000
1402 NI Power IX 22.0 $ 1,000,000
1495 NI Rural Sanitation 3.0 $ 250,000
1496 NI Maragray Water Supply III 10.1 $ 1,900,000
1785 NI Agric. &'Ind. Rehab. 20.0 $ 3,000,000
1783 DO Emergency Road Reconst. 25.0 $ 2,200,000

Nicaragua Education III 38.0 $ 750,000
Nicaragua Industrial Rehabilitation Undecided $ 2,000,000
Nicaragua Agricultural Rehabilitation Undecided $ 3,000,000
Colombia Rural Roads 33.0 $ 1,350,000
Colombia Irrigation Rehabilitation 30.0 $ 2,000,000
1067 BR Education 23.5 Undecided

1142 DO Education 8.0 Undecided
BR Multi-State Water Supply 180.0 $12,000,000

NI Municipal Development 16.0 $ 1,200,000
BR NW-Health 13.0 $ 1,000,000

BR NW-Highways 230.0 $15,000,000
BR Agricultural Development 67.0 $ 4,000,000
BR Embrapa II - Agric. Research II 60.0 $ 3,000,000
BR Piaui Rural Development 29.0 $ 2,000,000

/continued/
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Credit Number Project Credit Amount Advance Amount

(US$ million)
220 IND Third Irrigation Rehab. 14.5 $ 15,000

309 CD Livestock Dev. 2.2 $ 50,000
441 NIR Drought Relief 2.0 $ 200,000

442 UV Drought Relief 2.0 $ 200,000
443 mLI Drought Relief 2.5 $ 200,000

444 MAU Drought Relief 2.5 $ 200,000
445 CO Dr.ought Relief 2.0 $ 200,000

446 SE Drought Relief 3.0 $ 200,000
485 ET Drought Area Rehab. 10.0 $ 500,000

489 CD Sategui - Deressia Irrigation 7.5 $ 100,000
491 MLI Integ. Rural Development 8.0 $ 200,000

517 ES Sites & Services 6.0 $ 300,000
538 MLI Livestock 13.3 $ 200,000

592 CD Lake Chad Polders 5.0 $ 400,000
599 MLI Third Highway 10.0 $ 500,000

664 CD Rural Fund 6.0 $ 500,000
665 MAU Technical Assistance 2.7 $ 100,000

668 RW Mixed Farm & Rural Dev. 14.0 $ 400,000
669 MLI Mali-Sud Agriculture 15.5 $ 1,225,000

706 UV West Volta Cotton 3.6 $ 400,000

717 BEN Feeder Roads 5.5 $ 300,000

726 ES Second Urban Dev. 6.0 $ 300,000
733 MLI Second Education 10.0 $ 200,000

746 BEN Third Highway 10.0 $ 250,000

753 mLI Mopti II (Rice) 15.0 $ 600,000

760 LA Agric. Rehab. & Dev. 8.2 $ 100,000
766 UV Urban Dev. 8.2 $ 400,000

800 NIR Forestry 4.5 $ 200,000
810 TO Feeder Roads 5.6 $ 300,000

849 GUI Education 8-.0 $ 50,000
S 22 GUI Power Eng. & Repair 1.13 $ 100,000

870 GUI First Water Sup. & Sanitation 12.5 $ 600,000
904 SU South Region Agric. 15.0 $ 1,000,000

956 UV Second Education 14.0 $ 400,000
982 UV Forestry 14.5 $ 500,000

MLI Fourth Highway $ 500,000
952 GUI Rice 10.4 $ 100,000

955 BD Drainage & Flood Control $ 500,000
965 NI Urban Reconstruction 22.0 $ 800,000

966 NI Agric. & Ind. Rehab. 10.0 $ 3,000,000
Sierra Leone N. Integrated Agric. Dev. II 8.5 SDR 50,000

Sierra Leone E. Integrated Agric. Dev. III SDR 9.2 SDR 230,000
Rwanda Coffee 15.0 SDR 250,000

Haiti Agricultural Rehab. SDR 2.6 $ 500,000
Pakistan OnFarm Water Management 43.5 $ 2,400,000

Guinea 1063 Livestock Project SDR 13.3 $ 100,000
Mauritania 1068 Gorgol Irrigation Project SDR 4.4 $ 21,000 up to

300,000

/continued/
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1035 COM Coconut Rehabilitation 5.2 $ 300,000

1142 BEN Highway IV SDR 9.3 SDR 328,000
1164 UV Highway IV 37.7 $ 500,000

1174 MLI ODIPA Tech. Asst. 5.5 $ 260,000
BD Drainage & Flood Control II 26.7 $ 1,000,000
COM Highways II 5.6 SDR 180,000
LIB Monrovia Urban Dev. 8.9 $ 300,000

675 HA Rural Development 10.0 $ 500,000
HA Third Education $ 1,250,000

Proposed:
CO Highway Sector $ 4,800,000
PE Highways VIII
CR Highways and Urban Transport Loans



ATTACHMENT 2
Page 1

PROJECT FINANCING
EMPLES OF ANNUAL GOVERNMENT CASH OUTLAYS REQUIRES

Example I - 90% Bank financing and assuming no direct foreign payments by the Bank

(1) Project cost $20 million

(it) Project period 6 years

(iii) Financial contributions
- Borrower to% $ 2 million
- Bank/IDA 90% $18 million

(iv) Forecast of Funding Required;

Total Col. (5) Col. (6)

3 months Government increments as as X of Col. (6)

Average funding % of Total Total as % of

Year Annual Total Bank/IDA Borrower pre-financing Requirement Project Cost Project Cost Col. (2)

(2) (3) (4) (5) (6) . () (8) (9)

$ million

1 1.5 1.35 0.15 0.35 0.50 1.7 2.5 33

2 2.5 2.25 0.25 0.55 0.45 1.0 2.3 18

3 - 3.5 3.15 0.35 0.75 0.55 1.0 2.7 16

4 5.0 4.50 0.50 1.15 0.90 2.0 4.5 18

5 4.0 3.60 0.40 0.90 0.15 (1.2) 0.7 4

6 3.5 3.15 0.35 0.75 CR 0.55 (4.5) -

20.0 18.00 2.00 2.00

Example ID - as above, but assuming 35% of total project costs are direct foreign payments by the Bank

1 0.15 0.22 0.37 1.1 1.8 25

2 0.25 0.37 0.40 0.7 2.0 16

3 0.35 0.51 0.49 0.7 2.5 14

4 0.50 0.73 0.72 1.1 3.6 14

5 0.40 0.59 0.26 (0.7) 1.3 7

6 0.35 0.51 CR (0.24) (2.9) -
27- 2.0 .
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Example 2A - 70% Bank financing and assuming no direct foreign payments 
by the Bank

(1) Project cost $20 million

(ii) Project period 6 years

(iii) Financial contributions
- Borrower 30% $ 6 million
- Bank/IDA 70% $14 million

(iv) Forecast of Funding Required;

Total Col. (5) Col. (6)

3 months Government increments as as Z of Col. (6)

Average funding % of Total Total as % of

Year Annual Total Bank/IDA Borrower pre-financing Requiement Project Cost Project Cost Col. (2)

()(2) (3) (4) ()(6) (7) (8) (9)

$ million

1 1.50 1.05 0.45 0.25 0.70 1.2 3.5 47

2 2.50 1.75 0.75 0.45 0.95 1.0 4.8 38

3 3.50 2.45 1.05 0.60 1.20 0.7 6.0 34

4 5.00 3.50 1.50 0.85 1.75 1.3 8.7 35

5 4.00 2.80 1.20 0.70 1.05 (0.7) 5.3 26

6 - 3.50 2.45 1.05 0.60 0.35 (3.5) 1.8 10

20.00 14.00 6.00 6.00 30

Example 2B - as above, but asuming 35% of total project costs as direct foreign payments by the Bank

1 0.45 0.17 0.62 0.6 -3.1 41

2 0.75 0.28 0.86 0.5 4.3 34

3 1.05 0.40 1.17 0.6 5.9 33

4 1.50 0.57 1.67 0.8 8.3 33

5 1.20 0.46 1.09 (0.5) 5.5 27

6 1.05 0.40 0.59 (2.3) 3.0 17

6.00 6.00 30
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THE WORLD BANK
1818 H Street, N.W. Washington, D.C. 20433, U.S.A.

Telephone (202) 477-1234. Cable Addresses: INTBAFRAD & INDEVAS
Telex Nos. ITT 440098, RCA 248423, WUI 64145

SPECIAL COMMITMENT No. S

Date

Application No.

Gentlemen:

We refer to the attached copies of an Application for Special

Commitment and our Loan Agreement/Development Credit Agreement No.

Titled

Dated

Borrower

under which the following local (and foreign) expenditures expressed in US

dollars are eligible for financing:

Ceiling

Total local limit on

(and foreign) Equivalent any item
expenditures amount eligible of foreign

Category of in category % of expenditures for reimbursement expendi-

expenditure in US$ to be financed by us by us ture (US$)

We understand that you are prepared to receive and review Applications

for Reimbursement and/or Payment to be Made from the Borrower and will disburse the

amounts requested to the extent that they cover our share of the expenditures

eligible for withdrawal from our Loan/Credit Account.

In consideration of your acceptance hereof as provided below, we

hereby irrevocable agree to reimburse you for any payment which will have

been made by you under and in accordance with the terms of this Special
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Commitment and the above-mentioned Loan/Credit as the same shall be amended

or extended from time to time.

Reimbursement shall be made by us promptly on receipt by us of a tested

telex or cable from you. This Special Commitment, as a qualified agreement

to reimburse, is subject to the following terms and conditions:

1. Only payments made in local currency or up to the limits of US$

amounts of foreign currency in the categories specified are eligible

for reimbursement.

2. Contracts or purchase orders for local currency expenditures valued at

more that the equivalent of US$ are subject to our

prior review before withdrawals may be made. Therefore, unless

specifically authorized in writing by us, you agree to make no pay-

ments in respect of expenditures under such contracts or purchase or-

ders.

3. We shall furnish you with evidence of the authority of the borrower

and the person or persons authorized to sign applications for with-

drawal and a copy of the authenticated specimen- signature of any such

person. You agree to make payments only against applications for

withdrawal signed by persons so authorized.

4. We shall not be obligated to reimburse you for any payment unless a

written request substantially in accordance with the form entitled

"Bank's Report of Payment and Request for Reimbursement" printed on

the back hereof, and accompanied by a copy of (the borrower's]

application(s) and summary sheet(s) shall have been mailed to us at

our above stated address promptly after payment is made.
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5. In the event that the right to make withdrawals under our Loan Agree-

ment Development Credit Agreement (

Project), dated , with

would have

been suspended with respect to the amount of our financing allocated

to the items covered by this Special Commitment or such amount would

have been cancelled, in whole or in part, we shall not be obligated to

reimburse you for any payment made by you subsequent to the date of

such suspension or cancellation.

6. World Bank financing is limited to an amount demoninated either in

U.S. dollars or Special Drawing Rights of the International Monetary

Fund (SDRs). We have committed a total amount equivalent to US$/SDRs

to reimburse you for your payments made after the date of

this Special commitment and before which is the initial

expiration date of this Special Commitment. We will notify you in

writing of any extensions to this expiration date or increases in the

total amount eligible for reimbursement. The equivalent amounts

eligible for reimbursement for each category shown above may not be

exceeded without our prior written approval.

7. We reserve the right of the Bank's accredited representatives to

inspect the applications for withdrawal submitted by the borrower and

any of the documentation submitted in support of such applications.

You agree to retain all supporting documentation with a copy of the

related application for withdrawal for a period of three years after

the date of your payment. In the event that we determine that any

application or amount paid by you is not eligible for withdrawal, our

reimbursement will be reduced accordingly and our borrower has agreed

to promptly reimburse you the amount not paid by us.
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8. We shall not be obligatied to you in respect of interest, commission,

other charges or expenses in connection with your payments.

Please confirm your acceptance of this agreement on the foregoing

terms and conditions by signing the Form of Acceptance on the enclosed copy

of this letter and returning it to us. If the copy of this agreement

signed by you is not received by us by the time of your first request for

an advance or reimbursement, such request shall constitute your acceptance

of this Special Commitment including all the terms and conditions herein

set forth as evidenced by the copy of this agreement on our files.

Very truly yours,

INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
INTERNATIONAL DEVELOPMENT ASSOCIATION

By:
Authorized Signature

FORM OF ACCEPTANCE

We confirm our acceptance of this agreement on the terms and

conditions above stated.

Bank

By:
Authorized Signature

Please return a copy of this agreement The World Bank

after form of acceptance is signed to: Disbursements Division,
Controller's Department

1818 H Street, N.W.
Washington, D.C. 20433
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Date:

Re: Your Ref.:
Your Correspondence:

Your Correspondent's L/C No.:_
IBRD Loan/IDA Credit No.:

IBRD/IDA Agreement to Reimburse No.:

Gentlemen:

We have issued our Agreement to Reimburse covering this letter of

credit.

In order to reduce the time between the date of your payment to the

beneficiary and the date of reimbursement by us, we will accept requests

for reimbursement by tested cable or telex. Teles or cable requests for

reimbursement should indicate our Loan/Credit Number, the currency and
amount paid to the beneficiary, our Agreement to Reimburse Number and the

Letter of Credit Number -in the following form:

"INTBAFRAD OR INDEVAS YPFOI LOAN OR CREDIT NUMBER CURRENCY AMOUNT

AGREEMENT/REIMBURSE NUMBER LETTER OF CREDIT NUMBER TEST NUMBER"

We would appreciate your agreement by signing and returning the
enclosed copy of this letter, that any message in the form above will

constitute first, a request by your bank for reimbursement of the payment
made to the beneficiary under the Agreement to Reimburse and Letter of

Credit mentioned in the message; and, second, a statement that such payment
has been made under and in accordance with the terms of such Letter of

Credit. Following the transmission of such a message, a copy of the Bank's

Report of Payment and Request for Reimbursement marked cable/telex

confirmation should be promptly sent to us with a copy of the supplier's

invoice.

We are sending you under separate and registered cover, the Bank's

private telegraphic key and our certified signatures.

Very truly yours,

Chief
Disbursements Division

Enclosure

cc: Treasurer's Department
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CLASS A

1. C(racteristica of To proide an operational dheckng account for local expenittures for a project entity in circamstances %re a borrower is unable to provide either tte W'

fund proportion of expenditure, or the borrower's proportion on a timely basis.

- Advantages (i) Preventa delays In project inpkammtation by providing source of operating iunds fram date of dfectivenea; aid (ii) 9IUplidty of operation by project

entity.

- Disadvartages (1) Does not provide access by project entity to foreign excharge; (ii) Extensive loal cistrols any to needed to eneure accomataility for large nrnbem of

transactions; anid (iii) difficulties In identifying.

2. Title of furd 15 Lon or project description.

3. Owner of fund Borrower.

4. ILcatIon of fund Central Bank, or cannercial bank authorized to deal in foreii exdchnge aid acceptale to the borrower anid 1.

5. Operational (i) Banker in 4 above; (ii) borrower or authorized agency; ard (iii) WB annitoring acceptability of withdraWalS.

responsibility

6. Contributor(s) to 15 and Borrowers in agreed proport ion.

turd (excluding 14
below)

7. Establistuett of (i) Agreenent between borrower anid baiers in 4 above on conditioin of fund operation, Including escrow nile; (Hi) Definition of disbursement cateorie dich

furd can te reimxirsed fra the fund; (lit) Post effective date of project; ard either advance of total amount of agreed initial trendhe by 15 ard Borrower (initial

tranche may be total agreed contribution by either party) or advanc of total awoiut of 15 funds, or 15 Initial trandie, with Borrower's store to follow at

agreed date - furd formally operational ani reaeipt of 5 trandie.

/continsed/

0

i-n
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B. Maxidn anxunt of Average of not evceeding 3-4 months projected US dislirsenents of tbose disbursement categories to diich fund aplies - See 7 (11) a". Raid cailirg to be

fund. variable accordirg to projected levels of related expenditures.

9. Oirreecy (1) local currency; (ii) Conversion to local currency at excang rate qplicable to foreilp currencies used by V to mks initial trande or furter avances

denomination and (including disbursemnt) on date of transaction. Disbursemerts by tie Bark to ie conwerted at date of trarnfer by Bak (notmal procedure).

date of conversion
of Bank funds to
local currency

10. Barker's (I) "At arm's length" with borrower; (it) Monthly reportirg to borrower and VS; anid (III) observing escrow rules.

responibility

It. Eligible (1) Local currency by disbursenert category - See 7 (Ii) above.

expenditures for
withdrawal of funds

12. Withdrawal Fin used as conventional cecking account by project entity.
procalures

13. Reptentsteec by WB (1) Borroer forwards to 18 Procedure I aipplications. $8 transfewa appropriate mount of disbursed kcon fus to banker in 4 above; and (U) borrower t) akde

an Rplntrrer yf repaymentr of specified sacirt c (e.g. expenditures financed by borraver in last 3 sonths) at periodic intervals (e.g. every three moths) by specific dates in

advances from fund each year.

14. Disalk l piyenets 18 to notify hinker anid orrower of amount of any disallowed Procedure I application. Banker to place "stop" on furtler withdrawala after 60 days unles or

from fund or wi- until borrower pays to fund equivalent of disallowed expenditure in US dollars; aid (ii) failure to mintain tie borroer's agreel share of tie f[ad would

pivvexr Into fund of result in tie banker placirg "stop" on payments after 60 days (or other ageed Varied) uner specific escrow rule ageed between UB, torrower aid Innier.

alsunts due fro-
borrower

15. Costs of fund (1) Interest on amount advancal by VM to establish fund payable by borrower as lon withdrawal at Icon irteret rate. WB wn either aid interest due as

operation capitalizl Interest to loan withdrawals semi-annually, or borrower soke semi-aniual payment; anid (it) Operating expenses to be borne as agreal between borrwer >

anid binker in 4 above. O

16. Whining-up, or (1) Winding-up - either payiints by WB as distmrsenents against Procedure I Applicatiom to cease udien total amuxat undisbursed, (or total aexait that can,

reduction in total likely be disbursed) in related disburssewrt categories - See 7 (ii) above - Is equivalent to 150% of funi maxiam. Early winding up to be sought by 18 if

amout of fund misuse of fund occures; or return of any fund talance to VE by borrower; (ii) Fund ridction achieved by l not disbursing agaiust Withdrawal Applications

equivalent to anount of reduction agreed with borrower aid notified to banker; (iii) Foreign currency extenditure categries - %Aen the tctal amount of

outstanding cassitaeots on Procedure V and VI Withdrawals ani 20C of forelg expenitture categories Inclned in tie fuad - See 7 (iii) aid 11 (Li) above -

are equivalert to tie undisbursod inlance of lon related to foreigo expenditures mtelpries; anid (iv) furd reduction by borrower to be by Irocaiures agreed

with 18 at negotiation for loan.

17. Monitoring of fund (1) By Controller's Department thraqr;h Withdrawal Applicatior review aid reconcilliation of fund balance with vanthly statenerts fra binler; anid (11) By

petformance Projects staff examination of dishbrseneite procedures, annual finarcial statements nai aiditors' reports.



TABIE OF RE VDIG FUIM

CLASS B

1. Cracteristics al (1) To minimize delays in transmission of Procedure I Withdrawal Applicatiom for diabrsemerts of proceels by World Bark (WB) to designated reciplest barker in
fund country; and (it) To meet small expenditures In foreign currency (up to about US$20,000 aluivaleut) to eliminate need by borrower to use Withdrawal Procaures

111, V ad VI.

- Advartages (1) Facility to disburse against smmii expenditure praiptly; (ii) When anbstaitlal exduarge rate fluctuations ocur against local crrency, fnd minmizes
losses by borrower, and maximizes US$ asuxnt of lam funds available; (iii) Can provide 1002 financirg in adence for small foreign exdange exendi tures; and
(iv) Fund only deals in Bark's sture of expeniltures ard all transactior stould be identifiable with disbursenert categories.

- Disadvantages (i) Provides only 4B shire of expenditures after financing of 1011 expense by project entity (except wen 10( foreign excharge ta reiuirel); (ii) Likelihood of
larnm ambers of transactions makirg verification and reconcilliation difficult; anid (iii) coaplexity of oieration by larier anid roject ertity conxerned.

2. Title of fund S Loan or project description.

3. Owner of fund Borraer.

4. Incation of fund Central Bank, or ccauerdal bark authorized to deal in foreign exdunge aid acceptable to the borrower and VR.

5. Operational (1) Banker in 4 above; (ii) borrower or authorized aWanEy; aid (iii) WB manitorrg acceptability of withdrawals.

responsibility

6. Crntributor(s) to M only.
fund (excludirg 14
below)

7. EstablishorAt of (1) Agreement between borrower and barkers In 5 above on corditions of fud operation, Includig escrow tules; (11) Definition of diabursenert categories which Ila :P.
fund can be relnhursed fra the fund; (ill) Post effective date of project; and (iv) Advance of agreed first trande or total ananut of funds by WB on basis of ID H

Witidrawal Application by borrower. 09 H

8'. Maxiom amaXat of Average of not exceeding 3-4 months projected WB disursements of those disuresenrt categories to ubich fund applies - See 7 (iH) above. Flnd oeilirg to 5e

fund variable accordirg to projected levels of related expenditures.

/cortiuied/



Class /Page 2

9. Currency (I) US dollars, but with 1B option to provide any appropriate currency for conversion tinreto; aid (ii) Conversion at US$ rate ruling at time of %ithdrawal fram

denomination ad fund.
date of conversion
of Bank funds to
local currency

10. Banker's (1) "At an's length" with borrower; (Ii) Honthly reporting to borrower and 18; aid (iii) observing escrow rules.

responsibility

11. EligIble (1) Local currency by disbursemnit category - See 7 (ii) above.

expenditures for
withdrawal of funds

12. Withdrawal (1) Funds for local expenditures tramferred by barker to an account specified by borrower (ai agreed by WD) agairt autharized signatures on (a) "ittdraaal

procedur for anid (b) Procedure I Withdrawal Application to 18; and (ii) Foreign currency expenditures tramferred to acouat(s) agreed beteen Borroaer and 1a to pay

foreign creditors e.g. to special account In Central Bark for transfer of finds to amther country. idkely to be dependeut on local exdiarge control

regulations.

13. Replcnisnuet by WB (1) Procedure I Withdrawal Application to V8 aod deposits of proceeds of disbursamnt throua WS disbursamnt process. For fireign edciange trarnactions,

ard borrower of additional evidence of a ink transfer of funds to barks of creditors in foreign canitries; aid (11) Borrawer - not applicable.

advancera ro fund

14. Disallowed paymentsa 1 to notify banker aid borroear of anount of any disallowed Procedure I application. Banker to place "stop" on further withdrawals after 60 days unless or

from fund or norr- until borrower pays to fund equivalent of disallowed expenditure in US dollars.

paywut into fund of
ariwits due fran
borraer

15. Costs of fund (1) Interest an waexat advanced by 18 to establish fund payable by borrower an withdraal at lcon terist rate. 18B can eitter add interest due as

operation capitalized interest to loan withdrawals sem-amsually, or borrower make semi-anual paymnt; aid (i) Operating expehses to be borlie as agreed between

borrower anid anker in 4 above.

16. Winding-up, or (1) Winding-up - either paymnts by 18 as disbursaments agitrtt Procedure I Appliations to cease thn total amunt undislerasi, (or total amount that can

redtuction In total likely be disbursed) In related disbursemnrt categories - See 7 (ii) above - is equivalent to IRK1 of fund seximas. Early winding up to be soughit by 11 I

aLrdut of find misuse of fund occurs; or return of any fund inlance to 18 by lerrower; (ii) Fund reduction acieved by V not disbusirg agkiant Withdrawal Applicatiors . 'd:

equivalert to maiunt of reduct ton agreod with borrower anid not ifled to banker; and (lii) Foreign currency expenditure categories - 4ien the total aount of 0 1

outstanding candtients on Procedure V and V1 Withdrawals and 200% of foreign expenditure catelpries included in the fund - See 7 (iii) and It (11) above - GU t-

are equivalent to the undistursed Ilance of loan related to foreign expenlitures categories.

17. Monitoring of fund (1) By Controller's Department through Withdrawal Applications review and reconcilliation of fund balance with snothly statemerts fran tnrier; anid (ii) By

performaune Projects sta f examination of disbursements procedures, annual financial stateiseits and aidltors reports.
in

18. Variants In design (I) To operate In parallel with working fund of borrower; fund withdrawals trareferrei to borrower's workirg fund (preferably snistainal at tie same bak) after

each payment by project eit ity of 100% of local expenditure it-ais fran worklig furid. Foreign exchange payiniets permissible on presertat Ion of paymuent

athority, follo by satisfactory luyineit transfer conf irmat ion arrangements; and (ii) One country find having an unlimited nisber of sub-accounts (one for

eadi project). Possible control problems with multi-project/catetpry dximnitation. Find level increased mutautlcally as ag-eed first trandie for eadi

project bacrs piyable on loin ,ffectiveness.



TABIE (F RIMUINDG lME

CUASS C

1. Characteristics of (1) A fund operated by a Central Bark (CB), to finance the V's sare of local ad foreign expenditures by a country's project entitie (or borrcmes). each of

find whon ay use either CB or canairdal bark(s) for current checking account facilities; an (ii) Fund established by either (a) special lon fran Us (in tmnches,
If appropriate) with special repaymert catditiorn; or (b) loan in foreign and lom currency by CB or camercial birk(s).

- Advantages (1) Unlimited nmivr of projects say te authorized to participate by borrower; arq (it) facility to disburse looo ard foreign Currency up to any deteaine

limits on each project.

- Disadvantages (i) Needs well-ornized and controlla systan.

2. Title of furd V Disbursanent Fund ( name of country).

3. Owner of hi Borrower.

4. location of fund CB.

5. Opertionrul CR.

respoaibility

6. Contritutor(s) to Borrower, using WB loan.
hind (e.rluding 14
below)

7. Establishment of (i) Borrower etermines escrow tules for fund accunt; (11) post-effective date of first loan/project (subsequent kaern/projects do not participate util

fund declared effective); and, If applicable, (iii) first tvarefar of loan Ifuns into fud by Va.

8. txiLAM amux of Funi nmum would depend on anter of participating projects. likever, maximam would be prescribed for ead project's facility to use fund - See 12 below.

fund.
/continued/
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9. Currency (1) Foreiga arrency; ard (Ul) conversion into loca cirrecy at rate ruling at time of gaymert by barker of project erettl - See 12 below.

denrinatIkl and
date of conversion
of Bark fuinds to
lol orrmy

10. &tkers (1) CB for fund operation; (ii) monthly reporting to M by CH on all trarnactions (lark statement adeqwtely detalled); ani (iii) observing escrow rules.

responsibility

11. fligible Local anid foreign currency expenditures in respect of paymerts made for Ites In disburseenrt categires of Icons to borrowers or groject entities wth are

expenditures for entitled to participate In the fund operations.
withdrawal of funds

12. Withdrawal (1) WB, CB aid borrower to agree on maximnum withdrawal facilUty by a project to prevent overdrawirg and to cm, borrower to Framptly bcunent Proceiure 1

proceduires Withdrawals; (Hi) Each project entity to tramact all related business tbroudi either the CB, or one comercial binker but tiroudi various branches, if

necessary; (111) CR to guarantee bankers payments fra project bank account up to maximaa of facility. CB to regularly inform tnner anid 5 of bialnce cf

facility for each project. Banker to also umintain running total of balance available In CB; (iv) Borrwer's local currercy paynents mnde by deck folloirg

standard local procedures, piu infoning inker of check-drawing by providing tanker with tranfer slip drawn on CS for M proprt ion of expendt tures. (Ihus,

if only borrower's shire In bntk account, barker knows CB will guarantee inlarme. If borrower's shire not available, linker to place -stop- on check.) On

paymest of payee's chock, hinker capletes transfer slip to CB with date of pament, aid CD reaits to binker local currency equivalent at date of payment stown

on transfer slip. Copy transfer slip returned to borrower with date of trawfer and eicharge rate appied; and (v) Foreign arrecy payuets by borrower

throui banker to be effectcd by tranfer slip drawn on CB. CH to tralfer foreign finds to payee using standard local rocedures. CB to collect local

currery from barker, wh-o diarges borruwer. Copy tranfer slip raetruad to borrowr with date of tranfer aid currercy excdaige data.

13. Pepleniatnaart by 15 Procedure 1 Withdriraval forms and forward direct to V8, attaching copy tranfer slips aid paid decks. VB to pay withdrawals into fund at foreign cirrery

and borrower of equivalert of exchann rate nillng at dates of Ch/inker transactions. Special Comattuient lrocadure availitie (Attachment 1).

advances fran fund

14. Disallowid payurts M to notify CS aid borrower of any dissallowad Procedure I application. CB to inform licker of stop on fund withdrawals after 60 days unless or tatil barker

from furd or nocr pays to CB equivalent of disallowed expenilture in US dllars.

payment into fund of
am nts due fram
borrower

15. Costs of fund (I) Interest an daily fund balance to he paid by CB to borrower of loan which establised fnd at rates to be agreed on estalishment of fund ai reviewed

operatim periodically; (ii) CB may charge leker for services; anid (iii) Banker any darge borrower for services, including slort-ters coverap for 1 share lending ON

payuert by CB, if overdraft facility used by borrower.

16. WindIng-up, or To be afreed bewteen V ani CB, probably incorporating a facility for 1B to collect any outstanding balares fram withdrawal applications ant receive reaynent

rAiction in total by CB of rnsining balances in fund at agreed tine.

amOu"t of find

17. tionitoring of fid (I) By Controller's Departniit anid Treasurers Departnit by quarterly raroncilliation of fund talances, and use of auditinl antual financial stataniets of the

perfornnce fud, aid borruwer's accouts at the coisercal inks; aid (11) By Projects staff eimnination of disturseuents Frocatures, annual financial statenert aid

auditors' reports.
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COUNTRY PROGRAM PAPER
PAPUA NEW GUINEA

FY77-81 FY82-86 FY83-87

1980 Population: 3.0 million /a IBRD 38.5 232.0 /b 293.0
1980 Per capita GNP: $780 /a IDA 87.0 5.0 3.0

Current population Total 125.5 237.0 296.0
growth rate: 2.3%

No. of loans/credits 8 10 11
No. of loans/credits
per million population 2.67 3.33 3.67

Current exchange rate: K$0.67 = US$1.00

Average lending per capita per annum: Current $ (const. FY82 Commitment $)

IBRD/IDA 8.4(10.1) 15.8(13.6) 19.7(16.4)
IDA 5.8 (7.0) 0.3 (0.3) 0.2 (0.2)

/a World Bank Atlas, 1981.

lb The FY82-86 lending program proposed in this CPP compares with the pro-
gram for the same period approved at the last Bank-wide lending program
review (September 1981) as follows:

FY82-86 Lending Program Percentage Change
Approved Proposed Proposed/Approved

No. of loans and credits 11 10 -9%
Current $ million 240.0 237.0 -1%
Constant FY82 commitment $ 203.0 203.7 0
Per capita per. annum
(Constant FY82 commitment $) 13.5 13.5 0
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I. Introduction

1. The last Country Program paper on Papua New Guinea was reviewed byMr. Stern on April 20, 1979. At the time of the review, Papua New Guinea's
economic climate was basically a good one; commodity exports were performing
well, and with the recently instituted economic planning and commodity
stabilization mechanisms, the outlook was favorable for continuing a develop-
ment strategy emphasizing economic stability and equity and deliberately
modest growth. Areas of risk were identified but seemed to be manageable;
among these were the questions of decentralization and localization coupled
with the shortage of necessary staff to carry out these initiatives
effectively. Exchange rate management, particularly the policy of revaluing
the kina to hold down inflationary pressures, was mildly questioned with
respect to its effect on development, and high minimum wages (and wage
formation policy) was identified as a potential problem area.

2. Since the last CPP, perceptions in PNG regarding its development
strategy have changed and trends toward declining productivity and disinvest-
ment in tree crop agriculture, already in the making by the time of the
President's review, have grown more pronounced./1 The Government is becoming
increasingly aware that PNG's relatively modest growth rate (which has
been slightly less than the population growth over the past decade) has not
been sufficient to accomplish the Government's basically enlightened
development strategy emphasizing basic needs and the welfare of the rural
population. In effect, economic management in Papua New Guinea has been
conservative and although an important feature in the smooth development of
its substantial mineral resources, a consensus seems to be forming both in PNG
and in the Bank that more growth on a per capita basis is required and that
the mechanisms for initiating this are either absent or ineffective..

3. Because political and economic circumstances now seem to justify
it, this CPP will argue for a more activist role by the Bank regarding the
institutional structure within which economic decisions are framed and taken.
In addition it will reintroduce lending for energy projects and will place
less emphasis on integrated rural development projects at the provincial level
as suitable vehicles for Bank lending. In other respects, particularly a con-
tinuation of the emphasis on lending in agriculture, transport and education,
it does not depart substantially from previous Bank strategy. What follows
then is an updating of the political and economic scene in PNG followed by a
discussion of the major development issues as currently perceived. This sets
the scene for developing the proposed Bank strategy for lending as well as
economic and sector work. The economic discussion is based largely on the
Country Economic Memorandum issued in grey cover in December 1981, and on a
Review of Agriculture Services completed in January 1981. A joint Bank/UNDP

/1 Deterioration of existing plantations was specifically mentioned in
the postscript to the previous CPP as an area that needed to be
investigated.
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energy assessment review completed in June 1982 takes a critical and compre-
hensive look at the energy sector. In addition, six projects will have gone
to the Board since the last CPP and several project completion reports are
now available to enlarge our knowledge of what in fact does seem to work at
the project level. Thus, this CPP, which will be the second since indepen-
dence in 1975, reflects less Bank perceptions of early post-independence
intentions of a new government and more the actual performance of the
economy, past, present and future.

II. The Political Background

4. Papua New Guinea has been self-governing since 1973 and gained its
independence in 1975 under Michael Somare, who remained Prime Minister until
1980, when he lost a vote of confidence and his position to Sir Julius Chan.
Until the July 1982 elections PNG had been a five-party democracy, of striking
nonideological cast, and governments have tended to be weak because of the
frequent shifts in coalitions based upon personalities and regional or tribal
interests rather than national issues. In the July elections, Mr. Michael
Somare's Pangu Party won a near majority of the seats allowing Mr. Somare, as
the New Prime Minister, to form an apparently strong coalition. The
pre-election emphasis of Mr. Somare on planning and growth also heralds a
welcome change in focus: the deputy Prime Minister, P. Wingti, was named as
Minister of both Primary Industry and Planning, two key ministeries in the
growth process.

5. Because of the multiplicity of clans and languages, and given its
extremely rugged island topography and poor communications, PNG has been
politically and geographically a highly fragmented country with little or no
sense of national unity. Thus the national government is probably regarded
by many if not most Papua New Guineans as of little relevance to their
perceived needs. In large part this underlies the increasing push toward
decentralization, dividing the country with a population of three million into
19 provinces, each with its own Parliament and separate administrative
apparatus. While the devolution process, begun in 1976, has generally been
well managed up until now, there is some danger that it may lead to
increasing political instability at high economic cost./1

6. The large number of clans and linguistic groups does insure that no
single group can dominate the politics or economy of the country. However,
there are clear regional disparities in wealth that are exacerbated by the
development of large enclave mineral projects such as that existing on
Bougainville Island and that planned on the main island at Ok Tedi. Areas
such as East New Britain, which were favored by early colonial and missionary
activity, are far ahead of the recently opened up highlands of the main island
in virtually every measurable economic and social index. The same can be said
for the Motu and Koita people around the capital Port Moresby, who have

/1 A notable "problem province" has been Chimbu in the highlands where
frequent direct intervention by the National Government has been
required in both administrative and financial affairs.
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benefited greatly from rising urban land prices and access to services.
Recent attempts by the provincial government to obtain a larger share of the
Bougainville copper profits support the view that much of the initiative for
decentralization has arisen from the desire of those populations residing in
favored areas to insulate their current income and future growth prospects
from attempts at regional income redistribution by the national government.
Increasingly this has led to tensions which, together with that developing
between national and provincial politicians, have become a permanent element
of the political environment.

7. If there is a national political consensus on an issue it is the
desire to be self-sufficient and truly independent. The unavoidable depen-
dence of the country on a large budgetary grant from Australia and an expa-
triate dominated civil service is a constant reminder that there are degrees
of national independence. Concomitant with the decentralization factor,
therefore, is the desire to localize the civil service and the private sector
as rapidly as possible while at the same time generating enough economic
growth and government revenue to reduce and eventually eliminate Australian
budgetary support. These political objectives have clear economic implica-
tions which will be increasingly difficult to support under a low growth
scenario.

III. The Economic Background

8. The .Papua New Guinean economy, whose per capita GDP in 1980 was
US$780, has performed relatively poorly since Independence in 1975, with
economic growth in the latter half of the decade only averaging 1.8% per
annum, a 0.5% yearly regression in per capita growth rates. This contrasts
with a 1.9% per capita growth rate for the first half of the decade, and an
average -0.2% per capita growth rate for the decade as a whole. This
unimpressive growth performance was registered despite the strong growth of
copper exports from the Bougainville Mine (BCL) over the period and despite
continued substantial budget support from the Australians. The latter
amounted to 10% of GDP in 1980, having declined by one-third in real terms
since 1970. The growth in minerals production was largely offset by a
decline in agriculture, particularly plantation agriculture. In effect,
mineral rents derived from Bougainville (and in the future from Ok Tedi)
have offset reduced agricultural output whereas the relationship should have
been an additive one./1 Reasons for the generally poor performance in
agriculture are many and complex, but they largely reflect the failure of
the government to address agriculture sector development issues in a
coherent and focussed fashion, based upon overall planning and developmental
priorities, given the actual resource constraints facing the sector.

/I Similarly, investments in the mining sector in part simply compensated
for disinvestments in tree crop agriculture.
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9. The concern of government authorities for maintaining a stable
economic environment probably contributed to the smooth development of the
country's mineral resources. However, the appreciation of the kina (allowed
by the sharp growth in copper exports on top of substantial transfer payments
from the Australians) in the mid-1970s in order to dampen imported inflation
probably discouraged agricultural exports. One of the reasons for the so
called "hard kina" policy, begun in 1977 with successive appreciations of the
kina amounting to 27% vis-a-vis the Australian dollar between 1976 and 1979,
was to insulate PNG from the growing world inflation and, a fortiori, to limit
increases in domestic wages./1 The latter had doubled in real terms as a
result of the establishment of the Minimum Wage Boards before Independence
between 1972 and 1975. Notwithstanding a number of efforts by the Government
to reduce real wages thereafter, it had become clear since 1975 that it would
be difficult to accomplish much more than keeping them constant in real terms
through indexation to the CPI. (After considerable effort on the part of the
Government, this link was finally broken in 1980, but only after relatively
high rates of inflation have been reached). The appreciation of the kina was
seen by decision-makers as one way of limiting wage demands and dampening
domestic price increases which were, via a structurally high marginal
propensity to import, strongly linked to international inflation rates.

10. While increases in the CPI, and consequently money wage demands,
were probably contained by this measure, real wages remained at their high
existing levels, and in retrospect the hard kina policy was probably a mistake
from a developmental point of view. In the absence of this policy, money
wages would probably have risen more (protecting existing real wage levels)
but the direct disincentive to investments in tradeables - exports and import
competing goods - would have been much less with higher money wages alone
(i.e., with no appreciation) than with the direct squeeze on profits and land
rents which the appreciation implied through its immediate impact on kina-
denominated earnings. Moreover, while the appreciation may have encouraged a
shift to nontradeables, mainly services and construction, services offered
little scope for investments and expenditures for construction are largely
undertaken by the Government.

11. Employment and manpower. Of the 1.1 million economically active
population of Papua New Guinea, only about 15% are formally employed, with the
public sector being the largest formal employer, and plantation agriculture
running a close second. However, the level of formal employment has
remained almost unchanged since 1971, reflecting the drop in plantation
agriculture together with some probable increased substitution of capital
for labor in the formal sector as a result of high minimum wages a shift
which has been verified in the plantation agricultural sector. Should the
indexed minimum wage situation remain as it is, together with regulatory and
foreign investment constraints as they are, only about 20% of the additions
to the labor force in the 1980s is likely to find formal employment in PNG,

/1 On a trade-weighted basis the kina appreciated a further 15% during
the two-year period 1980-81.
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assuming (optimistically) that investments in plantation agriculture
increase to reverse recent trends and fully compensate for the relative
stagnation of employment in the nonplantation formal sector.

12. Papua New Guinea's public finances are generally very well managed,
although this issue is likely to become increasingly complicated and
problematic as the decentralization process continues. It should be noted
that one-third -of total budgetary resources for current and capital
expenditures available to PNG comes from Australia in the form of an untied
grant, although this proportion has sharply decreased since 1968, when it was
65%. It is scheduled to be continued over the next five years, but to be
reduced by 5% annually in real terms. The current budget (including the
Australian grant) has been in surplus every year but two since 1970, and flows
from domestic revenues from BCL are channelled through the Mineral Resources
Stabilization Fund to reduce the impact of fluctuations in copper export
earnings on government budget revenues. The government was recently able to
reverse the course of expenditures and is expected to reduce them by 3% in
1982 when public revenues are expected to drop as a result of a decline in
export earnings. The budget process is increasingly being channelled through
the National Public Expenditure Plan (NPEP). This planning apparatus, begun
in 1976, now encompasses one-quarter of the budget under a four-year "rolling
plan" basis which is designed to program public investments, including their
recurrent costs, according to a list of strategic objectives (in effect
corresponding to the Eight Aims of the National Development Strategy)./1 The
NPEP does not, however, plan-for capital allocations for years beyond the
first budgetary year, and thus is not, strictly speaking, developed on a
programmatic basis. The process thus gives little emphasis to development
planning, which is generally weak, although it is effective in ensuring that
the recurrent costs of investments can be borne by future budgets.

/1 Briefly stated the eight aims are: (a) localization of economy; (b)
distribution of economic benefits; (c) decentralization; (d) emphasis on
small-scale economic activity; (e) self-reliance in production; (f)
self-reliance in public revenue; (g) increasing participation of women in
economy; and (h) government control in economy where necessary.
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IV. Economic Prospects and Creditworthiness

13. Assuming that present macro-economic and investment strategies
remain unchanged, the Papua New Guinea economy will continue to grow at a
rate well below its potential. Growth for the first half of the decade is
expected to average 2.1%, a slight improvement over the 1.-8% rate a-chieved
in 1975-80; between 1985 and 1990 performance is expected to improve to an
annual average growth rate of 4.9%. Total growth for the decade will
average 3.6%. Performance in 1980-85 is expected to'be characterized by (a)
a gradually improving agricultural performance over the low levels of the
early eighties; (b) a fall in copper exports as BCL recovery rates decline;
and (c) an increase in construction activities, associated for the most part
with Ok Tedi. The impact of these largely predictable changes in investment
and output in the mining and associated construction sector is lumpy, in
that ICORs (annual) and import elasticities show considerable year-to-year
variation.

14. Improved growth rates over the second half of the decade reflect a
somewhat improved situation in agriculture as already planned or implemented
measures take effect (with, however, growth rates still relatively low at
3.5% per annum), growth in agricultural export volumes should average about
4.0% a year while subsistence agriculture might grow at about the rate of
population growth as farmers move to export-oriented agriculture or to urban
areas./1 For the most part, however, overall growth performance in the latter
half of the decade will be the result of a marked improvement in the
performance of the mining sector as gold production from the OK Tedi mine
comes on stream in 1984, with copper following in 1987.

15. With import elasticities calculated on an historical basis ranging
from 1.4 for food to 0.85 for intermediate goods (generally most easily
supplied from domestic production) and averaging about 1.1, imports of goods
and nonfactor services are expected to grow about 9% annually over the
decade while export earnings, given a substantial boost from exports of
copper concentrates from Ok Tedi, are expected to grow 12.5% per annum in
nominal terms to a point where the trade gap is reduced to near zero in
1990. Terms of trade are expected to remain under their 1979 level but to
improve somewhat to 95% of that level by 1990.

16. Investments will remain relatively high at about 24% of GDP in the
earlier part of the decade but will fall to nearly 17% of GDP at the end of
the decade, largely because of the drop in investments associated with the
Ok Tedi mine. Gross domestic savings will average 15% of GDP between 1982
and 1985 and 18% of GDP after 1985, when the resource balance turns
positive.

/1 At this point it cannot be predicted to what extent this shift of labor
out of subsistence agriculture will be toward new jobs in the formal (e.g.
plantation) sector or toward the miniscule informal sector, or ultimate
unemployment.
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17. Largely because of the heavy import requirements associated with
Ok Tedi, the current account is expected to be in deficit through 1987,
rising to US$400 million in 1982 (12.4% of GDP), and remaining at that
approximate level through 1984 (11.3% of GDP). If the Australian grant is
considered as a financing item (below the line) the current account deficit
in 1984 would be US$730 million, 19.3% of GDP. However, capital inflows
associated with Ok Tedi should reduce the overall deficit (i.e., the
projected financing gap) to US$230 million in that year.

18. The years 1982-85 are the only years of the decade for which
financing gaps are projected; these deficits are assumed to be financed by
commercial borrowings at real interest rates of 4% per annum. Surpluses
from 1986 onwards will result in the addition of roughly US$1 billion to
reserves, about 4% of GDP, and domestic savings will outstrip domestic
investments. Debt-service ratios are expected to peak at 9.3% in 1985
(rising from 6.5% in 1981) before falling to 4.8% in 1990. This assumes
that none of the projected increase in reserves is used to pre-pay
commercial or other debt.

19. The debt-service ratios in question do not include interest and
amortization payments on non-guaranteed private debt. If debt service
payments of this nature associated with Ok Tedi and Bougainville - doubtlessly
the overwhelming bulk of such obligations. - were included in the calcula-
tions, the recalculated debt-service ratio would rise to 12.3% in 1985
before falling back to 6.4% in 1990. Payments of this -level should,
however, be easily sustainable, particularly given their expected decline
toward the end of the decade and the "reserve cushion" which should be
available. One potentially important factor in PNG's creditworthiness picture
is the Australian grant, which amounted to US$263 million in 1980. It is
clear that an abrupt withdrawal of this grant could bring about acute
difficulties, both internal and external, and make it exceedingly difficult
for the government to meet its debt service obligations. Yet this problem is
more theoretical than real, since Australia's commitment to PNG is strongly
based on self-interest in the regional geo-political situation which is
unlikely to change.

20. Going behind the details of the projected balance of payments and
debt-service figures, one phenomenon stands out. As the economic rents from
Bougainville decline, having for the most part been used to support domestic
consumption rather than being invested, weaknesses in agricultural and indus-
trial production (in this circumstance aggravated by falling commodity prices)
begin to lead to balance of payments difficulties as consumption levels are
basically maintained. Growth levels stagnate. But as a new enclave sector -
in this case Ok Tedi - comes onstream, the cycle begins to repeat itself.
Assuming no immediate changes in investment or consumption patterns take
place to respond to the new flows, reserves in excess of those needed to
guarantee adequate import cover will accumulate to US$900 million by the end
of the decade - almost exactly the net incremental balance of payments
earnings of
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the Ok Tedi project over the period! Production associated with the project
will boost growth rates, and while it is evident that the authorities will not
allow any unnecessary accumulation of reserves, it is probable that the cycle
- simplified here for presentation, but essentially reflective of the circum-
stances - may begin again as the economic rents of the project are converted
into higher consumption (e.g., through exchange rate appreciation and/or real
increases in minimum wages) absorbing the (investible) resources in question.
This would be followed by a lower growth rate as the resources are exhausted.
Average growth rates would be little above population growth rates with growth
in other sectors limited by currency over-valuation, high minimum wages and
conservative monetary .and fiscal policies. A main feature of the Bank's
macro-economic policy dialogue with Papua New Guinea will be to seek ways in
which to break this self-defeating cycle through encouraging a more dynamic
domestic investment policy, an exchange rate regime more appropriate to a
developing pountry and some relaxation of domestic wage indexation.

V. Major Development Issues

21. Underlying almost any discussion of economic development in PNG is
an unspoken assumption about the benefits and costs of conventional economic
growth for the society as a whole. As a relative newcomer to the development
scene, PNG was virtually a tabula rasa in terms of class structure, indus-
trialization, urbanization and monetization as recently as the 1950s.
Virtually every national-politician and urban dweller in PNG today was born in
a very small village, maintains his or her contacts there, and has a right to
the use of traditional lands. Most members of this generation have the
alternative of returning to a traditional subsistance life in the rural areas
should urban or wage employment decline or become otherwise unsatisfactory.
For many contemporary observers of the development scene this is an attractive
set of circumstances and one likely to disappear rapidly if industrialization,
urbanization, and commercial export-oriented agriculture are promoted. This
underlies partially the use of the Eight Aims as development goals, underlying
PNG's "National Development Strategy," the absence of emphasis on economic
growth, the willingness to allow the expatriate-owned plantations to revert to
a lower productivity small-scale cash cropping mode, and the appeal of
large-scale enclave mining operations that do little more than generate
revenues for the government. It also explains partially the unwillingness of
planners even to consider the possibility of large-scale urbanization and
internal migration. The following discussion of major development issues
assumes that because of demographic pressures and mass education, together
with decentralization and the need to improve income distribution and access
to social services, a better articulated, growth-oriented strategy is called
for. Because the current situation in agriculture may in fact contain the
seeds of decline, and because it will remain PNG's leading sector for some
time to come in any event, this sector is addressed first, followed by
industry, whose current role (except for mining) although small, represents an
important collateral element of economic growth as well as a source of urban
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(and eventually even rural) employment./1 This is followed by a discussion of

the localization issue in the context of education, manpower and training.
Finally, the need for a more growth-oriented national planning and public

administration machinery is addressed.

22. Agriculture, which employs 85% of the population and contributes a

third of GDP and 50% of total exports is clearly a key sector in PNG. An

analysis of problems and potentials in this sector requires a recognition of

three distinct modes of production: the plantation subsector, small-scale

cash cropping, and subsistence food production (the latter two are usually

combined in a mixed mode). The plantation subsector has been producing for

export copra, coffee, cocoa, palm oil, and small amounts of rubber and tea.

Plantations established pre-independence by expatriate interests have

deteriorated, especially where reversion to traditional owners took place

through the Plantation Redistribution Scheme (PRS).. The new owners lack the

expertise, management skills, and finance to run efficient operations, and

replanting with improved species is not taking place. The expatriate-owned

plantations that have not reverted to traditional owners are also running down

because of uncertainty about the adequacy of government compensation as well

as because of the prohibition against transfer of properties established

before 1974 to noncitizens. This had the effect of sharply reducing the
market value of these properties and reducing the incentive for investment.

The recent attempt by the Prime Minister effectively to annul the PRS may well

not change the situation, unless collateral measures encouraging new

investments in the sector are adopted, as popular sentiment for localization,

whatever the cost, is strong. It is difficult to see any change in this

tendency given the politics involved, the low price outlook due partly to the

overvalued kina, and the rural minimum wage constraint. Only an active

acceptance of foreign ownership and management with a favorable price and cost

picture such as that in post-independence Malaysia would change the situation

for expatriate-owned plantations and even then considerable time would pass

before the trend to deterioration could be halted and reversed.

23. The concept of the nucleus estate with outlying smallholders has

worked well in PNG for palm oil and should be applicable for other crops such

as rubber, tea and cocoa. The smallholders retain control over their land,

benefit from the processing fa-cilities and husbandry skills of the central

unit, and have an outlet for their production. Moreover, the problem of the

minimum rural wage is circumvented except in the case of the nucleus estate

/1 The mining sector, an important source of government revenues to PNG, is
not treated in this CPP largely because the sector is well-managed, not
an important source of economic dualism and in no way can be considered a

problem sector. The various flows associated with the sector are taken

into account in balance of payments, growth and revenue projections.
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workers. However, the organization, financing and management of such estates

requires considerable project preparation ability on the part of the

Department of Primary Industry (DPI), which is now lacking. Moreover, the
inability of the Government to gain access to land which can serve as the

nucleus estate is a continuing problem.

24. Small-scale cash cropping is most common for coconuts and coffee

where processing is relatively simple and some production takes place even

with poor species and inadequate husbandry. The great advantage of this mode
of production is its widespread potential for all farmers, its compatibility

with a subsistence farming culture, and its flexibility in response to market

prices. Its disadvantage lies in the difficulty of providing extension
services to help such farmers maintain quality and improve yields. More
generally, the deterioration of PNG research and extension services, due
partly to rapid localization after independence and partly to the provinciali-

zation of this service, raises serious questions as to whether much can be

done in this subsector.

25. Without a major change in attitudes towards foreign ownership and
management, it is difficult to see how the conventional mode of plantation

production can be resuscitated on any meaningful scale. Thus, it is

reasonably clear that large-scale crop production will have to be ordered
along nucleus estate lines or in clan blocks which could involve separate

management contracts with built-in incentives for the (usually expatriate)
manager. This is being attempted by DPI and the PNG Development Bank (PNGDB).

However, the dearth of agriculture support services and trained technicians

able to identify and prepare productive investment projects in agriculture

will make such schemes difficult. The payment to producers of world parity

prices together with appropriate stabilization mechanisms were felt to provide

sufficient stimulus to ensure adequate growth in the sector without large-

scale government intervention. At the same time, government exchange rate and

minimum wage policies keyed largely to inflation control and urban wage rates

have produced, together with low world market prices, a profit picture for

much of commercial agriculture wherein it is not clear that any incentive for

risk taking or innovation remains.

26. At a 1.4% share of GDP, the relative importance of industrial acti-

vity in PNG about matches that of Indonesia and Burma. The major growth poles

are the capital, Port Moresby, and the port city of Lae, each on opposite

sides of the main island with no land transport links between them. Growth in

this sector, starting at such a low base, has generally exceeded the GDP

growth rate. Most of the manufacturing activity is associated with the

production of beverages and the processing of tea, coffee, and cocoa.

27. The main natural disadvantages the country faces with respect to
growth in industry are: (a) the limited and dispersed internal market; (b)

poor internal transport links; and (c) a generally low-skilled and poorly
disciplined labor force. It is the self-inflicted disadvantages however that
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predominate. These are (a) the wholesale adoption of Australian labor union
attitudes that are conflict-oriented and provide for minimum wages several
times those in other nearby Asian countries, (b) restrictions on foreign
direct investment by new firms, which contributes to domestic concentration;
(c) excessive regulation that increases the cost of doing business and the
need to deal with multiple layers of government and bureaucracy when starting
a new business, (d) difficulty with establishing title to land on which to
locate a business enterprise and (e) a foreign exchange regime that
discourages import substitution or exports.

28. Given the relative unimportance of industrial activity compared to
agriculture, it is difficult to understand why two of the most important
economic policy decisions in the country are so strongly influenced by urban
labor. Thus, the minimum wage legislation has influenced the profitability
of large-scale agriculture, and the concern of economic managers over the
impact of domestic inflation on the CPI and hence urban wages has promoted a
foreign exchange regime inimical to agriculture exports as well as to import
substitution.

29. Part of the explanation lies in the- fact that many of the current
attitudes and policies were developed and put in place under the colonial
regime and have remained unchanged. Virtually all of the legislation set up
to protect the young country from the potentially deleterious effects of
foreign 'investments was drafted by expatriate advisors and civil servants.
Beyond the protective nature of such legislation and regulations lies the
earlier mentioned philosophical point that rapid urbanization and indus-
trialization would be bad for the society as a whole. In this sense, the
self-imposed restrictions on industrial development have been effective.
However, with large numbers of unskilled youths projected by the government
to come into the labor market over the next ten years even if plantation
agriculture and employment receive a renewed impulsion, and given a probable
and continuing trend of substitution of capital for labor, job creation in
the formal sector may at best only absorb about 20% of the increase of the
labor force during the next decade./1 Given the fact that relatively little
"informal" activity in the industrial sector exists in PNG (whether because
of tradition, topography, strict minimum wage legislation, or government
regulation) some serious social problems could arise, particularly in the
urban areas if the traditional support systems are unable to support the
projected numbers of unemployed which the formal sector cannot absorb. From
a more developmental point of view, if an acceptable rate of growth in the
economy is to be sustained, this will have to be accompanied by a growing
industrial sector as well, particularly of small-scale industry.

/1 It is important to note that this estimate assumes a "natural" growth
rate of urban employment of about 5% per annum.
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30. Without proposing the wholesale abandonment of minimum wage laws
and protective foreign investment regulation, there does appear to be a case
for encouraging domestic industrial production not only for employment pur-
poses but also to pursue the objectives of self-sufficiency in some of the
most obvious areas of import substitution. To do this, some policy changes
should be sought whose effect would be to reduce real wages, either through
such measures as using an apprenticeship or age-based system (where minimum
wages would not apply), not applying them to establishments of less than,
say, five persons (which could increase subcontracting) or not requiring
formal registration of certain types of new activities, which could help in
the establishment of an "informal" sector even if taxes were thereby
foregone.

31. Despite its impact on the CPI, changes in the current exchange
rate regime should be examined in this context as well, since its overall
effect would still be to encourage import substitution or exports. In
addition, the government should weigh relaxing localization constraints to
foreign investments, particularly in relatively labor-intensive industries,
perhaps even to the extent of supplying them with local credit. Finally (as
has been urged before), industrial estate schemes circumventing land use
constraints coupled with economically justifiable investment incentives
should be studied. The attenuation of land use constraints, themselves a
major stumbling block to future investment and development, should be more
aggressively sought, for existing customs in part reflecting the need to
ensure the maintenance of tribal patrimonies, are more than necessarily
restrictive.

32. The first of the Eight Aims calls for a rapid increase in the
proportion of the economy under the control of Papua New Guineans. It is
widely accepted that only through a long-term effort of education and
training can PNG's citizens hope to control and benefit from their consider-
able natural resource base. Beyond this national consensus lies the percep-
tion of individuals that access to education, particularly secondary educa-
tion is the route to a higher personal standard of living. The impact of the
group consensus has assured a national emphasis on formal education. The
impact of individual perception of the relationship between education and
income has led to considerable conflict over the regional distribution of
educational opportunities. Given the widely scattered population and the
nineteen provincial governments this had led to a proliferation of high cost,
low quality secondary and vocational schools and a stagnant enrollment ratio
for primary schools.

33. With public sector employment stagnant, the tiny industrial sector
unable to expand rapidly enough, commercial agriculture stagnant, a near
nonexistent informal sector and the localization of virtually all low and mid-
level positions in the modern sector already complete, the relationship
between secondary school certificates and income levels may not hold for all
future graduates. The National Manpower Assessment predicts a surplus of
secondary school graduates by the early 1990s. The Assessment is, however, a
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somewhat mechanistic attempt to match secondary graduates with predicted job
requirements and is likely to be appropriate for a near stagnant economy whose
public sector is the largest employer. However, if some growth is desired and
an informal sector is encouraged, restraints on secondary school enrollment
could become a future constraint on growth and support pressure for even
higher wages. In terms of competence there is likely to be a very large
shortage of graduates and the private sector is likely to take the better
performers. It is the public sector, including importantly the primary and
secondary school faculties, who will be forced to accept certificates of
frequently unqualified graduates as proof of competence. The unavoidable and
ongoing tension between the implication of quality versus quantity will
dominate the education and training scene for years to come.

34. National planning and public administration in PNG reflect both the
colonial view of what was feasible and desirable and the early post-inde-
pendence desire for emphasis on stability and equity. This has been greatly
complicated by the more recent desire for economic growth and the partial
decentralization of planning and administration to the provinces. It should
not be surprising therefore that the planning and administration machinery is
frequently ineffective.

35. With the exception of the localization issue, clearly a country
concern, public management in PNG s*eems to reflect strongly that of a
developed country (and in particular, that of Australia, which introduced the
basic elements of the system). That is to say, the economy is expected to
operate by its own inherent dynamic, with the State supplying a stable
macro-economic environment within the framework of a socially-oriented
regulatory policy. While laudable, it is not evident that this model is
appropriate for Papua New Guinea or, to the extent that it may be, that it has
been applied without regard to the fact that cost benefit ratios of socially
oriented regulations may be different from those in well-off developed
countries.

36. As a consequence, economic management in PNG is relatively less
oriented toward planning in the sense of setting out long-term objectives to
be achieved through various forms of public intervention in sectors whose
potential has been identified. To change this emphasis would imply direct
intervention in the form of investments, support for research and development,
and active concentration on project identification and implementation in the
various departments associated with the sectors in question. It would also
involve focussing on constraints reflecting the lack of skilled manpower (and
instituting training programs targeted on these constraints), as well as the
identification and modification of administrative or regulatory constraints
which impede progress in the sectors in question. Finally, it would involve a
possible reexamination of macroeconomic policies, including the exchange rate
regime.
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37. A number of these functions are in fact carried out either by the

technical departments concerned or by the National Planning Office. However,
these are done in an ad hoc way, independent of any coherent or long-term
development plan which specifies basic objectives and how these are to be
achieved over time. Moreover, there are virtually no mechanisms of coordina-

tion save at cabinet level, so that there is no way of guaranteeing the
physical coherence of individual investment projects or coordinating the

development effort in general. To some extent the project selection process

under the NPEP undertaken by the National Planning Office could exercise this

function, but in actuality it does not. In effect, the application of the
"National Development Strategy" based upon the Eight Aims criteria, together

with a year-by-year selection of projects, simply does not lend itself to a

dynamic approach to development.

38. To a considerable extent these problems are recognized by Papua New

Guinea's leaders, who are becoming increasingly frustrated with the relatively
poor performance of the economy and concerned with the difficulties of

handling the pace of decentralization (among other issues) in a slow-growing

economy. It appears, however, that the expatriate-dominated bureaucracy,

perhaps like many others, is not able to initiate change from within, and the

power of Papua New Guinea leaders, political or administrative, is too
fragmented to permit its imposition from without.

39. It will be extremely difficult to address the above development

issues without a political consensus that some explicit changes need to be

made. The recent elections in which Mr. Somare returned to power with a
near majority in Parliament is a hopeful sign that this consensus is develop-

ing. A commonly held fear at independence was that the forces for decentrali-

zation, based on the desire of the more affluent regions to have complete

autonomy, would render the concept of the nation state not feasible. This

has not proved to be the case to date though the tensions are very real. In

retrospect the decision at the time of independence to emphasize stability

and budgetary control was probably a sensible one given all the uncertainty

surrounding the establishment of the new nation. As the uncertainty about

the viability of the country abates, it is more and more being taken for

granted, though a price is clearly being paid for the decentralization that

has served as the solvent for interregional tensions. As time passes and

the economic and physical integration of the country proceeds, the basis for

stronger national unity will hopefully develop and the issues set forth

above can be faced with more confidence. Indeed some of the pressures for

such movement are being felt now.

VI. Country Performance Profile

40. Planning and economic management have generally been good, if bud-

getary control and economic stability are taken to be the prime objective.

The case has been made above that for growth orientation, particularly in
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agriculture, a great deal is lacking. The Agriculture Services Review /1
makes the case that use of the National Development Strategy and associated
strategic objectives are a poor means for allocating planned public expendi-
tures for national departments and that more conventional sectoral allocations
are required. In addition, it is recommended that a conventional five-year
development plan for agriculture be developed, and that the project prepara-
tion ability of the National Planning Office and the sectoral departments be
strengthened. In short, a fairly massive intervention by government is
required if the key agriculture sector is to grow at a reasonable rate.

41. In the five year period FY77-81, the Bank group made eight loans and
credits. Despite efforts in recent years to program two operations a year, it
has not been possible to achieve this target due partly to the complexity of
the rural development projects attempted and partly to the impact of localiza-
tion and decentralization on project preparation. The lack of project pre-
paration capacity in agriculture has been particularly disappointing, since it
is the sector for which approximately half the lending operations have been
programmed.

42. In terms of annual lending volume, commitments between FY77 and FY81
have fluctuated between $3.5 million and $35 million (see commitment line
Table 1) with an average of around $30 million per year in constant FY81
dollars. This has led to an average size loan of $19 million.. With a
population of 3.0 million it also yields an annual per capita lending volume
of about $10. This illustrates two dimensions of the absorptive constraint:
the average size project is small, and the average number of operations per
year is less than two. We have found that the low level of economic
activity in PNG constrains project size, and the lack of project preparation
capacity determines the number that can be prepared each year. From the
Bank's point of view programming is difficult due to the limited number of
standby operations that can be put in such a small pipeline. The decision
to expand lending into the energy sector was partly based on the need for
more lending alternatives and a firmer pipeline of projects that would allow
for possibilities of slippage in some of the more complicated agriculture
projects.

43. In terms of project implementation (see Table 1), the record has
been extremely varied, with the disbursement rate ranging between 68% and 20%
with an average for the period 1977-81 at 39%, almost double the regional
average of 22%. Such fluctuations are a characteristic of small lending
program (see that of Benin in line 5(c) of Table 1) and reflect the impact of
relatively large disbursement requests for projects outstanding in a
particular time period. In the case of PNG disbursements for the relatively
large highway projects have this effect.

/1 January 30, 1981, Report No. 3161-PNG.
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VII. World Bank Strategy

44. The basic Bank objectives in PNG are: (a) support for more growth-
oriented policies and institutions; (b) the development of large-scale
opportunities for permanent cash economy employment based on the substantial
agriculture resources of the country; and (c) promotion of human resource
development.

45. The case.has already been made for a more growth oriented posture on
the part of the Government, and this is largely shared by local politicians
and civil servants and to some extent by expatriate civil servants. However,
the current bureaucracy and policy making machinery is not organized or
oriented for such an objective and making the necessary changes will not be
easy or rapid. Bank support in this area will probably take the form of
sector work in public administration and economic management and specific
institutional changes associated with lending in agriculture, transportation
and energy.

46. Growth in employment and income based on agriculture should be the
basis of long-term development in the country. The mineral based enclave
developments such as Bougainville and Ok Tedi are limited and highly localized
and can provide the revenues to make the effort in agriculture. The danger is
that these nonrenewable opportunities will be dissipated in the form of civil
servants' salaries and excessive increases in real wages, again reducing
investable surpluses and encouraging labor-saving investments. Bank support
in this area will take the form of heavy emphasis on agriculture lending in a
variety of forms with complementary investments in transport. The two most
successful forms of agricultural lending in the past have been the support of
the PNGDB and nucleus estates projects prepared by DPI. The most troublesome
initiatives have been the comprehensive rural development projects prepared by
NPO and DPI and smallholder livestock projects under the aegis of DPI. PNGDB
is emerging as the most effective institution in the agriculture sector and a
third line of credit is anticipated that would not only support smallholder
investment and clan block development but rehabilitation of some plantations.
What makes PNGDB particularly attractive as an institution is the consolida-
tion under one roof of the capacity for project analysis, agriculture credit
and, with the recent incorporation of the Plantation Management Agency (PMA),
management services. The decline of research and extension services is to be
addressed through a support services project now under preparation. The Bank
will also support technical assistance to DPI for sectoral planning and
project preparation beyond the normal scope of PNGDB, such as nucleus estates.
Thus, agriculture credit, support services, technical assistance for planning,
and nucleus estates form the core of the proposed agriculture lending.
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Table 1: IBRD/IDA DISBURSEMENTS
(Expressed in millions of U.S. dollars)

Fiscal Year
1977 1978 1979 1980 1981

1. Undisbursed balance at July 1/a 13.15 39.23 32.83 43.41 34.63
2. Commitments during FY 35.00 3.50 20.00 30.00 6.00
3. Total disbursed during FY 8.92 9.90 9.42 8.78 17.42
4. Disbursement rate

3 i 1 = % 67.81 25.24 28.70 20.23 50.32
5. Comparators (%)

(a) Disbursement rate for total
of other loans in the 26.90 21.22 22.26 19.81 20.92
Region/b

(b) Bankwide IBRD/IDA average
disbursement rate/b /c 24.53 21.19 21.73 21.31 21.47

(c) Selected comparators
Colombia 24.17 22.03 21.39 22.36 26.78
Philippines 19.53 18.07 18.66 15.45 24.69
Morrocco 20.96 22.56 27.62 17.66 11.74
Benin 40.77 18.32 14.58 32.28 44.15

/a Undisbursed balance incltfdes signed but not effective loans and credits
for all computations.

/b Excludes IDA 6 credits.
/c Excludes IFC loans.
/d Excludes jointly guaranteed loans.

Note: Above includes effects of program lending.
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47. The recent Bank guidelines for lending for beverage crops has
weakened considerably the possibility for comprehensive Bank support for PNGDB
since coffee and cocoa comprise the bulk of PNGDB lending. PNG does not
accept the world-wide view of the Bank on beverage crops and will continue to

support expansion of coffee production in the highlands on the grounds of
absolute advantage, lack of alternative cash crops, and the lower than

national average incomes of the highlanders. For cocoa in the lowlands the

main argument for continuing to support production increases will be the need
for rehabilitation of existing plantations just to get production back to 1974
levels and the sheer momentum of the rehabilitation program and the

specialized support services behind it. An exception to the guidelines is
being sought in the context of the preparation of the FY84 agriculture credit

project. In order to maintain significant contact with the most effective
institution in the agriculture sector, some support for coffee and cocoa would

be programmed and an orderly transition to diversification considered.

48. Smallholder livestock (non-PNGDB) and provincial rural development
projects will receive little emphasis, the former because of the generally
unsatisfactory experience with such projects and the latter because of the
high cost of preparation and supervision, the small size of loans and of popu-

lation affected, and the mixed experience with the Southern Highlands Project.

Depending on the experience with the recently signed Enga Rural Development
Project, this type of operation may be reconsidered in the next two or three
years.

49. Beyond the agriculture support services project, which will be a

first time effort in PNG, it is possible that lending for forestry will become
part of the agriculture lending program. The forestry subsector has enormous
potential in PNG in terms of export earnings and rural cash employment. This
project will be approached through an initiating brief in FY83 based on an

exploration visit by a mission in FY82.

50. Lending for transport is basically supportive of agriculture
development opportunities. The physical integration of the country is
essential for that purpose. It also supports whatever industrial development
is feasible in the sense that national markets become more integrated. We

intend to continue to lend for transport (one project every three years) with
heavy emphasis on road maintenance, development of local contractors, and

training of PNG civil engineers. If substantial progress towards these

objectives is not made under the next lending operation, in FY83 (little
progress has been made under the most recent loan), we should consider
dropping support of this sector.
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51. Human resource development will be supported by a continuation of
the series of lending operations in education and training that commenced in
1977. As with transport, education loans will be made at two or three year
intervals. Emphasis will continue to be on the expansion of primary education,
through support of the sectoral program, and quality improvement in secondary
education. Specific technical training components will be attached to such
loans unless a comprehensive technical training project can be defined.
Project supervision and preparation will continue to provide the opportunity
to discuss with government the quantity/quality issues mentioned previously as
well as the manpower planning implications of current educational policies.

52. Lending for energy is basically supportive of the commercial
development of the country. The Bank made two loans for hydropower projects
early in its relationship with PNG. The decision was then made to drop
support of this sector on the grounds that bilateral funds were available and
that ELCOM, the state-owned electricity producer, was a reasonably mature
institution. The recently completed Bank/UNDP Energy Assessment Report has
uncovered a number of serious problems and needs for new initiatives in the
energy sector. Only the Bank is suitably staffed to support the wide range of
initiatives that reach far beyond the competence and authority of the
Electricity Commission. By serving as a catalytic agent, as in the case of
the recently approved Petroleum Exploration Technical Assistance Project, the
Bank can promote private investments, obtain cofinancing, and support the
kinds of institutional changes required to reduce the current dependence on
oil imports (24% of export earnings in 1981) and reduce electric power costs
to levels more consistent with a country rich in energy resources. Thus
re-entry into the energy sector is not a return to the previous lending for
hydropower alone. It will extend to thermal power options based on natural
gas and coal deposits, as well as wood waste from sawmills. Beyond reform of
ELCOM as an efficient producer of electricity, Bank support would also be
aimed at strengthening the national energy planning group in the Department of
Minerals and Energy, an organization that was not affected at all by the
earlier lending for hydropower.

VIII. World Bank Lending, Economic and Sector Work Program

53. In terms of absorptive capacity, the best we can hope for in PNG is
to raise the number of operations per year to two. Similarly, it is unlikely
that the scale of these operations can exceed an average of $25.0 million per
operation from FY84 on. Such a lending program for the next five years is set
forth in Table 2 and Attachment la. Approximately 44% of the lending would be
for agriculture and forestry with 21% and 24% respectively for education and
transport. Eleven percent is programmed for energy lending. Per capita
lending would be $16.4 in constant FY82 commitment dollars. This reflects a
30% increase in the number of projects over a five-year period, and a 25%
increase in the average loan size. Given PNG's recent graduation from IDA, it
is possible that the assumption about increasing average loan sizes may be
optimistic in that increasing cofinancing with groups such as the OPEC and
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Table 2: SUMMARY OF PROPOSED LENDING PROGRAM (FY83-87)
(constant 1982 $)

Sector Operation Amount % of total lending
($ million)

Agriculture 5 109 44
Education 2 51 21
Transport 2 58 24
Energy 2 28 11

Total 11 246 100

Kuwait funds and IFAD may be much more likely in an attempt to replace the
former Bank-IDA blend with something equivalent. This has, in fact, been the
case with the recent Petroleum Exploration Technical Assistance Project that
was cofinanced by the OPEC Fund and the proposed transport project for FY83 in
which the Kuwait Fund has shown interest.

Aid Coordination

54. Regular reviews with ADB of operational and economic issues have
been held at least twice a year to promote consistency in our operations and
eliminate unnecessary competition in the identification of projects, such as
that we have experienced in health, energy and training. In the absence of
economic and sector work, ADB has had difficulties identifying projects and
its lending to PNG (US$13.0 million in 1980, US$9.0 million in 1981) remains
below target levels. As ADB financing for PNG continues to be a blend of soft
and hard funds and as that organization is interested in cofinancing some
projects with the Bank in the lead, especially in the agriculture sector, we
are exploring the possibility of using this vehicle as a means of making the
lending terms for some of our operations more palatable to the PNG government.
No formal aid coordination takes place with the Australian Government since
their aid is in the form of an untied grant which is renegotiated from time
to time and made public. Informal discussions are occasionally held in
Canberra when our country economist exchanges views on the performance of the
PNG economy.

Local Cost Financing

55. In terms of their local/foreign exchange requirements, projects in
Papua New Guinea can be divided into two categories. In those projects where
large amounts of civil works or expatriate services are required, the foreign
exchange component is frequently as.large as 70% of total costs. In a few
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projects, mainly in agriculture and education, large amounts of local labor
and services are required and the foreign exchange component- can be as low
as 15 to 25%. We propose to examine projects on a case-by-case basis to
determine whether they merit local cost financing by the Bank. We would be
prepared to finance up to 60% of the total project cost or the foreign
exchange component, whichever is greater. An example is the proposed
forestry project for FY85. The recently completed Initiating Project Brief
indicates that the best entry into the forestry subsector for the Bank would
be support of the modest but enlightened reforestation program of the
government. This program is also labor intensive; an expanded program would
provide thousands of jobs to unskilled rural labor. Thus, Bank support of
an expanded reforestation program would be in direct support of the basic
strategy objective of cash employment in the agricultural sector, of which
forestry is a subsector. This project could also lead to a substantial
movement out of beverage crops and into an export crop that has a better
medium and long-term future as well as the ability to attract private
capital. In order to promote the development of the forest industries, the
Bank would need an entry point, which in this case has a low foreign
exchange component because of the desirable input of local labor. In order
to allow such a project to compete favorably with civil works and
expatriate-intensive projects, the Bank will finance a portion of the local
costs, up to 60% of the total project cost.

IX. Economic and Sector Work Program

56. With the completion of the Country Economic Memorandum in December
1981 - supplemented by the Agricultural Services Review of January 1981 -
knowledge of the major economic variables of PNG, as well as of several major
sectors (agriculture, industry, manpower and employment) has been brought up
to date./1 This means that country economic work can be focussed on identi-
fying the major internal bottlenecks to satisfactory economic growth in PNG
and the ways in which these constraints can be removed or at least mitigated.
The proposed work on public administration and the management of economic
development is conceived with this goal in mind and is aimed at orienting
the government and the bureaucracy toward institutionalizing decision-making
procedures focussing on the identification of major growth sectors, strate-
gies for exploiting them consistent with available resources, and the mitiga-
tion of regulatory constraints to growth. This effort will be carried out
gradually and cautiously, exploiting various "entry points" where it is
widely realized that changes are required. This may be in the area of broad
civil service training.and structural reform, or in the improvement of
project identification and preparation capacities in the Department of
Primary Industries (as well as other Departments) or in strengthening the
forward planning capacity of the NPO. Details of the proposed economic and
sector work are set forth in Attachment 4.

/I The next major analytical work on the economy should be undertaken in
FY84.
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57. As for sector work, the Agricultural Services Review provided major
background work in this sector and will give rise to work related to the
general effort on public administration as it relates to long-range planning
and project identification and preparation in this major sector. An obvious
need for new initiatives is in forestry, where the exploitation of this
important renewable resource is constrained more by problems of land tenure,
regulation, and institutional jurisdiction disputes than by technical
problems. Energy presents another sector for Bank initiative, and a joint
Bank/UNDP sector survey has recently been completed. This and further sector
work might support the initiation of a comprehensive energy sector loan. Good
sectoral information in transport and education has been generated through
sector work done over the past few years together with the continuous updating
accompanying the process of supervision and preparation. Additional sector
work is planned in the areas of manpower and training needs, and some may be
required in the area of regulatory restrictions on inland transport.

Cost of Program

58. A rough estimate of the manpower required to deliver FY83-85 lending
and economic and sector work program is shown in Table 3 below and is compared
with the FY80-82 program which ha's just been completed. For a 34% increase in
manpower, the real volume of lending is to be approximately doubled. This
reflects the'larger and more frequent lending operations planned and the less_
than proportionate manpower inputs required to do so. The large percentage
increase in CESW merely reflects the low base from which a modest absolute
increase in planned, largely in response to the public administration-economic
management initiative.

Table 3: MANPOWER IMPLICATIONS FY83-85 PROGRAM
(man-years)

Item FY80-82 FY83-85 % Change

Projects Dept. lending 14.4 19.4 + 35
Program CESW - 2.1 4.6 _ +119
Program other 5.1 5.2 + 2
OPS 0.8 0.9 + 13

Total Program 22.4 30.1 +34

Lending in constant
FY82 commitments $ 71.0 145.0 +104%

No. of projects 4 7 + 75%



C81098/J100431/D2931/68

- 24 -

X. Recommendations

59. We seek management approval of:

a) the proposed Bank strategy in PNG (para. 44 through 52),

b) the proposed Bank lending program for FY83-87 of ($246 million)

(para. 53),

c) local cost financing on a project-by-project basis (para. 55),

d) the proposed economic and sector work program with emphasis on

public administration and economic management (para. 56), and

e) the manpower requirement (30.1 manyears for FY83-85) to carry
out the lending and economic work proposed (para. 58).
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Attachment Ia

PAPUA NEW GUINEA

Actual and Proposed Program of Lending Operations Through FY87

Population: 3.0 million (1980) S OUT
GNP per capita: $780 (1980)
Area: 461,700 sq km
Literacy: 32% (1970)

Throgh Actual FY8 2e a
Thrug Atus Crrnt roosd pogamTotal Total Total Total

FY76 FY77 .Y.8 F79 Fy80 Dy81 FDAY8 3F.6 Y FY72-76 FY77-81 FY82-86 FY83-87

Agric. Dev. I IDA 1.5
Agric. Dev. II IDA 5.0
Agric. Dev. III IDA 5.0
Agric. Dev. IV (Popondetta) IBRD 12.0
Rural Dev. I (So. Highlands) IDA 30.0
Agric. Dev. V IDA 15.0
Rural Dev. II (Enga) IBRD/IDA 6/2
Agric. Support Services IBRD 15.0
Agric. Dev. VI IBRD 28.0
Forestry I IBRD 30.0
Agric. Support Services II IBRD 30 6.
Agric. Dev. VII IBRD 26.033._ 33.0f
Telecom. I IBRD 7.0
Telecom. II - IBRD 10.0

Education I IDA 4.0
Education II BRD/IDA
Education III IBRD 6/6 29.0Education IV IBRD 

34.0

Highways I IBRD/IDA 4.5/4.5
Road Impr. II (Highlands Rd.) IDA 19.0
Road Impr. III IBRD/IDA 17/13

Porta I IDA 9.2
Ports II IBID 3.5

Trans. Dev. I IBRD 30.0
Trans. Dev. II 180 38.0

Power I 1BRD 23.2
Power II IR8D 10.8

Petroleum Tech. Assistance IDA 3.0
Energy I IBRD 30.0

Lending Program IBRD 55.5 12.0 3.5 - 17.0 6.0 6.0 45.0 57.0 60.0 64.0 67.0 20.8 38.5 232.0 293 0IDA 25.2 23.0 - 30.0 13.0 21.0 2.0 3.0 - - -5.0 3.0
Total 8 5. 3.5 30.0 27.0 8.0 48.0 57.0 60.0 64.0 67.012. 237 296.

Number 9 3 1 1 1 2 1 10 26
(of which. IDA) (4.5-. (2) (-) (-) (0.5) (1.5) (0.5) (1) (-) (-) (-) (-) (2) (5) (1.5) (1)

Lending program in constanu FY82
commitment $ - 47.2 -4.4 36.2 34.4 28.9 8.0 45.0 50.4 50.0 50.3 49.7 71.6 151.1 203.7 245.4

Commitment deflator (FY82 - 100) 74.2 79.0 82.9 87.3 93.4 100.0 106.6 113.2 120.0 127.2 134.9
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Attachment lb

PAPUA NEW GUINEA - SUMMARY OF BANK GROUP AND OTHER OFFICIAL LENDING

Through Actual Current Proposed program Total Total Total Total
FY76 FY77 FY78 FY79 FY80 FY81 FY82 FY83 FY84 FY85 FY86 FY87 FY72-76 FY77-81 FY82-86 FY83-87

SECTORAL DISTRIBUTION OF
BANK GROUP COMMITMENTS (%)

Agricultural and rural
development 14.2 34.3 - 100.0 - 55.6 100.0 1 34.5 49.1 50.0 40.6 49.3 14.0 45.4 46.8 45.9

Energy - - - - - 10.3 - 50.0 - - 15.1 11.9

Education - 11.4 - - - 44.4 - I - 50.9 - - 50.7 - 12.8 13.3 22.7

Industry - - - - - -

Power 34.0 1- - - - - 34.0 - - -

Population, health and
nutrition - - - - ---

Telecommunications 21.1 - - - - -I-- - - -1 21.1 - -

Transportation 22.6 54.3 100.0 - 100.0 - - 55.2 - - 59.4 - 22.6 41.8 24.8 19.5

Urban development - - - - -

Water supply - -

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 1.o j ioo.o Ioo.o 100.0 100.o

BANK GROUP DISBURSEMENTS
(USS million)

IBRD
Outstanding /a
Including undtshursed 53.4/b 63.5/c 70.0/d 68.6/e 84.6/f 83.1/ 86.1 108.9 162.4 218.6 277.6 337.2
Excluding undisbursed 45.4/b 49.8Tc 53.7- . 58.253.3 56.2 62.8 74.2 94.7 124.8 1

IBRD
Gross disbursements 47.0 - 6.3 1.4 3.3 3.6 2.4 3.2 6.1 10.1 15.2 25.4 37.6 45.4 17.0 60.0 94.4
Repayments 1.1 1 1.4 1.4 1.5 1.9 2.2 3.0 3.2 3.5 3.8 5.0 7.4 1.1 8.4 18.5 22.9
Net disbursements 45.9 4.9 - 1.8 1.7 0.2 0.2 2.9 6.6 11.4 20.4 30.2 44.3' 8.6 I 41.5 , 71.5
Interest & charges 8.1 3.4 3.3 4.1 4.1 4.3 3.8 4.4 5.5 7.1 9.0 12.0 7.8 19.2 I 29.8 38.0Net transfer 37.8 1.5 -3.3 -2.3 -2.4 -4.1 -3.6 -1.5 1.1 4.3 11.4 18.2 36.5 -10.6 I 11.7 33.5

IBRD/IDA 1

Gross disbursements 67.5 8.9 9.9 9.4 8.8 17.4 12.2 14.5 20.2 24.1 33.1 43.1 62.9 54.4 104.1 135.0
Repayments 1.1 1.4 1.4 1.5 1.9 2.3 3.1 3.4 3.7 4.0 5.2 7.8 1.1 8.5 19.4 24.1
Net disbursements 66.4 7.5 8.5 7.9 6.9 15.1 9.1 11.1 16.5 20.1 27.9 35.3 61.8 45.9 I 84.7 110.9
Interest &. charges 8.6 3.6 3.5 4.4 4.4 4.7 1 4.1 4.9 6.1 7.7 9.7 12.7 8.4 20.6 I 32.5 41.1
Net transfer 57.8 3.9 5.0 3.5 2.5 10.4 1 5.0 6.2 10.4 12.4 18.2 22.6 53.4 25.3 I 52.2 I 69.8

Actual (CY) Projected (CY)
IBRD EXPOSURE (%) 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1990

IBRD disbursement/total gross disbursements 9.6 4.9 10.3 1.4 1.4 2.2 2.2 2.5 4.1 6.9 10.7 49.0
IBRD DOD/total DOD 14.9 13.4 13.5 10.2 7.9 6.2 4.9 4.2 4.4 5.1 6.3 13.9
IBRD debt service/total debt service 17.0 18.0 11.8 9.8 7.8 6.4 5.2 3.5 2.7 3.0 3.3 6.8

Actual (CY) Projected (CY)
COMMITMENTS FROM OFFICIAL SOURCES (US$ m) 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1990

Grants 187.5 212.9 249.6 261.5 269.0 282.6 293.3 301.2 309.7 313.0 331.5Of which: Australia 182.7' 205.8 242.3 253.9 262.5 276.0 286.1 293.4 301.0 304.0 319.5

Concessional Loans
Total Bilateral 9.8 - 9.8 14.9 15.5 11.0 11.0 11.0 11.0 11.0 11.0

Total Multilateral 17.5 44.4 43.8 - 43.4 23.6 18.6 27.1 25.1 27.6~ -
Of which: IDA 4.0 19.0 20.0 - 13.0 9.0 2.5 1.5 - - -

ADB 13.5 25.4 12.4 - 12.3 11.0 12.5 10.0 12.5 15.0 -

Total Nonconcessional Loans 16.7 25.0 3.5 35.0 92.0 106.0 19.0 41.0 59.0 62.0 121.6
Of which: IBRD 12.0 - 3.5 - 17.0 6.0 19.0 41.0 59.0 62.0 106.0

TOTAL COMMITMENTS 231.5 282.3 306.7 311.4 432.9 423.2 341.9 377.3 404.8 413.6 464.1

/a As of the end of the fiscal year.
/b The exchange adjustment of s-0.8 million as of June 30, 1976, are included in these figures.

The exchange adjustment of $-1.3 million as of June 30, 1977, are included in these figures with a decrease of $0.5 million since FY76.
7d The exchange adjustment of $2.6 million as of June 30, 1978, are included in these figures with a decrease of $3.9 million since FY77.
7e The exchange adjustment of $2.7 million as of June 30, 1979, are included in these figures with a decrease of $0.1 million since FY78.
7f The exchange adjustment of $3.6 million as of June 30, 1980, are included in these figures with a decrease of $0.9 million since FY79.
/g The exchange adjustment of $-1.7 million as of June 30, 1981, are included in these figures with a decrease of $5.3 million since FY80.

Note: All data in this table reflect o/s amounts and transactions of loans sold to third parties.
IBRD: From FY82-87, 1.5% "Front-end" fee has been included in interest and charges.

East Asia and Pacific Region
August 19, 1982
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TABLE 3A
PAPUA NEW GUINEA - SOCIAL INDICATORS DATA SHEET

PAPUA NEW GUINEA REFERENCE GROUPS (WEIGHTED AVE GES
LAND AREA (THOUSAND SQ. KM.) - MOST RECENT ESTIMATE a

TOTAL 461.7 MOST RECENT MIDDLE INCOME MIDDLE INCOME
AGRICULTURAL 4.7 1960 lb 1970 h ESTIMATE jb ASIA & PACIFIC LATIN AMERICA & CARIBBEAN

GNP PER CAPITA (US4) 180.0 360.0 780.0 1136.1 1616.2

ENERGY CONSUMPTION PER CAPITA
(KILOGRAMS OF COAL EQUIVALENT) 51.0 146.0 299.0 - 1150.6 1324.1

POPULATION AND VITAL. STATISTICS
POPULATION, MID-SEAR (THOUSANDS) 1932.0 2394.0 2939.0 *
URBAN POPULATION (PERCENT OF TOTAL) 2.7 9.8 17.0 40.8 64.2

POPULATION PROJECTIONS
POPULATION IN YEAR 2000 (MILLIONS) 4.0
STATIONARY POPULATION (MILLIONS) 9.0
YEAR STATIONARY POPULATION IS REACHED 2125

POPULATION DENSITY
PER SQ. KM. 4.2 5.2 6.4 373.1 34.3
PER SQ. KM. AGRICULTURAL LAND 508.4 544.1 617.6 2382.8 94.5

POPULATION AGE STRUCTURE (PERCENT)
0-14 YRS. 40.5 42.0 42.0 39.8 40.7
15-64 YRS. 56.6 55.0 54.8 56.7 55.3
65 YRS. AND ABOVE 2.9 3.0 3.2 3.5 4.0

POPULATION GROWTH RATE (PERCENT
TOTAL 1.8 2.2 2.31 2.3 2.4
URBAN 15.3 15.2 8.7 3.8 3.7

CRUDE BIRTH RATE (PER THOUSAND) 44.0 41.3 37.2 29.7 31.4
CRUDE DEATH RATE (PER THOUSAND) 22.8 17.9 15.4 7.5 8.4
GROSS REPRODUCTION RATE .. 2.9 2.6 1.9 2.3
FAMILY PLANNING

ACCEPTORS, ANNUAL (THOUSANDS) .. ..

USERS (PERCENT OF MARRIED WOMEN) .. .. 3.0 44.1

FOOD AND NUTRITION
INDEX OF FOOD PRODUCTION
PER CAPITA (1969-71-100) 100.0 100.0 106.0 123.7 108.3

PER CAPITA SUPPLY OF
CALORIES (PERCENT OF

REQUIREMENTS) 76.0 83.0 85.0 112.6 107.6
PROTEINS (GRAMS PER DAY) 40.0 46.0 46.0 62.5 65.8OF WHICH ANIMAL AND PULSE 22.0 20.0 20.0 19.7 34.0

CHILD (AGES 1-4) MORTALITY RATE 28.5 20.9 16.3 4.8 7.6

HEALTH
LIFE EXPECTANCY AT BIRTH (YEARS) 40.6 46.6 50.5 64.0 64.1INFANT MORTALITY RATE (PER
THOUSAND) 159.0 106.0 .. 50.2 70.9

ACCESS TO SAFE WATER (PERCENT OF
POPULATION)

TOTAL .. .. . 20.0 45.9 65.7URBAN .. .. 30.0 68.0 79.7RURAL .. .. 19.0 34.4 43.9

ACCESS TO EXCRETA DISPOSAL (PERCENT
OF POPULATION)

TOTAL .. 14.0 18.0 53.4 59.9URBAN ** .* e 71.0 75. 7RURAL .. 5.0 5.0 42.4 30.4

POPULATION PER PHYSICIAN 143qo.0f 11630.0 14040.0 4428.7 1728.2
POPULATION PER NURSING PERSON 2450.U d 2370.0 1934.0 2229.7 1288.2POPULATION PER HOSPITAL BED

TOTAL 170.0Ld 150.0/e 214.9 588.5 471.2URBAN e- -. 101.1 579.6 558.0RURAL .. .. 270.5 1138.5

ADMISSIONS PER HOSPITAL BED .. L) .. 36.7

HOUSING
AVERAGE SIZE OF HOUSEHOLD

TOIAL - 3.1 .. 5.0
URBAN
RURAL ..

AVERAGE NUMBER OF PERSONS PER ROOM
TOTAL 0.7
URBAN
RURAL ..

ACCESS TO ELETRICITY (PERCENT
OF DWELLINGS)

TOTAL 80.0
URBAN
RURAL **
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TABLE 3A

PAPUA NEW GUINEA - SOCIAL INDICATORS DATA SHEET

PAPUA NEW GUINEA REFERENCE GROUPS (WEIGHTED AVE AGES
- MOST RECENT ESTIMATE)-

MOST RECENT MIDDLE INCOME MIDDLE INCOME
1960 /b 1970 /b ESTIMATE l ASIA & PACIFIC LATIN AMERICA & CARIBBEAN

EDUCATION
ADJUSTED ENROLLMENT RATIOS
- PRIMARY: TOTAL 32.0 52.0 60.0 99.8 101.7

MALE 59.0 64.0 70.0 100.6 103.0
FEMALE 7.0 39.0 49.0 98.8 101.5

SECONDARY: TOTAL 1.0 8.0 13.0 53.5 35.3
MALE 2.0 11.0 18.0 58.4 34.9
FEMALE 0.5 4.0 8.0 48.6 35.6

VOCATiONAL ENROL. (Z OF SECONDARY) 16.0 19.0 26.0 21.1 30.1

PUPIL-TEACHER RATIO
PRIMARY 35.0 30.0 30.0 34.2 29.6
SECONDARY 18.0 23.0 23.0 31.7 15.7

ADULT LITERACY RATE (PERCENT) 29.4 32.1 32.1 86.5 80.0

CONSUMPTION
PASSENGER CARS PER THOUSAND

POPULATION 2.0 7.3 6.2 12.7 42.6
RADIO RECEIVERS PER THOUSAND

POPULATION .. .. 44.5 174.1 215.0
TV RECEIVERS PER THOUSAND

POPULATION -. .. .. 50.6 89.0
NEWSPAPER ("DAILY GENERAL
INTEREST") CIRCULATION PER
THOUSAND POPULATION .. .. 8.9 106.8 62.8
CINEMA ANNUAL ATTENDANCE PER CAPITA .. 1.0 .. 4.3 3.2

LABOR FORCE
TOTAL LABOR FORCE (THOUSANDS) 1058.4 1244.9 1464.6

FEMALE (PERCENT) 41.4 41.3 41.0 - 37.4 22.6
AGRICULTURE (PERCENT) 89.0 86.0 82.4 50.2 35.0
INDUSTRY (PERCENT) 4.3 5.8 7.5 21.9 23.2

PARTICIPATION RATE (PERCENT)
TOTAL 54.8 52.0 49.8 40.2 31.8
MALE 61.2 58.5 56.7 49.8 49.0
FEMALE 47.7 44.9 42.5 31.1 14.6

ECONOMIC DEPENDENCY RATIO 0.8 0.9 0.9 1.1 1.4

INCOME DISTRIBUTION
PERCENT OF PRIVATE INCOME
RECEIVED BY

HIGHEST 5 PERCENT OF HOUSEHOLDS ..

HIGHEST 20 PERCENT OF HOUSEHOLDS ..

LOWEST 20 PERCENT OF HOUSEHOLDS ..

LOWEST 40 PERCENT OF HOUSEHOLDS ..

POVERTY TARGET GROUPS
ESTIMATED ABSOLUTE POVERTY INCOME
LEVEL (US$ PER CAPITA)

URBAN .. .. 400.0 248.6
RURAL .- .. 275.0 193.7 187.6

ESTIMATED RELATIVE POVERTY INCOME
LEVEL (US$ PER CAPITA)

URBAN .- .. .. - 249.8 513.9
RURAL .. .. 234.3 362.2

ESTIMATED POPULATION BELOW ABSOLUTE
POVERTY INCOME LEVEL (PERCENT)

URBAN .. .. 10.0 21.2
RURAL .. .. 75.0 32.2

Not available
Not applicable.

NOTES

/a The group averages for each indicator are population-weighted arithmetic means. Coverage of countries
among the indicators depends on availability of data and is not uniform.

/b Unless otherwise noted, data for 1960 refer to any year between 1959 and 1961; for 1970, between 1969
and 1971; and for Most Recent Estimate, between 1976 and 1979.

c Indigenous population growth rate is 2.8%; /d 1964; /e 1966.

* The updated 1980 GNP per capita and population ay. 1981

estimates to be shown in the 1981 World Bank Atlas are $780.0 (at 1978-80 prices)
and 3,007.0 thousands.



-29- Attachment 2

Page 3
EINI1T1ONS OF SOCIAL_ INDICATORS

Notes: Although the data .r. drawn from sources generally judged the eost authoritative and reliable, it should also be noted that they may not be inter-nationally onpatr hocasse of tho lock of ofnduardited definItions and cncees used by difnrn t countries in collecting the data. Tha data are, none-theless. asefti to dastnibo order, of agnitude. indicate trends, and characterize certain major differences bnto..n cont ries.

The ooffrrevos troops are (l) tire n ,e country group of the sobj Ir ceontry and (w) ecountry troop nith .oehet higher average income than the country group51 the ulojpt country locept fur Capital Surphot 011 EpOrtors" groop wheta "MIddls income North Africa and Middle ECst s choten bece of Strongereaete-muiturai sfftnttei*. in thr f troop data the averages are population weighted arithretic means for each indicator and shown only whenmajority at the countries in a group has data for that indicator. Since fhe c acrage of co ntri 1mong the indicators depends on the vailbil ity of dataand Is eat uniform, caution mast be ortiaed in relating aoeroes of one indicator toonocier. These anerans. are only uteful in coop.rtog the solos ofsme imdiaetor at a Lime song the Iountry and reference groups.

1AW AREA (thoused sq..) P5.lafion far Oonpitart - tott, unbar. and rr-at - Ppouaticn (total.Total_ - Total surfoce area comprising land area and inland waser.. urban, and roral) divided by tier respoct-ve nuber f honpctal boot&&r Icl tural - Estimate of a aricui ural ceea -sad temporarily or pavaaninvly evotlable in publin end private tneral cod epeo alid ho-pital endfor crops, pastures, market and kitchen gondena or to lie fallo r 197. data. habtiltatiom centers. iospitalsepestahlishonn pematently staled
by et meet onn phyeicln. Establishments providing principally c.to-

GqPERCAtPitg_(IT_) - CilP per ropita eatimaes at current market price.. cal- dial ram are not includd. Rural hospitals. however, irolude health
oiated try eaon nomnerei n methed os orld Bank Atlas (1977-79 boei); 1960. and sedial onntcrs not permanently staffed by a phys.cctoin by a1970. and 1979 data. nsdtoi assItmnt. nuse. nidelfn, tc.) which 00 Per tn-patient occo.o_--

dottos and provids a lImited range of medical facilitie . Fcr ecatis-
ENERCY_.C4SjmPTTy PElCAPITA - Anruai ecnapnlon of crmeretsl eonrgy ioat teal pnrpess irban hnephtai Inclods Alls princlpai teners hospitals,.ad lignite. Petroleum. natural g.sand hydra-. roloar and goothereal eleo- and rural h.pitale lonti os raral hoapitals and nedical and maternity

tIcity) in kilograms of coal equivalent per capita; 1960, 1970, and 1919 nentsrs. Spseialioed hospitals are inrludsd 0017 under rotal.
data. Adeiselene per loepital led - Total number of dmistIo.s to or diAcharges

fIas hospitals didd by the number of bad.
POP LATIO' All VITAL STATISTICS

Total PrlatIon. id-Yrp (rhousa)nd~ - As of July 1; 1960, 1970, and 1979 HOUhiiG
data. Aanrdgs Siee of lo2sehold rpurson per busehold) - total. urban and rural -

Urban Poprtlaion r2cnon of tocal) - Hatto of uybaO to toal poplonlon; A hosehnld nonsiats of a group of Indivrduals aho0share lirt qutert
different defInltins of urban area may affect conper biln y of data and their main meals. A bearder or ledger may or say rot ir included Inamong .ountrie; 1960. L970, and .979 data. the household for statistical purpose..
Peralotiun Prnientioos Averaner 1eber of eentovs - total. orb., cod rural - Average rnI-
PopulatIotjRYar 2000 - Current population projections are based on 1980 bar of parsone per roon In all urbao, sod r'rai accuped norventoaktotal popolatlen by agm and Is and thele mrrallry ond fertilltyrates. dwellings, respectively. Dwelling. excluds non-prane t.trcturenaond

Peejoption paroee fnr norglicy rams conprisn al thsm levela a..un- onocoupind parts.
log life expectancy at birth incr sing with country'* per capIta Income Acess no Eleeripigy eornene of dellnnts - racal. urban. and rta1 -
level, and femalt lifa nxpeefoocy stbiliinn at 77.5 yrars. The pare- CInvenelotal dellIngs Eih elnccrlciny I living quarters a. paruentuto
eers for fertility rate alec hove threI ends assustng decline in of total, urban. and rural dwellings respectively.fortility acoerdig to Inco. lonnl god past family planning partorean"e.
Egoh country le then assigned nd of these nine combinations of mortality EDUCATION

and fertilIty teends for pojertlon purpo- . AZustd Enroll.n.t totins
StatIonary opu tion- In a stationary population there Ie no growtheioe Primary tchool - totl. oale and foalt - Gross tctal. e.Io and female

he birth Pane im equel to the death rate, and also the age strcture ro- enrollment of all ages at the primary level as perrennage of respoccie
males onstant. This is achieved only after fertility rate decline to prisoty hoIo-age enpulactoos; nnpnolly InnIud s chnildtn aged h-ilthe replacement lavel of unIt ost peprauc.ion rots. nhen each gteratlos years but adj.ntad for differen Igthy. of primary edacafio; fnr

at staen replace itself enantly. Th ttionary p.pnlon tie oas o:Intrtnawith universal education enrollment may ,oced I0I percent
estimated on the bais of the projeeted oharacteristics of the population slnne some pupil. are below or above the offtital school age.in the year 2000, and the rate of decline of fertility rate to replace- lecondary school - total, male od fesle - Computed as abovol secondary

m t leni. edncain reqntre at lease four years of approved primary instrution;
Year stationary popnlation is reached - The year when atationary population provides general. vocational, or teacher training Instrc tons for pupitsiae has bes ra.hed. - usually of 12 to 17 years of age; correspondence coursee are generally
Pnrnlatoo tegelc excluded.
PeP sq. co. - id-yar population per squarea kilometer (100 bectares) of Voc.tional enrolement (percent of econdory) - vocational institutions

total area; 1960, 1970 and 1979 data. include technical. induatrial, o other programs which operate indopend-
Per on. ks. arrincltoraL land - Computed as above for agricultural land ently or a I depIrtosote of merordany inetitutions.

OOIyi 1960. 1970 oed 1970 dano. Poptl-netcher rto - erio y. ond eondary - Total students enrolled in
Population AE Structure (Percent) - Children (0-14 years), working-eg. (I- primry and aecndory levels dividd by numbers of teachers IA the

64 year.). and retired (A1 y...s and over) as percentages of mid-year popu- corresponding lenens.
lasiosl 1960, 1910. and 1979 data. Adult literacy rate (percent) - L(erats adais fable no read and weote)

Populatlon Gooth Rat (rrent) - inal - .An..l trwth cates of total mId- as a percentage of total edult population aged 15 years sod over.Ysar popsia1uone for 150-60, 196-71, end 1970-79.
Palt ViocGrooth lat(percent - urban - Annual growth rate of urban popu- COHSUMiPTrIN

latione for 1950-60. 1960-70, end 1970-79. Pssener Cars (per thousand popuaLon) - Passenger cars comprise motorCende Birth tate (per thousand) -Annual live births per thousand of mid-year care neatleg lese than eight persons; excludes ambulances, hearses and
populatlon; 1960. I970, and 1979 dare. elitarycvehlcirs.

Ceud. eeth Rate (per thousand)l - Annual deaths per thousands of mid-year Radio Receivers per thousand poroluolan) - All types of receivers for radlc
ppoulation; 1960. 1970. and 1979 data. broadcasts to gensral public pr thousand of population; .oclud un-

Cress teronluston leae-rooerago nnmber of daughters want will bear In licensed rsceiees In nontriem and in yers he registration of radiohee normal repoduccivs peelo if s.e periseee present age-specific fer- segssas . n effect; data for rsrent years may not be comparable sInetilty eas; uoally five-oese svenoies 50dbn in 1960. 1970. and 1979. most countries abolished liesIng.
Family Planng - Acceptors, aIeuol (ntehuands) - Annsi nnabee of acceptors P seteers (ner nhooand ronulatirn) - TV fesivors fnr iroadeset to

of bioth-acntrol derices ander auspice, of natioal Easily planning program. ganmel publin pen thousend pcolon:o; sxnindos rolmicnted TV reriversFemily Ptane -lsmrs tercent of married women) - Percentage of married is conrime and in years then reg.trtton of TV mete cam in effoct.
ttomsncf ohild-bereg age (15-I4 peotel Io use birth-,ontol dvices to Nvemnpaper Circultos lper nihonaed p pualatlon) - Shows tie aoerage air-.11 married ten in earn agm group. nolatis of "daily general lnterest oespaper", uefired asperadiak

publication devoted primarily to recrding general roos. It is contidored
FOOD AND NUTRITION to be "daily" if in appears at laa four tLimsa ek.

Index of Food Production oer Capita (1969-71-100) - Inde of pr capita annual Cisne- Annnal Attendance Per Cait. n t Year - Bsd on th number of
production of all food cnomodities. Production sclud s seed and feed end tickets told during the year. including admisios to drive-in cineasis en calendar year basis. Cosmoditie cover primary gonds (e.g. sugarcane and mobil. unite.
Imstead of wagar) which are adible and contain nutrients (e.g. coffee and
tea are excluded). Aggregane prducetion of each country is based on LABOR FORCE

arioniL oetage producer price weights; 1961-65, 1970. and 1979 data. Total Labor Force (thousands) - Economically active persons, includingPer .. ita s.r"Iy of (ploriet prcent of rqutre..mts ) - Computed from armd f1oee and unmploPyed hot exnlodtng hostrivos, itoderns, e1m..energysqaivalent of ng food tupplisnavnilablo in country pe cspit coverIng pOpulatno of all ugos. lefintione in oarloot corntrios a.e
pa. day. Anailable sppiles copris doIstic proction, lpnrts lest trot coparable; 1960, 1970 and 1979 data.

empants. nd chonget in stock. fee ovppl iotsexlde OnImol feed, teds, Peals ineren) - Fesals labor farc.e as pe.enage of total labor force.
qoon~lt os used In focd proceosing, and lances in dintributLon. Rsqnire- Agricultupc (perent) - Labor farco in ferming, foretey, ueting andsent. were estimated by FA based on phyalelogical eeds for normal aell- ishing as percentaga of tonsl labor forte; 1960, 1970 and 1979 data.

city and health tonsidrlcgtnvrro ai Ieeperature., body onightsage ndustry (percent) - Labor force in mining. onstruction. manufacturing
and sex distrbutio of pOplatlan, 0nd allocing 10 pe.eent for ageat ord eletrcity, cater and gas an percentage of total labor inre.; 1960.household level; 1961-65. 1971. and 1977 data. 1970 and 1979 data.

Per arta s 1pp , of jrnrsin (graM Ker 0a0 ) - Prcat.econteot of per capita Participaston Oats (percent) - total, mole, ord fesle - Participation ornet sopply of foud per day. Net supply of Pond Is defIned as abone. Rs- activity rates ape computed en total, main. aod teesle labor forts on
quirementt for all countries established by USDA provide for Minium per.eni.ges of total. male snd femalt pcpnlario of oIl ages Pespnetinely;e1lstance ef 60 gross of total pretoin psr day and 20 gras of animal and 1960. 1970. and 1979 data. These are baued on I0's participation rates

plse protein, of hch '0 'ro.. should be anImal protein. Thennanand- reflectingge-n mrncnLure of the populetion. and long time trend. Aarde are Lower than those of 75 grons of total protein and 23 gras of fee estarec are Erosmnational sources.animal protein as an average for the wor td. prop.od by FAt in the Third fEconneit Deprrdencn Oalia - Ratio of pop.lation under 15 and 65 and oeWorld Food Surney; 1961-65, 1970 and 1977 data. to the tat labor forcs.Par rapt,. protein a p ply frem animal__and pulye - Protein supply of food de-tived fros nimlt and pulase in trasa per day; 1961-65, 1970 and 1977 data. I-COM 1ilTtiBLIi
Child (aes 1-4) torrelity Rats (nor toosod) - Annual death per th.us.nd it r c In c mk d) - NCepaEed by richet

ege geoup 1-4. yeara, ta nildren in ti age aroop; foe nest deneioping con- 5perennere tf rteg 00 peose.o pen as 20d kiest nd ore oe by rette date deried Ero life tble; 19i0, 1970 and 1979 data . 5 peceris nt and poorest 40 percent":.I Id- YZ t, U ij and1 7,d. f ho .. eld..
HEALTH POVERTY TAOP ROUPS

Life EpectnoAt Birth (yer.) - Aversge number of years of life remaining The tART ese p m
at birth; 190, 1970 and 1979 data. p w.re I p y lv ,

dAnnual death* of infants under one year d stihld be tnerpreted !lth coetdereblo oeutou
01 ate ret thouuand live births.E I ! ( pr )nimal

A dbslte poverty income level Ia cr55 income Irool heloe ohor 5 mIolmal
A ae ses o S al, pe i tW ar I re ro e~ nd r rp 7 7 e th rei o a b e . ate d u r - Nf . nutr itionally adequa te d ie t pl .. e se ial non- food requtremen ts is no ther of people tL. uriso end. bre~l n: rt suo imcoe osf teoeeeesrrpply (Includes t--ated wrface aters or untreated ob unIovtaetesgsd sotda rPLv0

eater slrh es that from protected borehole,. springs, and sanitary -11.e) as EorateRlatie Pnerry nIe level it st per ctied o a ra pr d cepit -
percentages of ther Ifnrepc tios pOplatlu's. I0 en frbn ores pubtl y:r

toaatcisoeasardpnss incated ncr mare than 20 negep. from e hoase may he personal tocos of c cotry. Urhen lenel Is derted from the rural
ossedsred es lining vigth reasable erces I of sta hous. to rural ermas Inval oth sdjustnevt for hIther cost of lining In urhee trees.

reasonshle g.,nt worr:d i.ply met tre hoosesifs us neshera yE the hrehlold E remagod P.olarion alon Absolute Poverty Inooe Level .ercrnt) -ebanre t :_e _ Ipdis r '7 y h. ih d and rural - Petent of population (urban and rural) who are "abeLiaed Er - -~r to s dv , dieproirrrttotate port of ti dcy I, r:fthieg ths Peer..
i li e ' s 1 n a e r r e pb.s . p o o r

Arrrss trr Esiceta Drsrrral .f.rey rcet prjrla irnn- tota urbrnoodrec --
fotber at p.pIn (ital. rbhan, arrd rrcoii sroed bty escreta diapost as

pecn a tes fhrrslrepeoioe populo Ios. ecrets disposal sap inc inds
the criicuon and disposal, with r a.ithooh te t.er, rth uan oxret
jad neeto-sata. by eater-bone systems or the us of pit pivIs. -sd stmi. goesga- . anl y ocial ..e Division
lnr ietati, dare Analysis and Projections Department

Povtar ion per.ihytilan - Papalstioa ditdsd iby noaber at at tiling physi- Ky 1181
I:rr- qrlified fr.s a . edtoal schror .r. urrsrIy level.

.. lf..ulEio. Nut ing Pr-n0 - i'opulation iidd by number f practicing
male sod female graduate nrse., practical nurses, and .singat nures..
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Population 3,076 (mid-1981, thousands) Attachment 3GNP per capita: US$786 (1981) Table 1

PAPUA NEW GUINEA

Economic Indicators

Amount
(USS mn.

at current Annual growth rate (%) at constant 1979 prices
prices) Actual Projected

Indicator 1979 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985

National Accounts

Gross domestic product /a 2,269 -0.9 -3.4 0.8 5.9 2.9 2.0 2.2 2.6 1.6 -0.2 5.5Agriculture. 765 3.5 4.1 1.6 3.2 3.0 3.6 -2.0 - 2.0 3.0 3.5Industry 674 -1.4 16.6 -0.3 8.3 1.1 2.6 6.0 11.2 6.5 -4.0 11.4Services 752 -4.9 -11.4 0.5 3.9 2.0 0.0 3.0 -3.0 -4.0 1.0 1.0
Consumption 1,747 2.5 0.1 3.3 1.3 4.8 11.1 -8.2 3.7 2.7 2.2 -3.0Gross investment 525 -1.0 -9.6 7.9 8.7 12.8 -7.8 22.2 13.5 -4.5 -9.2 11.5Exports of GNFS 1,043 -3.5 -8.7 4.0 9.0 -0.5 -0.5 8.8 -0.2 0.7 1.7 14.2Imports of GNFS 1,046 2.1 -6.4 11.5 2.1 7.8 9.4 -0.9 7.3 -1.0 0.5 3.1
Gross national savings. 467 -23.0 15.3 7.8 7.8 5.1 - --

Prices

GDP deflator (1979 - 100> 68.2 81.6 87.7 88.1 100.0
Exchange rate (US$) 0.7 0.8 0.8 0.8 0.71

Share of GDP at market prices (Z) Average annual increase (%)
(at current prices) /b (at constant 1979 prices)

1965 1970 1975 1980 1985 1990 1965-70 1970-75-1975-80 1980-85-1985-90

Gross domesti product 100.0 100.0 100.0 100.0 100.0 100.0 6-.7 4.3 1.8 2.1 4.9Agriculture 41.6 37.2 29.7 35.4 33.7 31.7 - 3.9 3.0 1.4 3.5Industry 17.9 22.1 28.5 30.0 37.0 43.8 - 10.6 4.9 5.6 8.8Services 40.5 40.7 41.8 33.6 29.3 24.5 - 3.6 -0.2 -1.0 1.0
Consumption 98.3 93.9 86.1 83.7 72.2 75.0 5.9 1.3 3.7 0.4 5.6Gross investment 21.6 41.6 20.0 20.9 25.0 16.9 21.9 -16.9 .4.1 4.0 -2.4Exports GNFS 18.0 18.5 40.0 44.9 50.8 49.5 10.1 27.5 1.6 3.7 4.2Imports GNFS 38.0 53.9 46.2 49.4 48.0 41.4 17.5 -3.4 5.2 1.8 1.8
Gross national savings - 20.3 23.4 21.9 16.2 17.5 - - -

As % of GDP
1960 1970 1975

Public Finance
Current revenues 15.4 11.8- 17.8
Current expenditures 33.7 28.9 33.8
Surplus (+) or deficit (-) -18.3 -17.1 -16.0
Capital expenditure 16.1 7.7 3.2,
Foreign financing 34.4 24.8 19.2

1965-70 1970-75 1975-80 1980-85 1985-90

Other Indicators
GNP growth rate (%) 6.3 4.3 1.8 1.1 5.4
GNP per capita growth rate (%) 2.4 1.9 -0.5 -1.2 3.0
Energy consumption growth rate (%) - - - - -

ICOR 3.2 9.0 12.6 10.5 4.4Marginal savings rate -0.6 0.3 -0.8 - -
Import elasticity 2.6 -0.8 2.4 0.9 0.4

/d At market prices; components may be expressed at factor cost and will not add due to exclusion of net indirect
taxes and subsidies.

/b Projected years at constant 1979 prices.

- - not available
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Population : 3,076 (mid-1981, thousands) Attachment 3
GNP per capita: US$786 (1981) Table 2

PAPUA NEW GUINEA

External Trade

Amount
(USJ mln.

at current Annual growth rates (%)- at constant 1979 prices
prices) Actual Projected

Indicator 1979 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985

External Trade

Merchandise exports 989.3 -14.0 8.9 16.1 -3.2 -2.2 9.1 -0.3 0.6 1.6 14.7
Primary 989.3 -14.0 8.9 16.1 -3.2 -2.2 9.1 -0.3 0.6 1.6 14.7Manufactures - - - - - - - - - - -

Merchandise imports 791.8 -14.8 20.3 10.2 14.7 6.9 -1.2 10.2 -1.1 0.1 3.4
Food n.a. -18.9 n.a. n.a. n.a. 12.3 -0.4 -1.5 -0.7 2.4 3.2
Petroleum n.a. 5.6 n.a. n.a. n.a. -23.3 -0.3 -1.3 -0.6 2.1 2.7
Machinery and equipment n.a. -15.0 n.a. n.a. n.a. 12.5 -2.4 29.9 -0.2 -3.5 5.2Others n.a. -20.3 n.a. n.a. n.a. 12.3 -0.3 -4.0 -3.5 4.4 0.3

Prices

Export price index - - - 100.0 102.5 92.5 106.2 119.5 134.3 155.3
Import price index - - - 100.0 117.8 130.1 140.5 152.0 164.0 175.9Terms of trade index - - - 100.0 87.0 71.1 75.6 78.6 81.9 88.3

Composition of merchandise trade (%) Average annual increase (%)
(at current prices) /a (at constant 1979 prices)

1960 1970 1975 1980 1985 1990 1966-70 1970-75 1975-80 1980-85 1985-90

Exports 100.0 100.0 100.0 100.0 100.0 100.0 3.1 27.1 0.5 3.7 4.2
Primary 100.0 100.0 100.0 100.0- 100.0 100.0- 3.1 27.1 0-.5 3.7 4.2
anfactures - -

Imports 100.0 100.0 100.0 100.0 100.0 100.0 12.1 -1.4 2.2 2.3 1.6Food 22.8 16.9 21.0 23.1 21.4 23.4 6.5 2.8 4.2 0.4 3.3Petroleum 12.8 14.7 12.0 11.1 10.2 10.9 16.2 -5.5 0.6 0.4 2.9
achinery and equipment 25.7 42.3 38.8 39.6 45.7 40.0 27.0 -3.1 -6.1 5.6 -0.9

Others 38.7 26.1 28.2 26.2 22.7 25.7 1.6 0.1 -3.1 -0.9 3.9

Share of trade with
Share of trade with Share of trade with capital surplus oil

industrial countries (%) developing countries (%) exporters (%)
1965 1970 1975 1965 1970 1975 1965 1970 1975

Exports n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Primary n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Manufactures n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Imports n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

/a Projected years at constant prices.

/b Data on direction of trade is not available.
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Population : 3,076 (mid-1981, thousands) Attachment 3GNP per capita: US$786 (1981) Table 3

PAPUA NEW GUINEA

Balance of Payments, External Capital and Debt
(US$ million at current prices)

Actual Projected
Indicator 1970 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1990

Balance of Payments

Exports of goods and services - - 666 776 835 1,101 1,111 1,094 1,244 1,402 1,589- 2,068 3,600
Of which: Merchandise f.o.b. - - 563 699 752 969 989 974 1,114 1,262 1,441 1,911 3,347

Imports of goods and services - - 710 848 1,039 1,179 1,528 1,570 1,828 2,019 2,200 2,478 3,508
Of which:. Merchandise f.o.b. - - 434 559 687 760 983 1,073 1,277 1,366 1,474 1,634 2,434

Net transfers - - 97 188 190 185 163 190 184 182 182 174 242

Current account balance - - 53 115 -14 107 -253 -285 -400 -436 -429 -235 335

Private direct investment - - 23 - 18 34 40 61 156 179 106 68 72 97MLT loans (net) 25 40 24 32 19 34 99 170 264 362 392 209 7
Official 4 16 8 11 23 13 53 26 134 123 285 140 -3
Private 21 23 16 22 -4. 21 46 144 130 239 107 70 10Other capital -25 115 -57 -26 -32 -65 43 - - -0 - - -0Change in reserves - -154 -43 -140 -7 -116 5a -41 -43 -32 -30 -46 -439

International reserves - 179 257 431 431 555 473 514 557 589 619 665 1,693Of which gold
Reserves as months imports - - 4 6 5 6 4 4 4 3 3 3 6

External Capital and Debt

Gross Disbursem4nta
Official grants - - - - - - 269 283 293 301 310 313 332
Concessional loans 1 6 6 12 21 10 41 24 30 40 43 39 13DAC - - - - - - 2. 6 13 22 28 27 12OPEC -- 3 1 - - - - -

IDA 1 5 2 8 5 6 13 10 - 11 11 10 7 1Other - 1 4 4 16 3 24 7 6 6 6 5 1Nonconcessional loans 24 28 26 29 7 43 93 175 270 361 409 275 112Official exports credits 2 - - - - - 5 1 0 - - - -
IBRD 1. 13 6 4 5 5 2 4 7 10 14 22 74Other multilateral - - - - 3 3 11 5 105 84 239 111 27-
Private 21 25 20 25 - 35 75 165 158 267 156 142 10

External Debt
Debt outstanding and disbursed 36 275 286- 335 370 393 534 687 933 1,274 1,598 1,661 1,418
Official 4 99 103 115 139 147 212 238 372 495 780 919 872
Private 32 176 183 220 231 246 322 448 561 779 819 742 546Undisbursed debt 41 35 47 76 93 85 117 147 163 173 195 223 404

Debt Service
Total service payments 1 20 26 27 32 46 65 71 91 102 131 193 172Interest 1 16 19 19 22 26 30 43 54 63 70 88 54
Payments as % exports - - 4.0 3.5 3.8 4.2 5.8 6.5 7.3 7.2 8.2 9.3 4.8

Average interest rate on new loans (%) 6.0 9.6 5.5 5.7 1.3 11.3 - 8.4 8.9 9.3 9.3 9.0 7.8Official 5.0 - 4.1 3.8 1.3 7.6 - - - - - - -
Private 7.7 9.6 8.3 9.2 - 12.0 - - - - - - -

Average maturity of new loans (years) 23.8 7.4 24.1 26.8 35.9 11.0 - 15.0 12.8 11.0 11.2 12.4 20.1Official 24.3 - 33.0 37.9 35.9 25.3 - - - - - - -
Private 22.9 7.4 6.4 7.0 - 8.4 - - - - - - -

As % of debt oustanding
at end of most recent

year (1980)

Maturity structure of debt outstanding
Principal due within 5 years 27.1
Principal due within 10 years 42.4

Interest structure of debt outstanding
Interest due within first year 4.0
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PAPUA NEW GUINEA

Country Economic and Sector Work Program FY83-87

1. Economic Work. A substantial Country Economic Memorandum was
completed in December 1981 and this, together with the Agricultural Services
Review, will form the principal background of economic work in FY83. As
indicated in the body of this CPP, Papua New Guinea's growth record has

been inadequate given its substantial endowment in agricultural and mineral
resources. While this relatively poor performance can in part be ascribed
to the birth pains associated with independence, localization (particularly
as it concerns plantation agriculture) and the increasing drive toward
decentralization, there is little doubt that the weak institutional
framework for the management of economic development has also played a
considerable role in inhibiting Papua New Guinea's growth prospects. In

part this reflects a conservative and basically laissez-faire development
policy born of the mid-1970s when agriculture and mineral exports were
booming; in part it also reflects the virtually wholesale importation of

Australian administrative practices laying heavy stress on regulatory
intervention more suited to a developed economy with its own inherent
dynamism.

2. Major economic work.on public administration, already beginning in
FY82, is planned for FY83-84. Although the issue is a sensitive one, and

details must yet be worked out-with the Government, principal areas of.
economic work are likely to be two: (a) analyzing the ways in which public
administration institutions might be restructured in order to increase their

ability to focus on development planning, which now only takes place on an
ad hoc-basis. In practical fact this may involve examining ways in which
project identification and implementation capabilities can be strengthened
in the relevant ministries and coordinated with the National Planning Office.
However, this may also involve (i) the establishment of intragovernmental
forums to examine and discuss development priorities; (ii) consolidation of a

number of now overlapping functions encumbering decision-making in this
area; (iii) vitalizing and strengthening the role of the NPO; and
(iv) introduction of mechanism for integrating macro-economic policy-making
with forward development planning; (b) identification of the principal
regulatory constraints to development. These are, among others, the
independent minimum wage boards, the regulation of road, air and water
transport, regulation of all industrial activity, stringent environmental
controls, etc. Analysis of possible ways in which these constraints
might be loosened consistent with the economic environment of Papua New
Guinea will be undertaken.

3. An initial mission will take place during FY82 to establish
detailed terms of reference for future work in these areas with Papua New
Guinean leaders and their expatriate staffs. It is possible that other
aspects of public administration from those described above, including
localization, and regulation of foreign direct investment (NIDA) and
decentralization, may be brought up as well. However, NIDA's activities
will be the object of study by the Commonwealth Secretariat, and the other
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areas may prove too politically sensitive, so that it may be prudent not to
get involved with them. Nonetheless, given the importance of
decentralization on the economy as a whole and on its future development
prospects, this is an area where some careful input by the Bank may be
desirable.

4. Assuming approval of the terms of reference to include making the
public administration apparatus more growth and less regulation-oriented
(and possibly including the management of decentralization as well) a
substantial mission will take place in early FY83 to carry out a
thoroughgoing analysis of the situation and to prepare detailed
recommendations. It is entirely possible that these recommendations will
lead to further technical assistance, either within the framework of CESW or
as an actual technical assistance project.

5. Sector Work. Major sector work for FY83 will concentrate on
manpower and training needs in PNG. A primary reference document for this
work will be the study recently published by the National Planning Office,
the National Manpower Assessment. Among others, this study focuses on the
projected growing mismatch between secondary level graduates and the jobs
which are projected to be available to them. While the document shows some
analytical problems, it does provide some basis for projecting future
education and training needs in a wide spectrum of areas. It is possible
that sectoral analysis in this area may dovetail with the economic work
planned for public administration, particularly where intensified, and more
specific training may be required for the localization of jobs currently
held by expatriates.

6. Wbile no more sector work in agriculture is contemplated for the
coming fiscal year, the agricultural services review pinpoints a number of
areas where improvements in planning, administration, project identification
and research are needed. Because actions to be taken in these areas
will be complementary with those likely to be recommended under economic
work planned for overall public administration, collateral work - possibly
within the framework of an agricultural support services project - may be
required.

7. Sector work in forestry is complicated by the fact that much of
the problems associated with exploitation of this renewable resource have to
do with national government regulation, a large number of institutions with
partial responsibility, the conflict between national and provincial
governments, and issues of land ownership and access. As such, the technical
problems are probably less of an issue than those of public administration.

8. Sector work in energy is being undertaken in the form of an
energy survey financed by a joint UNDP/Bank program. Rather than
program a small follow-up operation to the FY83 petroleum technical
assistance loan it might make more sense to include funds for support
of hydro power and thermal development as well and initiate a
comprehensive energy loan.
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PAPUA NLW GUINEA

COUNTRY PROGRAM PAPER

Economic and Sector Work Program by Task, FY82-84

Total staffweeks required
Managing FY82 FY83 FY94

Task Aims and coverage division (Estimate) (Budget) (Plan)

I. Regionally Managed

A. Economic Reports (ERA)

a. Country Economic Memo To review long-term strategic options and AEADD 10 - -
prospects for development. Work will draw
on recently completed agricultural sector
review.

b. Public Administration Review will primarily focus on institu- AEADD 10 45 10
tional aspects, implications of localiza-
tion and the technical and professional
manpower requirements to improve the effi-
ciency and effectiveness of public admin-
istration.

B. Sector Reports (SRA)

1. Special Studies

a. Technical and Pro- The survey will assess the manpower and - - 20 -
fessional Manpower training needs of PNG.

b. Food Crops Reviews Review will examine economics of domestic AEADD - - 44
production vs-. imports and help government
to develop a food policy.

C. CPP - 15 - -

D. Other Economic and Sector
Work (EWO and SWO) 15 15 15

Total 50 80 70

II. COPD-Managed

A. Sector Reports (SRA)

1. Energy Assessment Review to focus on development of an energy 27 - -
policy for the development of oil and gas
and renewable energy sources.

Total 27 - -
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION C

OFFICE MEMORANDUM
TO: Members of the Operations Policy Sub-Committee DATE: August 20, 1982

FROM: E. Bevan Waide, Director, CPDN!' N

SUBJECT: URUGUAY and YUGOSLAVIA Graduation Papers

The Operations Policy Sub-Committee will meet on Wednesday,

August 25, at 9:30 a.m. in Room E-1208 to consider the attached

graduation papers on Uruguay and Yugoslavia.

Also attached are an agenda and comments on major policy

issues identified by the Country Policy Department for consideration

by the Sub-Committee. Mr. Stern's paper is attached for information.

Attachments: 1) Uruguay - Graduation from the Bank

2) Yugoslavia - Graduation Program & Strategy

3) Agenda

4) Mr. Stern's memo dated April 5, 1982.

cc: Regional Offices (with attachment #3 only)

LAC: Messrs. Pfeffermann EMENA: Messrs. Dubey

Lerdau Karaosmanoglu
van der Meer Finzi

Perez Picciotto

Levy Colaco

Schloss Chopra
Johnson

cc: Ms. Pratt Messrs. Chernick o/r

Mr. Humphrey Edelman

Mr. Robless



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: August 12, 1982

TO: Mr. E. Stern, Senior Vice President

FROM: Attila Karaosmanoglu, Acting Regional Vice President, EMENA,

SUBJECT: YUGOSLAVIA: Graduation Program and Strategy

1. In accordance with your instructions on procedures to be followed

for graduating countries, attached is the paper on the graduation program and

strategy for Yugoslavia for consideration by the OPSC. Preliminary
discussions were held with the Government in June and the attached paper

incorporates the results of these discussions.

2. Sufficient copies of the paper have been sent to CPD for

distribution and arrangement of the necessary procedure for consideration of

the paper.

cc: Messrs Waide/Chernick (CPD) (13 copies),
Chaufournier (EMNVP), Picciotto (EMP) (8 copies), Dubey (EMNVP),
Finzi (EMNVP), Colaco (EM).

RChopra/bsw.



YUGOSLAVIA - GRADUATION PROGRAM AND STRATEGY

Introduction

1. Following the Board decision of January 26, 1982 to consider a
country eligible for graduation from the Bank when it reaches a level of
per capita income of $2650 in 1980 dollars, this paper proposes the
approach to be followed in the case of Yugoslavia. Preliminary discussions
were held with the Yugoslav Government in June 1982 and this paper reflects
the results of those discussions.

2. Yugoslavia had a per capita income of $2620 in 1980 prices,
marginally below the threshold level set by the Board. The per capita
income reported to the Board in the "Per Capita Income Guidelines for
Operational Purposes," (July 28, 1982), was $2790 in 1981 prices. The
threshold level in 1981 prices for graduation has not yet been finalized
but is likely to be in the range of $2850-2880, that is somewhat above the
Yugoslav per capita income. With the slow growth of about 2-3% per annum
expected for the next few years and the likely devaluation of the dinar as
a result of the presently floating exchange rate, per capita income is
likely to hover around or may conceivably remain marginally below the
threshold level established for 1982 and possibly 1983. Secondly, the
Government has sent a technical note to the Bank questioning the Atlas
calculation of the per capita income of Yugoslavia. Our preliminary
assessment is that some points made in the note are valid, while others
suggest a misunderstanding of Bank methodology by the Yugoslavs. While any
adjustments ultimately made will not lead to a significant change in
Yugoslavia's per capita income, a reduction of up to 3% cannot be ruled out.

3. The Board decision on graduation comes at a time when the Yugoslav
Government is attempting major structural adjustments in response to the
severe economic difficulties over the last two to three years. The
Government strategy is based on the need to reduce balance of payments
deficits as quickly as possible. Its stabilization program, fully
supported by the IMF, implies a significant reduction in overall growth
rates compared to the seventies. These developments in Yugoslavia as well
as the adverse international economic climate have led to a review of the
Bank strategy followed in the past. The proposals contained in this paper
address both the changes required in the light of the new graduation policy
as well as those emerging from this review of Bank strategy. Thus, a
number of changes proposed in this paper would be called for irrespective
of recent developments on graduation. The main additional dimensions
arising from graduation are (i) to limit the time period over which lending
can continue and (ii) to reorient to the extent necessary the financial and
non-financial assistance of the World Bank to facilitate Yugoslavia's
access to the capital markets and more broadly to help Yugoslavia prepare
for the post-graduation period. The changes in the lending strategy, apart
from the time period and lending levels involved, are dominantly based on
the structural-adjustment needs of the country. Technical assistance
requirements on the other hand are partly a result of graduation and partly
a result of structural adjustment needs. As is discussed more fully below,
the financial situation of the Bank and graduation are closely linked to
the proposals for increased emphasis on co-financing, reorientation of some
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parts of the Economic and Sector Work (ESW) and some components of

reimbursable technical assistance. On the other band, project related and
non-project technical assistance components in agriculture proposed in this
paper are based on country needs irrespective of graduation, as is the
proposal to assist the Yugoslav Bank for International Economic Cooperation
(YBIEC).

A. ECONOMIC SITUATION AND PROSPECTS

4. Yugoslavia's postwar economic development record is among the most
impressive of the developing countries. The rate of economic growth has
averaged over 6% in the past three decades and Yugoslavia has transformed
itself from an essentially rural, traditional society into a modern
industrial state. Notwithstanding these achievements, however, Yugoslavia
today faces perhaps its most difficult economic situation since it
liberalized its economy in 1965.

5. Although the economic stabilization program has succeeded in
reducing the balance of payments current account deficit -- from a record
$3.7 billion in 1979 to only $0.8 billion in 1981 -- the economy has paid a
high cost. Economic growth slowed to about 2% per annum in 1980 and 1981,
while gross investment decreased by 3.2% and 1.2% in 1980 and 1981
respectively.

6. Domestic inflation has been a substantial problem in the last two
years. Following a substantial devaluation and the dismantling of domestic
price controls, the rate of inflation accelerated to 56% in the first half
of 1981. As a result of the stabilization program and the reimposition of
stricter price controls, the inflation rate was reduced to 25% in the
second half of the year, resulting in an average inflation of 39%
throughout the year. In 1982 the original target was to limit price
increases to 15%. However, the efforts to restrain inflation have been
complicated by the attempts of policymakers to move in other areas, such as
adjusting relative prices, reducing subsidies and altering the exchange

rate. To take account of the divergent pulls of these conflicting
objectives and in an effort to control inflation, the Government announced,
starting in early August, a price freeze till the end of 1982. Despite
adoption of a comprehensive anti-inflation program in June this year,
inflation could be about 25% for the year, unless the price freeze
effectively puts the lid on price increases for the rest of the year.

7. Yugoslavia has encountered serious constraints in the
international capital markets in the last two years. Although the country
made substantial use of foreign capital over the 1970's, its relationship
with commercial banks, particularly in the area of syndicated financial
credits, has remained somewhat uneasy. Commercial bank perceptions of
Yugoslavia have been colored by the belief that the system of borrowing was
too decentralized for effective control, a view lent substance by
uncoordinated approaches to the markets by Yugoslav borrowers and banks,
and perceived weaknesses in negotiating strategy. These underlying
negative perceptions have been compounded by other factors. These include

the large current account deficits in 1979 and 1980 and consequent losses
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in reserves; the death of President Tito in May 1980 and uncertainty on the

smoothness of the succession; the acceleration of domestic inflation; and
the effects of events in Poland, and more recently Romania. As a

consequence of these developments since 1980 Yugoslavia has found itself
unable to borrow medium- and long-term financial credits on a purely

commercial basis. In response the government has negotiated credit lines
on a government to government basis, has made heavy use of IMF resources

and has used short-term borrowing more actively than in the past. At the

same time, the experience of such a marked shift in commercial bank

sentiments has motivated the authorities to control the growth of

indebtedness by a rapid reduction in balance of payments deficits - in

other words to adopt a strategy of extreme caution on the external side,
with concommitant costs in growth. The attitude of the banks toward

Yugoslavia has remained cool throughout 1981, and has been further
influenced by some delays in payments to suppliers, and by liquidity

problems encountered by a Croatian bank in April 1982. As against this
there is growing appreciation within the banking community of the very

tough short-term measures Yugoslavia has undertaken and this may lead to a

reappraisal of Yugoslavia by the banks in due course. Even if such a shift

in sentiment does occur, the amount of commercial lending to Yugoslavia is

likely to remain limited in the near future and Yugoslavia may in any event
choose to proceed with restraint because it has decided on reduced use of

external finance as a basic orientation of the plan.

8. These difficulties greatly amplify Yugoslavia's problems of

regional income disparities and unemployment. Although transfers from the

more developed regions (MDR) amount to about 10% of the income of the less

developed regions (LDR) and regional development and growth performance
throughout Yugoslavia has been impressive, large regional income

disparities still persist. In the case of Kosovo -- the country's least
developed region -- per capita income is declining relative to the

national average (see Annex III for a detailed table on regional disparity
indicators). Linked to the issue of regional income disparities has been

the problem of providing adequate employment opportunities in the modern

sector. Despite an impressive employment record (employment growth of 4%

per annum in the social sector during 1970-80), substantial productivity
and income differentials remain between the modern (mainly social) and the
traditional (private or individual agricultural) sectors. The persistence
of these differentials results in high demand for modern sector employment

on the part of the rural labor force. Unemployment rates have risen
rapidly from about 7% in 1971 to over 12% in 1980. The incidence of
unemployment is highly regionalized, because population and labor force
growth rates, as well as the proportion of agricultural employment, are all

much higher in the LDR 1/. Given the slowdown in economic growth in

1/ In 1980 unemployment rates ranged from 28.0% in Kosovo to 1.4% in

Slovenia. These rates are not strictly comparable to those in other
countries. They represent the ratio of registered job seekers (including
some currently employed) to social sector labor force. The ratio of
registered job seekers to total resident labor force would be about 9% in

1980.
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Yugoslavia, unemployment will remain a serious economic problem in the

future, particularly in the LDR.

9. These problems pose difficult choices for Yugoslavia's political

leadership. At present external constraints provide only limited room for
maneuver, and longer term goals of restoring growth, stimulating employment
and fostering balanced regional development have to be sacrificed to more

immediate objectives of strengthening the balance of payments and
countering inflation. At the same time the process of developing an
overall system which enables the country to manage its economy efficiently,

consistent with the objectives of regional autonomy and worker
self-management is only partially complete. Over the past plan period a

series of institutional changes were introduced designed to strengthen the

process of self-management in economic decision-making. One of the key
problems for the country is to make these new structures work more
effectively and to develop additional tools to improve the economic
efficiency of investment, particularly as the stabilization program entails

a lower investment effort than in the past.

10. In recognition of these deficiencies, the last year has seen a

wave of activity, aimed at resolving interrepublican differences on
medium-term strategy, increasing discipline in economic management, and
creating public acceptance of a period of prolonged austerity. Certain

general orientations have emerged from this activity. Slow growth will be
maintained for at least the next two years, and exports will be strongly
supported. In addition decisions have apparently been taken to increase

the role of the market in resource allocation. As against this there has

been little visible progress made in articulating more coherent investment
strategies in major sectors, or in promoting investment efficiency more

generally.

Plan Strategy, 1981-85 and Prospects

11. The federal five-year plan, covering the 1981-85 period, was

formally ,adopted in March 1981, and stressed external adjustment and

stabilization, rather than growth, as its main objectives. Developments in

1981 and 1982 both in the domestic economy and in external credit

availability soon invalidated the plan's assumptions and a revised plan is

soon to be issued. This will reflect an even faster elimination of the

current account deficit, and a transition to net surplus before the end of

the plan. Economic growth over the plan is likely to be considerably lower

than the original target of 4.5%; the attempt to reconcile this with fast

growth of exports and maintenance of real social sector wages implies

continued pressure on investment expenditure. While continued progress on --

the balance of payments, control of investment and reduction in inflation
are likely to be achieved, the cost in growth is likely to be high. The

following paragraphs discuss the main elements needed to return the economy

to a higher growth path over the medium-term.

12. One of the lessons of the 1976-80 plan is that it is very

difficult to pursue a policy of export expansion within a framework
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oriented to import substitution. In the last plan, the incentive framework

greatly increased the attractiveness of production for the home market as

opposed to exporting. In addition, the orientation of investment policy
was toward import substitution, particularly in raw materials and energy.

For a variety of reasons, including the low cost of borrowed funds,
investment projects were begun on a very broad front and a large number of

projects were incomplete at the end of the Plan. Although Yugoslavia is

currently in the process of narrowing down its investment priorities to
make room for new export projects, it is likely that at least 40% of

investment expenditures in the current plan period will be required to

complete the unfinished projects from the last plan. Given the experience

of the last plan this is likely to be an underestimate. Nevertheless,
relatively little thought has been given to reevaluating these projects and

ranking them consistently from the point of view of their expected net

benefits to the economy and setting priorities accordingly. In addition

the gestation lags involved in completing new investment projects mean that

it will take some time before any new export oriented projects can be

expected to come on stream. Therefore, although the redirection of

investment toward exporting activities represents an important long term
adjustment, in the shorter term balance of payments considerations dictate

a shift in the pattern of current production away from home market sales

into export markets.

13. This shift in market orientation requires a sustained

restructuring of the pattern of economic incentives away from import

substitution. This has been recognized in a series of devaluations since

June 1980 and in the decision to link future adjustments in the exchange
rate to relative price trends between Yugoslavia and its major trading

partners. A continued commitment to realistic exchange rate policies will

be needed to ensure sustained export growth. Nevertheless, there is

understandable concern within Yugoslavia that further exchange rate changes

in the absence of sufficient foreign exchange effectively to liberalize

imports will simply exacerbate inflation. The increase in deposit interest

rates announced earlier this year, though still insufficient to lead to

positive lending rates in real terms in all sectors, is also a step in the

right direction to limit investment demand. Further increases in interest

rates are likely to occur only gradually. However, with a decline in the

rate of inflation, interest rates should play a more meaningful role in the

future as an instrument for resource allocation.

14. Over the medium term, Yugoslavia needs gradually to dismantle the

complex edifice of trade and payments restrictions which pull resources
toward production for the home market and away from export activities.

Although there are clear and justified reasons against immediate and

wholesale liberalization, there is a need to prepare a package of reforms

that can be implemented over the medium term. This needs to be

complemented by moves to strengthen Yugoslavia's investment planning

framework, and continuing efforts to increase the role of interest rates in

allocation.

15. The introduction of the domestic stabilization program, which has

considerably dampened domestic demand, coupled with movements in the
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exchange rate, have generated a revival in Yugoslav exports. Merchandise
exports increased by 11.2% and 10.6% in 1980 and 1981 respectively.
However, exports to the OECD area remained essentially flat in volume terms
during both years and there was a strong reorientation of commodity trade

toward the Centrally Planned Economies (CPE) and the Developing Countries
(LDC) markets although exports to the convertible currency area picked up
in the last half of 1981 and the first quarter of 1982. The shift toward
the CPE and LDC markets and the weak performance in the OECD market
reflects a continued lack of export competitiveness. This shift has
increased concern both within and outside Yugoslavia over the ability of
the country to service its external debt (which is largely denominated in
convertible currency) and to some extent has offset the favorable
recognition by the international capital markets of Yugoslavia's success in
reducing the current account deficit. While the convertible currency debt
service ratio at about 25% in 1981 is higher than the total debt service
ratio at 17.8%, even the former debt-service burden would by no means be
excessively onerous for a country at Yugoslavia's level of development
under normal circumstances. However the unwillingness of some commercial
banks to roll over their debt has created a serious liquidity squeeze at
present, a situation which is complicated by the relative immobility of
foreign exchange across republican boundaries. The Yugoslav authorities
have repeated their resolve to meet all debt-service obligations and have
take administrative action to pool foreign exchange resources to meet
debt-service obligations.

16. Projections shown in Table 1 provide an indication of the range of
possible outcomes for Yugoslavia under alternate assumptions on export
performance and trends in the real price of oil. Case A assumes that the
Yugoslavs are successful in achieving a fairly high merchandise export
growth rate of 7.4%, approximately equal to their original targets for the
plan, and also assumes that oil prices continue to rise at 3% per annum
through 1990. (Details of Case A are provided in Annex III). This
projection suggests that Yugoslavia can achieve a current account deficit
under $2 billion during the current (1981-85) plan, while maintaining an
average GDP growth rate of 3.1%. This assumes that the envisaged import
growth rate of 2.7% will be adequate to meet the economy's needs for
essential intermediate and capital goods. The projected elasticity of
merchandise imports to GDP of 0.87 over the period compares with levels of
1.14 in the 1971-75 and 0.72 in the 1976-80 periods. Given the current
softening in oil prices, Cases B and C explore the implications for the
balance of payments of a reduction in the real price of oil in the 1982-85
period, along the lines recently projected by the ERS, with a return to 3%
real growth in oil prices in the 1986-90'period. Case B maintains the
export assumption of Case A, while Case C takes a more pessimistic view of

export outcomes throughout the decade. On the assumption that merchandise
import growth is maintained at the same level thoughout, Case B projects a
current account surplus even in the 1981-85 period, of $2.0 billion, and a
growing surplus through the 1986-90 period. Case C indicates that while in
the 1981-85 period a poorer export performance is offset by a weakening of
oil prices, the lower export base puts Yugoslavia at a disadvantage in the
later period, once real oil price growth resumes. Thus, while a levelling
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off of oil prices would be extremely helpful over the next few years, the
economy must basically rely on an improved export performance. Although
the Case A and B export growth rate of 7.4% is higher than that achieved
during the last plan (5.1%), with appropriate policies this is well within
the capabilities of the economy, given Yugoslavia's diverse export
structure and its wide geographical representation in the world market. As
a marginal exporter in most markets, Yugoslavia is in a position
significantly to expand its market share without encountering significant
demand constraints. If the assumption regarding the growth of exports at
7.4% per annum turns out to be too optimistic, there is a reasonable basis
to expect the actual outcome to be somewhere in between Case B and Case C
in terms of the balance of payments and debt indicators. The major
downside risk is that Yugoslavia will be unable to lift its export growth
rate in the convertible currency area, thereby obliging it to curb imports
further and accept a lower rate of economic growth. Given the Yugoslav
responses to this and past crises, they are likely to accept lower growth

rates rather than the borrowing and debt service implied over the medium
term in Case C. However, if Yugoslavia can generate the required export
growth, it should be in a position to increase the rate of growth of output
in the latter half of the decade. A better export performance should also
succeed in reversing the current unfavorable attitude of the international
capital markets toward Yugoslavia.
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Table 1: YUGOSLAVIA: EXTERNAL FINANCING REQUIREMENTS AND

CREDITWORTHINESS INDICATORS, 1981-90

1981-85 1986-90
Case A Case B Case C Case A Case B Case C

Annual Rates of growth (%)

Merchandise Exports 7.4 7.4 4.0 6.5 6.5 4.0
Real Petroleum Price 3.0 1/ -2.4 1/ -2.4 1/ 3.0 3.0 3.0
Merchandise Imports 2.7 2.7 2.7 5.7 5.7 5.7

GDP 3.1 3.1 3.1 5.7 5.7 5.7

Cumulative Current Account
Balance (US$ billion) -1.9 2.0 -2.4 -2.0 10.9 -17.4
Cumulative Gross
MLT Inflows (US$ billion) 17.2 14.4 17.6 33.7 25.7 49.3

End of Period Indicators

Debt Outstanding and
Disbursed MLT: (US$ bil.) 20.1 17.3 20.4 30.9 22.2 46.6

Debt Outstanding and
Disbursed (Z of Total

Exports of Goods and
Services) 55.9 48.2 59.8 49.9 35.8 84.7

Debt Service Ratio (total) 15.3 14.8 16.1 12.7 9.5 16.9
Convertible Currency
Debt Service Ratio 2/ 18.5 17.7 19.1 15.6 11.7 20.1

1/ 1982-85
2/ Assuming 60 percent of merchandise exports and all service exports are

in convertible currency, and that 95 percent of total debt service is in

convertible currency.

B. DURATION OF PHASE-OUT AND PHASING OF LENDING

17. In the preceding paragraphs, we'have attempted to show the
severity of the economic problems and structural adjustment needs in

Yugoslavia. The need to reduce balance of payments deficits and the rate

of inflation, combined with the acute foreign exchange shortages have

significantly reduced the country's room for maneuver and forced it into a

low growth strategy. The Government has done an extremely good job in its

short term economic management. It has also taken various corrective

measures to control investment and encourage exports over the medium term.
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While we have tried to identify the main additional elements of policy

reform still needed for a return to high growth without disruptive cyclical
swings, Yugoslavia's economic performance deserves continued financial
support from the World Bank to provide the critically needed foreign
exchange and non-financial assistance to ensure higher growth, faster
exports and more efficient investment policies in the medium term.

Duration of the Phase-out period

18. Assuming the Board decision on the graduation of Yugoslavia will

be taken sometime around December 1982, we recommend that the phase-out

period should start July 1, 1983. Since the per capita income of

Yugoslavia did not reach the threshold level for graduation in 1981, and is

likely to hover around it, or possibly stay marginally below it, in 1982

and 1983, (see para. 2), starting the phase-out period any earlier than
that would be inappropriate. We also recommend that the phase-out period
for Yugoslavia be the maximum of five years allowed by the Board decision.
This would imply that lending would cease at the end of FY88. This
recommendation is based on the following considerations.

19. Prospective graduating countries, such as Yugoslavia, face a more
difficult situation regarding their access to capital markets compared to

those countries which graduated in the early seventies. Commercial markets
are now comparatively more restricted and borrowing costs are high.

President Tito's death and the period of political consolidation which has
followed has added additional uncertainty. Yugoslavia is also suffering

from the backlash of events in Poland. Yugoslavia's program of structural
adjustment, which is being undertaken during a period of political
consolidation, would take a number of years to complete, and the Yugoslavs

have mobilized themselves administratively and politically for the task of
adjustment. These adjustments are unfortunately taking place at a time

when export markets are less favorable than they were in the early

seventies. Another factor of concern both to Yugoslavia and to Western
creditors is the recent increasing dependence of Yugoslav exports on CPE

markets, both in terms of its political implications as well as increased

difficulties in servicing convertible currency debt. In these
circumstances, Yugoslavia is more vulnerable to the adverse international

climate and needs continued and substantial support from the World Bank to

the maximum level permitted by the graduation policy.

20. Although all of the potential graduating countries face the same

difficult economic environment as Yugoslayia and all of them have

significant regional disparities, the following features distinguish
Yugoslavia from others: (i) Yugoslavia has more focussed and sustained

policies to address the issue of regional disparities; (ii) it is less well
endowed in natural resources compared to some other potential graduates;

(iii) in common only with Romania, the adverse effects for Yugoslavia of
developments in Eastern Europe; (iv) the comparative success of recent

stabilization policies in the face of severe adjustment problems; and

(v) comparatively less sophistication and experience in its approach to

international capital markets.
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Phasing of lending during the phase-out period

21. The Yugoslav Government officials have indicated that (i) they

accept the need to graduate countries at their income level, and (ii) they

strongly urge the Bank to maintain lending levels at $340 million per year
in nominal terms through FY 1990.

22. We feel that the Yugoslav proposals for extension of lending

beyond a five year period and increase of the annual lending volumes to

$340 million from the current $325 million per year are not acceptable in

view of the Board discussion on graduation. However, there is a persuasive

case for maintaining lending at current levels of $325 million per year in

nominal terms during the entire period of FY84-88. This would be based, in
addition to the comments on Yugoslavia's situation made above, on the

following considerations. Our current lending program, which already

reflects a continuing reduction in real terms, implies negative net

transfers from the Bank beginning in FY83. Any further reductions in the

lending program would obviously increase the extent of negative net

transfers, in a period in which severe structural adjustment problems are

being addressed and the balance of payments is under pressure. The net
transfer implications of lending $325 million per year in nominal terms

during FY 83-87 are shown in Annex I, Table 3, which shows negative net
transfers of $307 million during FY83-87.

23. Finally, Yugoslavia's relationship with the World Bank has been

rather special in terms of its contributions to IDA, purchases of Bank

bonds and consistent support of Bank initiatives in various international

fora. Overall receptivity to Bank staff and their advice has also been

good, although due to reasons explained more fully later, there have been

difficulties in carrying out the energy and agricultural sector surveys.

Maintenance of this special relationship should be an explicit objective in

trying to accommodate Yugoslavia in this difficult period to the maximum

extent allowed by the financial constraints of the World Bank and the

limits imposed by the graduation policy.

24. The continuation of levels of lending at $325 million per year for

the entire phase-out period would assume progress made with the Yugoslav

authorities on the energy sector study (see paras. 36-37), the agricultural

sector study and policy dialogue in agriculture (see para. 32), progress on

co-financing under Bank financed projects (see paras. 44-47) and a

continued satisfactory dialogue on macroeconomic and industrial policies

(see paras. 33-35). It would also assume continuation of progress on

stablization programs in line with the conditionality of the IMF agreements.

25. In view of the per capita income level in Yugoslavia (para. 2),

the difficulties that the country faces in raising money on the capital

markets and slow economic recovery of Yugoslavia's major export markets, we
propose to prepare towards the end of FY85 a brief paper reviewing

development in these areas. The Yugoslavs will no doubt press for

continuation of lending beyond FY88, based on these factors. We should

respond that at this stage we can only agree to a five year program but
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that if the external environment continues to deteriorate, we would review

the situation by the end of 1985 and be willing to consider then the

extension of the phase-out period beyond 1988, if it is justified. The

progress in energy, agriculture, cofinancing and the dialogue on

macroeconomic and industrial policies will also be reviewed in that paper.

C. OPERATIONAL STRATEGY

26. Over the last five years, the Bank's country assistance strategy

in Yugoslavia has pursued a variety of objectives. These have included:

(i) redressing regional disparities and unemployment; (ii) promoting

agricultural development (iii) encouraging structural reforms and improved

coordination in the major sectors; (iv) closing gaps in infrastructure; (v)

widening Yugoslavia's access to foreign capital. This broad spectrum of

objectives made sense in the context of a large ongoing program. The first

question to be raised is whether these objectives need to be modified in

any major way in the phase out period.

27. In view of the limited time period and financial resources

available in the graduation process, a narrowing of priorities is needed.
In addition, the review of Bank strategy suggests that within the narrower

priorities chosen, we should focus on the areas where maximum Bank impact

is possible. These considerations suggest the following objectives:

(i) increasing exports and improving the efficiency of import

substitution;

(ii) increasing the efficiency of domestic investment with a

view to increasing production with the more limited

investment resources available;

(iii) improving access to capital markets;

(iv) reducing unemployment, particularly in the less developed

regions.

28. During the June preliminary discussions for graduation, the

Government expressed complete agreement with the choice of these priority

objectives. These objectives are not mutually exclusive. Decreasing

unemployment requires policy action to affect the capital intensity of

investment choices, which is one of the components of investment

efficiency. Improving Yugoslavia's access to capital markets is not really

a question of introducing a new borrower'to the banks, but one of enhancing

creditworthiness and improving the perception and evaluation of

Yugoslavia's creditworthiness by the commercial banks. Finally, policy

actions which affect the efficiency of domestic investment also have strong

balance of payments implications.

29. The implications of the revisions in priority objectives for the

lending program are spelt out in Annex I, and Tables 1 and 2 in that Annex

present the previous and revised lending programs. The number of projects
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has been reduced in the revised lending program, which would imply higher

average loan amounts per project compared to the existing lending program.

I. SECTORAL IMPLICATIONS

30. The five year plan's investment priorities are: export activities,

energy and agriculture. We agree with these priorities, which are

consistent with the objectives outlined above. Our economic and sector

work and the present needs of Yugoslavia have helped us establish the

investment orientation in different sectors. Consistent with the revised

strategy and emphasis on exports and increasing efficiency of investment in

critical areas with high balance of payments impact, we propose to increase

the shares of industry (from 14% to 17%), and power/energy (from 18% to

over 25%) in the revised FY1983-87 lending program compared to the existing
lending program (see Annex I, Tables 1 and 2). The share of agriculture

would fall from the existing 50% to around 35%-40%.

Agriculture

31. Review of the agricultural projects during the last year has led

to refocussing of projects as well as to initiation of studies, even prior

to the Board discussion on graduation. The basic thrust of agricultural

lending in the future will be to continue the current emphasis on promoting

agricultural development, particularly in the individual sector and the LDR

to (i) help reduce regional disparities; (ii) meet food requirements --
domestic and export; and (iii) create employment and reduce
under-employment. Within the framework of this overall strategy we propose

to increase the emphasis on policy dialogue and institution building

aspects in the projects we finance during the graduation phase. Among the
policy aspects, we expect to initiate discussions with the government on

price policy, land policy and agroindustries development in the 1980's.
Among the institutional aspects, we expect to focus our efforts on
improvements in extension services, credit delivery mechanisms for small

farmers, and research on ways to increase efficiency of livestock

production and farming systems for smallholder agriculture.

32. In response to changing needs of Yugoslav agriculture and to

integrate the lessons learnt from our ongoing activites in the sector, we

expect to make some adjustments in the mix of the directly productive
activities we finance under the remaining projects in the graduation

phase. In view of the foreign exchange shortages in Yugoslavia and the
expected emergence of negative net transfers, we plan to consider the

possibility of a quick disbursing agricultural import program loan, for

example in the areas of fertiliser and animal feed. The Government has
indicated that it attaches high priority to preparing an agricultural

import program loan and a mission will visit Yugoslavia in September to

examine the case for such a loan in a high income country like Yugoslavia.

Bank investment in large-scale irrigation will be reduced and new

investment in agro-processing will be severely limited. We will support

the modernization and rehabilitation of agro-industries where there are

strong marketing possibilities, especially for exports. Primary

agricultural production, especially cereals, will be emphasized. We will
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support labor intensive agricultural production in the individual sector

(beef and dairy, sheep and fruit and vegetables production). In the social
sector, we will support investments for those activities in which the

social sector has a comparative advantage, namely cereal production and
poultry. In all projects, priority will be given to those investment
activities which emphasize exports and efficient import substitution and
creation of employment. The five projects included in our lending program
for FY82 - 84 are all in the LDR or less developed areas of the MDR and

have been refocussed to fit the above criteria. Through our four and
possibly five projects for FY85 - 87, in addition to the above mentioned
criteria for productive activities, we propose to focus on policy dialogue
and institution building aspects listed above. Some of these projects, or
components of projects, could be in the MDR (see para. 42). We will also
encourage joint ventures between the LDR and the MDR. We plan to expand
the sector work to support our initiatives and to lay the basis for
possible technical assistance to Yugoslavia in the post-graduation period.
While undue sensitivity on the part of some Government officials and our
initial approach to an agricultural study through focus on the individual
sector led to resistance and delay in starting the study, agreement has now
been reached with the Government to prepare an issue-oriented study.
Satisfactory completion of the agricultural sector study, willingness by
the Government to include institutional development components, such as
extension services, research and credit delivery in forthcoming projects
and agreement to include policy oriented studies in the Fourth Agricultural
Credit Project would be the main criteria to judge progress in agriculture
to justify continued high levels of lending in this sector (para. 24).

Industry

33. We propose to focus future lending in industry primarily on export

promotion, energy savings and to a lesser extent on labor-intensive
industries. Based on experience with past DF lending, we also propose to
move from the traditional DFC/pipeline approach to a regional subsector
approach, in order to have a greater impact on industrial policies,
strategy, and institutional and technical assistance needs before the
country's graduation. This strategy would entail: (i) undertaking limited
subsector work in cooperation with the regional authorities, the borrowing
banks and the enterprises, in each region concerned; and (ii) undertaking,
at the national level, a review of industrial incentives to establish
policy guidelines.

34. An eighth industrial credit project would consist of sub-sctor
loans for Bosnia and Macedonia, based on'investment programs and
appropriate policy packages in two or three selected sub-sectors which have

comparative advantages for export. In view of the critical need to
increase exports and the dominance of the MDR, such as Slovenia and
Vojvojdina, in-the total exports of Yugoslavia, we plan to explore their
inclusion along with the LDR, in such sub-sector focussed loans. Subject
to discussions with Yugoslav authorities, we propose to select metal
processing, mechanical and electrical industries for the two republics,
plus wood processing industries in Bosnia and textiles and clothing
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industries in Macedonia. A ninth industrial credit for Kosovo and

Montenegro would assist primarily a pipeline of export-oriented and

labor-intensive projects, which would have been developed under the
technical assistance program of IC-VII. In future industrial lending we

plan to increase our support to joint ventures among enterprises of

different regions of Yugoslavia. We also plan to explore the inclusion of
institutional support in marketing and research for export activities in

future IDF lending. Another area that we plan to consider is development
of an industrial RD&E loan, as was done in Spain and more recently Korea,
to enhance the technological capability of manufacturing industries in
Yugoslavia.

35. An exports industries loan, unidentified, is also proposed. This

could be either a loan to a single enterprise or a number of exporting
enterprises in a high priority sector with export potential. If a number
of enterprises in a given sub-sector are selected, then these enterprises

could be partly located in the MDR and partly in the LDR. An alternative
that will be considered is a joint venture operation between the MDR and
LDR, which has significant export potential. We intend to continue to

coordinate closely with the IFC to avoid any duplication of effort and
ensure maximum impact of the combined Bank/IFC efforts in encouraging
exports in Yugoslavia.

Energy

36. There is broad based agreement between the Yugoslav authorities

and the Bank that the development of the country's energy resources is

central to the success of Yugoslavia's development plans. In order to set
its future lending for energy in a proper sectoral context, the Bank

decided in 1980 to carry out a comprehensive energy sector study. However,
given the protracted negotiations within Yugoslavia - both at the federal

and the republican level - on reaching an agreement on a national energy
plan and the sensitivity of releasing data in this field, the study has
been delayed. Nevertheless, in the context of the appraisal for a Third

Power Transmission project in late 1981, the Bank was able to gather
sufficient relevant information in the power sector and more limited
information in the coal subsector. With some additional information on

coal expected to be shortly provided, there would be sufficient basis to
lend for future projects in coal and power.

37. The federal authorities have also agreed to further work in the

energy sector. The sector information provided in conjunction with an

identification mission for petroleum projects in late March was encouraging
and we hope to complete evaluation of the petroleum subsector later this

year. The inclusion of petroleum exploration or development projects in
the lending program would therefore be justified, if we can obtain a

comprehensive overview of this sub-sector. Sub-sectoral missions, together
with the information already provided to the energy sector mission, plus a

small follow up mission to complete the overview of the energy sector,
could form the basis of significant lending in this sector. However, the

decision on the scale of lending in the energy sector and on the
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sub-sectors chosen can be taken only after the results of the energy
missions are available.

Transport

38. The Bank has had an active role in strengthening the transport
system of Yugoslavia through loans for expansion of capacity in the
railway, port and highway sub-sectors and through assistance in institution
building. Such assistance has provided critical infrastructure support for
the country's industrial and agricultural growth and for export expansion.
One last loan each to railways and highways is included in the revised
lending program to consolidate past gains.

39. There have been seven railway loans since 1963 which together have
helped to increase railways capacity and efficiency. The proposed railway
project in FY83, which has been appraised, aims to further modernize and
strengthen the railway system and to reduce compensation payments by
increasing tariffs. Railway development needs special emphasis since
railways are the optimal economic choice for long distance bulk movement of
lignite and other minerals, the production of which receives a high
priority in the Plan both nationally and in the less developed regions
which have rich mineral deposits.

40. The main emphasis of Bank lending in highways has been on the
improvement of key links in the primary road network, including many
sections of the Trans-Yugoslav Highway (TYH), which is the country's
principal transport artery as well as a major transit route between Europe
and the Middle East. Bank highway projects have enabled the Yugoslav
authorities to introduce and establish on a systematic basis the major
administrative functions such as analysis, planning, project preparation,
evaluation and programs for highway safety. Recently, highway lending in
the LDR has been within a broader sector type lending approach, which has
provided greater flexibility and control in the implementation of balanced
road investment programs. The thrust of the last loan mainly for TYH will
be to consolidate progress in institutional development and to provide a
catalyst in aiding Yugoslavia to obtain co-financing from other sources.
The Bank will continue to support the implementation of balanced road
investment programs including adequate provisions for rehabilitation and
maintenenace programs, as well as providing continuity in the dialogue on
road user charges and the implementation of toll systems and in
consolidating the highway safety program.

II. COUNTRY CIRCUMSTANCES

41. The existing pipeline and the extent of project preparation work
make changes in FY83 difficult. For FY84, major surgery is also difficult
but identified-projects have been redefined in terms of focus to accord
with strategy revisions. In addition high level discussions held with the
Federal and Republican Governments last year led to an agreed program of
project priorities over the FY82-86 period. Moreover, Bank funds, with our
agreement, have been allocated over the five-year period among the
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Republics with about two-thirds going to the LDR. The Government's

allocation of their investment funds also gives priority to the LDR. The
independence of the eight Republics and Provinces in Yugoslavia should not

be underestimated and any revisions must take account of this special

country circumstance. These factors imply the need for discussions between
the Government and the Bank to reach agreement on proposed changes.

42. In the light of these country circumstances, we propose to

continue to concentrate our lending largely to the LDR, but to replace
projects and redefine components of remaining projects to accord with the
strategy revisions. A somewhat increased share of lending to the MDR,

compared to about one-third of Bank funds in the past five years, could be

considered if there are strong grounds to do so in terms of Bank impact in

the priority objectives defined in para. 27. If justified by the sector

analyses being done and by project specific considerations, some projects
or project components in energy, agriculture and export industries could be

developed for the MDR as well as the LDR. However, overall we expect these
changes to lead to only a marginal increase in the share of MDR in Bank

lending compared to the past.

43. Finally, with an advanced borrower like Yugoslavia, the Bank will

need to be conscious of reduced leverage during the phase-out period.
Moreover, it would be inadvisable to hope to achieve policy reform over the

more limited phase-out period that would normally take a longer time and a

number of successive loans. The implication of these remarks is not to

reduce conditionality on future loans but merely to recognize more limited

Bank leverage in the present circumstances and, therefore, the need for

more selectivity in choosing only the high priority areas of policy reform
needed.

III. Co-financing

44. In our future lending to Yugoslavia we intend to give increasing

emphasis to identify and pursue, whenever possible, co-financing
opportunities. In order to do so we need to (i) convince the Yugoslav
authorities of the need and benefits of such co-financing and (ii) engage

the financial community (which would include both commercial banks and

export credit institutions) in a greater and more systematic fashion than

in the past.

45. However, any co-financing effort will have to be seen in the

context of the overall constraints confronting Yugoslavia (see para. 7).

Yugoslavia's current credit rating is unlikely to generate substantial

co-financing on attractive terms from commercial banks. Similarly,

Yugoslav banking laws, which at present preclude banks from borrowing
subtstantial amounts except for specifically identified investments, and

the entry of the Yugoslav Natonal Bank into the market as a "jumbo"

borrower, have at least temporarily inhibited the activities of the

Yugoslav commercial banks. Both these factors have made it difficult for

the World Bank to generate the necessary commitment from the responsible
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Yugoslav authorities to an adequate co-financing program. Thus no

co-financing other than suppliers' credit financing related to industrial
and agricultural credit projects, has been arranged during FY81 and FY82.

In fact, the only substantial amount of co-financing during recent years

took place in FY80 in connection with the $125 million loan for the
Highways XI project for which a banking consortium provided $110 million.
Aside from the overall constraints referred to above, other reasons for the

low level of co-financing in the past were the limited attractiveness for

co-financing of agricultural projects which formed the core of the lending

program during recent years, and inadequate contacts with potential sources
of co-financing such as commercial banks and export credit institutions.

46. While it may be difficult and take time to overcome all of these
constraints, a more systematic approach towards co-financing should bring

about improvements over past performance. Moreover, we believe that with

the higher share of energy and industry and a lower share of agriculture in
the revised lending program, more projects in the proposed lending program
should be suitable for co-financing. In our discussions, the Yugoslav
Government has already agreed, that in a period of general shortage of Bank

funds and during the graduation phase, more co-financing will be needed.
Apart from the projects in the FY83 lending program for which we have

advised the Yugoslavs that co-financing will be required - Third Power
Transmission, Sixth Railways and Tuzla/Ohrid Water Supply and Sewerage
projects - we intend to reach an agreement with the Yugoslav authorities on

the specific projects that are suitable candidates for co-financing. Such

early agreement should enable the respective republican/provincial
secretariats for finance and the federal authorities to obtain the

necessary internal clearances for co-financing.

47. In order to generate greater interest of the international

financial community, we intend to have closer contacts with commercial

banks and export credit institutions and to provide them with necessary

information on the most recent economic developments and the projects in

question. Overall, we plan to be flexible in the forms and extent of

co-financing, focussing during the immediate future on suppliers' credits
and exports credits, since, as stated above, commercial loans on suitable

terms are unlikely to be available to any significant extent in the near

future. As the constraints on Yugoslavia's access to commercial banks
ease, co-financing with commercial banks can be increasingly considered.

IV. Economic and Sector Work (ESW)

48. Continued ESW at roughly the existing levels will be required to

provide the evolving basis for strategy formulation, analytical support for
the lending program and to inform our Managment, Board and other sources of

external finance. Particular focus will be needed on balance of payments,

energy, agriculture, industry and employment issues. In the context of the

review of the Regional Indicative Statement in February 1982, Mr. Stern
accepted these proposals. However, some rephasing and refocussing has been

required to take account of new directions in the lending program

(particularly in industry), Yugoslav approval of the agriculture sector
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study, and a revised strategy on the energy sector study. In the course of

the June graduation discussions, the Yugoslavs expressed considerable
interest in continued cooperation with the Bank in economic and sector

work, singling out the areas of industrial sub-sector studies, investment
appraisal and efficiency and export promotion as areas of particular
interest. In addition several research institutes have expressed interest

in participating in the Bank's program of economic research and studies.
(see Annex II for a fuller discussion).

V. Technical Assistance (TA)

49. The TA proposals contained in this paper are more preliminary than
those related to lending strategy. First, past graduation history offers
little practical guidance in this area. This is partly because the present
graduation policy is the first systematic attempt clearly to spell out
Bank-wide criteria to be applied during the phase-out period and the
post-graduation relationship. Second, past efforts at TA to graduating
countries have been very limited in scope. Finally, further discussions
are needed with the Government to get a clearer idea of their perceived
needs.

50. Continuing ESW at high levels would have a high TA component (see

Annex II). Second, more active participation by the Bank in cofinancing
activities compared to the past could also be an important area. This
could involve assistance in arranging cofinancing, private bond placements
and other forms of private capital financing. Third, participation in EDI

activities during the phase out period as well as the period after lending

has ceased would represent a continuing relationship with the Bank.
Fourth, if the Yugoslavs desire, the Bank should be prepared to provide

assistance in the identification and preparation of projects beyond the
scope of Bank lending. This would raise issues relating to the payment for
such services during the phase-out period, and such preparation activity
may need to be financed under Bank loans. Moreover, in the present
position of budgetary stringency in the Bank, there is also the issue of
the relative need of Yugoslavia compared to other countries. In any event,
the TA components in Bank projects financed during the graduation period
will be critically reviewed to try and have as much impact as possible

through project related TA. Fifth, continuing assistance in improving
investment criteria beyond the phase-out period would be an important Bank
contribution. Given the high decentralization of decision making and the

limited role of free market prices, further thought will be needed on the
most appropriate way to structure such assistance, particularly to the apex
banks in the Republics; it could be done by EDI courses, Bank staff visits

and Yugoslav officials visiting the Bank for limited periods. This type of

TA would be particularly useful for the LDR like Kosovo. During the
graduation discussions in June, various banks in Yugoslavia and regional
government officials showed considerable interest in Bank TA to improve the

quality of their project evaluation and implementation.

51. Moreover, other non-project TA could be provided in areas such as

institution-building. Examples of such activities in agriculture include
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an issue-oriented agricultural sector survey, on-farm surveys, improvements
in agricultural research and extension services and economics of
agro-processing industries to extend the agro-industrial capacity
utilization study done under a previous agricultural loan. Agricultural

pricing policy is another important area for consideration. However, apart
from analysing and evaluating agricultural price policies in the context of
the agricultural sector survey, this issue requires continued attention to
overall price formulation policies in our macroeconomic work.

52. Finally, as part of the process of improving export orientation,
the Bank should be prepared to provide assistance to improve the knowledge
of Bank ICB procedures within the industrial sector. Participation of
Yugoslav industry in Bank/IDA projects outside of Yugoslavia has been
disappointingly low. This apparently stems partly from the fact that
industry has not been highly export oriented, and as a result, there has
been little effort made to disseminate information of invitations to tender
on a timely basis. A most useful service could be provided by Bank staff
participating in a seminar on "Tendering for Bank-financed Projects under
ICB procedure" for the benefit of the industrial sector. During the June
discussions, various republics and provinces expressed great interest in
such seminars.

53. On several occasions in the past., Yugoslav officials (particularly
staff members of the Yugoslav Bank for International Cooperation (YBIEC))
have expressed the view that they would like to use the good offices of the
Bank to forge closer relationships with developing countries, so that they

can provide technical assistance to the least developed countries and
discover opportunities for the sale of their consulting and engineering
services. The issue needs further discussion between the Bank and the

Yugoslav Goverment. Bank assistance can be provided only to a limited
extent and will need to be coordinated with the U.N. (TCDC), which has

primary responsibility in this area.

IFC Activities

54. While Yugoslavia has reached the point of initiating the
graduation process from the Bank, there are nevertheless various indicators

which suggest the need for continued IFC investment in the country. There
is the obvious resource gap evident in the shortage of foreign funds, and
IFC can help overcome this by being a catalyst in attracting foreign
capital for the larger projects in which IFC is involved. There is also
the need for assistance in project formulation to meet effectively the
requirements of the economy. Finally, there remains the need for
assistance to industry in the lesser developed regions. IFC, therefore,
foresees a continuing role for itself in the country, not only during the
graduation period but beyond.

55. IFC's project pipeline in Yugoslavia is satisfactory, but as a

consequence of the Yugoslav stablization and consolidation efforts, the
lack of Government approvals to start new projects and the limited
availability of local dinar funds are now delaying project preparation.
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The volume of IFC's investments, particularly during the graduation period,
will therefore essentially be determined by Yugoslav industrial investment
policy. IFC's present priorities are to assist in the financing of
projects that have good export prospects; preference is given to such
projects in the less developed regions but strong export projects in the
more developed Republics are not excluded. Second, IFC is in discussion
with project sponsors for critical food and energy projects, the latter

focussed primarily on commercial energy development.

56. IFC sees the need to continue its past role of paying special
attention to facilitating joint venture financing and to syndicating loans
where practicable. During the years immediately following graduation, IFC
will continue to participate in selected priority investments where it can
make a special contribution, just as IFC has done in other countries which
have graduated from the Bank.
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PROPOSED FY 83-87 LENDING PROGRAM IMPLICATIONS

1. The attached tables show the previous lending program and the

lending program that emerge as a result of the strategy revisions
proposed. Brief explanatory comments follow to explain the link between

the proposed strategy and projects dropped, refocussed or replaced.
Evaluative remarks and reasons are also provided where projects are

proposed for continued inclusion in the lending program, although they do

not fully correspond to the proposed strategy.

FY83

2. Given the advanced stage of preparation of FY83 projects, it is

not feasible to make major changes at this stage. Moreover, most of the

projects correspond to the revised strategy, with the exception of the

Ohrid/Tuzla water supply projects (although we do expect to attract export
credit financing for this project). Railways VI is the last multi-republic

loan in a series of Railways loans designed to improve the efficiency of a

relatively energy efficient mode, and the loan also seeks tariff reform as

an additional objective. Regional Development-Kosovo seeks to enhance
productivity in the least developed region of Yugoslavia and contains

strong institutional development objectives. Project design also
emphasizes employment impact. Power III focusses on the development of an

integrated load dispatch facility, which would improve efficiency in the

central area of power, and offers cofinancing possibilities with EIB and

other sources. DFC VII includes two LDR's, Kosovo and Montenegro, and
subprojects are limited to export oriented, labor intensive and energy

saving activities with the added benefit of encouraging joint ventures
between MDR and LDR in these areas. To accommodate higher loan amounts

needed for other projects and reduce the number of projects in FY83, this

project is slipped to FY84.

FY84

3. Although major surgery is precluded by the level of preparation of

some of the projects, every effort is being made to refocus the projects to

accord with strategy revisions. Highways. XII which was previously a sector

loan for 4-5 republics has been redefined to mainly finance high priority
sections of the Trans Yugoslav Highway, which has balance of payments

implications and is an attractive project for substantial cofinancing with

EIB and commercial sources. Serbia Agricultural Development project is

being critically reviewed so that project components emphasize balance of

payments, productivity and institutional development aspects, in addition

to poverty alleviation. Montenegro Agricultural Development project is

also being critically reviewed. However, given the low and scattered

population in the republic, the cost of production will remain high

compared to the MDR. Nevertheless, project components are being reviewed
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to emphasize productivity components where Montenegro has a comparative
advantage (citrus fruits, olives), increase productivity in the low
productivity, mountainous areas (beef, livestock and sheep) and develop the
rich but underexploited forestry resources. We propose to slip this
project to FY85 and combine high priority components in Montenegro with
another multi-republic project such as the presently unidentified
Agricultural IV project. The reason for the proposed slippage is to reduce
the number of projects in FY84. Bosnia Forestry fits the new strategy
because of the its export potential and is in accord with the Bank's energy
policy regarding the development of forest resources. Kosovska Mitrovica
Water Supply and Pollution Control project does not fit the revised
strategy, and there has been substantial lending in this sector already.
However, among the water supply/pollution projects in Yugoslavia, this has
clearly the highest priority, because of the catastrophic human misery
involved and the concomitant international attention recently focussed on
this critical situation. We recommend that this project be retained as an
exception to the overall strategy, but be slipped to FY85 to accommodate
lending program constraints.

FY85

4. The Energy/Power I and Export Industries projects clearly are in
line with the revised strategy. However, the Export Industries project is
slipped to FY86 in view of the status of project preparation. Agricultural
Credit IV is being formulated to focus on storage, credit delivery systems
and other components, which are presently weak areas and could include
elements from Montenegro. Serbia Regional Development II should be
dropped, because it would merely be an extension of Serbia I in design and
be in the same regions. Consequently incremental impact is likely to be
low.

FY86

5. The Energy/Power II and DFC VIII projects are in line with revised
strategy. Kosovo Irrigation and Macedonia Irrigation II should be dropped
in line with the revised strategy to reduce investments in large scale
irrigation, because of the serious implementation difficulties we have had
with most previous large scale irrigation projects (Ibar, Metohija) and the
difficulty of financing large scale projects in the stabilization period
ahead. Two Agricultural Projects should be added, which are still to be
defined.

FY87

6. Energy III corresponds with the revised strategy objectives and
should be retained. The general purpose Agricultural Development projects
in Macedonia and Montenegro/Bosnia should be dropped because of their
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repeater nature. Kosovo is a marginal candidate and its inclusion would
depend on Kosovo's absorptive capacity. These three projects should be
replaced by: DFC IX, one agricultural project (unidentified) and another
unidentified project, which would either be in energy if the sector work is
adequately completed or in agriculture.



Table I - YUGOSLAVIA - FIVE YEAR LENDING PROGRAM (PREVIOUS)

FY82 FY83 FY84 FY85 FY86 FY87

LonJ6o Poije Railways VI 85.0 Highways XII 95.0* Energy I 100.0* Kosovo Irr. 70.0 Kosovo Reg Dev.I 80.0Drainage 78.2
Regional Dev. Serbia Reg. Ag. Credit IV 90.0* Macedonia Ag. Dev MacedoniaSemnerija -Kosovo. 38.0 Dev. 75.0* Irr. A 60tO* IV. 70.0*

Drainage 34.5 Serbia Reg.
Power III 75.0 Kosovoaka Dev. II 75.0* Energy II 90.0 Ag. Dev Montenegro/DFC VI 66.0 Mitrovica 

Bosnia 80.0DFC VII 55.0 WIS and Sew 50.0 Export DFC VII 110.0*
KosovoW/S and Sew Reg. De. Industries 65.0* Fnergy III 100.0*

Tuzla/Ohrid 65.0 Montenegro 50.0*
Ag. Dev. Bosnia 35.0

Bosnia For. 70.0*
A,6. Dev.

Macedonia III 80.0 
110.0*

334.7 318.0 340.0 330.0 330.0 330.0

(6) (5) (5) (4) (4) (4)

Feoruary i982 Reserve Project Ports II 60.0
EKENA CP1C



Table 2 - YUGOSLAVIA - REVISED FIVE YEAR LENDING PROGRAM

FY83 FY84 FY85 FY86 FY87

Reg. Dev. Serbia Reg. DFC VIII 65 Ag. Unident I 75* Energy III 90*
Kosovo 60 Dev. 100*

Ag. Cr. IV/ Ag. Unident II 75 Ag. Unident III 70*
Railways VI 135 Bosnia Forestry 60* Ag. Dev.

Montenegro 120* Energy/Pow. II 100* Energy IV or/
Water Sup/Sew Highways XII 100 Ag. Unident.IV 90

Ohrid/Tuzia 50 Water Sup/Sew Export Ind. 75*
DFC VII 65* Kosovoska DFC IX 75

Power Trans III 80 Mitrovica 30* L,

Energy/Pow.I 110*

325 325 325 325 325

(4) (4) (4) (4) (4)

Reserve Project

Lonsko Poije
Drainage 79.1

August 1982
EMENA CPIC



Table 3 - YUGOSLAVIA: fank Lending and Size of Net Transfers FY78-87

(US$ million)
FY78 FY79 FY80 FY81 FY82 FY83 FY84 FY85 FY86 FY87 FY78-82 FY83-87

IBRD: Incl. Undisb. 1843.0 2235.7 2556.9 2516.5 2735.5 2909.5 3061.7 3178.7 3271.1 3335.3 - -
Excl. Undisb. 988.5 1219.2 .1506.9 1377.4' 1536.5 1670.8 1810.2 1922.2 2029.0 2136.3 - -

IBRD: Gross Disb. 151.6 222.8 314.1 230.8 274.8 285.3 312.2 320.0 339.4 368.1 1194.1 1625.0
Repayments 36.9 44.2 54.1 79.5 115.7 151.0 172.8 208.0 232.6 260.8 330.4 1025.2
Net Disb. 114.7 178.6 260.0 151.3 159.1 134.3 139.4 112.0 106.8 107.3 863.7 599.8
Interest & Charges 63,5 83.9 101.0 113.2 134.7 149.2 167.2 182.6 197.1 211.1 496.3 907.2
Net Transfer 51.2 94.7 159.0 38.1 24.4 -14.9 -27.8 -70.6 -90.3 -103.8 367.4 -307.4

April 26, 1982
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ECONOMIC AND SECTOR WORK PROGRAM

1. As indicated in the last CPP and in subsequent Indicative
Statements, our economic and sector work program has been directed at three
principal goals:

(i) Providing an analytical basis for the lending program;

(ii) Maintaining a dialogue with the Yugoslavs on issues of
macroeconomic and sectoral policy;

(iii) Providing an informed and objective interpretation of the
Yugoslav system and Yugoslav economic developments to
outside observers, particularly those in the
international financial community.

2. Serving these objectives in the decentralized decision making
environment of Yugoslavia has involved operating in two modes. An
effective dialogue on issues of macroeconomic policy has required contact
with analysts and policy makers at the Federal level and in the capitals of
the MDR. On the other hand, given the bias of our lending toward the LDR,
our analysis of both developmental issues and of issues in major sectors
has been oriented toward problems and decision makers in the LDR.

3. Given the serious difficulties that Yugoslavia encountered toward
the end of the 1970s in effecting a sustainable external adjustment, issues
relating to the external sector, and to the sources of macroeconomic
disequilibrium, have figured prominently in our economic work over the past
three years. At the same time we have maintained our interest in issues of
employment, regional development and LDR investment policy. Both sets of
issues are extensively represented in the draft report of the plan review
mission, discussed with the government in June 1982.

4. In designing an appropriate economic and sector work program in
the period before graduation, it is necessary first to consider the Bank's
needs. While the lending relationship continues we will need to provide
the Board and senior management with standard documentation on
macroeconomic developments and evaluations of country creditworthiness.
This might be most conveniently done by making somewhat greater use of
Country Economic Memoranda than has been the case in the past. Greater use
of this device would also provide us with flexibility in packaging other
pieces of economic and sector work that we undertake. These could then be
more explicitly oriented to country dialogue and operational needs. They
could form part of the CEMs, go forward as conventional grey cover reports
or not be transmitted to the Board at all, depending on the item under
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consideration. The availability of CEMs at reasonable intervals would also
facilitate our interaction with commercial banks and other potential
co-financiers.

5. Beyond this macroeconomic documentation and overall country
assessment, the objectives of the lending program entail continued work in
five general areas: industry, energy, agriculture, exports and regional
development. In addition, given our past work on issues of efficient
resource allocation and the continuing importance of this topic in
Yugoslavia's adjustment efforts, we should continue work in this area.

6. Although the above topics constitute the core of the Bank's own
needs, the scale and format of this work will be influenced by other
audiences we seek to address. As regards the audience within Yugoslavia
the key issues are receptivity, local capacity and the Bank's comparative
advantage. Gauging impact in Yugoslavia is difficult, given the amorphous
and largely invisible decision-making process. Our recent experiences in
discussing a note on medium-term policies and in discussing the green cover
economic report were, however, extremely encouraging. Both documents had
been widely distributed and closely read by senior economic managers and
leading academics, many of whom remarked both on the need for the Bank to
make its views known and the seriousness with which these views were taken
at the highest political level.

7. Yugoslav local capacity is reasonably well developed in the areas
of physical investment planning, short-term cyclical analysis and in
certain developmental areas such as demography and migration studies. It
is considerably less well developed in analysis of incentive patterns and
the role of the price system in medium-term resource allocation at both the
macroeconomic and microeconomic levels, and there is substantial interest
among academic and planning circles in tapping the Bank's expertise in
these areas. Equally, similar services are not provided by other
international organizations: the IMF and the OECD tend to focus on
stabilization issues, while the Economic Commission for Europe (ECE) tends
to cover Yugoslavia primarily in its cross-country work. There remains a
case therefore for continuing our work on medium-term adjustment policies.
The balance in our sector work between work designed to meet our own
informational and evaluative needs and work performed as a service function
would need to be decided on a case-by-case basis, on grounds of receptivity
and interest. The present design of the sector work program primarily
stresses our operational needs, particularly in the immediate future.

8. The needs of outside observers call more for shifts in the
dissemination of our work than in its content. One step would be to
publish more of our work of interest to outsiders. We could also take more
initiative in contacting banks, holding seminars, preparing abstracts of
our work, speaking more directly (and for attribution) to the press.
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It is not certain that such a stance would be welcomed by the Yugoslavs and
we would need to solicit their views in advance. In addition, country
economist time would need to be set aside for contact with banks in the
context of cofinancing operations.

9. The existing framework for ESW in FY83 and FY84 is set out in
the Indicative Statement for FY83. In addition a notional program for FY85
was set out in the last CPP, prepared in FY80. The actual FY81 program
amounted to 201 manweeks, while the FY82 program was estimated at 220
manweeks in the IS for FY83. The FY83 program was approved by Mr. Stern in
February. However, slippage of the agricultural and energy sector surveys
from FY82 (reflecting the lack of agreement on sectoral investment strategy
within Yugoslavia), and additional industrial sector work (in response to
the new stress on issues of industrial strategy and policy) have led to
some expansion in.the actual program for FY83, as indicated on page 6 of
this annex. At the IS review meeting the Region expressed its preliminary
view that the program would stay at approximately current levels in the
near future, notwithstanding the run-up to graduation. As the DPS memo on
the IS noted, this is a somewhat smaller ESW program than would be
warranted given Yugoslavia's size and the volume of lending to it.

10. The major pieces of work currently planned through FY85 continue
to make sense in the light of the criteria presented above, provided
receptivity is assured. On the economic side the employment review now
underway is going beyond the analysis of employment issues in the
"Adjustment Policies" report to assess a variety of issues connected with
employment and regional policy, including the policies of the Federal Fund,
the operation of the joint venture mechanism, and the use of these and
other instruments to facilitate the reallocation of labor intensive
industries in line with regional factor endowments.

11. Given the importance of efficient industrial restructuring in
the process of adjustment, several studies are proposed to examine this
process from a variety of perspectives through both economic and sector
work, with the general aim of underpinning the lending program in
industry. The recent green cover economic report has argued for both
better appraisal procedures and more detailed financial programming as ways
of adaressing weaknesses in the system of investment selection which were
evident in the last plan. These issues are also of considerable relevance
in our IDF (and agricultural) projects, and will be addressed by the
proposed study of the role of the financial system in resource allocation.
In support of the shift in our IDF operations toward the restructuring
individual subsectors, a study of selected subsectors in the two more
advanced republics, Bosnia-Herzegovina and Macedonia is proposed to begin
in late FY83, and to continue to FY85. Similarly, in support of the
orientation toward exports which has already been featured in the recent
Industrial Credit VI, a study is proposed of the operations of the export
incentive system at the enterprise level. Thought is being given to
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amalgamating part or all of this study with the subsector reviews described
above. The study of industrial structure and performance planned for late
FY84 and early FY85 is designed to draw generalizations from the subsector

studies on issues of investment coordination across republics, including
the experience with the joint venture mechanism until that time. It would

also be desirable to link this work with our efforts at direct lending to
industry through the proposed export industries and energy projects. In

addition there is also need for work in the area of technology choice and
technology transfer between firms; this could appropriately be taken up

following the study on industrial structure and performance.

12. In the agriculture sector the major activity currently planned

is the agriculture sector survey, which, after considerable delay, appears
ready to proceed in early FY83. This coincides with progress within
Yugoslavia on the so-called 'Green Plan' - the five year social compact for

agriculture. The present design calls for the study to be executed by the
Yugoslavs under close supervision by Bank staff. We have also programmed

resources to follow up on specific aspects of this work, particularly in
the area of investment and pricing policy, aspects of land tenure,

agricultural trade and agricultural credit. In addition time has been
budgeted for full assimilation of the agroindustry study currently being

prepared by the Yugoslavs.

13. As mentioned in the main text, in the energy sector our current

strategy is to gather the information necessary for a well-reasoned lending
program from the work of the first energy sector mission, together with

information collected in the course of identification missions in the oil

and gas subsector and in certain industrial subsectors. This would

complement material already available on the coal and power subsectors.
Following the completion of these elements, we have made provisions for
reviews of selected issues in the outer years depending on our remaining

needs and the interest of the authorities.

14. While we will monitor creditworthiness and capital account

developments continuously, in association with the IMF, the CEM planned for

late FY83 will look explicitly at issues connected with Yugoslavia's access

to international capital markets, and will build upon the work of the

financial sector mission in its examination of the internal coordination of

external borrowing (including cofinancing) in Yugoslavia. A further CEM in

late FY84 will look at aspects of Yugoslav policy toward foreign
investment; a topic which is arousing interest within Yugoslavia at present

and is of interest to us and to IFC. Following upon the macroeconomic
modelling work-initiated for the plan review mission, we are in the process

of establishing collaborative links between research institutions in
Yugoslavia and researchers at the Bank, in an effort both to transfer

analytic technology in which the Bank is a leader and to create an

instrument for more effective dialogue with Yugoslav planners and policy

makers. Finally, some thought might be given to using the Bank's analytic
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staff in providing concrete guidance to the Yugoslavs (and other graduating

countries) on markets and commodities suitable for their export drive. In
the first instance this could involve drawing upon existing analyses of

shifting patterns of comparative advantage, and on prospects for protection

in the industrial countries to define the elements of a medium-term export
strategy.

15. The above program, if accepted by the Yugoslavs, would imply

Bank input at approximately the current level through FY85, the end of the

current plan period, with somewhat greater Yugoslav involvement in

execution of work than has generally been the case. The program for the

later years might decline somewhat thereafter, but this would need to be
assessed closer to the time in the light of Yugoslavia's economic situation

and our experience in the intervening period.
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YUGOSLAVIA: FYSJ-85 ECONOMIC AND SECTOR WORK

Responsible Total Staffwepks -
Ta.5 Aims and Coverage Audience Pepartment YY83 FY84 FYi'.

A. h"onomic Work (ERA)

(i) "Adjustaeut Policies Review of 1976-80 plan and 1981-85 plan. Bank, country. EMlI 6 - -
and Development Perspectives" Green cover discussed with government financial cosmnunity

(ongoing).

tii) Employment, Unemployment and Regional employment policies; factors Bank, country EMi 26 - -
Uuderemployment influencing labor mobility (ongoing).

(iii) Fiuancial System and Resource Review role of banks in investment Bank, country, EMI 33 12 -
ALlocation project evaluation and role of financial financial community

subsidies in resource allocation.

(Lv) CEM/Access to International CEM with special section on internal Bank, IMF, EMI 32 10 -
Capital Merketv borrowing mechanisms, access to inter- financial community

national capital markets and analysis of
capital account developments.

kv) Inoustrist Structure and Examine aspects of Yugoslav industrial Bank, country, EMI - 20 25
Performauce organization and consequences for indus- IFC

trial efficiency in key subsectors.
Identify directions for restructuring.

(vi) CEN/Foreign Investment Policies GEM with special section reviewing Bank, country, EMI - 20 30
policies and success in attracting foreign IFC, foreign investors
investment.

(vii) Xeview oi Technological Review technological base and I & D Bank, country, IFC EMI - - 25
Developmaut in Industry activities in specific subsectors;

mechanisms for acquisition and transfer
of technology (continued in FY86).

(viii) CEM/Review of Plan CE) with review of progress of 1981-85 Bank, country EMI - - 20
plan (continued in FY86).

Total ERA 97 62 100

B. Sector Work (SRA)

(i) Agroindustries Subsector Review Review of current capacity in subsector Bank, country EMP 10 -
and recommendations for future invest-
msent policies (ongoing).

(ii) AgriculturaL Sector Review Review selected aspects of agricultural Bank, country EMP 30 20 -
strategy. bank will prepare sector
memorandum and terms of reference for
study to be conducted by Yugoslav
institutes.

(iii) Agriculture- Selected Issues Follow-up on agriculture sector survey Bank, country EMP - - 20
(Investment; Land Tenure;
AgricuLturaL Laports; Agricultural
Credit)

(iv) knergy bector Study Survey of domestic energy production Bank, country EM? 36 - -
potential and policies, including energy
conservation possibilities and policies
(ongoing).

(v) Energy: Selected Issues Follow up on topics raised in Energy Bank, country EMP 15 20
Sector Survey.

(vi) Review of Industrial Export Review incentives/institutional ' bank, country EMP 20 20 -
incentive System arraniements through detailed study of

individual enterprises to provide
basis for policy and institutional reforms.

(vii) Study of Industrial Subsectors To undertake detailed review of Bank, country EMP 20 57 30
in Haceconia and Bosnia- engineering and textile industries in
Herzegoviua Macedonia, and engineering and wood-

processing industries in Bosnia-Herzegovina,
with special emphasis on export possibilities.

Tutal SRA 116 112 70

C. Otner tEWO, SWO, CPP) 35 35 35

XfAL 248 9 205
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14puuMtioUZ 22.J VILiOu (mid-1980)
GNP Per tapita: US$2,020 (1900)

YUGOSLAVIA - ECONOMIC INDICATORS

Amount Annual Growth Rates (M)
(million Us$ at (at constant 1972 prices)

Indicator current prices) Actual c) Projected
1980 c/ 1975 1976 1977 1978 1979 1980 1981 192 1983 1984 1985 1986

MAI10NAL ACOUNTS

Gross domestic product a/ b9,232 0.9 5.2 8.4 8.5 4.2 2.2 2.2 2.5 3.6 3.6 3.6 4.9

Agricuiture 8,516 -2.6 6.4 5.7 -5.4 5.4 0.0 1.0 3.2 3.2 3.2 3.1 2.0

1:dustry 28,801 7.4 4.1 9.5 9.3 8.5 3.6 1.4 2.3 4.0 4.2 4.2 5.8
Services 24,993 1.4 5.3 7.1 13.1 -2.0 -2.2 3.4 2.5 3.3 3.1 3.1 4.8

Consumption 48,760 -3.3 0.0 9.8 13.0 3.8 0.6 -1.1 2.8 3.5 2.7 2.8 3.6

Gioss itvestment 23,218 10.1 3.6 17.4 -3.2 12.0 -3.2 -1.2 -2.5 1.3 4.2 4.6 7.3
Exports of GNFS 14,053 1.1 10.4 -2.0 4.8 2.6 12.6 9.3 7.0 6.6 6.6 6.6 6.5
Imports of GNFS 16,799 -1.3 -8.6 16.1 2.5 12.0 -9.7 -2.6 2.6 4.3 5.2 5.7 5.8

Gross national savings 19,619 14.7 20.6 5.6 -3.1 3.4 5.8 - - - - - -

PRICES
GOP deflator (1972 -100) 411 170 204 232 260 313 411 - - - - - -

Exchange rate 24.9 17.4 18.2 18.3 18.6 19.0 24.9 - - - - - -

Share of CDP at Market Prices (M) Average Annual Increase (Z)
(mt current prices) b/_(at constant 1972 prices)

1960 1970 1975 1980 - 1985 1990 1960-70 1970-75 1975-80 1980-85 1985-90

GrQs6 Domestic Proouct a/ 100.0 100.0 100.0 100.0 100.0 100.0 5.9 6.5 5.7 3.1 5.7

Agriculture 22.5 16.1 13.8 12.3 12.1 10.2 3.3 2.9 2.4 2.7 2.0

industry 42.2 37.4 44.3 41.6 41.8 45.3 6.3 8.3 7.0 -3.2 7.5
services 29.0 38.1 33.1 36.1 36.1 34.6 6.9 4.7 4.3 3.1 4.8

consumption 67.2 72.8 74.3 70.4 69.8 68.1 6.5 6.9 5.4 2.1 5.3
Gross investment 36.5 32.3 33.5 30.5 27.8 28.4 4.7 5.5 5.3 1.3 6.1

Exports GNES 13.9 18.5 20.2 27.7 33.7 35.0 10.2 6.7 5.7 7.2 6.5
Imports GNFS 17.5 23.5 28.0 31.4 31.3 31.5 9.8 6.7 2.5 3.1 5.8

Gross national savings 32.6 29.6 25.6 28.3 28.4 31.8 5.3 6.2 6.5 - -

As Z of GDP
1960 1970 1975 1980

PULLIC FINANCE
Total revenues 27.9 33.1 36.8 37.6
Total expenditures 24.1 33.2 37.2 38.2
Surplus (+) or deficit () 3.3 0.1 -0.4 0.6
Foreign financing 0.0 0.0 -0.4 0.0

1960-70 1970-75 1975-80 1980-85 1985-90

OthNE. lsILLATORS
GNP growth rate (W) 6.1 6.7 5.7 2.8 5.8
CNP per capita growth rate 5.0 6.6 4.7 1.9 4.8

lC0R 5.4 4.6 5.8 9.1 5.0
Import elasticity 1.6 1.0 0.5 1.0 1.0

a/ At market prices; components are expressed at factor cost and will not add due-to exclusion of net indirect taxes and.subsidies.
6/ Projected years at constant 1972 prices.

/ Estimate.

EMENA IC
April 8, 1982

These projections reflect an earlier version of the 1981-85 five-year plan. A new version of the plan is expected in late summer 1982,
and will be incorporated in revised projections to be prepared before a graduation paper is submitted to the Board. (August 2, 1982)



-34-
ANNEX III
Page 2 of 4

Population: 22.3 million (1980)
GNP Per Capita: US$2,o20 (1980)

YUGOSLAVIA - EXTERNAL TRADE -

Amount Annual Growth Rates (Z)
(million Us$ at (at constant 1972 prices)

Indicator current prices) Actual e/ Projected
(1980) 1905 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986

EXTERNAL TRADE
Merchandise exports 8,978 0.0 14.5 -5.3 1.0 4.4 11.2 10.6 7.0 6.4 6.4 6.4 6.5Primary a/ 1,940 -3.1 16.6 3.9 1.5 5.6 2.5 -10.7 5.0 5.0 5.0 5.0 6.5Manufactures b/ 7,038 0.4 13.9 -8.8 0.8 4.0 14.1 16.4 7.4 6.7 6.7 6.7 6.5

Merchandise Imports 15,065 -- 2.8 -6.5 18.5 3.8 18.8 -13.9 -4.9 2.5 4.3 5.4 6.0 5.7Food 1,087 -40.9 45.8 4.3 -24.2 51.9 -3.1 -5.5 1.0 1.0 3.5 4.0 4.5Petroleum c/ 3,549 -5.0 10.1 12.0 11.6 10.6 -8.2 0.0 3.0 5.0 5.0 5.0 7.0Machinery aud equipment 4,216 22.3 -8.8 17.8 7.1 22.4 -23.1 -19.8 -5.0 3.0 3.0 5.0 7.0Others 6,213 -11.9 -12.7 22.1 4.4 12.8 -9.3 4.3 6.5 5.4 6.5, 6.9 5.2

PRI(.ES (1972 - 100)
Export price index 172 180 202 220 253 301 331 364 393 423 453 480Import price index 184 189 216 226 269 319 351 385 419 452 486 521Terms of trade inuex 93.5 95.2 93.5 97.3 94.0 94.4 94.4 94.7 94.0 93.5 93.1 92.0

Composition of Merchandise Trade (%) Average Annual Increase (Z)
(at current prices) d/ (at constant 1972 prices)

1960 1970 1975 1980 1985 1990 1960-70 1970-75 1975-80 19S0-85 19d5-:

Exports 100.0 100.0 100.0 100.0 100.0 100.0 8.1 5.7 5.1 7.4 6.5Primary a/ 49.6 29.4 19.5 22.0 16.0 16.4 - -1.3 6.0 1.9 6.5anulactures b/ 50.4 70.6 80.5 78.0 84.0 83.6 - 8.1 4.7 8.8 6.5
Imports 100.0 100.0 100.0 100.0 100.0 100.0 9.0 7.4 4.1 2.7 5.7Food 9.1 7.2 5.5 7.2 8.6 8.1 - 5.0 14.9 0.8 4.5Petroleum c/ 5.4 4.8 12.3 23.6 7.9 8.4 - 8.2 7.2 3.6 7.0Machinery and equipment 36.8 33.2 33.9 28.0 24.6 26.1 - 9.4 3.1 -2.8 7.0Others 48.7 54.8 48.3 41.2 58.8 57.3 - 6.0 3.5 6.0 5.2

Share of Trade with Share of Trade with Share of Trade with Capital Share of Trade withIndustrial Countries (Z) Developing Countries (2) Surplus Oil Exporters (%) Centrally Planned Economies (%)196. 1970 1975 1979 199791970 1975 1 17 975 1979 l96317 975 1979

DIRECTIOU OF TRADE
Exports 40.1 53.3 34.0 40.5 17.4 13.6 16.8 19.3 0.4 0.7 2.1 11.5 42.1 32.4 47.1 40.3Primary 61.0 70.2 54.0 55.0 9.1 8.2 8.9 14.2 0.2 0.2 1.9 5.8 29.7 21.4 35.2 30.7Manufactures 24.0 41.9 26.0 33.5 23.8 17.2 20.0 21.6 0.6 1.0 2.1 14.2 51.6 39.9 51.9 44.9
Imports 55.3 66.1 59.1 60.8 16.0 12.7 15.7 u.A. 0.1 0.1 0.6 U.a. 28.6 21.1 24.6 25.3

a/ SITC 0-4
;/ SITC 5-8
c/ SITC 3; includes lubricants, coal and electricity.
0/ Projected years at constant 1972 prices.
ti Estimates. Owing to changes in toe valuation of trade, components do not add up to totals, nor do aggregate price and volume indices equal value growthbetween 1978 anod 1979 shown in next table.

EMENA IC
April 8, 1982

These projections reflect an earlier version of the 1981-85 five-year plan. A new version of the plan is expected in late summer 1982,ans will be iucorporated in revised projections to be prepared before a graduation paper is submitted to the Board. (August 2, 1982)



YUGOSLAVIA - BALANCE OF PAYMENTS, EXTERNAL CAPITAL AND DEBT
(US millions)

Population: 22.3 million (mid-1980)
CNP Per Capita: US$2,620 (1980)

Indicator Actual Projected
970 1973 1976 1977 1978 1979 1980 1981 al 1982 1983 1984 1985 1986 1990

BALACE OF PAYMENTS
Exports of goods and services 3,037 8,012 9,142 10,586 12,069 14,276 18,300 22,207 25,325 28,482 32,023 35,921 39,983 61,884

of which; Kerchandise f.o.b. 1,679 4,073 4,893 5,191 5,899 6,794 8,978 10,939 12,860 14,779 16,905 19,248 21,729 35,291
Imports of goods and services 3,385 9,013 8,977 11,932 13,352 17,937 20,592 22,957 25,862 28,828 32.221 35,972 40,095 62,701

ot which: Merchandise c.i.f. 2,874 7,697 7,367 9,789 10,439i 14,019 15,065 15,758 17,709 20,114 22,915 26,122 29,576 48,796
Net transfers - - - - -- - -

Current account balance -348 -1,001 165 -1,346 -1,283 -3,661 -2,292 -750 -537 -346 -198 -51 -112 -817

Private direct investment - - - - - - - - - - - - -
MLT loans (net) 196 951 1,094 1,432 1,394 1,009 2,410 762 662 241 865 1,010 1,367 1,938

Otticial 18 246 213 61 128 131 59 1,097 1,280 451 654 642 888 -985
Private 178 705 881 1,371 1,266 878 2,351 -335 -618 -210 211 368 479 2,923

Other capital b/ 38 135 119 45 541 1,487 657 143 360 600 -i00 -333 -566 -
Change in reserves 114 85 -1,378 -131 -652 1,165 -775 -155 -485 -495 -567 -626 -689 -1,121

International reserves c/ 276 1,502 2,880 3,011 3,663 2,498 3,273 3,428 3,913 4,408 4,975 5,601 6,290 10,065
Of which: Gold (official valuation) 51 62 62 64 69 73 78 78 78 78 78 78 78 78

Reserves as months imports 1.0 2.0 3.8 3.0 3.3 1.7 1.9 1.8 1.8 1.8 1.9 1.9 1.9 1.9

EXTERNAL CAPITAL AND DEBt
Cross disbursements 611 1,647 2,096 2,665 2,800 2,438 4,156 3,223 3,282 2,660 3,642 4,423 5,840 7,429

Official grants - - - - - - - - - - - -
Concession-l loans 67 134 134 159 29 13 20 12 - - - -

DAC 0 71 - 62 66 11 11 15 8 - - - -
OPEC - - - - - - - -
IDA - - - - - - - -
Other 675 63 72 93 18 2 5 4 - - - - Ut

Non-concessional loans 573 2,037 1,962 2,506 2,671 2,425 4,136 3,211 3,282 2,660 3,642 4,423 5,840 7,429
Official export credits d/ 39 203 283 75 74 60 85 1,375 1,534 723 931 1,145 2,069 974
EURD 37 154 119 133 180 294 258 240 285 341 330 337 330 147
Other multilateral - - - - 8 24 36 18 - - - - - -
Private 497 1,680 1,560 2,298 2,409 2,047 3,757 1,578 1,463 1,623 2,381 2,941 3,441 6,308

Yugoslav export credit (net) (-37) (-82) (-100) (-183) (-106) (-125) (-300) (-250) (-230) (-220) (-240) (-156) (-509) (-404)

External debt
Debt outstanding and

disbursed e/ 2,053 5,820 7,172 8,956 11,117 13,608 15,446 16,458 17,350 17,811 18,916 20,081 21,958 30,870
Official 854 2,327 2,792 3,085 3,410 3,662 4,552 4,982 6,492 7,163 8,057 8,855 10,252 11,776
Private 1,199 3,493 4,380 5,871 7,707 9,946 10,894 11,476 10,858 10,648 10,859 11,226 11,706 19,094

Undiebursed debt 948 2,971 2,525 4,438 3,713 3,817 2,542 3,666 4,705 5,627 6,247 6,747 7,377 10,290

Debt service f/
Total service payments 503 1,44l 1,440 1,595 1,886 2,125 2,441 3,961 4,456 4,320 4,720 5,483 6,206 7,847

Interest j/ 128 289 302 367 578 821 995 1,750 2,066 2,121 2,183 2,225 2,242 2,760
Payments as Z exports 16.6 18.0 15.8 15.6 14.9 14.9 13.3 17.8 17.6 15.2 14.7 15.3 15.5 12.7

Average interest rate on new loans (2) 7.1 8.1 7.1 7.4 7.7 8.0 8.4 9.2 9.1 8.2 8.5 8.6 9.1 8.7
official 7.0 8.3 7.0 7.3 7.7 - - - - - - - - -
Private 7.5 7.5 8.6 9.3 8.7 9.5 - - - - - - - -

AverAge maturity of new loans (years) 16.5 15.2 18.3 15.4 15.1 10.8 10.1 10.2 10.3 10.7 10.5 10.3 10.1 9.8
Official 18.5 16.5 10.0 15.9 15.1 - -

Private 10.9 10.9 5.7 7.5 - -

a/ Estimates.
3/ Includes net use of IMF credit (drawings less repurchases), net use of short-term credit and changes in bilateral

balances. OQ
c/ Including gross foreign assets of commercial banks. M
n/ After 1980, includes borrowings guaranteed by National Bank of Yugoslavia. EMENA IC

External borrowing reported in the historical balance of payments is not consistent with external debt data. April 8, 1982
rt Dent service excludes amortization and interest on export credit extended by Yugoslavia. 0 H
g/ After 1981, includes interest payments on use of IMF resources. t H

TheAe projections reflect an earlier version of the 1981-85 five-year plan. A new version of the plan is expected inLate 6umar I98i, anid will be incorporated in revised projections to be prepared before a gradnatinn pap.r in atitmittotl
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SELECTED REGIONAL INDICATORS
(in percent unless otherwise indicate)

Bosnia -
Yugo- Herze-

slavia govina Serbia Slovenia Macedonia Kosovo Montenegro Croatia Vojvodina

Demography and Labor Force

Population Growth (1952-79) 1.0 1.5 0.8 0.7 1.4 2.5 1.3 0.6 0.6

Share of Population Below
20 Years (1971) 36.0 45.4 31.0 33.0 43.0 53.0 43.0 31.5 30.0

Agricultural Population/
Total Population (1971) 38.0 40.0 44.0 20.0 40.0 52.0 35.0 32.3 39.0

Private Agricultural Labar
Force/Total Labor Force (1971) 40.0 42.0 52.0 18.0 38.0 51.0 39.0 41.1 46.2

Active Population/Total
Population (1971) 43.0 36.7 52.0 18.0 38.0 26.0 33.0 45.5 42.6

Registered Unemployment/
Social Sector
Employment (1978) 12.3 14.9 16.5 1.3 22.3 28.1 16.0 5.9 13.6

Migrant Workers/Total Labor
Force (1971) 10.0 93.0 6.0 8.0 12.0 10.0 6.0 11.1 7.3

Income

Real Growth in GMP 1952-79 6.8 6.0 6.7 7.1 7.1 6.6 6.4 6.9 7.8

Real Growth in Per Capita
GCP 1952-79 5.7 4.5 5.9 6.4 5.2 4.0 5.1 6.3 7.2

GNP Per Capita (Estimate)
(1980) ($) 2620 1737 2534 5193 1721 812 2086 3314 3189

Net Personal Incomes Per
Worker in Social Sector Per
Annum (1979) ($) 3861 3466 3761 4986 3180 3033 3311 4150 3659

Economic Sectors (1981)

Share of Industry in GMP 37.3 40.4 36.9 45.8 36.1 33.1 33.1 33.6 36.2

Share of Agriculture in GMP 11.8 8.6 12.5 4.8 14.3 27.4 6.7 10.0 18.6

Share of Constraction in GMP 10.8 11.6 10.4 9.8 13.3 8.4 12.9 11.4 13.,.

Share of Transportation
and Communications in GMP 8.1 7.9 7.5 7.3 6.3 5.8 11.8 10.6 5.0

Social Indicators

Life Expectancy (1979)

(years) 70.0 69.6 71.4 70.6 69.6 70.8 73.7 70.5 68.8

Number of Persons per
Physician (1979) 1795 2551 1722.0 1172.0 2432.0 1841.0 2C81.0 1338.0 4993.0

Number of Persons per
hospital bed k1979) 167.0 207.0 157.0 137.0 193.0 170.0 132.0 139.0 356.0

Illiteracy Rate (Z of Pop-
ulation over 10 years of age)
(1975) 15.0 23.2 18.0 1.0 18.0 32.0 17.0 4.7 9.0

Area of Dwelling per
Person (1981)(sq. meters) 11.4 12.4 9.9 10.7 13.4 10.6 23.7 12.3 6.9

Dwelling: with Water Supply
and Sewerage Facilitier (1975) 38.0 25.8 34.0 72.0 38.0 17.0 38 43.6 29.2


