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2. 2/11-13/74

3. 2340
(Port Moresby)

i 2/13/74
(Port Moresby)

PAPUA - NEW GUINEA

Minister of Finance, Julius Chan Sungmen
Minister of Public Works, Thomas Kavali
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Julius Chan, Minister of Finance

Merauke Morauta, Secretary, Ministry of Finance

H. P. Ritchie, Senior Advisor, Ministry of Finance

David Beatty, Director, Central Planning Office

William L. Conroy, Secretary, Department of Foreign Relations
and Trade

Henry T. Robert, Governor, Bank of Papua New Guinea

P. Bouraga, Acting Secretary, Department of the Chief Minister

John Natera, Director, Department of Agriculture, Stock and
Fisheries

Michael T. Somare, Chief Minister

Dr. John Guise, Deputy Chief Minister and Minister of the Interior
Julius Chan, Minister of Finance

Albert Maori Kiki, Minister for Defense, Foreign Relations and Trade
Iambakey Okuk, Minister for Agriculture

N. E. Olewale, Minister for Education

Paul Lapun, Minister for Mines and Energy

Donatus Mola, Minister for Business Development

P. Bouraga, Secretary, Department of the Chief Minister

Bunais Sabumei, Foreign Relations Officer

L. G. C. Moyle, Managing Director, Investment Corporation of PNG
Mr. Small, Manager, Commonwealth of Australia Banking Group in PNG
E. Cleland, Manager, British New Guinea Development Co., Ltd.,
Member of Copra Marketing Board, President of Planters Assn.
of Papua and of National Farmers Union
Paulius Matane, Secretary, Department of Business Development
Elliot Elijah, Department of Business Development
Mahuru Rarua, Director of Cooperative Wholesale Society, Director
of PNG Printing, Pacific Insurance Company and Pagini Taxi Co.
Mr. Clunies-Ross, Head of Department of Economics, University of PNG
Dr. Ross Garnaut, Research Fellow on Economic Policy, Australia
National University
Flias Vuvu, Private Secretary to Minister of Agriculture, Stock
and Fisheries
John Noel, Office of the Chief Minister

L. G. C. Moyle, Managing Director of the Investment Corp. of PNG

Tei Abal, Leader of the Opposition
W. A. Lussick, Opposition Party Official

Others met: M. Lyon, Deputy Head of the Australian Office
T. Unwin, Resident Representative, UNDP
L. W. Johnson, High Commissioner
Dr. K. S. Inglis, Vice Chancellor, University of PNG
Prof. Maddocks, Professor of Clinical Science, Univ.ofPNG
Major E. Diro, PNG Defence Force
T. ToBunbun, Foreign Relations Officer, Dept. of
Foreign Relations and Trade

B.* Feakes rst Asst. Secretary, Australian Dept.
of Foreign’A airs s

Mr. Cole, Managing Director, PNG Development Bank
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2/13/74 A. Creedy, District Commissioner
(Kundiawa)
(Garoka) P. J. Walsh, Acting District Commissioner
10/9/75 Prime Minister Michael Thomas Somare

P. Matane, Charge d'Affaires in Washington
Paul Bengo, Assistant to the Prime Minister






FROM:

SUBJECT:

TO:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
OFFICE MEMORANDUM
Memorandum for the Record DATE: June 15, 1973

Raymond J. Goodman

PAPUA NEW GUINEA: Visit of Messrs. Chan and Kavali

Messrs. Julius Chan, Minister of Finance, and Thomas Kavali,
Minister of Works of the Territory of Papua New Guinea called on Mr.
McNamara on June 12. They were accompanied by Mr. Sabumei, who is
attached to the Australian delegation to the U.N. Mr. McLeod and I
were also present. The visit was essentially a courtesy call, and
Minister Chan said he wished to take the opportunity of thanking the
Bank group for its very helpful support of the development efforts of
the Territory. He referred to Mr. McNamara's speech at the last annual
meeting and said that it fitted in well with his government's strategy
to bring on the large portion of the population that remained in the
traditional sector.

Mr. McNamara inquired about the timing of the Territory's
independence and the future of Australia's assistance. Mr. Chan said
that full self-government would be achieved by the end of this year
but that the timing had not yet been set for independence and that this
was still under discussion with the Australian authorities. The new
Australian government had given a firm promise of continued support on
at least the present scale.

Mr. McNamara then referred to the question of whether Australia
would continue to guarantee Bank loans to the Territory after independ-
ence. Minister Chan said that he had learned about this problem during
his discussions earlier in the day and would discuss it with his cabinet
colleagues on his return to Port Moresby. I reported that I had also
raised the matter with Mr. Hay, Secretary of the Department of External
Territories of Australia who had said that it had not yet come before
the Commonwealth Cabinet but that it would be highly unusual, if not
unique, for one country to guarantee loans incurred by another. However,
he appreciated Australia's interest in enabling the Bank to continue lend-
ing to Papua New Guinea and would look into the matter carefully on his
return to Canberra.

cc: Mr. McNamara's Office
cc: Mr. Helmers

RIGoodman: rf

; - President has seen



TO:

FROM:

SUBJECT:

A A
INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE E i %

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
OFFICE MEMORANDUM
Mr. Robert S. McNamara : DATE: May 31, 1973
B. sem@é, Acting Director, East Asia & Pacific Dept., in the absence of
: Mr. Goodman

PAPUA NEW GUINEA - Visit of Ministers Chan and Kavali

Ministers Chan and Kavali will be meeting you on June 12 at
6:10 p.m. They will probably be accompanied by Mr. Visbord, Minister'
(Financial) attached to the Australian Embassy in Washington, and
Mr. Cranswick (Alternate E.D.). We are not aware of any specific
issues that they wish to raise with you, but we presume that PNG's
forthcoming independence and the Bank's role as a development
partner will be discussed.

Attached are a brief background note on PNG and our lending

operations (Attachment 1) and biographic data on Ministers Chan and
Kavali (Attachment 2).

Attachments

cc: Messrs. Knapp, Cargill
Goodman (o.r.)

LHelmers :vmk
@ .
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Attachment 1

BACKGROUND
Political

Papua New Guinea will attain internal self-governmment at the end of
this year and is expected to become independent sometime between April and
December 1974. The movement towards national independence has, indeed,
accelerated considerably under the new Australian Labor Government, which is
eager to divest itself from its colonial responsibility as soon as possible.

Mr. Whitlam, the Australian Prime Minister, said literally that "no country

in the world can force Australia to remain a colonial power." On various
occasions, Australia has assured PNG of its intention to provide substantial
financial and technical assistance in the future. However, after independence
Australia's guarantee for Bank Group lending to PNG will probably cease. This
applies also to PNG's borrowing in the European and Australian capital markets,
which will probably mske it impossible for PNG to raise new funds in the inter-
national capital markets after independence. In this light our forthcoming
economic mission scheduled for September 1973 will review PNG's creditworthiness
and the terms and size of future Bank Group lending. We feel that there is
scope to increase Bank Group involvement in PNG and that our help is welcomed
by the new Government in its search for new financial sources and development
partners.

Internally, recent constitutional changes have progressively increased
the political responsibilities of the local population and given wider power
to their representatives. After the general election in March 1972 a so-called
National Coalition Governmentl/ was formed, headed by Michael Somare, the leader
of the progressive Pangu Party who de facto became the country's first Chief
Minister. The new Government has asserted its widened constitutional powers
vigorously and has for the first time established an effective national leader-
ship. Its task to prepare PNG for self-government and nationhood is formidable.
Geographic, cultural and ethnic fragmentation of PNG's population fosters
regional jealousies and separatist political movements. Expansion of trans-
portation and communications is a slow and costly process, impeded by the
country's rugged topography and its multi-insular character. Although the use
of Pidgin English and English is increasing, the majority of the people still
speak only one of the 700 local vernaculars. Literacy is very low and the
number of skilled workers, technicians and university graduates is insufficient
to replace the numerous expatriates who still dominate the modern public and
private sectors of PNG's ecanomy. In fact, public administration in PNG relies
heavily on expatriates, not only in the professionsl but also in the sub-profes-
sional level. Private foreign businesses have only recently started training
programs to replace expatriates by local employees. Hence, in the immediate

1/ Four smaller groups joined the Pangu Party in the coalition. They include
the moderate People's Progress Party led by Finance Minister Chan, the
National Party (of which Mr. Kavali, the Minister of Works, is a member)
representing a group of progressive Highlanders, the Tolai Mataungan
Association and a group of Independents.
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future much will depend on the new Government's success in winning not only
the confidence of the various PNG tribes, but in particular in localizing
public administration in an orderly and gradual fashion and in safeguarding
the interests of the expatriate business community.

Economic

Economically, Papua New Guines approaches independence with a
basically dichotomized structure consisting of (i) a large but sluggish
indigenous subsistence sector based on traditional agriculture and
(ii) a repidly expanding modern monetized sector, with emphasis on export
oriented plantation agriculture, Government operations, services and, lately,
also mining. The economy as a whole has grown satisfactorily during the 1960's.
GDP rose by almost 8 percent a year during 1960/61-1965/66, end more recently
by almost 11 percent a year, owing partly to the implementation of the large
Panguna copper mining project on Bougainville Island. This growth was also
sustained by a 15 percent average snnual increase in the export-oriented
modern agricultural sector, by favorable trends in private non-mining invest-
ments, and by sharply rising Government expenditures, especially for economic
development. Since growth has been virtually limited to the monetized sector
the share of the traditional subsistence sector, from which 70 percent of the
local population still derives the main part of its living, fell from about
two-thirds to less than LO percent during the sixties. Per capita GNP in
Papua New Guinea in 1971 was around US$300 including the high-income expatriate
sector; the per capita income of the indigenous population was around UsS$L60,
or only 1l percent higher than five years before, reflecting the problems of
the country's dichotomized economic structure.

Since mid-1971 the economy has been passing through a recession;
real GNP has declined by L percent. Main factors have been the readjustment
of private investment to previous levels after the completion of the construction
of the Bougainville project, and declining world market prices for most of the
country's agricultural export commodities (copra, cocoa, rubber and palm oil)
and temporary marketing difficulties for coffee. In addition, the present
atmosphere of uncertainty and expectation explains to some extent the slowdown
in business activities. New investments are deferred, some smaller foreign owned
firms are closing and the departure of Australian civil servants has started.
This atmosphere of uncertainty among the expatriate community will probably
prevail in the near future when the new Govermment will have to establish itself
firmly and to work out in detail its development policies and programs. Through
our lending program as well as our economic missions we hope to support the new
PNG Government with finsncial aid as well as advice on its future development
policyl/; thus the Bank Group may be able to be a stabilizing factor during
the difficult transitional period when PNG moves towards independence.

l/gﬁfﬁe Bank has acted as Executing Agency for a UNDP-financed study on PNG's
future development strategy which was finalized in late 1972,
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Bank Lending Program

The Bank Group's assistance to PNG has been designed to supplement,
not to substitute for Australian aid. The Bank has made four loans to PNG
for a total of US$LL.7 million and the Association four development credits
amounting to US$25.2 million. The largest single loan was US$23.2 million
for a hydroelectric project, which was needed to provide power for one of the
most rapidly developing areas of the country. The remainder of Bank Group
lending has been for telecommunications, highways, ports and agricultural
development. These projects were selected for their high economic priority
in helping to open up the country, to provide basic infrastructure facilities
and to bring the local population into the cash economy. Implementation of
these projects did not encounter major difficulties.

The average annual Bank Group lending to PNG during FY7L4-78 is
tentatively proposed at US$22 million. We expect three projects in FY7h:
a small power project, a first education project and a third large oil palm
scheme. The Government is giving high priority to rursl development aid and
we intend, with the help of our forthcoming operational and economic missions,
to pay special attention to rural development possibilities.
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CURRICULUM VITAE

Julius Chan Sungmen, Minister of Finance

Age 33, born in New Ireland of Chinese extraction, graduated from
Secondary School. Official of the Administration of the Cooperatives, 1961-6l.

Member of the House of Assembly since 1968 (Namatanai Open Electorate),
Deputy Speaker of the House. Re-elected in 1972. Co-founder and currently
Chairman of the People's Progress Party (PPP), a moderate political group with
relatively strong Chinese and some European influence, representing middle-class
business interests but also supported by elements of the newly formed indigenous
elite, especially in the coastal and island areas of PNG,

Chan led the PPP into a coalition with the progressive Pangu Party
which (together with three smaller groups) gave the new Chief Minister Michael
Somare a majority in the House and put the comservative United Party, the
largest political group, into opposition. The PPP currently holds 1L seats
in the 100 member House of Assembly.

Chan became Minister of Internal Finance in 1972. Since very recent,

this function includes the responsibility for external finance and foreign
aid, and the title was changed to Minister of Finance.

Thomas Kavali, Minister of Works

Age 28, born in New Guinea's Western Highlands District.

Standard VI Education, Primary School. Former Trainee of the
Department of Agriculture in Madang 1963. Official of Bureau of Corrective
Institutions 1965-1969.

Member of House of Assembly (Jimi Open Electorate) since 1969.
After re-election in 1972 co-founder of National Party, a small group
representing progressive Highlanders, especially public servants, which
separated from the United Party, the dominating political group in the
Highlands.

Kavali became Minister of Works in 1972, with responsibility for
public works.









MEMORANDUM FOR THE RECORD

Briefing Session for Mr. McNamara with Minister of Finance, Julius Chan
and Senior Government Officials, February 11, 197 in Port Moresby ,PNG,

Present: Minister Julius Chan (Chairman: Mr. Merauke Morauta, Secretary,
Ministry of Finance: Mr. H. P. Ritchie, Senior Advisor, Ministry of
Finance; Mr. David Beatty, Director, Central Planning Office; Mr. William
L. Conroy, Secretary, Department of Foreign Relations and Trade; Mr. Henry
To Robert, Gevernor, Bank of Papua New Guinea; Mr. P, Bouraga, Acting
Secretary, Department of the Chief Minister; Mr. John Natera, Director,
Department of Agriculture, Stock and Fisheries. Also present: Messrs.
William Clark and Anders Ljungh,

Mr. Morauta and Mr. Beatty gave a comprehensive briefing on
Papua New Guinea's recent economic and social structure, the Government's
basic policies to be reflected in the new plan, and the financial situation
and prospects. An outline of the briefing containing a full set of
copies of charts which were shown during the briefing is on file in
Division D, EA&P Department, Asia Region.

The discussiens centered on Papua New Guinea's creditworthiness,
possible continuation of the Australian guarantee for Bank loans,
Australian aid commitments to PNG after independence, future large-scale
projects, and future Bank Group assistance to the Country.

Creditworthiness

The Treasury officials peinted out that PNG's trade balance
had considerably improved during the last year as exports increased
rapidly because of high copper prices during the first full production year
of the Bougainville mine and high primary produce prices for almost all
of NG major agricultural export crops. Imports, on the other hand,
increased only slightly because of the declining expatriate population.,
Thus, PNG's resource gap had dramatically diminished and was currently
projected to disappear. Therefore, the projections by the last Bank
Economic Mission should be revised and PNG should be considered credit-
worthy for Bank loans on its own.

Mr. McNamara cautioned that the improvement of the trade
balance alone would not be sufficient to establish PNG's creditworthiness
because of the continuing substantial net outflow of services, especially
factor services. Due to the large net transfer abroad of dividends and
interest payments as well as its import requirements (especially fuel)
the Bougainville project's net benefit to the balance of payment is
limited, As far as exports are concerned the figures for this year
reflected a record price for copper and major tree crops which was not
expected to continue, For copper, it was expected that prices might fall
noticeably in two to three years, when a number of new copper mining
projects would go into operation in several countries., Creditworthiness
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had to be seen by the Bank in the long term because of the long-term
amortization schedule of Bank loans, He felt as it stood now that an
Australian guarantee would be necessary for continued Bank loans to NG,
However, the Bank would continuously review the question of MNG's
creditworthiness and would be glad to revise its position when events
would justify it. The next review wouldbe done by the economic mission
scheduled for May.

Mr. McNamara also pointed out that an Australian guarantee
would allow the Bank to finance projects in PNG on a much larger scale
than would be possible if loans would have to rely on PNG's own credit-
worthiness which for some time to come would probably only be marginal,
In his judgment, PG would need very large amounts of assistance in the
future for implementing its rural development program. He would therefore
raise the issue of the guarantee in Canberra and was optimistic because
of Mr., Whitlam's assurances to him on this matter during the Prime
Minister's recent visit to Washington. The PNG officials were skeptical
and felt that the Australian Treasury's opposition to the continuation
of the Australian guarantee was very strong.

Negotiations on Australian Assistance

The PNG officials reported about their negotiations on
Australian aid for the next three years. The negotiations had been
difficult with the Australian Treasury taking a tough stand on all NG
proposals., Firm Australian aid commitment was now essential for PNG
politically as well as economically since the country was currently passing
through a recession. Investment climate was sluggish, public development
expenditures restricted pending the decision on the new development plan,
and the rapid exodus of expatriates had caused the modern economic sector
to shrink, The total number of expatriates had declined to 34,000
(1972: 53,000) implying an expatriate workforce of between 16,000 and
17,000, Expatriate public servants were expected to decrease by 1,600
during FY73/74 as against an expected decline of 960, This hinted at
serious manpower shortages in the immediate future., There was also a
severe shortage of teachers, especially technical teachers. Australia
was accused of doing little to curb a precipitous exodus of Australian
public servants and teachers.,

Another politically disconcerting factor was the short supply
of kerosene and diesel fuel in the Highlands, Native truck owners find
it difficult to repay PNGDB loans. Also tinned fish imported from Japan
which had become a major source of protein for natives in the Highland
town areas was in short supply when Japanese suppliers recently discon-
timued deliveries of low-grade tinned fish. These developments hightened
to the Highlanders' traditional misgivings about the current national
Government and their objections to early independence.

During the negotiations in Canberra the PNG delegation asked
for a firm Australian commitment for A$520 million at constant prices
for the next three years. This request was based on the assumption that
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current public expenditures would continue to increase by about 15 percent
a year, which had been the expansion in the last 5-6 years, While PNG's
borrowing capacity was naturally limited, PNG's current internal revenue
base was bound to decline with the exodus of the expatriates. Pending
a complete overhaul of the revenue system, 88 percent of personal income
tax was paid by expatriates; 2 percent of the population paid 80 percent
of all tax revenues; 50 percent of the total tax base was "expatriate
sensitive”, Under these circumstances, the FNG Treasury estimated an
anmal revenue gap of A$150 million at constant 1973 prices over the
next three years. This would not allow for an increase in capital
expenditures.

Australia had so far been willing to promise only a commitment
of A$500 million for the 3-year period at current prices with no allowance
for price rises and the exact amount of the annual assistance to be -
negotiated every year., If special allowances in connection with the trans-
fer of functions from the Australian to the PNG Government were sub- -
tracted, genuine budget support would dwindle to A$350 million, or about
A$115 million a year, which wouldbe less than was provided currently.

Moreover, the Australian Treasury had so far rejected PNG's
request to continue the guarantee of PNG borrowing in the Australian
capital market after independence. The Treasury apparently wanted to
avoid a precedence for other countries in the region, e.g., Fiji or
Western Samoa. Mr. McNamara said he could not agree with the Australian
position and would raise the matter in Canberra.

The Australian-PNG negotiations were stalled and would be con-
tinued at the highest level between Somare and Whitlam in a few days.
(In the meantime, it was agreed in these talks that Australia would
commit itself to provide PNG with a minimum aid of A$500 million over
the next three years, which would be renegotiated anmually between the
two countries. The question of constant versus current prices was
apparently shelved).

large~Scale Projects

Total investments cost for the proposed Ok Tedi Copper Project
were estimated at about A$340 million, This would include about A$80
million for infrastructure, predominantly for transportation., Kennecott
was apparently unwilling to pay for the infrastructure and maintained
the expected profitability of the copper mine alone would not Justify
infrastructure expenditures of this size. The company suggested a
regional development effort to coordinate the mining project with rural
development and forestry projects in the area. With the development of
transportation the area's allegedly rich timber resources could be
tapped and there was a possibility of growing rubber, oil palms and other
export crops in the area., Kemnecott felt that part of the infrastructure
expenditures could be financed by the Bank Group, In addition, Bank
financing of the necessary power generation and distribution facilities
(to be built by EICOM) was also considered.



o™

The NG officials were extremely skeptical about the agri-
cultural potential of the region in question, which was populated only
very thinly. Projects would require massive resettlement efforts of
people from the Highlands whose success was doubtful, Also, the forestry
potential was uncertain before more thorough studies had been done,

Mro. McNamara assured the officials that the Bank Group would
be willing to finance part of the infrastructure investments for the
copper project, provided these investments would also make a substantial
and meaningful contribution to rural development in the region. He felt
that some of the Bank financing could even be guaranteed by Kennecott.
However, he warned FNG not to get stuck again with A$80 million of infra-
structure investments for an enclave project which would yield only
limited direct benefits to the local economy. He reminded them of the
A$6lh million already paid by HNG for infrastructure in connection with
the Bougainville mine., If Kennecott would really attach top priority to
the opening up of Ok Tedi it would also come up with the finance for
infrastructure,

On Purari, Mr. McNamara said the Bank would review the results
of the planned feasibility studies. Mr. McNamara refused to make a
statement regarding the Government's plans to renegotiate the Bougainville
Agreement since he had no detailed knowledge of the background. However,
he realized that the present arrangements were very favorable for the
foreign investors. If ING wanted the Bank's advice, the Government
should send background material and their plans to Washington and experts
in the Bank would review them.

Bank Group Assistance

The PNG officials were particularly interested in Bank Group
assistance for the Rural Development Program. They had presented Mr,
McNamara in advance with drafts for regional development programs for
several districts. They emphasized the new development program would
focus on the less advantaged parts of the country., They hoped for
financial assistance from the Bank Group but would also welcome technical
assistance in preparing their programs and projects. Mr. McNamara
referred to his Nairobi speech and promised full support for PNG's rural
development program. We would also help formulate such programs but
there were serious staff constraints in the Bank, Mr. McNamara cautioned
that the Bank itself had only limited experience with the problems of
broad rural development programs for the benefit of the rural poor. We
were still groping with the complex problems and might not yet have all
the answers, He referred to the PNG Development Bank as a channel for
Bank Group lending for the Rural Development Program. Asked about PNG's
nutritional problems, he said the Bank had also begun to move into this
field and would render assistance if requested staff availability per-
mitted, He also pointed to the need to make the remote rural areas
more accessible by the expansion of a rural feeder road network.

On education Mr. Beatty mentioned that a task force was set up
to resolve the political problems which held up the decision on the
Government's new education policy., A decision could be expected soon and
the Bank could then go ahead with its first education project.

GHReif:rmj
March 28, 1974 - ~



MEMORANDUM FOR THE RECORD

Meeting with Cabinet Ministers, Port Moresby, Papua New Guinea,
February 11, 1974

Present: Chief Minister Michael T. Somare, Dr. John Guise, Deputy Chief
Minister and Minister of the Interior, Mr. Julius Chan, Minister of
Finance, Mr. Albert Maori Kiki, Minister for Defense, Foreign Relations
and Trade, Mr. Iambakey Okuk, Minister for Agriculture, Mr. N, E. Olewale,
Minister for Education, Mr. Paul lapun, Minister for Mines and Energy, and
Mr. Donatus Mola, Minister for Business Development. Also present were
Mr. P. Bouraga, Secretary, Department of the Chief Minister, and Mr,
Bunais Sabumei,:Foreign Relations Officer, as well as Messrs. William
Clark and Anders Ljungh,

Chief Minister Somare welcomed Mr. McNamara and his party on
behalf of the Papua New Guinea Government. He explained the Eight-Point
Statement of the basic principles of PNG's economic development which was
announced by him in December 1972 and endorsed by the House of Assembly in
February 1973. PNG's next development plan to be announced later this
Yyear would be based on these principles. The plan would concentrate on
giving the Papua New Guineans effective control over their economy, would
attempt to provide a more equal distribution of economic benefits among
the population, and decentralize economic activity, planning and Govern-
ment spending, with emphasis on rural development in a broad sense.

PNG's development strategy would not only focus on the growth of GNP but
would following traditional Melanesian ways, be development for the people.

Mr. McNamara said that he agreed with the principles laid down
in the Eight-Point Program and he was willing to listen to proposals how
the Bank Group could be of assistance. The discussion then centered on
agriculture, the Ok Tedi and Purari projects, and on education,

Agriculture:

Several Ministers deplored the fact that agricultural develop~-
ment under the Australian administration focused on certain tree cash
crops like coffee, cocoa, copra and, lately, tea but neglected promotion
of food crops and vegetables for the local population. This was due to
an attitude considering PNG to be only an exclave of the Australian
econony and economic development oriented towards serving the expatriate
residents. As a result, PNG's food imports in 1972/73 (July l-June 30)
amounted to A$45 million. The new agricultural policy would therefore
focus on food import substitution. A point in case was rice: in 1972/73
NG imported for A$l2 million. Although large areas of PNG were suitable
for rice growing (Sepik Districts, Markham Valley), Australia had never
seriously attempted to promote rice growing. MG had also great poten-
tHal for sugar but still imported all sugar it needed. Deputy Chief
Minister Guise complained that Australia had in the past on purpose
sabotaged the growing of products in PNG which were directly competitive
to Australian producers (e.g., sugar, rice, fruits, vegetables, ). He
therefore warned of employing Australian experts to advise on projects
in these sectors.
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Mr. McNamara endorsed the Government's policy to reduce food
imports. He said that the Bank Group would support rice projects if the
proposed UNDP study of rice growing in PNG would show possible results
and if local production would be competitive. He pointed out that
introduction of rice on a large scale would require a considerable
number of extemsion workers. Mr., Somare said he considered hiring
extension workers from Taiwan (to which the Australian Government objected),
from the Philippines, or even from China.

Minister Okuk pointed to the severe proteein deficiency in the
nutrition of the majority of the Highland population and welcomed the
Bank Group's livestock projects. This would enable FPNG to phase out meat
imports and broader local meat consumption. He said he understood the
Bank Group was also involved in nutrition and he would welcome Bank help
in that field. Promotion of livestock and vegetable/fruit farming would,
however, essentially depend on the accessibility of rural areas, He
welcomed the Bank's involvement in expanding and improving the PNG High-
land Road network. Mr. Ckuk asked for Bank support of the Madang-Highlands
road connection, which was rejected by the Bank some time ago, Mr. McNamara
emphasized the importance of rural feeder road construction within the
overall rural development program to develop marketing opportunities for
agricultural produce. Mr., McNamara warned, however, that as far as the
expansion of the trunk road system is concerned, priorities would have to
be worked in view of the country's shortage of available financial rescurces.
He recommended the establishment of Government marketing organizations to
substitute for expatriate traders until an effective local private trading
system had evolved. Mr, Somare stressed the importance of establishing
link-up industries for the processing of rural products and asked for Bank
help and advice for small-industry or cottage industry projects,

Dr. Guise pointed to the problems involved in the two policy
alternatives, i.e., to develop and expand existing village structures
with new village centers ar to transfer large populations into land
resettlement schemes like in Malaysia, as it had been done, on a smaller
scale, in the IDA project in Cape Hoskins., Dr. Guise pointed to the danger
of uprooting people by moving them to distant areas, although he saw
great merits in the Malaysian example Mr. McNamara assured him that the Bank
would never be party to a forced transfer of people to resettlement
schemes.

Future large-Scale Investment Projects

The Ministers discussed briefly with Mr. McNamara the Ok Tedi
Copper Mining projects and the Purari Hydro-Scheme; recent developments
in the Bougainville Copper project and plans for renegotiating the Agree-
ment between the PNG Government and the Bougainville Mining Company were
not raised during this meeting.

Regarding Ok Tedi and Purari, Mr. McNamara emphasized that the
Bank would participate in financing such projects only as a lender of
last resort and would lend possibly for infrastructure in connection with
these projects. He pointed to the fact that in the ease of Ok Tedi there
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still existed considerable differences of opinion between the U, S. Kennecott
Company and the Government about who should pay for the infrastructure.
Kennecott apparently felt that the projected US$80 million costs of infra-
structure could not be justified by the Ok Tedi mine alone and that there-
fore a regional development scheme, involving forestry and agriculture
should be combined with it. Some Ministers felt that prospects for a
sizeable rural development scheme were dubious, Mr., McNamara pointed out
that the Bank Group would only get involved if by financing infrastructure
it would contribute to genuine rural development in the region; it would

not want to finance infrastructure for the benefit of the foreign mining

company .

Regarding Purari Mr. McNamara assured that in principle the
Bank would help finance the power project and he is awaiting the outcome
of the planned feasibility studies,

Mining Minister lapun reported on the ongoing oil and gas
exploration operations off the coast of Papua and along the Sepik coast.
He said that prospects for gas were not bad. Answering a question Mr.
McNamara said that the Bank would in general not finance oil refineries
because finance from other sources was usually readily available.

Education:

Education Minister Olewale briefly outlined the great problems
of creating an education system which is geared to the traditions as
well as to the needs of PNG. Only 50% of primary school age children
attended schools and only less than a third of them reached secondary
level. The Govermment is groping for ways of providing formal education
without uprooting the rural youth from their traditional village society,
Present secondary education would produce school leavers unable to take
up regular jobs adding to urban problems. Another very serious problem
is the pressing shortage of teachers in technical and secondary schools
due to the exodus of expatriate teachers. The Minister criticized the
Bank Group that it had for a long time neglected education, Mr. McNamara
responded by referring to the sharp increase in Bank loans and IDA
credits for education in the last five years. He also pointed out that
the Bank had an education project mission ready to go out to PNG since
last summer. But the mission hadbeen repeatedly postponed because the
Government had not yet agreed on the new education program. Olewale and
Somare assured that the decision on the new policy would be made soon
and Mr. McNamara assured that we would send out a mission as soon as the
Government was ready to receive it.

Somare asked about possible Bank support for the introduction
of educational TV in PNG to overcome the current teacher shortage. The
Government envisaged to establish closed-circuit TV facilities in four
to five main urban centers as a first move since introduction of nation-
wide TV in PNG was very difficult and too costly for topographical
reasons., Mr. McNamara mentioned recent Bank financing of educational TV
in the Ivory Coast for primary school teachers training but cautioned
about the high cost., Minister Mola suggested that educational TV should
also be used to train local people in business management.
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Bank Group lLending after PNG's Independence

Mr, McNamara explained that IDA lending to PNG would be
continued since the country was eligible because of the low per capita
income of its local population., However, IDA funds, were limited and
largely preempted by big poor countries like India, Pakistan and Bangladesh,
He was confident that the recent decision of the US House of Representatives
against the U, S, contribution for IDA could be reversed, but funds for
NG in absolute numbers would still be small, even though on a per capita
basis PNG was among the three top recipients of IDA assistance. Bank
loans, however, had been given to PNG only because Australia guaranteed
them. As long as PNG were not creditworthy, it would be crucial that
Australia would continue to guarantee Bank loans. He would take up this
matter with the Australian Government on his forthcoming visit to
Canberra. He was optimistic about the outcome since Prime Minister Whitlam
on the occasion of his recent visit to Washington had been sympathetic

to the idea of continued Australian guarantee for Bank loans to independent
WG,

GHReif:rmj
March 28, 1974



MEMORRNDUM FOR THE RECORD

Informal Discussion with Businessmen, Academics and High Ranking
Public Servants, Port Moresby, Papua New Guinea, February 13, 197L.

Present: Mr. L, Go C. Moyle, Managing Director, Investment Corporation
of Papua New Guinea (Chairman); Mr, Small, Manager, Commonwealth of
Australia Banking Group in PNG; Mr. E. Cleland, Manager, British New
Guinea Development Company, Ltd., Member of Copra Marketing Board,
President of Planters Association of Papua and of National Farmers
Union; Mr. Paulius Matane, Secretary, Department of Business Development;
Mr. Elliot Elijah, Department of Business Development; Mr. Mahuru Rarua,
Director of Cooperative Wholesale Society, Director of NG Printing,
Pacific Insurance Company, and Pagini Taxi Company; Mr. Clunies-Ross,
Head of Department of Economics, University of Papua New Guinea; Dr,
Ross Garnaut, Research Fellow on Economic Policy, in PNG, New Guinea
Research Unit, Australia National University; Mr. Elias Vuwu s Private
Secretary to Minister of Agriculture, Stock and Fisheries; Mr. John
Noel, Office of the Chief Minister.

Mr. McNamara reported on his trip to the Chimbu and Eastern
Highlands Districts and said that he was much impressed by Papua New
Guinea's vast agricultural potential in the New Guinea Highlands,
especially for livestock and for vegetable and foodgrain production. He
felt more should have been done in the past and he welcomed the Govern-
ment's plans to focus on rural development. Increased meat production
and more varied vegetable growing would also alleviate the Highlands'
nutritional problems about which, he understands, the Government was
much concerned. Mr, Matane explained that this was part of PNG's colonial
heritage. Australia had not promoted growing of sugar, rice and veg-
etables to avoid competition with Australian products. Since marketing
was crucial for the promotion of food crop growing s ©specially in the
Highlands, the Government envisaged the creation of Government marketing
corporations. Private marketing organizations were largely controlled
by expatriates, and their localization would take a long time, Prof.
Clunies-Ross emphasized that accessibility of the villages as well as
management and marketing of crops were essential to get an overall rural
development program going. So far local vegetable growers had been
unable to supply local markets regularly and in adequate volumes. He
also pointed to the cultural difficulties to familiarize the Highlanders
with cattle breeding. Mr. Vuvu reported on cooperative and private
efforts to organize vegetable and fruit marketing on a wholesale and
retail level in the Port Moresby area.

All agricultural experts agreed that land ownership was a
serious problem and restricted availability of land for development pro-
Jects. Smallholder vegetable cash cropping had been expanding wherever
land had been available, The Government in its land legislation under
preparation attempted to combine Melanesian traditional clan land owner-
ship with Western ownership concepts. There was also agreement that
introduction of rice and sugar as well as intensification of vegetable

growing would require a substantially expanded extension service.
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Extreme shortage of qualified local and expatriate extension workers was
a severe constraint for the Government's import replacement program.

Mr. McNamara rejected complaints that the PNG Development
Bank's interest of 7.5 percent on loans to local farmers was too high,
He said the international interest rate level was much higher and con-
sidering a 10 percent rate of inflation a 7% rate was actually too
cheap, because the very poor farmers would not even have access to these
credits and the wealthier farmers could probably pay more. Society would
in fact subsidize the wealthier farmer by the lower rates. Mr. Matane
explained that most of the farmers were still in the subsistence sector,
larger farms were very rare. The ¢oncept of interest was difficult to
comprehend by most of the subsistence farmers.

According to Mr. Small, Australian commercial banks had been
catering largely to the expatriate commmnity and to local groups (e.g.
cooperatives, local trucking firms). Credits to local individuals were
mostly for hire-purchase. Small productive loans were left to the
Development Bank., The local banking system was now being separated from
its Australian tiss, As the first PNG commercial bank, the PNG Banking
Corporation would replace the Commonwealth of Australia Banking Group in
MG, He criticized that little had been done to break the oligopolistic
dominance in PNG of the larger Australian trading companies such as
Steamship and Burns Philp.

Regarding future mining ventures Mr. McNamara urged that
optimal relationships should be negotiated between the foreign company
and MG, He felt that the Government might get better deals in nego-
tiations with Japan which was currently under great pressure to obtain
a secured long-term supply of raw materials for its economy and might
therefore be more pliable with regard to benefits and control,

Prof. Clunies-Ross and Mr. Garrault explained their ideas of
designing a "basic resource tax" for large enclave projects like Bougain-
ville, The tax rate would be related to the rate of return on capital
in the project, to be recalculated annually for the determination of the
tax rate. The plan would guarantee the foreign investor a 15 percent
rate of return below which no tax would be paid. If the rate of returmn
rises the tax rate would increase at a progressive rate. Mr, McNamara
considered the idea in principle reasonable, but details regarding the
rate structure which had still to be worked ocut could be crucial,

Asked whether a recent Japanese commercial loan to NG at
8025 percent was unfavorable as alleged in Parliament s Mr. McNamara
said that with a 10 percent inflation rate the real interest was still
negative and the loan was a good deal, He warned that too low a level
of interest in NG would be detrimental to economic development, With
capital underpricedi and labor, which was ample in PNG, overpriced, this
could lead to replacement of labor-intensive by capital-intensive pro-
duction methods and cause serious distortions and dislocations in the

econony .

GHReif sxmj
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MEMORANDUM FOR THE RECORD

Meeting with Mr. L. G. C. Moyle, Managing Director of the
Investment Corporation of Papua New Guinea, February 13, 197k,
Port Moresby, Papua New Guinea

Present: Mr. Moyle, Mr. McNamara, Mr, William Clark, Mr. Anders Ljungh,

Mr. Moyle briefed Mr., McNamara on the objectives and policies
of the Investment Corporation (IC): its main objective was to provide
for equity interests by Papua New Guineans in major overseas enterprises
operating in PNG; its main activities were investment, the raising of
investible funds and the retailing of equities., The IC had so far made
15 investments totalling A$11.5 million building up a well-diversified
portfolio of income-producing equity investments. 75% was in existing
overseas controlled companies, 25% in enterprises that were newly
established., Major investments include a 20% share (held by IC and PNG
Government combined) in the Bougainville Copper Pty. Ltd., a 26% share
in Burns Philp (New Guinea) Ltd., (retailing, hotels and shipping), and
35% share in Commonwealth - New Guinea Timbers, Ltd. (previously an
Australian Commonwealth Government enterprise). IC would use its influence
on the boards of the companies to promote more employment, active training,
and career opportunities for local people, and the development of local
customers and sources of supplies. IC has currently a staff of 22, still
mostly expatriates.

So far PNG Government capital grants accounted for a substantial
portion of IC's financing (1972/73: L42%) in addition to loans from the
Mustralian and PG Governments (34%), and loans from private sources (21%).
Retained profits accounted for A$300,000 or 31% of sources of funds in
FY72/73. Borrowed money is used for acquiring shares in existing enter-
prises while grants are being increasingly used to establish new enter-
prises in field which are also emphasized by the Government's new develop-
ment strategy.

As a first step to retail equities to Papua New Guineans a
$750,000 Unit Trust Fund was established in September 1973 which had so
far 500 Papua New Guinean participants, Most of the participants are
local groups, €.g., local Govermment Councils, Cooperatives, sport
organizations, but still few individuals invested in the Fund. The Fund
invested in best portfolios (currently eight "blue chip" enterprises).
The stocks are valued on the basis of three-year moving averages. I.C.
ensured that investors and potential investors would understand the
risks, benefits and responsibilities of equity investment. Most local
people had still unreasonably high expectations regarding profits.

GHReifsrmj
March 28, 1974



MEMORANDUM FOR THE RECORD

Meeting with Opposition Leader, Papua New Guinea, February 13, 1974

Present: Mr. Tei Abal, Leader of the Opposition, and Mr. W.A. Lussick, Opposition
Party Official, and Mr. McNamara

Mr. McNamara asked about the prospects for independence. Mr. Abal was
skeptical of political independence before more economic development had taken place.
PNG would not be able to repay large loans. Self-government and independence mean
requirement for a larger budget. Militant attitude towards foreign investors may
destroy PNG confidence abroad. He asked the Bank's policy on major projects.

Mr. McNamara said the Bank wants to be of continuous help to PNG. Since
the level of income in PNG is low, concessionary aid is needed and IBRD money will
have to be guaranteed by Australia.

Mr. McNamara asked about the prospects for development in the highlands.
Mr. Abal said that the problems are among other things to find markets for vegetables
grown in the highlands. Australian imports would have to be stopped and air freight
subsidized. Coffee could be more widely produced. For both coffee and livestock
constraints are lack of financing and roads. Mr. Abal said that feeder roads have
been and should be constructed and financed locally. He did not think that land
tenure was a major obstacle to livestock production.

Mr. Abal expressed concern over the form of government proposed and said
that the Westminster system may have to be modified considerably. He said that the
present government may be influenced by socialists or communist ideas and he was
worried about the rapid outflow of Australians, since expatriates would be needed

for some time to come both for technical competence and as a counterweight to
leftist tendencies.

AL
March 1, 1974

President has seen






October 17, 1975

MEMORANDUM FOR THE RECORD

From: S.5. Kirmani, Acting Regional Vice President,
East Asia and Pacific
Subject s PAPUA NEW GUINEA: Meeting of Mr. Somare with
Mr. McNamara
1 Mr. Somare, Prime Minister of Papua New Guinea, accompanied by

Mr. P. Matane (Charge d'Affaires of Papua New Guinea in Washington) and
Mr. Paul Bengo (Assistant to Mr. Somare) met with Mr. McNamara on Thursday,
October 9 at 6.30 pm. Also present were Mr. W.A. Green (Executive
Director for Australia, New Zealand and Papua New Guinea) and Messrs.
Kirmani, Votaw and Helmers.

2. Noting that Mr. Somare had deposited the Instruments of Acceptance
b and signed the Articles of Agreement of the Bank, IDA and IFC during the
“20 afternoon, Mr. McNamara bid Papua New Guinea a warm welcome to the Bank
Group. Mr. Somare responded that Papua New Guinea was very grateful for
the assistance it had so far received from the Bank and IDA, and that it
counted on continued assistance. PNG has good natural resources (hydro-
electric energy, copper, timber, coffee), and it believes it can become
self-reliant in the not too distant future. Mr. Somare assured Mr.
McNamara that whatever PNG borrowed from the Bank it would pay back.

3. Mr. McNamara responded that the Bank Group will do everything it
can to help PNG within the limits of the Group's resources, which were
far less than needed by the developing member countries. As regards IDA
credits, Mr. McNamara had allocated to PNG three to four times as much

as would be its share on a straight per capita allocation basis. This
was justified because PNG is a small country and newly independent.
Creditworthiness criteria must be fulfilled before the Bank can extend
Bank loans to a country. Mr. McNamara wanted to make clear to Mr. Somare
that, because of the many uncertainties, the Bank has not yet been able

to say that PNG is creditworthy. A mission would visit PNG shortly to
update the Bank's knowledge about the economic situation. Moreover, the
PNG Government should understand that, even if PNG were considered credit-
worthy, the amount of money the Bank could make available would be limited.

L. Mr. Somare replied that PNG has demonstrated its ability to face

the facts of life; for example, since Australian aid for this year is much
less than expected, he and his Ministers had decided to cut this year's

R




Memorandum for the Record -2- October 17, 1975

budget expenditures by 50 percent. Long-term aid discussions with
Australia had started at the official level last week and are to con-
tinue in November between the Ministers of Finance. A large part of
the Australian aid is presently earmarked for the compensation of
Australian civil servants who are leaving the country (down from about
7,000 a few years ago), and he expected that eventually only about
2,000 would be retained. The PNG people are aware of the financial
constraints the Government faces, and support the budget cuts. As Mr.
Green remarked, the labor unions have also shown a very responsible
attitude and have deferred their requests for salary and wage increases.

5. Mr. McNamara was very pleased that the agreement with the
Bougainville Copper Company had been renegotiated. He had heard, however,
about the recent secessionist movement of Bougainville and asked whether
this had to be taken seriously. DMr. Somare replied that only a small
group wanted to secede and that the majority of the Bougainville population
stood behind his Government. In fact, two of his Ministers were from the
Bougainville area. He had discussed the matter with the Council of
Ministers of the Solomon Islands - the Bougainvilleans are ethnically
related to the Solomons - and had been assured that the Solomon Islands
would not support the secessionists.

6. As the last topic, the lending program was discussed briefly.

The only project scheduled for this year is the Popondetta 0il Palm Project,
for which an IDA credit is planned to finance smallholder development.

For next year the Bank Group plans to lend for a revised Highlands road
project (which needs reappraisal once the changed scope is defined clearly)
and an education project. A preappraisal education mission is presently
in the field. Mr. Somare said that for the future he hoped that the Bank
Group could also provide assistance to make the country self-sufficient

in sugar and rice. As regards the proposed Bialla oil palm project, the
PNG Govermment is seeking formal arbitration as a means of renegotiating
its agreement with the Japanese investors.

Cleared with and cc: Mr. Votaw
i ccs Mr. McNamara
Mr. Knapp
Mr. Bell (o/r)
Mr. Kirmani

LHelmers svh
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Mr. Robert S. McNamara DATE: October 7, 1975
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1, I am attaching a Briefing Paper for your meeting with Prlme 2~
Minister Somare on October 9 at 6:30 p.m., based mainly on information 7“’ EF R
collected for our discussions durlng the Annual Meeting. | »/'4
2. F I P S g Ve R —p—— would‘/ s

be mainly a courtesy call, the following matters may be relevant for the o
discussions. .}f

3. As you will remember, the creditworthiness issue was discussed 'L4‘5'(;(/
extensively during the Annual Meeting, by you in your meeting with the
Australian Delegation, by Burke and Bernie in their discussions with the
NG Delegation, and again by Bernie when he visited PNG in September for
the Independence celebrations and Canberra thereafter. Minutes of these
meetings are included in the Briefing Paper as Items 5 and 6.

L. We explained that, on the creditworthiness of Papua New Guinea

for Bank loans, we would like to defer our judgment until we had reexamined
all the relevant factors, based on the findings of an economic mission
scheduled to visit PNG later in 1975. The mission is scheduled for November/
December and will be headed by Mr. Hawkins, Senior Economist, East Asia and
Pacific Country Programs Ikpartment. The mission should be able to review
export prospects--particularly of agricultural commodities--in the light of
the recent decline in prices, make short-term projections of balance of pay-
ments including changes in the reserve position, examine the new links with
the Australian currency and banking systems--all matters which are important
for judging debt service capacity. The mission should also be able to make
some judgment on administrative viability based on the brief post-Independence
experience. Incidentally, an IMF Acquaintance Mission will be in PNG in Nov-
ember and our mission will try to overlap with them.

LA The Lending Program FY76-80 is included in the Briefing Paper as
Item 8. As a result of recent Government decisions discussed with Bank staff
during the Annual Meeting and in the field, the following developments have
occurred: The Highlands Highway Project, for which bids were received in
July 1975 and for which a Bank loan had been scheduled for Board action prior
to Ihdependence in FY76, has been abandoned by the Government. Instead, the
Government is considering proposing to the Bank a substantially reduced pro-
Jject for improving only certain sections of the Highlands Highway, which
would provide the basis for a Bank loan or IDA credit of the order of US$10
million, which could be ready for Board consideration in FY77. The only other
project scheduled for FY76 is the Popondetta Oil Palm Project, on which a note
is attached as Ttem 9. The nucleus estate and factory development components
of this project will be financed by joint venture arrangements between Gov-
ernment and the Commonwealth Development Corporation (CDC). The IDA credit

i sun
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will contribute to the financing of the smallholder development. Negotiations
between CDC and the PNG Government are progressing well. Subject to their
completion, we are plamnning for a follow-up appraisal mission in November
1975. We expect the project to be on schedule and to use the entire IDA allo-
cation of US$12 million for it. The original scheme included a companion
project, the Halla 0il Palm Project, which has been dropped from the Lending
Program in view of the dispute between the Government and the Japanese joint
venture partner on the design of the mill equipment.

6. A Bank mission which just returned from the field has tentatively
identified two further agricultural projects for possible Bank Group financing
in FY77 and 78; one a rural development project in the Southern Highlands
District, the other a project focusing on the development of foodgrain, sugar
and tobacco industries, and management training for community-owned plantations.
Details are given in the Briefing Paper under Item 10. We are also sending a
mission in October to identify an education project which may include primary
teacher training, community-oriented education, and agricultural vocational
training.

[ Concerning membership in the Bank Group institutions (and the IMF),
we understand that the Prime Minister would like to sign during his visit the
Articles of Agreement and deposit the respective Instruments of Acceptance.
This can be done provided the required payments of subscriptions are com-
pleted. Tentative arrangements have been made for the signing of the Bank
and Fund Articles of Agreement at the State Department at about 2:30 p.m.

and for the signing of the IDA and IFC Articles in the Board Room at about
6:00 p.m. on October 9 prior to the meeting with you.

cc: Messrs. Knapp , . "
w4 (with the Briefing Paper)

Hasan

Hawkins

Helmers

SSKirmani/JMJentgen :mh
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PAPUA NEW GUINEA

Creditworthiness

1. The 1974 economic mission to PNG reached the tentative
conclusion that PNG should be considered creditworthy for a limited amount
of Bank lending some time after Independence; this determination was

- heavily qualified by a number of uncertainties regarding PNG's political
and economic future. (A preliminary draft of the mission's report was

| : given on an informal basis to Australian and PNG officials for review and

3 comment; extracts from the economic report (in a somewhat edited form)
are attached as Item .

S ks ot MBI i b . o

s : The following few paragraphs present updated information on
. major issues relating to creditworthiness.

\

: 3 Administrative Viability: We agree with both Governments
H that manpower will be the most serious constraint facing PNG for the next
i. decade or so. It is severely restricting development planning and project
4

4

3

%

impiementvation capacity, and forces the public service to rely very heavily

on expatriate expertise, at considerable cost. Moreover, the presence of

large numbers of expatriates keeps the salary scale for all government

employees higher than would otherwise be justified. The problem is made

even more acute by the complexity of the task facing PNG's public service

immediately after Independence. Not only will normal Government functions
i , have to be carried on but, in addition, the structure and functions of the
public service will have to be reshaped into a form more suitable for an
independent nation state. The Government is, of course, aware of the
problem and has initiated a vigorous recruitment drive. Thus far, more -
i ' than 900 expatriate professionals have been hired (mainly from New Zealand,
: Australia, the Philippines, Sri Lanka and the United Kingdom) to replace
departing expatriate civil servants. These efforts will have to continue,
and in fact accelerate, since it is likely that many of the present con-
tingent of some 3,000 Australian expatriates will eventually leave PNG.
Unlike the past, counterpart training is a major emphasis in’the job
descriptions for most expatriates presently being recruited.,

L. Political Situation: There has been no test of PNG's spirit
of national cohesion. Secessionist threats have been heard several times
in the last few years, most of which need not be taken seriously. The most
recent, and the most serious, comes from Bougainville District which, for
the past year or so has been voicing its dissatisfaction with its Sha;e of
benefits from the huge copper mine, and its share of Government investment

funds. Following several threats to do so, in June the Provincial Assembly
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formally voted to secede. Various Central Government emissaries,

including the Chief Minister, have visited Bougainville to publicize to
the people the benefits of a unified PNG, and the Central Government has
remained adamant that national unity is not a negotiable issue. The
Provincial Assembly has set Bougainville's Independence date for September
1, preceding PNG's on September 16. However, the Bougainvillians have thus
far made no "implementable" plans to carry out their threats. After
Independence, when the Chief Minister has full control of the armed forces
and ultimate authority within PNG, the secessionists will most likely be
squelched.

5. Australian Aid: Australia has made a commitment to PNG of
A$500 million in financial support for the three fiscal years 1975/76-1977/78.

" Without such aid and more, PNG would not be financially viable. The com-

position of Australian aid during FY75 and 76 is approximately as follows
(A$ million):

FY1975 FY1976
Total Aid : 170 210
_Compensation Payments for -
officers who left service 30 X L9
of PNG =
, Payment of salaries of .
" Australian civil servants 56 51
Direct grant to PNG budget 90 ' 110
6. Ok Tedi and Purari: The draft Economic Report projected

revenues from Ok Tedi (copper mine) and Purari (hydro-electric energy)
beginning in the mid-19 80's, which would contribute significantly %o
strengthening Government revenue and domestic resource mobilization.

Recent developments, however, suggest that this is unrealistic. Earlier
this yedr, negotiations with the Kennecott Copper Company (which had been
exploring the Ok Tedi deposit) broke down completely. The Government is
continuing the drilling phase and is looking for a new parfner, but has

yet to find any likely candidates. Massive infrastructure which will be
required to exploit the deposit make the Ok Tedi project, on its own, a
marginal one at this point. Thus, to ensure its viability, the Government
wishes to verify the size of the Ok Tedi deposit itself as well as other
nearby deposits which could share the cost of the infrastructure. Two

such deposits have recently been discovered, and the Government is hopeful
of finding others. Thus, while the project may go ahead, construction is un-
likely to commence until after 1980, about three years later than previously
estimated. At the earliest, then, the project would not begin to generate
any revenues until the late 1980's. Investigations into the Purari hydro
scheme have recently uncovered technical problems which could scotch the
entire project and will certainly delay it by several years. Furthermore,
there is clearly no financial or economic basis for the project unless and

-~ o~
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until arrangements have been concluded with foreign firms for the

establishment of large electric power consuming operations, e.g.,

aluminum smelters. All experience elsewhere indicates that the consummation

of such arrangements would require protracted negotiation, especially if

more than marginal benefits to PNG were expected. Hence, the likelihood

of realizing substantial revenues from this project within the next decade

has also been markedly diminished. : \ g

T. Bougainville Copper Exports: The renegotidion of the agree-
ment with Bougainville Copper Company significantly increased PNG's revenues
to a level of about US$60 million in fiscal year 1973/74. However, future
revenue generated from Bougainville will vary with the level of international
copper prices. The volatility of this price is well demonstrated; since the

- staff analysis a year ago, the copper price has fallen substantially. It

has not yet been possible to revise balance of payments projections, but it
seems likely that the payments and reserve position of PNG has deteriorated
from the level forecast a year ago.

8. It is not possible on the basis of present information to
recommend Bank lending for PNG. Normally, we would consider that such a

.. -poor country just reaching independence should not be burdened with service
. of relatively hard-term Bank debt and should receive IDA assistance.
However, because of an apparently rich endowment of mineral and other

natural resources, the promise of continued large-scale grants from Australia
and the persuasive insistence of PNG authorities, the staff is prepared,
during the next six months, to analyze information jjormally required in
connection with a creditworthiness judgment. It would be an error to raise
optimistic expectations; equally, it would be wrong to suggest that Bank
Management has a closed mind on the creditworthiness issue or to take steps
which Somare's Govermment would interpret as undermining PNG's other efforts
to raise resources internationally.
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2. CURRENT ECONOMIC SITUATION

i 2 An economic mission visited PNG in Msy/June 197L, and an updating
mission is proposed for October/November, 1975, Mo report has. yet been circu-

lated. A brief discussion of FiG's economy is presepted in the .following paragraphs.

2. PNG's sgggregate economic growth in recent years has been relatively
rapid. GDP has averaged some 9 percent in real terms since the fiscal year
beginning in mid-1967 (1967/68), _However, this aggregate is not very
meaningful in the oontext of PNG's economy, which is comprised of three

parts: . the. subsiséence economy, the monetized sector and the-large Bougainville
coppar; nining COMPIQI (which by itself; constitutes a separate enclave).

t X B o

' 3. The subsistence economy accounts for about one-sixth of GDP (pre-

Bougainville it was almost 30 percent). It encompasses 70-80 percent of the
indigenous population who live in primitive conditions and are engaged in tra-
ditional agriculture. In recent years, there has been little apparent growth 1n
the subsistence sector, and the prOportion of people entirely or partly

r’np.:hr!ava" o%n ’1+ hoo 'barn"ne{’ nghv‘_:’ o~ wotam{- T4 ars thet cubsigtonce oul ~
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put has, in general, been sufficient to-feed the pOpuIation, although certain
nutritional deficiencies have been documented. The improvement of living stan-
dards in the subsistence sector will be an important task for PNG in the next
several years.

L. The monetized sector (exclusive of Bougainville) contributes about
60 percent of @P (70 percent before construction for Bougainville began), and
consists mainly of the service sector and export-oriented - _
plantation agriculture. ,Services account for 35 percent of total GDP; within
this sector, the importance of Government has increased significantly in recent
years. Moreover, employment in services has grown rapidly in recent years,
rendering the economy very susceptible to wage inflation. Expatriate-owned
plentations have traditionally accounted for some 60-65 percent of monetized
agricultural production, mainly coffee, coconut products, cocoa and rubber, which
are exported with little or no local processing. Since 1970/71 significant
price increases, by as much as 50-75 percent for some commodities, have brought
about a marked increase in export commodity earnings. In 19737/7L the total
value of output more than doubled, thus raising the share of monetized agricul-
ture in total @DP to an estimated 17 percent.
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TABLE 1

SECTORAL COMPOSITION OF GDP

(at current market prices)

1967/68°2 /“ 1970/71 19731742

US$ Mln US$ Mln - % - US$ Min %
Subsistence Sector F O e e e 16
Monetized Sector 439, 11 685 78 1,194 84
Agriculture, Forestry 2 15 116 13 --245 17

Fisheries

Mining /c 4 1 3 1 334 24
Services v 252 37 370 42 495 /d 35
of which Government (53) 9 -(110) (1% .(20) - (13
. Other /e 111 18 196 22 120 5
TOTAL GDP ' 619 100 882 100 1,425 100

PNG's fiscal year runs from July ! to June 30.
Estimated, data on origin of GDP do not exist after 1971/72.

As these figures demonstrate, a small amount of mining took place
before the Bougainville Project, but in 1973/74 this project accounts
for the great bulk of value added in the mining sector,

R A e

/d Includes the transfer of certain functions previously under the
jurisdiction of Australia. -

/e The high level in 1970/71 was due to tha construction of the : .
‘ Bougainville project. ; 55
S. By far the most dramatic development in PNG's econoﬁ&-has been the

copper mine at bugainville. However, only about 3,500 new jobs resulted, and
the indirect benefits to the economy heve been almost nil. Revenue from the
project has been limited by a tax holiday through mid-197L; a tax on repa-
triated dividends and a small royalty payment together amounted to some US$20
million in 1973/7L, or only:about 8 percent of the company's US$225 million
profits in that year. NG renegotiated its agreement with the Company in mid-
197h, making the G®mpany subject to income tax payments; and it is expected
that Government revenues will amount to some 50 percent of total Company proflts
in future. This is a particularly important consideration given the limited
scope for taxing the indigenous population. The economic mission projected the
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Company's profits at about US$225 million per annum, and the Government's pro-

fits at some US$110 million. Copper prices have, however, fallen since then

and rew copper price projections have been made. We have not been able to in-
corporate these into the profitability analysis, but it is certain that Gov-

ernnent revenues will be substantially less than originally forecast, perhaps

by as much as 50 percent. 2

6. The balance of payments picture, traditionally one of chronic deficit,
has been considerably improved since copper began to be exported in 1970/71.

In 1973/7h, for the first time, there was a modest surplus on the goods and ser-
vices account, resulting from copper exports from Bougainville and high prices
for agricultural exports. Copper, representing some 70 percent of total mer-
chandise exports, should continue to dominate the export mix for at least the
next decade. However, the wide margins within which copper prices have fluctuated
historically imply a high degree of vulnerability for future éxport earnings.
Imports continue to be the major source for satisfying the demand for consumer
goods and, of course, for capital goods. This latter category has fallen off
considerably since the end of the Bougainville construction period but may be ex-
pected to pick up again if other enclave projects currently under consideration
go forward. This will put the overall mlance of payments again into a deficit
position. But such deficits would have to be financed largely through commen-

surate private capital inflows, as in the past. _ .

Summary Balance of Payments
(US$ million, in current terms)

1967/68 1970/71 1973/74

Exports, incl. NFS 106 . 154 662

(of which copper) . (=) (=) kM)~
Imports, incl. NFS ; 196 494 433

(of which capital goods for

Bougainville) /a ; (=) (219) (=)
Factor services (net) : =15 -48 -167
Balance of goods and services =105 -388 = +62
Official transfers (net) /b 162 197 « 300
Public M&LT Loans (net) 7 A3 3
Private capital (net) : -3 ?58 s * 38
a/ Estimated.

lg These figures do not strictly correspond with budget transfers as shown
on Table 3, This 18 due to the inclusion in the above figures of some
non-budgetary transfers such as direct salary payments to Australian
civil servants, as well as direct expenditures by Australian authoritis
in PNG. 1In 1973/74, the above transfer item is smaller than that in
Table 3, since the latter includes the transfer of ownership of certain
military hardware already in PNG, which is not shown in the balance of

payments.



T A serious problem facing PNG is the level of Government expenditure
which far exceeds Government revenues. In 1973/7L, current public sector out-
lays totaled some US$408 million, while revenues were some US$19L million, re-
sulting in a deficit of some US$21L million. Since the revenue generating
capacity of the economy is limited, it is expected that these deficits will
continue into the foreseeable future. Australia, which has financed the deficits
in the past, has committed itself to make available a total of some US$750 mil-

lion from 1975 through 1977; a significant part of this, however, appears to
; be ear-marked to pay for pensions of Australian nationals who formerly worked
i . in PNG and Pr government installations being handed over to PNG.
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Central Government Révenues and Expenditures

PR

il anBli

(US$ million - current terms)

1967/68 1970/71 1973/74

\

%
i - 5
i Domestic Revenues : 61.2 105.1 194.7
B S - 8 : (43.4) (86.3) 033.3
3 (Non-tax) (17.8) (18.8) . 61,
i M
7 Current Expenditures 151.0 238.8 408.2
1 _ .
: Current Deficit . 89,8 133.7 214.5
: : »
{ Capital Expenditures : ; 31.9 59.9 - 92.4
3 : Overall Deficit : : S 193.6 306.9
? Financing ; : , !
Australia ; 1136 186.0 383 .
§ Domestic -4 7.6 -8.4
8. ; For at 1east>another decade, PNG will face a serious shortage of skilled

manpower. Many expatriates, who have been in PNG for a number of years and are

familiar with the country's problems, are departing. In the public sector the

level of localization is unusually low, particularly at the upper levels, for

a country reaching independence, reflecting inadequate training ‘of counterparts

: in the past. The problem is being dealt with by an energetic recruitment pro-

= gram, and a substantial number of experts from abroad have been hired to replace

] those who departed recently. Development planning and project implementation
capacities are nevertheless extremely limited, and the public service will need
considerable expatriate assistance for some time to come to function effectively.
Any development strategy will have to give top priority to training and manpower
problems. During the last § months, the Government has hired some 900 .expatriate
professionals (mainly from New Zealand, Australia and the Philippines) to replace
departing expatriate civil servants. These efforts will need to continue since it

- is expected that a large proportion of the remaining contingent of about 3,000

Australian Government employees will leave PNG, many in the next year or so, even
though the Australian Government has recently introduced financial incentives to
encourage eperienced Aistralian public servants to remain in PNG following
independence.
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3. PNG_- CREDITWORTHINESS FOR BANK LENDING

ks A staff assessment of the creditworthiness of PNG for Bank lending must

be based on criteria developed and applied to all member countries. The prin- .
ciples involved are well known and were last set out, as far as PNG is concerned,

in a communication from the Bank to the Minister (Financial) of the Embassy of
Australia in September, 1973. It is worthwhile repeating the key sentences of

that statement, since they still apply: ’ ;

"Since service payments on a Bank or other extornal loan have
- to be made in foreign exchange, the ability of a country to meet
its obligations will depend not.only on the country's domestic econ-
omic management and performance, including the expected growth of
domestic output, savings and government revenues, but also on the
prospective evolution of the country's balance of payments and reserve
position. These, in turn, will depend on the long term export pros-
pects, the need for imports to sustain the growth of the economy, and
.. of course the net flow of capital. The amount of foreign exchange
- that will be preempted to service existing and future debts will in-
‘fluence the balance of payments and reserve position and the growth
prospects of the muntry and must, therefore, be taken into account.
A mugh guide in assessing all these factors is the so-called debt
Seivice rallo which expresses future payments of interest and amorti-
zation as a percentage of future foreign exchange earnings. However,
ceedeessss 5 @bt service projections are supplemented with an overall
assessment of the country's economic performance to determine its
eligibility for Bank loans." .

2. The main emphasis is placed on the external position of the country,
focusing on the prospective balance of payment's position and its debt ser-

vicing obligations. In the case of PNG an unusual degree of uncertainty ’
attaches to such forecasts:and projections at this time. < T

3. An assessment of creditworthiness begins with estimates of the foreign
exchange earning @ility of the economy. This means a careful analysis of

the prospects for exports. Since the value of exports is now dominated by copper,
such an analysis.for NG is largely concerned with the prospects for the world
price of copper ore and concentrate, the volume of production likely to be
achieved in PNG, and PNG's expected net share of the export earnings. The vol-
atility of world prices is well known. The fall in prices in recent months and
the lower future prices now being forecast are bound to make the prospects for
export earnings lock less bright than they were a year ago; these changes also
have serious implications for the fiscal situation.

L. The volume of future production will also depend partly on price trends
and the development of new deposits such as Ok Tedi. Also, most important may

be the &olving relationship between the present producer (the Bougainville

Copper Company) and the Government. It is obvious that the size and timing of

the exploitation of new deposits depends on the negotiations between an independent
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PNG and appropriate foreign concerns. These negotiations must include a so-

lution to the problem of financing the required infrastructure, which is cer-

tain to be costly compared with other demands on FNG's limited financial

resources. .

5. The degree of uncertainty attached to all the above issues has in-
creased during the last year. Nevertheless, the natural resource base of the
economy appears to be such that the longer term prospects for additional ex-

port earnings from minerals are good.

6. The other part of PNG export receipts comes from agrlcultural commod-
ities, which in the past have been produced largely on plantations. Within
agriculture structural changes are expected after independence, and indeed such
changes ae to be welcomed as a means of drawing a higher proportion of the
population into the monetary economy. It is uncertain, however, how such struc-
tural changes will affect output and exports. The Bank staff's analysis in 197L
reflected this uncertainty by discounting official projections of export earnings,
particularly for plantation production. Nevertheless, even those discounted
export projections showed substantial rates of growth both in volume and total
value over the next decade. Achieving these rates will depend on the maintenance
of a level of government services equivalent to those of the recent past and also
imply full implementation of priority government programs in agriculture and
rural developmeni. Tnls, ln wurn, underlines the .meorua.nc= of maintaiuing an
adequate local and district administration and deve10ping skilled manpower to
staff basic institutions at the local level.

1. Other items in the balance of payments are also important to the
assessment of creditworthiness. In its analysis last year the Bank staff con-
cluded that, even excluding major projects (which could be financed largely
from large inflows on capital account tied to such projects), "ING would still
show large deficits in its balance of goods and services which, in the absence
of Australian grants, would result in a large negative current account:" This
analysis row requires revision to melate recent changes in world commodity

- markets to the development prospects of PNG. Needless to say, deficit in goods

and services is characteristic of a developing country undergoing structural
change, the creditworthiness analysis must address both the probable size of
that gap and the likely external sources of financing it. “

8. Both short and long term capital flows are likely to be affected by
exceptional uncertainties in the early stages of independence. ‘There is par-
ticular difficulty in projecting short term items, including likely changes in
the reserve position of the country. The nature of the new links with the
Australian currency and banking systems will be crucial to the resolution of
this wcertainty. For example, if the Kina and the Australian dollar are linked
in a way which will make one currency automatically convertible into the other,
this wuld imply a qiite different pattern of reserve holdings and short term
nonetary movements from a regime in which the Kina would be free to change itc
value vis-a-vis the Australian dollar. Short term capital flows, and hence the
short term element in the debt structure, will be particularly sensitive to
such new monetary arrangements as well as to political wcertainties.
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9. Although primacy is given to the balance of payments and debt sit-
uation in =sessing creditworthiness, the Bank has also been very much con-
cerned with the public finance situation. Insofar as there are close links
between export receipts and tax revenues in FiG, the estimates and forecasts
prepared a year ago now require revision. These revisions may well produce

a mre gloomy assessment and will certainly not change the conclusion that the
fiscal situation is still heavily dependent upon external aid and is likely to
remain so over the next decade.

10. Concern over the weak fiscal situation is linked to the concern ex-
pressed about the administrative capability of FNG. The Bank staff agrees with
the Government's own assessment that the shortage of skilled manpower is likely
to be the most serious constraint to economic cevelopment in the foreseeable
future. Of course, one way to alleviate the shortage of skilled personnel in the
short run is to employ expatriates; but while their contribution to maintaining
an adequate administration, training local staff and expanding development ca-
pacity will e considerable, the cost of such expatriate staff will be a sig-
nificant burden on the Govermment's budget.” The extent to which expatriates can
be enployed will be linked directly to the amount of grant aid available in the
short run and to the growth of money incomes and domestic revenues in the longer
run. ; :

11, A creditworthiness judgment, therefore, involves an interlocking set

of considerations including export prospects, import requirements, the subsequent
balance of payments situation, public finances, external capital flows and the
overall administrative capability of the Government. Uncertainties in making
these judgments for PNG are unusually large. Clearly, the crucial requirement

is a peaceful transition through the first months of independence such that law
and order is mintained, ongoing enterprises continue to operate at their present
levels and the flow of private investment is at least continued at present levels
and hopefully expanded. Second, there has to be sufficient confidence to permit
the investment and structural changes necessary for future economic development.
Here the effective use of scarce skilled manpower is basic to the economic
management of the eonomy.

32, In view of the Bank's obligation under the Articles of Agreement to
act prudently in making its loans, there is bound to be a conservative bias in
creditworthiness judgments. This bias, added to the unusuallj heavy element of
uncertainty in WG, makes it impossible to recommend lending on Bank terms at the
present time. The case for lending can only be established after the country has
passed through the first stages of independence, established its own monetary
regime and been given a chance to demonstrate a style of economic management
appropriate to the constraints that it faces.

13. We are, of course, very much aware of the acute need for external
assistance and would like to do what we can to fill the gap and encourage other
donors to provide @ssistance. Other member countries have reached independence
in the past under similarly difficult circumstances, and were denied aid on
Bank terms until the uncertainties were resolved. It is not possible to make
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an exception in the case of PNG; it is possible to make IDA assistance avail-

able, to keep PNG's situation under close review and to encourage similar

sources of concessional aid to join with IDA in supporting PNG's development
program,

.
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E EXTRACTS FROM DRAFT ECONOMIC REPORT
RELATING TO CREDITWORTHINESS

EECENT AND PROJECTED ECONOMIC PERFORMANCE

;AGGREI}ATE GROWTH

5. Papua New Guinea's overall economic growth during the period of the
First Development Plan has been high. GDP increased by almost 10 percent

per annum in real terms between 1967/68 - 1972/73. The monetized sector's
rapid economic growth of the early sixties continued and culminated in the
boom years of 1969/70 and 1970/71, largely as a result of the construction

of the huge Bougainville copper mining complex. On the other hand, according
to the official statistics, growth of the subsistence sector lagged con-
siderably at an average annual real growth of 1.7 percent, well below the
estimated population growth of about 2.6 percent. The subsistence sector's
contribution to GDP fell from 28-percemt in 1967/68 to 19 percent in 1972/73.

2. Morctized sector GDP at real terms -rew at an annual rate of 12.'
percent during 1967/68 - 172/73. This is above the 10-11 percent

targel in the Flan. However, in realiiy uhe growin pgriormance fell consid-
erably short of the Plan objectives as the Plan did not take account of the
Bougainville copper project. When the direct and indirect effects of the
Bougainville project are excluded, the real GDP growth rate of the monetized
sector was only slightly above 5 percent per annum, about half the Plan ob-
Jectives. Assuming a 2.6 percent population growth during the period, per
capita monetized sector GDP, excluding Bougainville (justified by the pro-
Jject's enclave nature) has risen by no more than about 2.5 percent a year.
The low growth of the non-Bougainville sector of the economy was mainly the

result of a disappointing performance by agriculture, especially the plan- -
tation sector.

-

Growth Projections}

3. In an attempt to provide some guidance on MG's future developmert,
the A'G Government published in December 197l; macro-economic projections for
the eriod 197/'/77 through 1978/79. In the absence of a develdymunt prosram,
Lthey are merely "ap indication of the direction and magnitude of macro-economic
develoyment on the hasis of existing knovledge of trends and policies". They
are defined as estivates rather than targets and vould te revised vhen 1G

development ains are nore clearly defined.
R The forecasts assume areal GDP i
growth by 5.2 percent per annum during the five-year period. Monetized

GDP is to increase by 6.2 percent a year while the subsistence sector
would grow less than one percent. Important other assumptions are that
PNG's terms of trade would not worsen substantially and Government revenues
would be sufficient to finance a 6.8 percent real growth of Government
consumption. The latter assumptiqon seems more realistic now as the pro-
jections have not yet taken into account the renegotiated Bougainville
agreement. The forecasts also assume a recovery of fixed capital formation
moderately in the immediate future and sharply later on when major projects
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like the Ok Tedi Copper Minme. and the Purari Scheme are scheduled to go e s
ahead. Private consumption ia real terms is expected to increase by about

50 percent over the five-year period to 1978/79 stimulated by increased

cash earnings of lower income earning Papua New Guineans who williapend a

high proportion ¢f their incomes on consumption goods. This would mean

more consumption of non-essential consumer imports, unless restricted, and

could have a significantly negative effect on the balance of payments in

1978/79. . , o :
Saving Tremds
5. % PNG's national accounts statisties on savings are incomplete. In

Table 1 an attempt is made to correlate capital formation and savings on the
basis of the available official national accounts, balance of payments and
public finance data. According to this calculation, total domestic savings
were apparently very small before the construction of the Bougainville Mine
commenced. Subsequently, during the height of the construction, they rose to
about 10 percent of @P and after a temporary lapse between the end of con-
struction and the beginning of the mining operations, they reached a record
third of GDP in 1973/7L when the mine was on full stream and the entire ex-
port sector benefited from very high international market prices. y

.

Table 1§~'CAPITAL FORMATION AND SAVINGS - MONETIZED SECTOR
{at current prices '

(in A$ million) i

1967/68 1968/69 1969/70 1970/71 1971/72 1972/73 1973/74

Gross Investment 91.1 981  187.8  291.6  250.2  147.7  105.1
Current Account in : ;
Balance of

A

Payments +16.3 +15.7 -50.4 -124.8 -104.5 +38.0 +256.0
National Savings . ! e T OREE

(Including . :

Transfers) 107.4 113.8 137.4 166.8 145.7 185.7 361.1

Transfers (net) 114.3 123.6 134.8 149.5 147.9 166.5 211.5
National Savings S

(Excluding e : -
Transfers) -6.9 9.8 2.6 37.3 -2.2 19.8 149.8
Factor Income Pay- : 2
ments (net) - 11.4 10.5 16.9 33.6 36.4 99,8 138.5
Domestic Savings 4.5 0.7 19.5 50.9 MN.2 1196 288.3
Central Government :
Current De- i S
ficit -63.3 -72.9 -90.5 «96.2 -122.5 - =125.3 ~151.1

Other 67.8 73.6 110.0 145.1 146.7 244.9 435.4
Domestic Savings as ; :

% of Monetized - e
Sector GDP 1.5 0.0 4.9 10.5 6.9 16.1 342

Source: Statistical Appendix, Tables on National Accounts and Balance of

Payments.’ -

— e
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6. . As official national accounts data do not differentiate between pub-
lic and private savings, the Central Government's current budget deficits are
introduced in Table 1 as an indicator of the savings performance of the public
sector. The Central Government deficits are very large and have increased
significantly in recent jears. When correlated to domestic savings as a whole,
this would indicate very large private savings (in addition to some savings of
statutory authorities) which would have been rising rapidly and would .have
reached an exorbitant 52 percent of monetized sector GDP in 1973/7h. It would
also confirm a substantial outflow of private savings from the economy. Nor-
mally most of these outflows would probably be recorded as remittances of
earnings. Up to now, the net outflow of earnings by the expatriate community
from FNG to Australia has apparently not been reflected properly.in the na-
tional accounts and has shown up in the balance of payments either in the
private capital account or in the non-specified "residual" item, which is

largely composed of the monetary movements of the banking system between PNG
and Australia. .

1. This fact has important implications for PVG's future macroeconomic

management and especially for the separation of PG from the Australian

monetary area. The magnitude of these net outflows could provide a basis
for determining the amount of the official exchange reserves whieh Australia
will allocate for independent MNG.

PUBLIC SECTOR FINANCE

8. Papua New Guinea's monetized sector activity revolves to a con-
siderable extent around public sector spending. Public sector consumption

and fixed capital investment were equivalent to about 55 percent of monetized
GDP, or almost two-thirds of the estimated GNP before the construction of
Bougainville in 1967/68.* In 1973/74 total public sector expenditures were -

35 percent of monetized sector GDP and 50 percent of monetized sectors GNP.

The Central Government (until 1971/72 the "Administration') accounted for the
major portion of this, but direct outlays by Australian Commonwealth departments
in PNG and statutory bodies have also been significant.

-
x

Central Government Finances SR

9. The PNG Government's financial situation in recent years has been
characterized by a growing,dependence on the inflow of resources from abroad
as expenditures have increased more than domestic revenues due to the country's
limited revenue base. During 1967/68 - 1972/73 the PNG Government's current
expenditures increased at an average annual growth rate of 14 percent; in
real terms the growth rate was approximately 11 percemt. During the same
period, domestic revenue also grew rapidly from A$43 million to A$94 millionm.
But, since revenues covered only 42 percent of current expenditures for the
period as a whole, the current account deficit increased from A$63 million
in 1967/68 to A$125 million in 1972/73 and remained the equivalent of about
one-fifth of the monetized sector GDP, or ome-fourth of GNP, during the
entire period. : " 3



- expenditure in 1973/74.
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(a) Expenditure

10. In recent years there has been a distinct shift in emphasis in
the direction of Central Government expenditures in favor of education and
economic infrastructure, whereas the share of expenditures for health, and
other social services declined as percent of total outlays. General ad-
ministration accounts now for one quarter of tctal expenditures and its i
share has been rising with approaching independence. Expenditures for
commodity producing sectors (especially for agriculture) had risen during
the sixties but have recently declined relatively as expatriate staff
departed without immediate replacement reducing the increase in salary
expenditures. Also, long-range policies for these sectors have not

yet been determined, thus delaying current development programs..

Table 23 FUNCTIONAL BREAKDOWN ,OF TOTAL CEINTRAL GOVERNMENT EXPENDITURES [a

(in percent) 7 .
(Budget)
1960/61 1970/71 1974/75
Commodity Prodﬁcing Sectors 9.7 18.4 13.3
Economic Overheads T s 15.7 22.3 22.9
Education . 11.5 14.9 16.7
Health and Other Social Services 26.1 15.7 13.0
General Administration and Law
and Order 32.3 Zi.j 25.0
Other < : ' 4.7 7.3 9.1
Total Expenditures . 100.0 100.0 100.0
in A$ million 45.8 181.4 - 321.0
/a Excludes Australian Governmeat department outlays in PNG and Local :
Government expenditures. b = 4
= Debt service has so far not been a serious problem since it was

only a few years ago that the Government began to borrow significant amounts.
Debt service (including amortization) accounted for only 8 percent of current

-
*

12. Central Government direct capital expenditure (excluding loans
to statutory bodies and transfers of capital assets from Australian to

PNG Government ownership) increased from A$23 million in 1967/68 to A$36
million in 1972/73. As a result of stepped-up development efforts they
ircreased sharply in 1969/70 and remained at that level through 1972/72 as
the Covermment purchased 20 ;ercent equity in Bowrniorille Copper 15§, . 3.
and undertook the construction of the Arawa Townshi, Development Project on
Bougainville. However, since the completion of Arawa in 1971/72 capital
formation by the -Gntral Government has fallen substanti ally. Although. the
Government was able to ajpropriate adequate funds for capital expenditures,
actual project implementation has been slow as a result of supply constraints
and the declining project preparation and implementation capacity of the public
sector. Another contributing factor was the absence of a comprehensive de-
velopment program. - In 1973/7h, capital expenditures fell sharply to A$30
million at current, prices; in constant prices this has amounted to a declinc

by about 30 percent below the 1972/73 level.

2
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13, In 1972/73 and especially 1973/7k the MG Government acquired sub-
stantial physical assets of Australian Goverrment departments in the course of
taking over functions transferred from the Austrelian Government. Although

listed in the budget as capital expenditures these transfers are merely book-
keeping transactions and do not represent investments. The PNG "purchases" of
these assets are counter-balanced by a corresponding special budget grant to
PG by the Aistralian Government.

(b) Revenue

1. Between 70 to 80 percent of Central Government internal revenue has

been derived from taxation. Lately, non-tax revenue has risen sharply, as the
PG Government began to receive divident payments and royalties from the
Bougainville copper mine. PNG's revénue performance appears favorable by inter-
national comparison; the ratio of tax receipts to monetized sector GDP is about
10 to 11 percent, although that ratio hardly increased since 1967/68. However,
since about 80 percent of tax revenue was collected from the very high incone
expatriate sector, the tax burden on the indigenous economy has so far been
light. The favorable tax climate has been considered necessary as an 1ncent1ve
to the expatriate community and to attract foreign investments.

Tzhle 2: GOVERNMENT REVENUE AS PERCENT OF GDP AND CNP

ey % of GDP % of onpl2

1967/68 1973/74 1967/68 " 1973/ 74

Tax Revenue 10.2 1.1 .. 15.0
Import Duties and Taxes(3.8) b (2.7) (4.5) . (3.7) ‘

Excise Duties and Other 1R

Domestic Taxes £ £2.1) {2.0) (2.8)\\ #

. Non-Tax Revenue 4.2 ': - 5.1 4.9 6.9

. Yetal Bevenwe 4.4 e 16.9 21.9

/a As estimated by Mission.

The 1974/75 Budget Expenditures and Revenues

15. The 1974/75 budget has not incorporated the results of the
Bougainville rencgotiation. Since company tax on income is payable the

year after it was earned, the full financial benefits will begin to accrue
only in 1975/76. The budget provides for a 20 percent rise in current
expenditures as a result of a 17 percent across-the-board increase in salaries
and wages granted to the publiic service and a 36 percent increase in pur-
chases of goods and services. This reflects, after the stagnation of

recent years, a significant increase in Government operations with the

- ~
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increase in Government functicns, and mwore transfers to local governments
and statutory bodies, plus an allowance of a 20 percent rate of inflation.
Capital investment expenditures will rise by 16 percent at current prices,
which means that at constant prices they may be at about the 1973/74 actual
level.

16. On the revenue side, the Govermment broadened somewhat the domestic
revenue base by several tax measures which, excluding Bougainville, may add
A$10 million in revenue. In particular, the increase in the company tax rate
! : from 25 to 33-1/3 percent brings MNG's rates more into line with the rates of
4 other developing countries, although it still remains substantially below the
: prevailing rate in Australia (L5-47 percent). ' s

L R A AR B b T L
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Financing the Budget Deficit

i The PG Government's overall deficit rose to A$126 million in 1973/7h,
and is expected to reach A$z2e¢3 million in the 197L/75 budget as more financial
demands were made upon the budget .including expenditures for functions trans-
ferred from the Australian Lo the PG Government. Past deficits have been
financed mainly from external sources (primarily Australian Government grants)

: * P : " i 1 . 4 2 | 1
while borrowing from-domestiic sources has been relatively small.
L ]
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(a) Australian Financial Assistance

18. Australia's financial assistance to PNG has been generous. During
the past five years it was about the equivalent of 0.7 percent of Australia's
GNP. Since most of this assistance has been grant aid, NG approaches inde-
pendence with a low debt burden. o
L] S .

~

A 19. The Australian grant to the PNG budget rose from A$77.6 million

g in 1967/68 to A$126.2 million in 1972/73. Through 1969/70 the grant was
in the form of a lump-sum payment negotiated annually with Australia to
balance the PNG bLudget. Beginning 1970/71, the grant was divided into a

| grant-in-aid, a development grant, and a grant allowance to coriplement the

! salaries of Aust,alian public servants in PNG. The salary allowance which

; was removed from the PNG budget to permit a more rational ascessment of
PNG's budget needs, was paid directly out of the Australian budget. The
grant-in-aid portion was to supplement local revenue in the PNG budget and
was to finance "certain well-defined purposes of a development nature."
It was eventually to become the major part of Australian assistance to
PNG. The grant-in-aid portion in fact decreased from A$33 million in 1970/71
to A$25 million in 1973/74 while the development grant rose from A$37 million
to A$52.1 million. In the 1974/75 budget the trend was reversed in response
to PNG's urgent need for completely untied budget financing and the grant-
in-ald was raisec by 50 percent while the development grant fell by 25

( ) percent. Australian payments for salaries of Australian public servants in
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PNG rose to a record A$53.9 million in 1973/74, equivalent to about 65
percent of the PNG's Government total wage bill. Due to inflation this amount
was raised to A$6€0 million for this purpose in the 1974/75 Australian budget

despite a significant decline in the number of public servants. These
payments do not include termination payments and retirement benefits to
Australian public servants leaving the PNG public service for which Australia
spent A$14 million in 1973/74 and has budgeted A$40 million for 1974/75.

(b) Public Borrowing

20. Public borrowing has become an important source of Government fi-
nance In recent years. By 1973/7h gross borrowing had increased to almost AgL8
million or 18 percent of the deficit. Domestic gross borrowing had been limited
to around A$5 million a year during 1967/68 - 1971/72 but rose to A$7 million
in 1973/7L and will be playing an inéreasingly important ‘part in 197./75
(budgeted amount A$10-15 million). Outstanding domestic debt totaled A2
million by June 1973, of which A$40 million were private treaty loans directly
negotiated with local borrowers. The rest were premium securities and saving
securities. About 60 percent of the outstanding debt was held by the Australian
banks operating in PNG, about 20 percent by PNG statutory authorities, another
10 - prcent by marketing boards in pPNG (especially the PG Copra Trust), and the

rest by various other PNG institutions.

.

- 1%, SOCIAL AND POLITICAL ISSUES _ ’

21. Papua New Guinea on the eve of its independence is passing through a
most difficult reriod of social and political evolution. The impact of mone-
tized economic activities, Western-type education, modern health services, roads,
comminicatior and transport services have accelerated and intensified the pene-
tration of Western concepts and values into the traditional societies. Bridging
a gap of centuries in a few years is proving to be a painful experience since
conflicts of traditional an Western ways of life create almost insurmountable
generation gaps within clans and.families. Exaggerated expectations are being

created by educational systems for a life style which is largely alien to tra-
ditional life.

- s 4 e

22, The overriding political problem facing PNG on the eve of indepen-
dence is nationa. identity and cohesion. Both Australia and the:United Nations
consider the national unity within the present borders a prerequisite for the
recognition of an independciut PNG. The Australian Covernmeat in fact indi-
cated that it would continua its financial assistance culy to a unified PNG.

On the other hand, the strcng regional sentiments created by cultural diversity
and geographical separation cannot be ignored. The period of active prepara-
tion for independence was coviously too short to instill » national spirit
throughout the country.. At the same time, the withdrawdl of the colonial
administration, which had suppressed or neutralized latent traditional tribal
and reglonal conflicts, aggravates the sitvation. This leads to the ques-
tion who should control PNG's political and economic life. And here the
striking, almost unreal, contrast between the Papua New Guineans' nearly
complete political responsibility on the one hand and their very small
involvement in modern sector economy and in the middle and higher - 173

of the administration on the other hand becomes politically highly sensitive.

P e e IR I ot A . ] A~ oA T S Ay et =
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23. The following major issues have surfaced during the deliberations
on the new Constitution which is currently before the House of Assembly:

1. the question of citizenship; (since resolved)

2. the choice between a strong Presidential system versus
Cabinet system with a powerless Head of State and the .
role of Parliament and the question of its representa-
" tion; (since resolved)

3. the role, structure, responsibility and .financial power
of the future district governments and the reorganization
of the local government structure. .

2h; The other important issue is the political and administrative reor-
ganization of the country, requiring compromises between the strong regional
trends and the need for a strong national government. Any solution will

- necessitate fundamental charges in the present administrative set-up. At

present, PNG consists of 19 districts and the national capital district of

Port Moresby. The district structure reflects the requirements of the colonial
administration. District boundaries have been drawn fairly artificially and
the districts do not necessarily reflect regional geographic or ethnic
groupings. Some members of the House suggested that the districts be merged
into fewer, larger and economically more viable provinces (e.g.,” Highlands,
Sepik, Papua and New Britain - New Ireland). However, opponents feared that
this might encourage separatism. Given the very Jdifferent levels of develop=
ment in the various districts, it will be difficult to design a uniform and
generally acceptable district government structure.

II.  /DMINISTRATIVE WIABILITY

25. The most serious challrnge confronting PNG on the even of indepen-
dence is the severe shortage of :killed manpower in the public service. The
level of localization of the public service is unusually low by most standards
for a developing country reaching independence. Thus, the public service has
not yet the capacity to function adequately without heavy reliance on expa-
triates. Although high-level pPapua New Guinean manpower will be increasingly
available with stepped-up training efforts, a shortage will remain for some
years to come. Localization efforts have so far been confined to the highest
and lowest levels of the public service. Middle management remains solidly in
the hands of expatriates. It is therefore essential that the present outflow
of experienced expatriate public servants from PNG be arrested and the existing
shortfall made up through overseas recruitment as well as stepped-up internal
manpower development. Otherwise, PXG may, in the short run, be unable lo
undcrtake an effective development program, or even to maintain an adequate
level of repular administrative services.

26. - There are other serious concerns, felt not ohly by permanent offi-
cers, but by all expatriates. Chief among these is ureasiness regarding the
country's financial stituation. Inflation is high; income tax is being in-
creased and there are fears that after the introduction of a PNG currency it
may become difficult to transfer funds out of Papua New Guinea to Australia.
Also, schools for-Australian children, which exist in more major administrative
centers, nay be phased out. Overriding all of these is a concerr ~ = the pre-
servation of lam and order and the general social situation.
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27, It is encouraging that both the NG and Australian Governments have
realized the severity of the immediate problem. Departing from previous prac-
tice, the WG Government has begun to recruit on a larger scale public service
personnel’ from countries other than Australia. Recruitment has been extended
to Asian countries, especially the Fhilippines and Sri Lanka, but also to New
Zealand and the United Kingdom. However, increasing diversity in sources of
recruitment causes training and adjustment problems. Also, the employment of
officers, without previous exposure to PNG on a single tour contract (usually
two years) will probably have minimal utility. Under the remuneration_system
which is emerging the same position may command different salaries depending
on the applicant's country of origin. This is already beginning to cause ser-
ious frictions, especially between personnel recruited from the Philippines and
PNG national mpblic servants.

28. Australia through its Australian Staff Assistance Group (ASAG) is
encouraging expatriate officers, whom PNG wants to retain, to stay on by changing
- the remuneration terms. In additiorr, ASAG hires from within the Australian
public service contract officers to serve in PNG over a fixed period of time to
replace departing expatriate personnel. Several Australian departments are
seconding personnel for shorter periods of time to PNG departments to tackle
emergency situations. The Australian International Development Agency assists

the MG Government in hiring personnel from the Australian private sector.
Recruiting Australians to work in  PNG was difficult as long as there was near-
full employment in Auctralia and job opportunities increased under the new
Labor Government. This may have changed lately as unemployment-in Australia
began to rise sharply. Recruitment in countries other than Australia has been
handicapped by the lack o knowledge sbout the respective labor market.s.

o NG's present manpower crisis has revealed a weakness in manpower
planning within the PNG Government. The Department of Labor, the Public Ser-
vice Board, and the Central Planning Office each have a role in the collection
and dissemination of manpovier data, with none having primary responsibility. As
a result, there is no comprehensive manpower plan. Neither has there been

any attempt to relate the country's education system to the present and future
man;over needs of both the private and the public sectors. Faced with a threat
to its administrative viapility, the PNG Government has at present no overall
knowledge of the immediate ranpower needs and existing vacancies in the public
sector. lor does the Govermment know for sure which expatriate personnel will
remain in I'NG after independence. Stop-gap measures remedy the most serious
understaffing problems, by shifting scarce manpower to crisis areas. The pre-
sent acute manpower shortage preoccupies the Government with emergencies and
prevents it from initiating a thorough reorganization of the public service

to adjust it to the fundamentally different needs of an independent developing
country. T .

. IV, RESOURCE AVAILABILITY AND MOBILIZATION

PUBLIC FINANCE

0. - The performance of the public sector in MG is crucial for overall
cresth. In 1973/7h, public consumption and investment accounted for almost
half" of the monetized sector GDP outside the Bougainville project. The NG
Hovernient's target of 6 percent annual growth of GDP from 197)/75 through
1976/19 depends on a 7 percent real growth of Government consumption and on
i mitieanl juprovenenls in public capital formation, although the Government
docs rot specily how much of the targeted gross fixed investment . Ol e L
percert per annum (outside large projects like Purari and Ok Tedi) would have
to come from the public sector.
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s A . Against the background of the official PNG macro-economic medium-

term projections, but without the benefit of an overall public development

investment program, the mission has prepared long-term public finance projec-

tions (at current prices). They take account of the Eight-Point Improvement

Plan and are within the mission's estimates of reasonable financial limi-

tations. The projections assume declining inflation from the present 20-25 3
percent to about 15 percent and 10 percent for 1975/76 and 1976/77 respectively

and, subsequently, to 7 percent.

32. Total Central Government outlays are estimated at about A$350 million
in 1972/7h, rising to about A$1,160 million in 198L/85. Although the 197L./75
budget appropriates only A$381 million for these expenditures, the mission
estimates actual aitlays in 197L/75 to be higher, around A$,10 million, because
of increases in the costs of supplies, recent public sector wage and salary
hikes, and additional financial outlays as more Government responsibilities

are transferred from Australia to PNG. After 1976/77, the growth of overall ex-
penditures is expected to slow down to an average annual rate of about 1z per-
cent, at current prices, for the rest of the decade.

Revenues :

33. The composition of the country's future tax base will be signifi-
cantly different from the past. As far & individual incomes are concerned
the tax base will be narrower. Direcct revenus contributicns tc thec Gov-

_ ernment from the Bougainville Copper project will until the early 1980s be

the single most important revenue source. Under the provisions of the rene-
cotiated Bougainville greement (as of October 197l), the mission estimates
that the project's total revenuc contributions will increase from A$7L million
in 1975/76 to about A$1LS5 million in 1980/81 and A$250 million in 198L/85.
Total. domestic revenue is estimated to grow at an average annual rate of 15
percent. In the aggregate, PNG will obtain revenues of almost A$1.7 billion-
from now until 198)/85.

"

: .
] S A

Financing the Budget Deficit

. The Central Govermnment's current deficit would--on the basis of the
aforementioned current expenditure estimates--remain in the order of A$130-
A$150 million until 1981/82, and with beginning revenues from rew large-scale
projects fall to around A$50 million by 1981,/85. The overall budget deficit
is expected to rise from an A$200 million level now to about A$300 million

in the early eighties and then stay at this level. The future size and the
salary structure of PNG's public service will be critical if current expen-
ditures are to be kept within manageable limits.

35. The Australian budget grant will be an important source for financing
PI'G's budget deficit. In fact, continuation of this grant in a significant
amount 1s a prerequisite for the financial viability of the mission's .hudge
forecasts. So far Australia has committed itself to a grant totaling A$500
rillion (at current prices) for the 1975/76 - 1977/78 period. The grant in-
cludes both the gereral and development grants, and Australian contributions

to the snlaries of expatriate public servants in MG. After 1977/78 this grant
is epected to decline to about A$120 million. This would mean a reduction
from about 80 jercent of the budget gap in 1975/76 to less than 4. ,ercent

of the gap in 1984/85.

T ) : " ';ﬁ"’;“"”: Paee e o o
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36. Net external borrowing is expected to finance about A$400 million
of the deficit through 198l:/85--an average annual inflow of A$36 million.
About A$300 million of this borrowing would have to be from multilateral and
bilateral sources. The other A$100 million would have to come from private
sources.

37. Under these assumptions, the PNG Central Government budget would,
after 1977/78, show an increasing finance gap vhich would have to be financed
from sources other than the Australian grant and external borrowing. So far
domestic borrowing has not been an ‘important source of finance and the domestic
capital market has been feirly limited. However, recent balance of payments
data would indicate that ARG has had at least since 1972/73 a significant net
inflow ot tiunds I'rom export earnings which increased the liquidity of the
banking system. The mission's projections (see the following section on ex-
terpal trade and finance) expect overall balance of payments surpluses
throughout 1978/79 and again from.1982/83 onward. Such surpluses would pro-
vide pgreater opportunities for domestic borrowing from non-inflationary

- sources. A prerequisite to such borrowings would be an appropriate insti-

tutionalization of PNG's mpital and money markets.

38. Increased borrowing will, of course, raise the level of debt
service payments considerably, and the GCovernment's indebtedness will have
to be watched carefully. At present, debt service (both internal and ex-
ternal) amounts to less than 5 percent of total Government expenditures.
The debt service is bound to increase significantly as the proportion of
the budget gap tc be financed by borrowing rises. This will be, according
to the projections, more difficult after 1980/81 when a net borrowing of -
around A$100 - 150 million annually would be required. It is conceivable,
however, that to help close the financing gap an additional amount could
be raised-in international capital markets and/or Australian grant aid
could be increased.

-
d
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V. CREDITWORTHINESS AND ROLE OF BANK GROUP

39. Bapk Group assistance to NG began in 1968 and now totals US$55.5 %
million of Bank loans and US$25.2 million in IDA credits outstanding..
Lending has been for agriculture (livestock and oilpalm), road construction,
ports, and telecommunications. The largest operation was US$23.2 million
loan for the Upgper Ramu Hydro-Ocheme. Bank Group involvement in PNG as an
Australian dependency was designed to assist Australia in leading the
country towards political independence; Bank Group aid was to supplement
not to substitute for Australian assistance. PNG was eligible for IDA
assistance due to its low per capita income and because of its very large
external gap. Bank loans were extended to PNG with an Australian guarantee.
IFC has made no investments in PNG so far. The Australian Government has
stated that it would not continue to guarantee any borrowing by PNG after
the country's independence. This would apply to both PNG borrowing in the
Australian. mpital market and loans from international organizations.

0. This mission's eraluation of PNG's medium and long-term economic

and financial prospects is favorable. The country has significant mineral
resources, a vast hydroelectric potential, important timber resources, and
vast areas of land suitable for agricultural usc. Important efforts have

been made to mnke use of these resources. The exploitation of the Bougainville
copper deposits, under the renegotiated agreement with the mining company,

has increased Government revenue substantially and will help to close the pro-
jected large budget deficits in future. The beginning of the copper exports
has transformed PNG's dwonic trade deficit into a comfortable trade surplus
and long-term halance of payments prospects, though not free of considerable
uncertainties, are much more favorable than could be anticipated a few years
azo.  After Independence the country will continue to depend on the inflow

of sizeable external financial resources but this dependence will decline as
net benefits accruing from schedule large scale ventures become available. .
“hile the mediun-term will be a difficult period, the completion of the Ok

Tedi Copper Project and of the first stages of the Purari Scheme would make

TG finangially afloat by the middle of the 1980s. However, this favor ble
assesosnenl is based on several assumptions and caveats which have been ex-
ilaiped in some detail in the previous chapters.

]
a

Adninistrative Capacity ' : ’

L. The improvement of the country's administrative capacity will be
crucial for the period immediately after Independence. This depends on
national cohesion as well as the (overnment's ability to retain and hire
sufficient expatriate ex;ertise to keep the public sector running. In the
short-run, 1'G's severe shortage of skilled manpower at all levels is the most
serious conitraint on the country's economic development. All efforts should
be made to retain existing expatriate personnel and to obtain technical assis-
ternce fron abroad to fill current vacancies in the public service. Technical
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assistance should be obtained through multi-lateral and bilateral channels
as well as by direct hiring abroad. '

[nvestment

L2. The mission's assessment of production and investment potential
assumes the maintenance of a reasonable level of law and order as a pre-
requisite to keep expatriate businesses within the country and to encourage
new foreign investments. In particular, it is expected that the Government
i1l be auccessful in keeping the plantation sector operative in the immediate

* future and in expanding it later, together with stepped-up efforts to pro-

mote local smallholder a@sh crops. The budget and balance of payments fore-
casts are, of course, based on the assumption that the planned major projects
(Ok Tedi and Purari) will be implemented on schedule.

Public Sector ik

5. On the fiscal side, the Government will have to restrain wage hikes

of' public servants and restrict the medium-term expansion of the public ser-
vice. Despite conservative estimates of future current expenditures, the
mission's forecasts show large budget deficits in the eighties. Domestic
resource mobilization will remain a problem until the eighties when the planned
new large projects will yield revenue. In the meantime, the increased revenue
i{rom the Bougainville mine will finance only part of the growing budget gap.

Balance of Payments

Ll Prosjects for Government revenue and the balance of payments depénd
heavily on the trends in world copper prices. The problem of how to cushion
MG's economy from the detrimental effects of terms of trade fluctuations will
be an important influence on.PNG's development policy. The mission supports
the Government's e&forts to establish a special fund into which part of excess
revenue obtained from the Bougainville Mine would be channeled. The Fund would
be used to finance the Budget in years when revenues from Bougainville are low.

. The mission feels strongly that during the forthcoming negotiations

with hustralia on the separation of currencies, .NG should be, allocated suffi-
cient exchange reserves, both official and from the  Australian banking sys-
temn, vhich would reimburse PNG for some of its losses of foreign exchange to
hustralia in the last few, years. A sufficient exchange reserve cushion would
boluter the balance of payments against the deterioration of the terns of
trade. Tn line with the mission's projections, it appears that reserves in
the magnitude of A$250 million will be needed beyond 1975/76.



Australian Assistance

Lé. °NG has with the approach of Independence successfully attempted
to diversify its sources of foreign finance and reduce its dependence on
Australian aid. It joined ADB and borrowed successfully (with an Australian
puarantee) on the German, Swiss and U.S. capital markets and from a Japanese
bank. DNevertheless, the country will continue to rely on substantial assis-
tance from Australia in the form of grants. In the mission's forecasts,
Australian grant assistance is assumed at A$190 million a year. through
1976/77 and declining thereafter to a level of A$120 million by 1981,/85.
dithout this assistance the Budget would have deficits in the order of
A$200-230 million a year. The balance of payments would show considerable
currcnt account deficits throughout the projection period.

- -

Creditorthiness

Wl PG's immediate future is clouded by many uncertainties which will
“have to be continuously reviewed. Nevertheless, PNG's medium- and long-term
financial prospects have improved to such an extent that a moderate Bank
lending program for MG after Independence appears justified. The country

& ] T - . » e . re o g <
should also remain eligible for IDA credits. Although

PRI o v St e o
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come has reached US$290 equivalent in 197h (World Babk Atlas), this figure
inclndes the value of the large expatriate economic activities like the
DBoupainville Copper Mine and is not a valid indicator of the income of the
t¥G population. The per capita income of the local population may be
around WB$150 equivalent as mentioned earlier.
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" MEMORANDUM FOR THE RECORD . -

From:  Bernard R. Bell (by G%’w’ag'f

Subject: Annual Meeting, Washington, D.C., 1975 - Meeting with
Australian Delegation = .

%s The following members of the Australian Delegation called on
Mr. McNamara at 6.00 pm on Monday, September 1, 1975:

Mr. W.G. Hayden Treasurer .

Mr. L.W. Johnson Diréctor-General, Australian

Development Assistance Agency
Sir Frederick Wheeler Secretary to The Treasury

Mr. J.D.C.C. Moore First Assistant Secretary,
: . The Treasury
Fresent irom ine Bank were: >
S
Mr. R.S. McNamara President ; :
Mr. J.B. Knapp Senior Vice-President, Operations
Mr. B.R. Bell Regional Vice-President, East Asia
' : - and Pacific
Mr. G.B. Votaw Director, East Asia and Paclflc
G Programs Department
Mr. L. Helmers ~ Division Chief, East Asia and Pac1flc
i Programs Department By
Mr. S. Burmester,. Office of the President
.21 Mr. Hayden explained that he had requested the meeting to

discuss the issue of Papua New Guinea's creditworthiness. In the
Australian view, PNG is creditworthy. The country has a debt service
ratio of only 6 percent; the country has good sources of income from
mineral exports, and can count on substantial Australian aid flows;

the Government, elected in 1972, has a commendable record of sound
managenent; although there are some political problems at present
these a2re not to be taken seriously, and rnew copper deposits have been
discovered which would boost the balance of payments even further.

A1l in all, therefore, Australia believes that the country is certainly
eligible for World Bank loans. Mr. Hayden furthermore stated that PNG
is committed to the development of its rich natural resources with the
help of private investments, and he expressed the fear that if the country
were not cocnsidered creditworthy by the Bank, it would not be able to
attract the private capital it required.

-
~
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3. Mr. McNamara informed Mr. Hayden that an economic mission was
scheduled to visit PNG later in 1975 to re-examine the creditworthiness
question and that he would defer any decision in the meantime. _As

regards Australia's concern that private investment would not be forth-
coming if the Bank found PNG eligible only for IDA credits, he wanted to
point out that Sudan, Zaire and Indonesia - countries that had not been
eligible for Bank loans in the past - had not encountered any difficulty
in attracting very large sums of private capital from all over the world.
Mr. McNamara assured Mr. Hayden that the Bank would apply the same standard
criteria for the determination of PNG's creditworthiness that it does for
any other country. Mr. McNamara did not want to hide that he felt that

at present there are many uncertainties regarding the country's future
economic development. PNG is totally dependent on Australia for its
financial viability. It is also totally dependent on Australian and other
expatriates for administering the countyy. Furthermore, there are
political problems, and although he did not want to attach too much weight
to Bougainville's declaration of independence, it underlined the un-

-~ certainty of the situation.

L. Mr. McNamara further informed Mr. Hayden that he had allocated
US$12 million of IDA credits per annum for FY?6 and FY77 (i.e., wntil the
end of the Fourth Replenishment period), which is very large in per

capita terms compared to the allocations other countries receive. He
wanted to point out that, if the country were found eligible for Bank loans,
the maximum he cculd make available would be about US$8 million per annum.
Mr. Hayden replied that Australia was not so much concerned about the level
of Bank lending as about the:creditworthiness rating Australia felt PNG
deserves. Mr. McNamara reiterated that he would personally study the
situation very seriously as soon as the mission's report became available
next January or February. eV
5. ‘ Finally, Mr. MéNamara raised the issues of : (a) the Fifth
Replenishment of IDA; (b) the proposed increase in capital subscriptions
to the Bank; and (c) the Third Window. Mr. Hayden answered that
Australia fully supports Mr. McNamara's proposals. Australia will play

a positive role in the IDA Replenishment. As regards the-capital sub-
scription, it feels it has an obligation to help increase capital transfers
to the developing world, and it will support Mr. McNamara in increasing the
Bank's capital. As regards the Third Window, Mr'.' Hayden was pleased to
inform Mr. McNamara that Australia will commit itself to provide US$5.2
million. Mr. Hayden was going to announce this during his speech at the
Annual Meeting. Mr. McNamara expressed his sincere appreciation for
Austral}a's support. ; :



ik Lgxikmﬁsi:ﬁﬁ s

-),_/_"!'m..r i

A,

P SS- AT e

2 fgzﬁm:‘.-.‘s.w,-&&;%,; Bt

s

Hemorandum for the Recprd -3~
: :

b The meeting ended at 6.45 pm.

Gleéred_ with and cc: Mr. Votaw
cc: Messrs. McNamara, Knapp,

LHelmers:vh
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FROM:

SUBJECT:

TO:

INTERNATIONAL DEVELOPMENf . INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
OFFICE. MEMORANDUM -
i y |
Files i DATE:  September 9, 1975
Leslie Helmers ///// A
Annual Meeting: Meeting of PNG Delegation with Mr. Knapp
s At the request df the PNG Delegation a meeting was held witﬁ
Mr. Knapp in the Sheraton Park Hotel on Tuesday, September 2, at 12:00
noon. The following persons were present: ; ;
b |
Mr. Ebia Olewale Minister for Justice and Provincial
i Affairs : i
Mr. Henry To Robert Governor, Bank of Papua New Guinea
Paulias Matane Minister for Papua New Guinean Affairs
Rabbi Namaliu Chief Minister's Private Secretary
Mr. Ross Garnaut First Assistant Secretary,
: Departmert of Finance
Mr. Ken Woodward : First Assistant Secretary,
Department of Finance
Bank e
Mr. J. Bwrke Knapp : Senior Vice Presidént, Operations
Mr. B. R: Bell Regional Vice President, East Asia and
: Pacific
Mr. G B. Votaw g Director, East Asia and Pacific Programs
: Department : : :
Mr. L. Helmers Division Chief, East Asia and Pacific
Programs Department :
2. After the usual’ courtesies, Mr. Olewale stated that his Gové;nmenf

attaches the utmost importance to a Bank loan creditworthiness rating. He
wanted to emphasize that his Government had been in power since 1972 and had
managed the country soundly. MG was now accepted internationally as a
country with a healthy economy, and it would be extremely harmful to PNG's
image if the Bank were to consider FNG eligible only for IDA ‘credits. He
knew that the Bank had some reservations about the separatist movement in PNG,
but he wanted to make clear that this movement should not be taken seriously.
Two-thirds of Bougainville is solidly behind the Government of PNG, and only
a minority of one-third wishes t secede. PNG has abundant natural resources
and a good economy. It needs the Bank's assistance to help develop the
country. ] :

3. Mr. Knapp explained that according to the Bank's Articles of Agree-
ment, the Bank in making a loan has to pay due regard to the prospects that
the borrowers will repay the loan. The Articles stipulate that the Bank shall
act prudently in the interests both of the borrower and of the members of the
Bank as a whole. Since Rpua New Guinea is a new country, the feeling in the
Bank is that there should be a testing time before Bank loans can be made
available. During this period IDA-credits would be extended. The allocation
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of IDA credits to PNG would be US$12 million per annum in FY76 and FY77,

representing more than US$, per capita per annum. The total amount of .
IDA money which the Bank Group has at present is about US$1.5 billion per

annum and this has to serve countries with a population of about 1.2 bil-

lion or, in other words, a normal IDA allocation is about US$1.25 per capita. -

It should be recognized that the Bank Group was making a very special effort

in the @se of PNG. ;

k. Mr. Knapp furthermore explained that there is nothing unique about
a country receiving IDA credits only. Mauritius, for instance, received Bank
loans in addition to IDA credits only after the Bank had had some experience
with the country. Botswana was in the same category; like MG, it relied

heavily on British budgetary support, and the Bank Group at first could only
make IDA credits available.

8 As regards the creditworthiness issue, Mr. Knapp wished to emphasize,
however, that no decision had yet been taken. An economic mission would visit
PNG in November to review the situation and the management of the Bank would
make a decision after it had been able to consider all the relevant facts.

In making its decision i would apply the same criter?a to PNG as it applies
to any other country.

6. Mr. Olewale thanked Mr. Knapp for his explanation, but stated that
his Government is very much concerned about its international credit standing.
If the Bank does not consider ENG creditworthy, the country will not be able
to borrow the funds it requires on the international capital markets. Mr.
Knapp answered that the Bank's experience was otherwise. For instance, :
countries like Sudan, Zalre and Indonesia were in the past not eligible for
Bank loans; nevertheless they ‘have been able to borrow substantial sums of
money in the private capital markets. :

; The meeting ended at 12:45 p.m. ; :

Cleared with and cc: Mr. Votaw , :
cc: Messrs. Knapp, Bell, Votaw, Kirmani, Hasan

LH:swg - =



INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR I INTERNAT IONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE. MEMORANDUM

CORPORATION

TO: See Distribution : DATE: September L, 1975

FROM:

SUBJECT:

J. M, Jentgenz

PAPUA NEW GUINEA: Meeting with Delegation

j 15 Messrs. Bell, Votaw and Kirmani met with Messrs. Namaliu, Prime
Minister's-Office, Woodward and Garnaut, Department of Finance, on :
September 2. Mr. Parvez Hasan, Hawkins, Helmers, Applegarth and Jentgen
were also present.

2. Mr. Woodward expressed the Government's disappointment on the
negative assessment by the Bank of PNG's creditworthiness. Mr. Bell
stated that a judgment had not yet been made and that we intended to send
a mission in October to bring our'knowledge up-to~date. The mission would
be headed by Mr. Hawkins. 7 :

= Mr. Garnaut indicated that by that time further negotiations with
the Australians on the future of their assistance should be completed, or

in progress, and that the mission should be in a position to get substantially
‘firmer assurances on the future of Australian aid which he assumed was an
“important factor in our assessment of creditworthiness. Mr. Bell confirmed

that. : :

L. Mr. Garnaut in reply to questions by Messrs. Votaw, Hawkins and
Hasan explained the structure of the agreementwith the Bougainville Copper
Mine, particularly regarding revenues accruing to PNG in the form of

income tax, tariffs, dividend payments, taxes on dividend payments, as
well as the arrangement on depreciation allowances and balance of payments
effects. He stated that the company is allowed to maintain balances abroad
amounting to three months of sales proceeds which should be sufficient to
meet all obligations in foreign exchange i.e. for debt service. Sales are
based on long-term contracts with Japan, Gemany and Spain. ?

5 Operational quest:n.ons regarding the Bialla-Popondetta, the ~ *
Southern Highland Development, the Highland Highway, and the Education
projects were discussed at a separate meeting on the same day (see separate
minutes) .

Attachment

cc: Messrs. Bell
Votaw s
Kirmani
Hasan
Havkins
Applegarth 7



INTERNATIONAL‘DEVELOPMENT‘l INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE

ASSOCITATION i RECONSTRUCTION AND DEVELOPMENT

OFFICE. MEMORANDUM

CORPORAT I ON

TO: FILES . DATE: September h, 1975

FROM: Ieslie Helmers, Division Chief, AEADD %

F

SUBJECT: PAPUA NEW GUINEA: Projects in Pipeline

2 A meeting was held on September 2, 1975, with Mr. Ken Woodward,
Assistant Secretary, Department of Finance. Present from the Bank were:
Messrs. Milford, Prins and Blackwood (Agriculture Projects Division); ;
Messrs. Young, Park and Morris (Transportation Projects Division), Mr. Naimie
(Education Projects Division) and Messrs. Helmers and Jentgen.

Popondetta Project (FY76)

2 Mr. Helmers informed the meeting that $12 million IDA money would
be available for this project. Mr. Milford said that an appraisal mission
would be sent out at the end of November 1975, provided the information he
had asked for has been submitted to the Bank. Mr. Woodward promised to
follow up this matter.

Bialla Project (no longer in Bank's program)

. Mr. Woodward informed the meeting that the Government had invoked
the arbitration clause but that the Japanese company had not appointed an
arbitrator within the stipulated time limit. The Government's position is
that no further negotiations will be undertaken with the Company unless they
agree to the stipulated Govermment conditions.

Southern Highlands Development Project (FY77 or 78)

L. Mr. Woodward informed the meeting that the Government had in mind
a project of about US$11 million total cost for the agricultural development
of the Southern Highlamds, including a rural road from Mende to Tari. Mr. °
Milford said that he would discuss the project with Mr. Fox after the latter
returns from PNG. If there were project possibilities, Mr. Milford said that
he was thinking of asking the. FAO Cooperative Program to prepare the project.
If necessary, any additional consultants work could be financed out of
Credit 348 (Livestock) where an undisbursed balance is expected to remain.

A request for reallocation of funds could be made by PNG. At the earliest,
pregaration could take place in March 1976, followed by appraigsal in August
197 . -

5 The Bank's transportation staff commented that the project cost
figure suggested by the Government may not be sufficient to include the Mende-
Tari road in the project.,6 The proposed road is about 140 km long and much of
the route traverses extremely difficult terrain, including extensive swamps
and rocky mountainous areas. The appraisal mission for the Second Highway
Project in August 1974 had discussed the possible construction of this road
with the district works and administrative officials in Mende and had carried
out an aerial. reconnaissance of the route with them. The staff believes that
even a minimum standard access road would cost several millions of dollars
and that a feasibility study is necessary to determine the best location for
the road and to prepare realistic cost estimates. In the course of the

-
-~
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study the standards of the road should be determined based on traffic

forecasts which in turn should be derived from projections of agricultural
production. ; 1

Highlands Highway Project (FY77 or 78)

6. Mr. Woodward said that at the Cabinet meeting of August 28, it had
been definitely decided to drop the project as originally conceived, and that
at the moment the Government had in mind a three to four year investment of
about US$15-20 million, consisting of improving some of the most unreliable
sections of the highway. Mr. Young promised o draft, before Mr. Woodward -
left Washington, a note suggesting the approaches the consiltants should
consider in preparing such a project. Mr. Woodward undertook to discuss the
suggested approaches with the consultants and consult with the Bank before
the consultants proceed too far with their review.

o

T Mr. Woodward informed the meeting that the proposed identification

mission for October was welcome. However, he added that it should not be
expected that a project had been identified by Government. In other words 9
he hoped that the mission would meke propcsals tc Govermment for a feasible
project, and it seemed to him that it should be mainl}y in the technical
education field. He believed that a project with a total cost of about
US$6~7 million would be acceptable to Government. :

Cleared with and cc: Messrs. Young, Naimie, Milford
cc: Messrs. Prins, Blackwood, Park, Morris, Jentgen, Bell, Votaws Kirmani
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LN GO MIN'G CRIBILIE

DATE AND TIME
OF CABLE:

LOG NO.:

TO:

FROM:

TEXT:

e

ROUTING
SEPTEMBER 30, 1975 :
TELEX /30 ACTION QOPY: MR. MCNAMARA v///
DECLASSIFIED
INTBAFRAD £ INFORMATION MR. BELL'S OFFICE
MAY g9 2013 COPY: MR. VOTAW
DJAKARTA WBG ARCHIVES DECODED BY: mf

1320 CONFIDENTIAL FOR MCNAMARA

DURING BRIEF CONVERSATION IN PAPUA NEW GUINEA, PRIME MINISTER

TOLD ME HE WAS PLANNING TRIP TO NEW YORK U.N. ASSEMBLY MEETING
AND ALSO VISIT TO WASHINGTON ABOUT MID-OCTOBER DURING WHICH HE
WISHES TO SEE YOU. I ASSURED HIM YOU WOULD WISH TO SEE HIM PRO-
VIDED YOU WERE IN WASHINGTON AT THE TIME. HE DID NOT INDICATE
ANY PARTICULAR SUBJECT. DURING MY VISIT I DISCUSSED NOT WITH

HIM BUT AT LENGTH WITH MINISTER OF FINANCE AND OTHER OFFICIALS

THE CREDITWORTHINESS ISSUE AND OUR ASSISTANCE PLANS. THEY
UNDERSTAND
ALPHA THAT ISSUE IS NOT YET SETTLED,

BETA THAT OUR PROJECTED SMALIL OCTOBER OR NOVEMBER S‘?(///

ECONOMIC MISSION IS INTENDED TO PROVIDE ADDITIONAL FACT
= S e ———-

AND UNDER G WE NEED AS BASIS FOR JUDG:MENT,

GAMMA THAT JUDGMENT WILL IN ANY CASE NOT BE OPERATIONAL

FOR MINIMUM OF SIX MONTHS SINCE COMING AGRICULTURAL PRO-

JECT TO BE FINANCED BY IDA CREDIT AND CONTEMPLATED HIGH=

WAY PROJECT IS IN PROCESS OF BEING REVAMPED AND RE-

APPRAISAL WILL BE REQUIRED.
S ———— e —

I BELIEVE THESE OFFICIALS UNDERSTOOD BASIS OUR CONCERN AND ALSO

FOR INFORMATION REGARDING INCOMING CABLES, PLEASE CALL THE COMMUNICATIONS SECTION, EXT. 2021

ORIGINAL
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INCOMING CABLE

 DATE AND TIME
OF CABLE:

LOG NO. :
1O

FROM:

TEXT:

ROUTING
SEPTEMBER 30, 1975 ' ;
TELEX /30 ACTION QOPY:
INTBAFRAD INFORMATION
COPY:
DJAKARTA DECODED. BY:
" PAGE 2

FACT THAT ANY BANK LOAN WOULD IN ANY CASE BE UNLIKELY EXCEED

8 TO 12 MILLION. I ALSO EXPLORED POSSIBILITY, OFFERED STRICTLY
AS A PERSONAL OFFHAND IDEA THAT SOME PART OF AUSTRALIA GRANT
COULD BE EARMARKED IN FORMAL OR SEMI-FORMAL FASHION FOR SERVI-
CING ANY BANK LOAN. THERE APPEAR TO BE POSSIBILITIES ALONG THIS
LINE AND EVEN SOME EXISTING LEGISLATIVE SANCTION. IN CANBERRA

SAME DISCUSSION OCCURED WITH OFFICIALS MINISTRY OF FINANCE AND

AID AGENCY. LATTER ALSO RESPONDED POSITIVELY TO SUGGESTION

THEY PROVIDE CO-FINANCING WITH US OF SPECIFIC PROJECTS WITH SUCH
CO-FINANCING TO BE ADDITIONAL TO AGREED AUSTRALIA GRANT. THEY
WILL OBVIOUSLY HAVE SOME DIFFICULTIES IN GETTING THEIR MINISTRY

OF FINANCE ACCEPT SUCH PROPOSAL AND WILL IN ANY CASE NOT MAKE I

IT UNTIL GRANT NEGOTIATIONS CONCLUDED. AUSTRALIA PRIME MINISTER

URGED ME INCIDENTALLY TO ENCOURAGE AND TRY -‘TO PERSUADE HIS
FINANCE OFFICIALS TAKE FAR MORE POSITIVE ATTITUDE TOWARD AID
SPECIFICALLY AND IN GENERAL. HIS OWN ATTITUDE CLEARLY MOST

POSITIVE. REGARDS

BELL

UNDERLINED WORDS RECEIVED IN CODE.

MC

FOR INFORMATION REGARDING INCOMING CABLES, PLEASE CALL THE COMMUNICATIONS SECTION, EXT. 2021

ORIGINAL
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SUBJECT:
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INTERNATIONAL DEVELCPMENT i INTERNATIONAL BANK FOR [ INTE HT.’)"A*lC’NAL FINANCE
ASSOCIATION ) { RECONSTRUCTION AND DEVELOPMENT % CORPORATION
e
OFFICE MEMORANDUM
FILES DATE: October 6, 1975
A

1\
Ieslie Helmers

.

PNG: Visit of Mr. and Mrs. Bell from September 1l - September 18, 1975

i Mr. and Mrs. Bell, accompanied by Mr. Helmers, visited Papua HNew
Guinea from September 1L to 18 to attend the Independence celebrations as
guests of the Government. The ceremonies (Lowering of the Australian flag;
raising of the PNG flag; opening of the House of Parliament; swearing=-in
of the Governor-General, Sir John Cuise, Chief Minister Somare, Ministers,
Chief Judges, etc; and a State dinner) were impressive and well-organized.
They need not be further described as they were well covered by the inter-
national press.

2. A field trip was made to the Popondetta area on September 1L, and
meetings were held with Mr. Julius Chan (Minister of Finance) on September
17 and with Mr. Natera (Director, Department of Agriculture) on September
18.

2 The main topic of the meeting with Mr. Chanl/was PNG's credit-
worthiness. Mr. Bell explained that the Bank had not yet made a decision
on this issue and that a small economic mission wouwld visit PNG in November
to bring the Bank's knowledge up to date. The Bank would try to let the
mission coincide with the IMF mission (also scheduled for November) so
that no duplication of effort on the part of the PNG Government would be

 necessary. A decision on whether the Bank would be able to extend loans to

PNG could be expected after Mr. Bell and the other members of the top manage-
ment of the Bank had studied the data, probably in January/February, 1976.
Since no projects were to be presented to the Board of Directors of the Bank
before April/May 1976, the issue was not operationally immediate. Mr. Bell
further stated that US$12 million of IDA credits per annum for FY76 and FYT77
had been allocated to PNG. This represented a special effort on the part of
the Bank Group: the IDA allocation to PNG represents more than USH;.00 per
capita per annum, whereas the average IDA allocation to other countries is
only sbout US$1.25 per capita per annum. Mr. Bell further explained that if
the country were found eligible for Bank loans, the minimum the Bank Group
could make available in addition to the IDA credits was unlikely to be more
than about US$8 million to US$I0 million per annum.

k. Another topic discussed concerned the Government's development
strategy. Mr. Chan - speaking personally - felt that the outer islands had
been neglected. All the projects undertaken by the Bank so far had benefited
principally the mainland, and he felt that, politically, it was high time

1_/‘ The meeting was attended by Messrs. Garnaut, Temple and Woodward, and
Miss Curley (all Assistant Secretaries of the Treasury).
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that something was done for the outer islands. Agriculture there is well
developed, and he saw no possibility for agricultural projects. However,
much remained to be done in the public utility and transportation sectors.
He suggested that a possible project would be the Upper Warangoi hydro-
electric scheme (total cost Kina 10.0 million) 1/ which would supply
electricity to Rabaul and rural villages. 2/ Mr. Bell promised that Bank
staff would review the project. He also suggested that the Bank would be
most interested in rural development projects which would affect large
numbers of the rural population and would have lower family income targets
than those involved in, for example, the Popondetta project.

g At the end of the discussion Mr. Bell asked Mr. Chan whether it
would be possible for PNG in some manner to earmark part of the Australian
aid for servicing the country's debt to the World Bank. Mr. Chan replied
that, in practice, this happened already. A general Act governing borrowing
from the World Bank had recently been passed by Parliament which in effect
gave such priority, and he promised to send copies of the Act and a memo
outlining the procedures and legal implications of the Act to Mr. Bell.

6. The meeting with Mr. Nateraééoncentrated also on the credit-
worthiness issue. Mr. Natera had requested the meeting since he was not
clear whether the Bank was still willing to lend for the Popondetta project.
Mr. Bell explained that US$12.0 million of IDA credits would be available
for this project and assured Mr. Natera that a mission would be sent to PNG
as soon as the updating information had been received (this mission is
tentatively scheduled for November). Mr. Natera also discussed some of the
problems that had arisen under Project 175 (Agricultural Credit II) as
regards the sale of beef cattle to smallholder farmers. To streamline the
flow of cattle from the private breeder ranches to the smallholders, the
Government intends to set up a number of Government holding ranches. Mr.
Natera had recently written to the Bank asking for approval of this change

in project. Mr. Bell promised that the issue would be speedily reviewed in
Washington. : >

Vi Mr. Natera also mentioned that he had had several discussions with

Mr. Fox on a possible Southern Highlands Project. This would be an integrated
rural development project (expansion of coffee, tea and cattle production; _
provision of health and education facilities, and construction of rural roads).
Mr. Bell said that the project would be reviewed with Mr. Fox. If there

were project possibilities and further preparation were necessary, the Bank
might ask the FAO/Bank Cooperative Program to prepare the project. Mr.
Helmers added that there were still some undisbursed funds in Credit 348 and
that, if necessary, any specialist work could be financed out of this Credit.

1/ Kina 1.00 = A$1.00 = US$1.30

2/ A copy of the feasibility study of this scheme was subsequently received
by Mr. Helmers from ELCOM.

3/ Also present were Messrs. S. Saville (Deputy Director, Department of

Agriculture) and Christensen (Agricultural Officer).
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8. Finally, Mr. Natera mentioned that he also saw project possibilities
in sugar.and rice. As regards sugar, the Govermnment's intention is to set
up a nucleus estate with outgrowers; as regards rice, Mr. Natera believed
that the best way to start would be with smallholders. He promised to_send
the feasibility studies of both projects to the Bank as soon as they had been
prepared, probably some time in mid-1976.

Cleared with andce: Mr. Bell (o/r)
" ec:  Mr. McNamara

Mr. Knapp

Mr. Kirmani

Mr. Votaw
Division File

LHelmers svh
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" ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFHC% MEMORANDUM

Files DATE:  (gotober 6 s 2975
L. Helmers, Chief, Division D ///,

Meetings of M. Bell in Canberra

: ¥ Following the visit to Papua New Guinea as guests of the Government
for the independence ceremonies, Mr. and Mrs. Beli and Mr. Helmers paid a
short visit to Canberra on September 19. Discussions togk place with the
Treasury and the Australian Aid Agency.

2. The morning meeting at the Treasury was presided by Mr. Stone
(Deputy-Secretary) and attended by Messrs. Potts, Stuparich, Shields and
Stevens (Treasury officials familiar with PNG). Mr. Stone was well informed
of the discussions which had taken place at the Bank's Annual Meeting, and

the only new question he asked was whether the Bank would make any Third
Window money available to PNG. Mr. Bell answered that, at this moment, no
Third Window allocation decisions had yet been made, but that the possibility
of an allocation to MG depended, in fact, on the outcome of the Bank's review

‘during the next few months of PNG's creditworthiness.

3; With respect to this matter, Mr. Bell asked whether -Australia would

object if any part of the Australian aid to FNG were to be set aside by the
PNG Government for servicing the country's debt to the World Bank., Mr. Stone

replied that this was a matter solely to be determined by PNG, which is free
to use the Australian aid as it sees fit.

he Mr. Bell also asked what the specific reasons were that Australia
objects to guaranteeing Bank loans after PNG's independence. In . :

his mind, the distinction between grants and guarantees was not that large.

Mr. Stone answered that the policy of the Australian Govermment was that its

aid should wt create any relationship of dependency. With very minor exceptions,
its aid is therefore in~the form of grants. To guarantee loans to a.sovereign
PNG is against this principle of independence. FIG can count on Australia for
long-term assistance, but it should stand on its own feet and establish its

own creditworthiness. :

5. In the absence of Mr. Johnson (Director General of the Australian Aid
Agency), the “aternoon meetings were presided by Mr. Mentz (Director of the
Australian Aid Agency). Also present were Messrs. Kelloway, Jolliffe, Manning
and Ingevics (Assistant Secretaries) and Messrs. Voutas, Granger, Detto and
Farly. At Mr. Mentz' request, Mr. Bell summarized briefly the discussions which
had taken place in Washington regarding PNG's creditworthiness and explained

that an economic mission would be sent to FNG in November. A decision by the
Bank could be expected after Mr. Bell and the other members of the top management
of the Bank had studied the mission's report, probably next January or February.

6. The other topic discussed in some detail concerned possible co-financing

arrangements. The Aid Agency is very interested in co-financing projects in the
East Asia and Pacific Region with the Bank. After some discussions, it appeared

of eus
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that the Agency referred to parallel financing. A problem is that Australia

is at present only prepared to finance foreign exchange costs, but the Agency

is trying to change this policy so that local costs can be financed. Since

the Agency's preference is for aid to rural development type projects, which 1
have a typically low foreign exchange component, it sees this change in policy

as essential. Mr. Mentz had copies of the Bank's monthly operational summaries

and other project data sheets and would write to Mr. Bell as soon as the Agency

had identified suitable projects. : .

7. As regards MG, the Aid Agency also wants to move towards parallel
financing, but the long-term aid relationship discussions with NG, which are to
start in October, should first be .completed. Otherwise PNG could get the impres-
sion that Australia's general aid would be reduced by the amount of parallel
financing. Mr. Mentz hoped that Australia's parallel financing of pojects
would be in addition to Australia's general aid once the long-term aid, which
Australia would provide to PNG, had been determined.

8. At the end of the discussion, a cocktail party was hosted by

Mr. Mentz to introduce the senior staff of the Agency to Mr. Bell.

.

Cleared with and cc: Mr. Bell (o/r)

cc: Messrs. McNamara
Knapp
Kirmani
Votaw
Division Files e : ; <
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BIOGRAPHICAL DATA

|

Michael Thomas Somare - Prime Minister

Age 38, born in East Sepik District. Matriculation (Victorian
Leaving Certificate). .

Trained teacher and journalist. Member of House of Assembly
since 1968 for East Sepik Regional. Founder of Pangu Party (Papua Niugini
. Pati), the first party in a modern sense with a grass root organization.
As Ieader of the Opposition in the House during 1968-1972 he had been a
supporter of early self-government, but was more reluctant on early
independence. Re-elected in 1972, he managed to form a national coalition
government with four other groups, thereby unseating from government the
conservative United Party, which is still the largest party in the House.

He quickly established himself as a national leader, and by
" modifying his previously more radical views, has so far been able to hold
‘the coalition together and to defuse regional discontent. Travelling
widely throughout the country, he attempts to gain the confidence of the
various tribes, especially in the less developed Highlands, who have been

particularly suspicious of his Government

He has travelled abroad quite frequently and has already, as
Opposition Leader, established personal contacts with foreign Governments
(e.g., Japan, and African countries like Tanzania and Zambia). A forceful
and dynamic personality, he has currently little political competition for
his role as national leader.



b RN

e

&

- Populatien: 2.59 million PAYUA WA GDIKEA
o Per caplta incoca: 3290 (indigenqus $150) ¢ 8 ;
Area: 183,500 sq. siles & ASTIAL A¥D PROPOSTD LENDING TNHOUGH FYSO . i
Literseys - g -
# _ Through Actual Current Propesed Total . Total Total
2Y§9 X0 7l 2 nn jatly FY13 rs i rpe FY69-73 FY4-78 Y1630
Agric, Developaent 1 104 1.3 .
¥ .* Azrlc, Developzent 11 1DA 3.0 ”
, Agric. Development 111 10A 5.0
Agric. Developoent 1V 1DA % 12.0
Agric. Developrent V ma 9.0 3
Azric. Develop-ent VI Tua 2 ’ 12.5
Agric. Duvelopzeat VIl  IbA * ' i
Agete, Development VIIL IDA - ? {
Telecarsunicagions I 1820 1.0 i
LA tTelecomrunicacions IL 18R 10.0 1
ie x ¢
t Rdycarion 1 jiTy 3.0 4
: fducation 11 1DA
- 4 Pover I LBRD 3.2
St hever lt ‘1sRp 9.8
3o Poser LI e 2.0
‘ Bigivays 1 1BRO/IDA &.376.5
i Righways II 1BRD . ”.Oy
1
. e
: Forts 1 T T.Y
§ Ports 11 i 9.0
T
- Operations Program: e
i ' o F e e n > ‘ =
: Ty 88 e Bd % % fio
k Tetal | : g . . $ - p )
wo. - 2 3 1 10
Leading Pregram: .
{a 1880 7.0 as n.2 10.0 & 1e. - 3.0 z ” “. 0.8 9.0
; 1A 23 e 2.2 - . 1.0 23.3 %S 18
i ‘ Total i:i 16,0 23.2 19.2 3.0 .8 i 2. 12.0 12, 6.9 11.) Si.
Ko, 2 2 1 2 1 1 < 2 2 1 ?

» lLending Propran (constamc (¥i% eviiaes) i%-1 n.7 5.7 19.8 T AR T 8.7 92.2 42 e1.
L7 " Deflacer " 0.2 .1 7.7 100.0 |113.2 1240 4.3 1:).1. 5.8 123 Yy
1797 asten Developmenc Bank e - - 5.0 1.0 . - s.0  18.0 100
4

Stlateral .
Australia 3 & . . Wiy
l % 7 Crants - 7.0 100.0 155.0 235.0 300.0 236.0 25%.0 262.0 221.0
H Leans - n.e 27.1 17.0 3.7 3.1 15.0 13.0 10.0 10.0
() b .
4 | uerment : ’ S s.0 5.0 5.0 5.0
% i -
! ’ 1 ; 13 /8
t 4.  12200/s including undish. 7.0 1.5 34,7 M. 8663 36./1 | 363 85.0 8.3 8.8 8.9 -18.k 134.7 265.9 ua.
; : ercluding undish, - ] 0.8 1.7 [ B R 2.2 3.2 5.1 55.¢ 6.1 69.h n.s 2.1 225, 205.
Y IEPD Gross Disbursements - 0.6 TS B ’8 a1 0%, we . 100 1.5 5.1 B 5.2 W6
g : Less: Avortization - - - - - 0.3 0.4 0.5 1.5 1.8 1.9 ; 2.6 ® L.2° 8.0
i Tquals: Net Divd, 2 0.6 1.0 a9 .7 ”3 9.0 2.9 1011 8.o 3 & 1.2 1o %.6
' e Less: Interest & Charges - 0.1 0.1 0.3 . l.g . 1.9 2.2 3.0 3.8 k.S 31 3.k 1.5 15.0 2.t
i Zquals: Tet Treasfer - 0.5 0.9 a6 2. 8.0 6.8 6.9 6.3 4.0 0.5 2.9 13.7 2.0 2.8
(o LIBRD/IDA Gross Disbursements - 1.6 3.0 .6 10.2 l:.; l:: . 13.; !.I..; )5.2 .5 1L.6 .6 69.6 . 12.17
H A-ortization PO - - - - . B . 1. 1. 1.9 .7 2 L.2 3.1
Bt Tqualss Yet Ofsh. - = 1.6 3.0 5.6 10.2 12.1 B2 | na 1.0 A - aee ne n.4 650 S
i Lesst  Intercst a Charges - 0.1 0.1 0.3 1.1 1.6 2.3 3. k.0 k.7 5. 5.7 1.6 15.7 22.2
! Equals: Net Transfer - s 2.9 9.3 ’.1 10.5 10,8 10.0 9.4 8.9 7.3 6.2 2.8 9.7 .8
1/ As of end of fiscal vear, 5
/  The exchange ad)ustoent of $0.2 mtllfon, as ol June 1972, han beea L Touded 1u thene Liponres. b 5
!/ The exchanrge adjustment of $1.9 million, as of Junc 1973, has been focluded 1o L o Lipn , with an increase of $1.7 million since FY1972.
% !’ adjustornt of §1,.9 million, as of June 1974, has becn Included In these (ipnees, vith a decrease of $0.4 million since FYL97
U e A35L7ptiona that the prolect can bo neeecsed heforn the daia nf 19700 fudanmebnee now expncted in aid-Centeaber, And Lhat. tha Tnam uwwild %o emerertegd bv st fuetralten Teveryeort
Note: ALl dats in this cadle reflect o/e smvunts snd trausactions ot teans wuld tw thied p.lllcu.
i B fast Asta and Frcifie Replon
’ & . totg 1, 190
e -
.
- N —— - - - - a8 =
DS v N : g 3 o i —
: o pihpains o maae - -
. . A~ . --
£ i ) s
k j
- = . ¢
< ). + '
0 .
» . 3 2 . '
a - % I'i. 2 L4
- ‘ . . . vy
War . . s : (! 3 P .
M woL Tee -4 oy .x



i
$
:
i
H
i
<

R IN ABGEN bl it s bt Sdd

RS r'n

9. Popondetta 0il Palm Project

i The Popondetta oil palm project consists in total of three

components: (a) an oil palm nucleus estate of 4,000 ha; (b) an oil

palm mill with an ultimate capacity of 60 tons FFB per hour, and (c)
smallholder oil palm development of 5,180 ha, comprising 595 new settlers,
200 existing settlers, and 500 local villagers.

- The total cost of the project is estimated to be US$51.5 million
over an eight-year development period, of which about US$23 million would
be for smallholder development. The nucleus estate and factory develop-
ment will be financed by joint venture arrangements between Government and
CDC. The smallholder development component would absorb all of the

available US$12 million of IDA funds.

35 The smallholder development would include land clearing; oil
palm planting; resettlement; smallholder housing; feeder roads, initial
working capital; research, extension and technical assistance services;
and social infrastructure at the village level. Smallholder long-term
credit facilities would be provided through the PNG Development Bank.

The smallholder development would be managed by the reestablished project

-coordinator's office in the Department of Finance.

'h. We understand that- negotiations between CDC and PNG authorities

are progressing well and that no insurmountable outstanding issues are
left. However, it is considered prudent that we postpone our reappraisal
of the smallholder component of the Fopondetta (Qil ,alm Project until
CDC Board approval (scheduled for November 13, 1975) of their investment
has been obtained. ;

5. In order to be able to establish their flrst oil palms in the
planting season October 1976 - February 1977, CDC plans to start their
nursery operations in PNG in February/March 1976.

-
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Agricultural Dove’owhent V - Southern Highlands

The Covernment of Papua New Guinea has requested finaneing for an.
area development project for the Southern Highlsnds District.

5 Propo.u 4 Project Components are:

US$ mi1lion
Productive Component - Total - ' é;é :
.Coffee : 0.4
Tea : h.T:. .
Cattle : 0.3
Non Productive Component Total o . 8.7
| Swamp Drainage s .03 .
Road Construction : 5.2 .
Healih and Coxmuniiy ;:rvicc: 3.2
S
Total Project Cost . : 13.6 N
IDA_or IRED Contribution 6.8 /1

2; Beneficiaries

e
. . » »
e S
\\ S A

g : :
The Southern Highlands District is considered by Government to be a

(¢

priorityﬁarea for\developmenﬁ. The project target group would be the District
rurél population engaged in subsistence agriculture, i.e. about 40,000 families.
Their average per caplta annual income is US$ 100 to 150 but in most aveas it is
well under 100, Adult literacy rate is extremely low (8% of the pepulation zbove
10 yearsold) and child mortality extremely high (230 per thousand children under

5). HMalnutriti on. is wi dr’qn*nnr? Protzin and celors

RAZEE S S oy it -~ 4
1/ Vithout price contingeoncies.
! .
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‘50 to €0Z and 60 to 80% of requirements respectively.} For ali socio-econcmic
indiéa}ors, the Southern Highlénds ranges last or in the last three of all 20
PNG districts. The project would benefit the whole rural population and provide
wage emplqyment'ﬁn-2,000 to 3,000 pefsons. It would raise the average per
capita income substantially, by some 50%.

3. Organization

The executing agency for all project combonen;c:s would be the
Southern Highlénds Develo“meh£ Authority, which enters into bﬁsiness on be-
'half of the Area Authorlty, the Dlstrlct rolitical body ‘The-D L. is composed
of 6 members elected by the Area puthority and 3 app01ntees of the Chief

Minister. Day €5 day managenent and supervision is provided by the Dsvelop-

s

~mant Authorlty. The D." A. is currently managlng 10 coffee plantations and a

few other bualnesscs and seems to be working well. Hies .

-

vustification

v 3 - 3
h., Preioct 1
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Tea, coffee and cattle development would prov1de the area with severz

dlstrlct-w1de base crops where none now exists. Development would center upon

community plantations and would have an important self-help component. This
type of development is viewed as an essenﬁial forerunner to the st;nulatlon of
e \‘\ fs -

confidence in smallholder develcpment (as it has been the experience in the
other Highland districts). Thé;noject would result in signifiéahtly increased
rural employment and provide th® District authorities and the Local Councils

-

with appreciable sources of revenues for their own econcmic and social develop-
4
ment programs. The cattle component would consist of small loans to clans for

steer fattening, the next' logical step in beef'deVelopment initiated under,

credits 175 and 3L8. The project would alsc provide the Districl with minimum

standard access roads to all its main centers (LﬂVOLVlDb cormpletion -of the road

Al o P and Yooy ¥ -3 vy Y an - T e aTe vyt 43 ~ B vy ooy
ne Tari Pasin) and with in NIC ed nealth and nutrition Secrvices.

»
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_' This project apyears highly desirable in the pvesent social

and polltlcal context o# both the District and Papua New Guirea. There appesrs

to be no known alternatives to coffeé, tea and cattie for which finansial returms ES
good. All out coffee expansion, however, is limited by the possibility of a new
International Coffee Lgreement and cattle developrent by relatively. limited
aveilability of undispuped clan land. The.large tea development component

nay run cdunter to the d;rectives in the Augvst 17, 1973 Presicdent's Memo-
rendum (%Bank Group Fina%cing of Tea"). However, incz emental tea production
ﬁﬁder the project would have a negllglble impact on the world market as it would
most probably amount to less than 1% of world productlon and exports as

If the tea component is dropped it is unlikely that the project

would be further processed by IDA/IBRD. gt

-
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Proposed Components

 Approximate ID4/IBRD %
= Total Cost Credit/Loan
Sugar Production : : 2.6 1.3
Tobacco Production i 2l ; 1.4
Coarse Grain/Soya Bsan Production 1.8 B
‘Plantation Management Training 2.0 i K
Grand Total e oy L.6
5
“1; The project would assgist the development of lowland and highland areas

throuohout Papua New Guinea. The rationale for the project is import substi-

tution and gtrancthanine of the cash aeosnomv,
— — - s ¥ -

Sugar Prddﬁétion

¢ 5

o " The long range obJectlves are to establish 2 viable snvar 1ndhotry

in PNG to satisfy 1nternal consumption needs within the framework of the

. D= : & <
Government's development objectives which emphasizes decentralization of
; s
A M
economic activity, self-reliance, rural development and import replacement.

The project would provide for two pilot cane sugar projects; one in the
}Brkh;m Valley near Lae and the other in the Kemp %elch River area, southeast
of Port Morasby. - Ihe'brbject would be organized around com?unity nucleus
estates with smallholder and village production on the periphery.
Approximately 600 ha of ¢ane would be growh to meet an expected 1975 level

of internal consumption of 30,000 tons. The internal rate of return for the

component is about 18%



Tobacco Production

. ... .The alm of thefcomponent is to stimulate aevelopment which would :
produce 100% of the fire—cured and 60% flu-cured consumption within a ten
year period. A tobacco authority would be established which would provide

2 variety of_services required by the smallholder tobacco growers. Most
development would occur in the Eastern Highland Dlstrlct centered around
GoroPa where the crop is uuccessfully grown. There are indlcatlons that
fire-cured tobacco can be grown very successfully in the lowgr lying districts

of Madang and Moroby. About 1,500 émallholder growers would be financed to

manage about 729 ha of tobacco per year. The internal rate of return is

approximately 20% T e : ‘

Coarse Grain/Sovabean Production - : .

L. Opportunities for expansion of ‘grain and soyabean exist in the :
Markham Valley Centrzl District and in the nghlands. There is an area oif .

¢

23, OOO hé in the Markham Valley and a similar area in the Central Distrlct
with 1mmedlate potentlal fo“ cropplng w1thout expenditure on reclammat on.'. ?
Government requests financing for a mlnlmun 2,400 ha of mechanized grain lnd

soyabean production. The component would be organnzed again around CCtmunlty

\\ A

nucleus estates with smallholder production on the periphery. About 12,000 ha
would be developed in the Markham Valley and a similar area in tﬁe Central
District. Development would be integrated with the establishment of a

large private wheat and coarse grain mill at Lze at lhe-head of, the Markham
Valley over the next 18 months. PTeliminar& estimates shoﬁ an internal rate

of return of 159%.

Plantation Management Training i -

5. Following intrcduction in January 1975 of the Lands Acquision Act
under which alienated lands may be yUIChdSGQ by the CGoverrment for subsiquent

sale or lease to the original owners. Government anticipates that in the ; ;

- -~

e o 2A
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next 4 or 5 years, most ‘m the 800 plantations in PNG will be locally managed.

The on-going exodus of e;::patriate managers of plant'aticns will leave PNG
devoid of personnel with? plantation management skills. The componen t would
provide training for plantation managers operating sugar, tea, coffee,
coconut and cocoa plantdtions. Training programs for groups of 20 trainee

rﬁanagers would be held f;'or 18 months each 'group.. The first 6 months training

would be formal instruction in téchnology, accounting and management. The

‘second 6 months would be spent in the field gaining practical experience and

.

the last 6 months in a combination of formal and praétical- training.services.

Training centeyg have been jdentified with adequate facilities in principal

productioh aréas. About 120 trainees would graduate each year and the program

-

- would last for lj years. : ’

.




p 5 7 APPLICATION FOR MEMBERSHIP

B By letters dated February 12 and cable dated September 197L,

the Govermment of Papua New Guinea applied for membership in the Bank, *
IDA and IFC. It has also applied for membership in the International
Monetary Fund. The subscriptions in the Bank, IFC and IDA are as follows:

Bank - $17.1 million, expressed in terms of the 1%Ll US Dollar.

IFC - $114;,000, expressed in terms of the 1973 US Dollar.

IDA - Initial (obllgatory) - $860,000, expressed in terms of
the 1960 US Dollar.

First Tranche Additional (optional) - $33,760, expressed
in terms of the 1960 US Dollar.

Second Tranche Additional (optional) - $32,050, expressed
in terms of the 1973 US Dollar.

24 Membership resolutions were adopted by Bank, IFC and IDA in
September 197L. Documents (Instruments of Acceptance, etc.) have been cleared
by the Bank, IFC and IDA. Payment of subscriptions--without which the Articles
.cannot be signed--is awaited.



