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Date and Time 

Oct. 11 (Sunday) 
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Monday, October 12 

/ 

/ 

08.00 

09.30 

I 3:!d 
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Mr McNamara's Visit to Yugoslavia 

Itinerary 

Place 

Arrival Belgrade 

Airport 

Departure to 
Government Villa 

Villa 

Villa 

Belgrade 

Meeting 

Mr Smole 

Unofficial 
dinner 

Federal Executive Mr Smole 
Council Building 

ditto Dr Jelic 

" Dr Stajner 

II Mr Granfil 

" Mr Miljanic 

" Mr Ribicic 

" Mr Bojanic 

To be determined Lunch 

Remarks 

Statement at airport. 

Courtesy visit (Mr Smole, the 
Minister of Finance and Governor 
IBRD, is Mr McNamara's official 
host) Biography 13 

Mr and Mrs Smole attending 

Federal Secretary for Economy 
Biography 6 

Director, Federal Institute of 
Planning; in charge of preparations 
for Five Year Plan 1971-7.5. 
Biography lL 

Member, Federal Executive 
Council; in charge of external 
economic relations. Biography 4 

Member, Federal Executive 
Council, in charge of economic 
affairs. Biography 10 

Prime Minister; meeting not 
certain, Mr Ribicic may be in 
New York at UN. Biography 12 

~ ·~1 
President ot; Serbia 
Biography 2 
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Date and Time 

Monday, October 12 

~-- 15.00 

~6.00 

Place 

Trade Union 
Headquarters 

Meeting Remarks 

~?c...f-f~ 
'} F~- ? -r~ ~Briefing on workers 1 self 

,~£ . ...P,z,.J)tJRtLv/c management. Annex 5a 

2 

Federal Chamber 
of Economy 

Mr Kolak President, Federal Chamber of 
Economy; voice of the business 
community in the planning process. 
Biography 7. 

Headquarters 
Yugoslav Bank 
for Foreign 
Trade 

Headquarters 
National Bank 

Mr Lukic 

Meeting with Bankers. Annex 5b 

President,Yugoslav Association 
of Banks; Director General, 
Belgrade United Bank. 

Mr Ivanovic Secretary, Yugoslav Association 
of Banks 

Mr Linhart General Manager, Yugoslav Bank 
for Foreign Trade. 

Mr Sebrek General Manager, Privredna Bank 
Zagreb; former Director of 
Croatia office of Investment Bank. 

Mr Miljkovic General Manager, Yugoslav Invest
ment Bank. 

Mr Kavcic 

Dr Perisin 

General Manager, Export Credit 
Fund; former Assistant Secretar,y 
for Foreign Trade 

General Manager, Kreditna Banka 
Ljubljana. 

Governor National Bank of 
Yugoslavia. Biography 11 

Dinner free at villa. 

Tuesday, October 13 Belgrade, Novi Sad 

/ 
()7 1 S' I. and Skoplje 
~- .... ~,J.vbMB 
08.00 } D.M.B. (21 May Representa.- ·. Mr Rakovic (General Manager, 

tives Workers' Zastava Automobile Engerprise) Factory) 
Council and to accompany Mr McNamara 
Management Annex 9a and b. 

m-11 fJf,<,(_ . 
,, ~ e s t""o -;;-e: 11 ~ c 

09.30 Departure by car to PIK-Beograd 
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Date and Time Place ." 1A-1/V'J Meeting 
:! ~ -

t>~': 7 1"'1 ) 
Tuesday, October 13 t 'li d'Jl ).' /J .f 

/;/??;/~ v¥'-" 

~ 10.00 PIK Beograd Mr Zece·vich 

11.00 Departure by car to Novi Sad 
/ 

/ 12.00 Novi Sad 

.// 13.00 Novi Sad 

Novi Sad 

1.5.30 Novi Sad 

dkMr Bulatovic 
'hll r:1-1 Po ; C.. 

r~.,.. 
Official 
Lunch 

Mr Sovol 

Dr Savic 

3 

Remarks 

Agro-industrial Enterprise 
Annex Ba 

Tisa-Danube Canal Enterprise. 
Annex 8b 

~f' ~ /:'>£eC £.;.~<.JA}. v'C.JVCJ);N:; 

Mr Marusic, President, Executive 
Council of Vojvodina. 
Biography 9 

Koproduct (Association of 27 
meat exporting enterprises). 
Annex Be 

Director, Institute for 
Agricultural Research. 
Annex 8d 

16.30 

18.00 

Departure by car to airport Belgrade 

20 00 

Wednesda!! October 
d ~3tJ 
~ . oe 

.I ( fi> 
p 1 'n 
e~.oo-

48:~ 

11.30 

12.00 

~L.:.J 
Departure by air to ~ 

Arrival Sko.plj-e 
Dt/ t?:Jj 

...Ske.~l:je Dr Bogoev, President Macedonia 
Biography 1 

14 --~~and fubrovnik 

~j: . ~an R~newal Briefing on rebuilding of Skoplje 
1.. '1. Jnst:i,tute after 1963 earthquake. 
--•r~ ~ ~ ~ ~ Annex lOa 

Tour of Skoplje ~ ~ 
Departure by air to Sarajevo 

Arrival Sarajevo 

!e~1 o£ Oerajo~e 

Sarajevo 

~jor.l\0 

~-
Official 
Lunch.. , 
"'~~ 

Sarajevo has a very interesting 
historic Turkish section. 

Mr Kosovac, President, Bosnia
Hercegovina. Biography 8 

Discussion on problems of BH, 
one of the under-developed 
republics 



Date and Time 

/ / ir?e-
'V 1t: U 

Place 

Sarajevo 

f~~ 
1:~ 

II,; r)J 

2-.e{_,~.i~ 

Meeting 

Industrial
ists 

4 

Remarks 

Mr Blum, General Manager, 
Ernergoinvest. Annex 9c. 

Mr Tomic, General Manager, 
Skoplje Steelworks. Annex 9d. 

Mr Maglajlic, General Manager, 
Banja Luka Paper Plant. 
Annex 9e. 

~·~ ~j 
/ L!;(rp , ~ ,.l '-' 11. ~~ 1. -

-~-t · /)t.L~ ~~ 
17. 30 ~ . Departure by air to Dlbrovnik 

Mr Makic, General Manager, 
Investment Bank Sarajevo. 

Accommodation in hotel; 
free dinner. 

Thursday, October 15 - Dubrovnik and Zagreb 

/ 08.00 

09.30 

10.30 

/ / 
11.15 '../ 

,): ~ 
i~.oo 

14.30 
~' 

15.00 

16.30 

Dubrovnik UNDP Team 
Mr Lujak 

fJ')R ~ e/L 

~ ?> 17-S. 6~/TJ _,d.~ 
(J ,vJ,;O '<-V'f ' . 

Tour of Dubrovnik 

Departure by car for Hercegnovi 

Briefing on South Adriatic 
Development Program and 
Babin Kuk Project. Annex 
10 b and c. 

(drive along Adriatic Highway, financed by Bank) 

Arrival Hercegnovi Discussion with Dr Bulajic, 
President Montenegro. 
Biography 2 

Be~Mt;QiPe 'By e~ airport Dubrovnik 
lunch on plane ~ 

Arrival Zagreb 

Zagreb 

? 

Zagreb 

Mr Haramija 

Mr Rajkovic 

Industrial
ists 

President Croatia 
Biography 5. 
Director of Planning 

) 

Mr Markovic, General Manager, 
Rade Koncar. Annex 9f 

Mr Pavlisko, General Manager, 
Ingra. Annex 9g. 

Mr Bubanj, General Manager, INA. 
Annex 9h. 

Mr Marjanovic, General Manager, 
J adran Brod. Annex 9i. 

Mr Gasparevic, President 
Republican Chamber of Economy. 



Date and Time · Place 

Thursday, October 15 
,.. 

Zagreb 

20.00 Zagreb 

Friday, October 16 Belgrade 

Meeting 

Dr Supek 

Official 
dinner 

Remarks 

Rector, Zagreb University 
(Philosopher, Sociologist, 
and Member Pugwash Group). 

President of Croatia 

President Tito will receive Mr MCNamara in his official residence on Friday. 
It could not yet be ascertained whether the President will wish to have the 
meeting in the morning or in the afternoon. An official luncheon or dinner will 
probably be given by President Tito. Biography 15. 

Timing of the remaining meetings in Belgrade can therefore only be fixed 
later: 

tvn> 
ygrl 

Saturday, October 17 

09.30 

Mr Gligorov 

Industrial
ists 

Member, Presidium League of 
Yugoslav Communists; formerly 
Member of Federal Executive 
Council in charge of Economic 
Affairs. Biography ). 

Mr Jasic, General Manager, 
Electronska Industria. 
Annex 9j. 

Mr Brkovic, General Manager, 
Sevojno. Annex 9k. 

Mr Mucalov, General Manager, 
Energoprojekt. Annex 91. 

Mr Visnjic, General Manager, 
General Export. Annex 9m. 

~r S~~-- Final ~~ti~ ~ 
~ ,_;.._ 71{.. r::-~ ~· t._;f f . 

Departure Belgr~de airport 
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YUGOSLAVIA 

Briefing Paper for Mr McNamara's Visit 
October 11-17, 1970 

A. Political Background 

Introduction 

1. The most important single factor in understanding Yugoslav realities 
is the principle of decentralization, or, in Yugoslav terms, self-management. 
This principle implies a division of society into a vast number of social, 
political and economic units which are alone responsible for their 
management. Its adoption has been the essence of the change from the early 
postwar regime, characterized by a complete centralization of decision-making 
in the hands of the Federal Government, to a decentralized system of 
decision-making in which the Government often plays a surprisingly small 
role. In the economic field coordination by informal means, at which the 
Yugoslavs are masters, and decentralized institut ions have replaced the 
binding central plan. 

2. Though the process of decentralization started back in 1950 shortly 
after the break-away from the Komintern, it gathered momentum very slowly and 
it was only with the 1965 .Economic Reform 11 that self-management became 
fully operational. Some remnants of the old attitudes remain, for instance, 
in the inadequacies of the capital market and banking system, the weakness 
of financial analysis of projects by banks and enterprises, and the failure 
of a number of enterprises to make the full shift from the production-oriented 
to the market-oriented approach. 

3. One of the most important forces behind the introduction of self
management, i.e. the decentralization of the political, social and economic 
life of the cotmtry, has been the strong nationalism of the constituent parts 
of Yugoslavia with roots in century-old cultural, religious and political 
differences. The peasant in Macedonia and Kosovo, with a per capita income 
of less than $200 and a Turkish/Islamic heritage is closer to the peasant 
of other Southern European or Middle Eastern countries than to his countryman 
in Slovenia or Northern Croatia who, for his part, shares a standard of 
living and cultural background with his Austrian or Northern Italian neighbours. 
These differences are so large and are still such an important influence in 
present day Yugoslavia that their roots have to be briefly described. 

Historical Background 

4. The division of the Roman Empire in 395 split the territory of Yugoslavia 
into two cultural zones. Slovenia and Croatia were oriented towards Western 
Europe and the Roman Catholic religion with all its social and cultural 

1/ See Section B, paragraph 2. 



implications. The south-eastern regions became part of the Byzantine 
Empire and adopted the Orthodox religion. When the Byzantine Empire began 
to weaken around 1200, the first indepen~ent states emerged in the Yugoslav 
territory of Bosnia and Servia. Their rise, however, was halted by the 
Turkish penetration into the Balkans. The Ottoman Empire gradually 

2 

expanded its influence and at the beginning of the 16th century the Yugoslav 
peoples found themselves again within the frontiers of two great monarchies -
Turkey and Austria, with the geographic division being practically the same 
as a thousand years before. This increased the fundamental differences 
within the country. Slovenia and Northern Croatia, under Austrian rule, 
took part in the economic, social and cultural development of Western Europe. 
The other parts stagnated under Turkish rule. 

5. With the weakening of the Turkish Empire parts of Yugoslavia acquired 
an increasing degree of independence, particularly Serbia and Montenegro. 
The State of Yugoslavia came into existence in 1918 as the result of the 
amalgamation of Serbia and Montenegro with certain provinces from the 
dismembered Austro-Hungarian and Turkish empires. The very name of the 
new state, "Kingdom of the Serbs, Croats, and Slovenes", points at the 
divisions that were caused by sharply divergent cultural traditions, religions 
and ethnic background. The events of the Second World War led to the 
emergence, for the first time, of a truly national feeling, but to this day 
the republican capitals of Slovenia and Croatia look with considerable 
suspicion towards Belgrade, the capital of Serbia and the Federation. Each 
of the six republics, and two Autonomous Provinces, which constitute 
present-day YugoslaYia, is determined to preserve its "national" heritage. 

6. These deep-rooted differences were probably the main reason why the 
centralized system was discarded, since the adoption of the self-management 
principle provided a much greater possibility for regional autonomy. Of 
course, there were also other reasons. It was felt that economic gro·wth 
could better be achieved by a more open market-oriented economy relying on 
the pressures of competition rather than by the autarchic centralized systems 
followed in the other Eastern European countries. There is, moreover, an 
element of ideology in the decision to decentralize. ~he principle of the 
"withering away of the State" is an important part of communist theory, and 
the Yugoslavs are proud to point out that they are the only communist 
country which has followed this course. 

1. Political life in Yugoslavia is characterized by two principles: 
independence from foreign powers on the outside, and independence of republics, 
institutions and enterprises from central state interference domestically. 
The latter element is, of course, intimately linked to the idea of self~ 
management. Neither of these two principles could obviously be fully 
realized in practice. Externally, however, Yugoslavia is fairly close to 
its ideal since, though a socialist state, it manages tc keep its distance 
from the Eastern Bloc countries and is one of the drivimg forces behind the 
non-aligned nation movement. Internally, the result G! the policy has been 
a large degree of regional autonomy through a transfer of Federal power to 
the Republics ~1d, in some fields such as health and edmcation, from the 
Republics to the Communes. 
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Unifying Factors 

8. Two main elements seem to unite the country: the Communist Party (now 
called the League of Communists) and President Tito. The League tries to 
spread common ideas and policies at all levels but its influence on practical 
affairs appears to be greatest at the Communal level. Because of its 
obedience to central directives, it is one of the most cohesive forces in 
the nation. President Tito remains the strong man of Yugoslavia and has 
risen to a stature which, together with the legends beginning to form around 
him, puts him above political or regional strife. Though his participation 
in the daily affairs of state is small, general policies all have to obtain 
his approval. He is widely respected and his interventions in economic or 
political disputes are usually considered a final decision - and this seems 
to be fully accepted by the great majority of people. Though he was not the 
prime force behind the decisive move to self-management embodied in the 
Economic Reform of 1965, he was a steadfast supporter and carefully eliminated 
all Party opposition to it, . including Rankovic, the leader of the conservative 
forces, in 1967. 

Outlook 

9. The role of the "League of Communists" has changed significantly over 
the years but more important has been the change in the form :i.n which it 
operates. Its influence on Government and daily life has become smaller; 
and while substantial, is exercised primarily behind the scenes. It is no 
longer possible for people to hold simultaneously i m_ ortant positions in the 
League and in the Government but the fact that most Government officials are 
long time members of the League and have close personal contacts there 
ena~le the League to exert effective informal influence. A very beneficial 
aspect of Yugoslav political life is that no one normally can hold an 
important position in Government or political life for more than four years, 
&ld this rule has on the whole been strictly adhered t o. In the last few 
years a new force has arisen, the managers of enterprises, who since the 
economic reforms, are less willing to sacrifice econo~c considerations to 
political interests and pressures. 

10. A great number of the occasions for dispute between Republics were 
eliminated by the transfer of power from the Federation. The tendencies to 
secession inherent in regions with such different eth nic, cultural, 
historical, and economic characteristics have been effectively dampened by 
this transfer of power. The Czech crisis of August 1968 has also served 
as a -strong reminder of the need for unity. It seems that no Republic is 
ready or even desirous to break away from the Federation for either short-term 
or long-term advantage. This, plus the unitary role of the Par~y and the low 
posture of the Federal Government, will probably guarantee that following Tito 
power struggle will not take place for the succession (presently 78). As a 
further guarantee against the latter, Tito has recently announced a proposal 
to hand over power to a presidium composed of -regional representatives. 
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B. The Economy 

1. Past Economic Performance - Since 1950, income per head in Yugoslavia 
has increased from about $200 to over $600 in constant prices. During the 
same period industrial output more than quintupled, going from $700 million 
to $3.6 billion (in 1969 prices). This remarkable record of economic 
growth (implying an average annual 7 percent real growth rate of GNP over 
20 years) was accomplished against the background of a war-devastated economy 
and in the midst of a far-ranging structural evolution from a centrally 
administered, production-oriented system to a decentralized, market-oriented 
one. 

2. The Economic Reform Complex political objectives were partly 
responsible for the 1965 reform. However, it would seem clear that the 
Yugoslav authorities had also come to the conclusion that further fast economic 
growth could not be achieved within the existing framework of economic policies 
and institutions. The economic reform thus included measures designed to 
achieve three major obj ectives: 

a) To give greater responsibility to enterprises for their production 
and investment .decisions. This required increasing market 
influences and reducing the role of the Government in the allocation 
of resources. Enterprise taxes were reduced as was the role of 
state in investment (See annex on "The Yugoslav Enterprise"). 

b) To correct long-standing distortions in the pattern of output. 
This was accomplished through major price adjustments (especially 
for agricultural products and raw materials) and has abolished 
some price controls. 

c) To integrate more closely the Yugoslav and the world economies 
especially with the industrialized western countries. This was 
done by a 40 percent devaluation of the dinar, by halving customs 
tariff rates, and by liberalizing imports and the foreign exchange 
regime. 

Due to internal pressures, an additional objective was to increase the share 
of consumption through a lowering of the investment rate (which had stayed 
for a number of years at over 33 percent of GNP). 

3. In addition to creating a market economy, and making enterprises 
responsible for profits, the decrease Qf. the economic role of the state 
implied a much more central role for the banks. The banking system was 
re-organized in order to make them independent, and more responsible for the 
management of their funds (See annex on "The Banking Sys tem"). 

4. Opening to the West The economic reform marked an important step 
in the slow process of opening the economy to greater Western influence. 
While Yugoslavia has remained non-aligned, politically, its economic relations 
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with COMECON countries have been decreasing in importance, and its links with 
Western ~conomies, in particular the EEC, have strengthened. In March 1970, 
Yugoslavia signed the first trade agreement between the Common Market and a 
socialist country. Between 1965 and 1970, the share of Yugoslav trade with the 
convertible currency countries increased from about 40 percent to over 60 
percent of the total. In industry, especially, technological and corr~ercial 
cooperation with Western firms is more and more widespread. 

5. Recent Performance - The immediate result of the economic reform and of 
the stabilization measures that accompanied it, was a recession which lasted 
through mid-1968. Internal political pressures for reflation then became 
strong and, since an export-led expansion did not materialize quickly enough, 
a boom was engineered through an expansion of domestic credit. Results were 
quick, and the overall growth rate in 1968 was 4 percent~ mostly achieved in 
the second half of the year. 

6. Although credit expansion was more moderate in 1969, the growth rate 
of exports picked up speed, and total internal demand began to exceed supply, 
creating inflationary pressures and an expanding resource gap. The 1969 
growth rate of GNP was over 9 perc·ent, and industrial production increased 
by 11 - 12 percent while export performance was very good (+ 17 percent) 
especially to the convertible currency area. However~ imports increased 
by 19 percent, and the trade deficit grew to $660 million. At the same 
time, internal prices increased by over 8 percent. 

1. For 1970, the Yugoslav authorities are forecasting an increase of 6 -
1 percent in the real product. With an industrial output growth of 9c5 
percent in the first half of the year, and indications that this may decline 
somewhat in the second half, there is a good chance thet the forecast will· 
be realized. Although the pressure of demand has been eased somewhat (partly 
due to a decrease in the growth rate of exports) price increases have 
accelerated to an annual rate of over 10 percent, led by an increase in nominal 
incomes of about 'I 7 percent. 

8. Balance of Payments The shortage of foreign exchange is one of the 
main constraints to fast economic growth in Yugoslavia. However, this 
shortage applies only to convertible currencies, since Yugoslavia has a large 
surplus in its bilateral balances. Deliberate steps have been taken in 
recent years to increase the competitiveness of Yugos~av exports in Western 
markets, particularly the EEC. As a result, convertible currency earnings 
have risen by about 17 percent a year between 1964 and 1969 - to a level of 
over -$2 billion in the. latter year. 

9. Because of lower ·protection levels and heavy dependence on Western 
equipment and raw materials, imports in hard currenci~ increased even faster 
than exports. The increasing discrepancy between ex)?O.rts and imports, 
though compensated by a very fast growth of net earninEs on services (mainly 
tourism, workers' remittances and transport), made necessary a net capital 
inflow large enough to create an external debt problem. To maintain its 
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creditworthiness, Yugoslavia has had to restrict somewhat its exchange and 
trade systems, and in the future may have to exercise even more control on 
the amount and terms of its foreign capital inflows. 

10. Industry Industrialization has played a leading role in the 
economic development of Yugoslavia, and t his sector is now the most important 
one both in terms of production (32 percent of GDP) a nd exports (84 percent 
of exports of goods). Structural adjus t ments provoked by the measures of 
the Economic Reform slowed down growth considerably between 1965 anQ 1967, 
but are an important cause of the pr esent resumption of fast growth ( 1·2 
percent in 1969) and a sound basis for further expansion. This is seen in the 
increased competitiveness of industrial exports, which have grown twice as 
fast as output since 1965. 

11. Fast growing branches includ~ shipbuilding, chemicals, electric 
equipment, non-metal products, and pulp and paper, while traditional branches, 
such as coal mining, tobacco manufacturing , and texti les grow slowly, with 
decreasing employment. The recent re-organization h as meant a fast rise in 
productivity (6 percent in 1969) and few new jobs: s i nce 1966, industrial 
employment has hovered between 1.35 and 1 . 4 million - about 38 percent of 
employment in the social sector. While technological and marketing problems have 
often been solved by cooperation with foreign firms, t he influence of the 
market has not been strong enough to prevent some misallocation of resource~ 
and the survival of a number of non-viable enterprises. 

12. Agriculture In terms of persons employed and share of GDP, agriculture 
is a declining sector. Growth during the sixties averaged 3 - 4 percent 
a year. However, with a labor force of slightly less than half of total 
active population, a total value added of close to $2 billion in 1969 (20 
percent of GDP) and exports of over $250 million, agriculture still remains 
an important sector, especially since the main agricultural export - meat and 
cattle - will benefit markedly from the recent trade agreement with the EEC. 

13. Over 80 percent of the available land is privately owned, but individual 
plots cannot exceed 10 hectares. The land within the socialized sector 
(2.5 million hectares), produces about 30 percent of tot al agricultural output 
and 45 percent of the marketed production. :Most of the growth rate since 
1960 has taken place in the social sector) even though the share of the social 
sector in total land area has increased only by 7 percent since 1960. 
Productivity in socialized agriculture is about twice t hat of private holdings 
due to much larger size of farms and mechanization. 

14. The development of cooperatives and of contract farming seems to have 
been successful, and has at the same time prevented a larger percentage of 
the under-employed agricultural population to migrate to the cities. Further 
development would seem to lie in this kind of mixed farming, and in large 
socialized farms doing mainly agro-business and production for exports. 

15. Population and employment There is no overall population problem 
in Yugoslavia, where the birth rate has declined to less than 20 per thousand, 
and the net population growth rate is less than one percent per annum. There 
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is, however, a striking difference between regions: in Croatia (income 
per head: $725) the population growth rate is 6 per thousand, while it is 
28 per thousand in Kosovo (income per head: $180). The state offers some 
family planning assistance mainly in the poor regions, through mobile 
clinics and propaganda. 

16. Even though the population is not growing fast, the relative decline 
in agriculture has not been fully compensated by faster growth in the service 
and industrial sectors and unemployment has been increasing. The unemployment 
rate in the social sector is 8 - 9 percent, and the problem has been 
prevented from becoming more acute by the large amount of workers, mainly 
from the poor regions, who go and work abroad, especially in Germany. The 
present number of these migrant workers is estimated to be more than 600,000, 
compared with a total work force in the social sector of about 3.4 million. 
The size of this external work force is beginning to be viewed with disquiet 
due to the problems it would create if a large number of these workers had 
to be suddenly re-absorbed in the economy. A more important problem is that 
it is the skilled and educated workers that are being lost to the higher-wage 
Western countries, thus depriving internal industry of needed technicians. 

17. The Planning Process The present planning process is based more 
on conciliation and informal pressures than on coordinated decision making. 
The 1971-1975 Plan, which is about to be adopted, is merely indicative, and 
has no binding power on Republics, Communes, special funds, or individual 
enterprises. Though it is conceived of as a coordinat ion instrument, in \Thich 
concepts of growth and diverging strategies have to be publicly discussed 
and then coordinated, implementation of the plan rests mostly on individual 
enterprises. These, of course, are subject to pressure by their Communes, 
producers associations, consumer groups and political parties. 

18. The objectives of Yugoslav economic policy for the next five years, 
as envisaged by the draft plan, are: 

a) Fast economic growth. The authorities hope to increase per capita 
income from the present $600 to about $800. 

b) Development of the less developed regions. This will mainly be 
accomplished by income transfers from the wealthy regions. 

c) Closer relations with the world economy. 

~d) Increased efficiency of Yugoslav enterprises. 

e) Convertibility of the Dinar. 

19. Potential Growth Rate There are two main constraints on the growth 
rate: the mobilization of domestic savings and the possible size of the resource 
gap i.e. the availability of foreign exchange. While before 1965 the 
Government was the main "saver" in the economy, its decreasing role since the 
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economic reform has not been fully replaced by personal or enterprise 
savings, and domestic savings probably fell as a percentage of domestic 
product; Fixed investment, as a proportion of social product, has remained 
at about 25 - 26 percent since 1966, but this is considerably below the 
pre-reform years. Though this performance is still very good by 
international standards, more would have to be done if the pressure on 
resources, created by the desired very high growth rate, is to be alleviated. 
The development of the banking system, incentives to savings accounts, the 
development of a stock exchange, and a bond market, together with changes in 
the taxation system (e.g. in depreciation allowances and taxation of profit) 
would help increase the level of domestic savings. 

In addition to the savings problem, the gap between imports and exports 
will have to be closed faster if external debt is not to reach unmanageable 
proportions. External de:bt is now over $2.5 billion (including private 
debt) which corresponds to a debt service ratio of over 23 percent, and its 
structure is deteriorating due to the increasing prevalence of suppliers' 
credits. Gross foreign reserves ($400 million at the end of 1969) are 
equivalent to just over two months of imports, and they could not withstand 
for long large current account def~cits. The fast increase in internal 
prices has had its normal effect on the unit prices of exports, and this 
unfavorable influence on the competitive situation of Yugoslcv exports, 
especially in the convertible currency area, would have to be quicly arrested 
if a devaluation is to be avoided. 
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C. Rela tions vr.L th the Bank 

General 

1. With total Bank lending to date amounting to $476 million (including 
$98.5 million in FY 1970), Yugoslavia is the Bank's seventh largest 
borrower. Relations between Yugoslavia and the Bank have generally been 
excellent d1.u•ing the past years. The fact that the Bank is Yugoslavia's 
principal single sot~ce of long-term capital is certainly relevant in 
this respect. But there is no doubt that the Yugoslavs are also genuinely 
interested in benefiting from the Bank's expertise and experience. Most 
of the Bank's operations in Yugoslavia are therefore alined at helping 
determine policies and, where necessary, achieve structural reforms in 
major sectors of the economy. Although this approach has met with some 
difficulties, it has on the whole been successful. 

2. Apart from its contribution to Yugoslavia's economic development 
through its lending program and related activities, the Bank could even
tually play a role in helping Yugoslavia to obtain access to capital from 
other .toreibJ1 sources. A first step in this direction has been made with 
the establishment of the International Investment Corporation for 
Yugoslavia. Recently the Yugoslavs have raised again the question whether 
the Bank could advise them on attracting capital from abroad by issuing 
bonds. A preliminary investigation of the possibilit ies on the European 
capital markets by Mr. Aldewereld last May led to the conclusion that the 
chances for a successful issue were slim in the present conditions. 
Perhaps in a few years, ~~en the situation might have returned to normal, 
a Yugoslav issue could be contemplated. In that case, the Bank would be 
prepared to assist Yugoslavia. 

Lending Operations 

J. The major objectives of the Bank's lending program are: 

(a) to alleviate Yugoslavia's shortage of convertible foreign 
exchange, which is a major constraint to economic gro1-rth, 
by providing a significant portion of the required inflow 
of external capital and helping to increase export 
earnings; 

.(b) to accelerate development in the lesser developed regions 
of the country; 

(c) to promote structural reforms in major sectors of the 
economy, primarily through better coordination of develop
ment efforts. 

4. Transport, industry and tourism are the sectors of principal concen
tration in the lending program because of their crucial importance to 
future economic grmvth and their need for assistance beyond the mere 
providing of finance. In addition, they are the main sources of foreign 
currency earnings. 
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Roads 

5. The Bank has so far lent $115 million for -four road projects and a 
fifth is being appraised now. (See Map.) The first two projects consisted 
of the construction of the main East-Hest transportation axes (Central 
and Adriatic Higlnvays) and the link bet1-veen them. 'The other loans were 
the first two tranches of a large highway investment program that the 
Government subw~tted for Bank financing in October 1968. The proposed 
Fifth Highvmy Project will complete this program. 

6. The decentralization of the highway administration (a result of the 
1965 Economic Reform) in October 1967 transferred virtually all responsi
bilities with respect to the expansion and maintenance of the highway 
network from the Federal Government to the Republics. This led, as could 
be expected, to a number of problems in the field of planning, policy 
coordination and allocation of resources for investment and maintenance. 
When the Government submitted the highway investment program for financing, 
these problems became the subject of intensive consultation between the 
Bank and the various Yugoslav authorities. In view of its sheer size, as 
well as the stageof preparation of the various sections, the program vms 
split in three yearly tranches. During the appraisal and negotiation of 
the first tranche (Third Highway Project) an understanding was reached 
with the Yugoslavs on the need and measures for in~rovement in sect~xal 
policies. The appraisal and negotiation of the Fourth Highway Project 
gave the Bank an opportunity to review the progress made, which proved to 
be substantial. 

1. One of the most important results has been the creation of a 
mechanism 1-Jhereby the various independent republic Road Funds now 
regularly meet to discuss common problems, to establish an agreed-upon 
consistent program of studies, and to review plans for the construction 
and improvement of interrepublic highvTays. During the past fevT months, 
the focus has been primarily on the coordination of the republic plans 
for highways in connection with the new 1971-75 National Plan. In 
addition, the Bank's insistence that decisions on highway construction 
and maintenance expenditure should be based on consistently applied 
economic criteria is already yielding results. Furthermore, project 
preparation by the Yugoslavs has progressed remarkably since 1968 and the 
quality of maintenance has :improved to the point where it has reached 
fully adequate standards in three of the six Republics. 

Railways 

8. Three loans totaling $155 million have been made for railways. Two 
were for the construction of specific lines (Sarajevo-Ploce and Belgrade
Bar) and the third to assist in the financing of a modernization program 
of the mam lines and marshalling yards. 

9. The modernization program (Loan 395 YU of December 1964) has run 
into major difficulties. The major part of the work started considerably 
later than expected because of delays in engineering, preparation of 
tender documents and bidding. The latter was largely due to the devalu
ation in July 1965. In addition, the transfer of financial responsi
bilities from the Federal Government to the Republics (resulting from the 
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Economic Reform) led to severe shortages of funds as the Republics were 
reluctant to assume fully the heavy financial obligations to the railways 
previously carried by the Federal Government. . This led to a further 
slovmo1~ in the execution of the program. In November 1969, the Yugoslav 
authorities requested a postponement of the Closing Date of the loan from 
December 31, 1969 to March 31, 1973. The Bank then informed the Govern
ment that it could consider the postponement only if steps were taken 
(a) to ensure completion of the project by the ne1~ Closing Date, and (b) to 
prevent a recurrence of the shortages of funds which have plagued the 
railways since 1966. 

10. After prolonged discussions, agreement was reached recently on a 
plan of action, which provides a sufficient basis for the solution of the 
railways' immediate and long-term financial problems. A variety of 
measures has been taken, of which the most important are: a freight rate 
increase by 9 per cent, new loans by local banks, rescheduling of domestic 
loans, phasing of the investment program, exemption from a number of 
taxes, a bond issue, and the recovery of past deficits through budgetary 
allocations by the Republics. In addition, a yearly review will be under
taken until_1973 of the railvmys' overall financial situation, and the 
Federal Goverrunent has undertaken to ensure that the railways .-r.ill have 
at their disposal the funds required to cover their needs during each 
ensuing year • 

Transport Sector Review Mission 

11. Because of the Bank's heavy involvement in the transport sector, the 
need for a closer look at the sector as a whole has become apparent. 
Hence, a sector review mission has been organized. Originally scheduled 
for October 1970, when the necessary documents were to have been ready, 
the main mission has been postponed at least four months at the request 
of the Yugoslavs. Political and technical problems have prevented their 
being prepared. Certain elements of the review had already been started, 
but the comprehensive mission will have to await resolution of the 
Yugoslav's problems. 

Industry 

12. Apart from three loans made between 1949 and 1953 (totaling $60.7 
milion), which vrere in part for industry, the Bank has made three loans 
since 1967 (amounting to $45 million) for specific industrial projects. 
The loans .-rere so-called "packages, rr including respectively seven, ten, 
and three subprojects. All subprojects were appraised separately by the 
Bank, which imposed a heavy burden on the staff. Moreover, the relatively 
small size of the individual projects and their dispersion over several 
industrial sectors made it difficult to evaluate sectoral policies 
properly with the exception of the third loan for which a detailed 
analysis of the automobile sector ras made. 

13. Dl.lt'ing the past year the Bank has therefore discussed with the 
Yugoslavs the adoption of a twofold approach towards lending for industry: 
(a) a line-of-credit to a development bank for s:naller industrial projects, 
and (b) direct loans for larger projects. The Yugoslav Investment Bank 
(YIB), which had been the channel for most Bank loans to Yugoslavia since 
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1961 without, however, preparing and appraising the projects, was 
evaluated as a development finance company by an appraisal mission in 
April. The mission concluded that YIB's appraisal techniques and 
standards were below the standards expected from DFCs and felt that even 
an extraordinary Bank effort on technical assistance and supervision 
might not lead to the necessary improvement of performance. There were 
further questions on the solli~dness of YIB's portfolio. 

14. The Bank's position with respect to YIB caused considerable concern 
to both YIB and the Government. Early September discussions were held in 
Washington to find a solution which would still make a line-of-credit 
possible. Basically, the Bank has suggested two alternatives: the 
creation of a net..r institution or the establishment of a "special unitrt 
attached to the Central Bank or the Federal Government. The first 
alternative was rejected outright by Yugoslavia and a comprorr~se may be 
found in the form of the second alternative with a number of modifi
cations. Full details on the discussions -in Washington as well as an 
outline of the two alternatives are presented in Annex 7. 

15. In the future, industry will most likely play the major role in 
Yugoslavia's economic development. If this sector is to occupy an important 
place in future Bank lending, a new and comprehensive approach is called 
for. The forthcoming economic mission, which will start its work in 
Belgrade on October 26, will devote special attention to ind11stry and 
determine in what areas the Bank's assistance would be most useful. 
Immediately thereafter, a reconnaissance/identification mission from the 
Industrial Projects Department will visit Yugoslavia so that a pipeline 
of industrial projects can be built up. 

16. Ho-~vever, an emphasis on lending to industry may require in-depth Y. 

studies of certain subsectors and this could be a difficult path, as 
our recent experience with a proposed steel study has shown. 'I'he appraisal 
of the Third Industrial Loan led to the conclusion that a review of the 
steel sector in the context of the 1971-75 Five-Year Plan v-muld be desirable. 
The Yugoslavs, although having signed a side letter on this subject, kept 
stalling and postponing the mission. It finally came to light· that an 
intense political fight had developed, led by the major steel producers 
who feared that the Bank might want to curtail their investment programs 
in favor of a new plant on the coast. The suspicions about such a-priori 
conclusions have now been resolved, and a mission will probably visit 
Yugoslavia towards the end of the year. In contrast to these problems, 
the automobile sector study mentioned above has met w~th good cooperation. 

Tourism 

17. Since 1962, Yugoslavia's earnings from tourism have increased by 
about 25 percent per year. Gross earnings for 1970 are expected to reach 
about $300 million, and an annual increase of 15-20 percent can be e:h.'})ected 
for the next five years. The limited availability of tourist facilities 
is likely to be the main constraint in the future. The Yugoslav authorities 
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are promoting the creation of "tourist complexestt (2,000 - 10,000 beds) 
which are an attempt to organize tourism on an industrial scale. Inasmuch 
as these large complexes represent a new approach, which has never been 
applied an~vhere in the world, problems in the construction and operation 
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of such complexes can be expected. In order to assist Yugoslavia in the 
proper planning of these projects, the Bank has presently three such complexes 
under review. ~wo projects are part of a regional development program for 
the South Adriatic Coast, which was recently completed with UNDP technical 
assistance. The Governement has requested UIJDP to undertake a similar 
program for the North Adriatic coast, in 1-1hich the third project would be 
incorporated. 

18. You will visit one of these projects, the Babin Kuk complex near 
Dubrovnik. An appraisal mission visited Babin Kuk in July, but because 
o·f problems with management and infrastructure, the appraisal is not yet 
completed. A mission headed by Mr . Scarisbrick of the Bank Tourism 
Department will be in Yugoslavia during your visit, working on these 
matters. Preliminary appraisal of the Portoroz project was also begun 
in July and there are no major problems with this project. A technical 
mission 1-Jill be completing the appraisal work during your visit. Also 
during this time, a Bank project preparation mission will be visiting 
Budva to assist in preparing the project. 

Lesser Developed Regions 

19. Whil~ the aggregate economic indicators clearly establish that 
Yugoslavia is a less developed count~, regional disparities are ve~ 
considerable and have to be taken into acco~Dt in developing the lending 
program. The northern and 1-restern parts of the country have per capita 
incomes which approach those of Austria and northern Italy, but the 
central and south-eastern regions, with per capita incomes in the range 
of $200 to $400, are at the level of many less developed countries. 'Ihe 
Bank, therefore, as part of its lending strategy to Yugoslavia, will devote 
a special effort to projects located in these areas. 

20. The Ibar Multipurpose Water Supply Project is the Bank's first 
operation specifically directed at an under-developed region (Kosovo). 
The project consists of the mobilization of the waters of the Ibar 
rover for indust~, irrigation on 30,000 ha., domestic water supply, 
and power. There will also be some benefits from flood control and 
prevention of siltation. The project works include a storage dam, a 
regulation dam and two main conduits. In addition, there will be 
irrigation and drainage works, land levelling and road construction. 
The total cost of the project is estimated at $90 million. The project 
is scheduled for this fiscal year and was appraised in July. 

21. Some of the Bank-financed roads are located in the lesser developed 
-regions, as well as some of the industrial plants financed under the three 
loans for industry. 
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Other pro j ects 

22. Apart from the sectors mentioned above, the Bank has financed high 
priority projects in other sectors such as telecommunications (FY 1970 -
$40 million) and two power projects in the early sixties. For fiscal year 
1972, a tourism resort complex, a sewerage project (Dubrovnik), and a 
tourism water supply project have been identified. Subject to the findings 
of a power sector mission which will visit Yugoslavia this fall, a loan 
for power is also planned. 

23. Lending for industry and transportation will continue to be emphasized, 
but the identification of specific projects will take place only after com
pletion of the discussions with the Government (industry) and the return of 
the Transportation Review Mission. 
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SOCIALIST FEDERAL 
REPUBLIC OF YUGOSLAVIA 

BACKGROUND NOTES· 

Population: 20.6 million (1970 est.) 
Capital: Belgrade 

Yugoslavia, a country about the size of Wyo
ming, is divided into two general sections. Low
land hills and plains form a rough oval which 
centers on the Pannonian Plain and fills the 
northern and eastern third of the country from 
Zagreb to Nis. Only a few minor mountain 
ranges interrupt the lowlands, which are an ex
tension of the Middle Danube Plain shared by 
Yugoslavia with parts of Austria, Hungary, and 
Romania. The remaining two-thirds of the coun
try consists of mountains which present a rugged 
border to Austria, Italy, and the Adriatic Sea on 
the northwest and west, and to Albania, Greece, 
and Bulgaria around the south and southeast. 

The fertile lowlands provide Yugoslavia with 
the major part of its commercial agricultural 
land. Because most of the numerous valleys in 
the mountainous sections are steep, narrow, and 
isolated, agriculture there is largely of subsist
ence character. Mineral, metal, and timber ex
ploitation, as well as sheep raising, are import
ant activities in the mountains. 

The extensive transportation network of the 
lowland area is connected to the northwest and 
southeast by passages through the mountains. 
The country, therefore, controls the most im
portant land routes from Central and Western 
Europe to the Aegean Sea and Turkish Straits. 
It also controls part of the Danube-the most 
important water route from Central and Western 
Europe to the Black Sea. The Danube descends 
from Hungary to the center of the Pannonian 
Plain, flows down to Belgrade, and eastward to 
the Carpathians. As it cuts through the Carpa
thians, it forms the border with Romania. Toward 
the end of its course through the Carpathians, 
the Danube cuts through the steep gorge known 
as the Iron Gate or Djerdap. 

The mountains constitute a natural defensive 
barrier on all sides except the long, exposed 
northeastern frontier. During World War II they 
served as the base of operations for resistance 
forces against the Nazis, Fascists, and their al
lies'. Those forces which had gathered under 
Marshal Tito created an independent power base 
for the establishment of Communist rule at Bel-

. grade at the end of the war. This facilitated not 
only the regime's rise to power but also the early 
loosening of its ties with the Soviet Union, the 
dominant power to the east. 

Yugoslavia's flag consists of three equal
sized horizontal bands-blue, white, and red from 

top to bottom-and a large red star edged with 
yellow in the center of the field. 

THE PEOPLE 

The population of Yugoslavia has the greatest 
ethnic and religious diversity in Eastern Europe, 
an area noted for such diversity. 

Yugoslavia came into existence December 1, 
1918, after World War I and the dissolution of 
the Austro-Hungarian Empire. Borders of the 
new-nation-then called the Kingdom ofthe Serbs, 
Croats, and Slovenes-enclosed five principal 
"South Slav" groups and an additional 17 mi
norities, which are still distinguishable today. 
The population came both from the former em
pire and from the independent Kingdoms of 
Serbia and Montenegro. 

The 1961 census counted a total of 18,549,211. 
The main nationality groups were: Serbs (in
cluding Montenegrin Serbs) 8,320,846; Croats 
4·,293,860; Slovenes 1,589,192; Macedonians 
1,095,330; and Bosnian Moslems 972,954.Among 
the minorities, important national groups were: 
Albanians ,914, 760; Hungarians 504,368; and 
Turks 182, 964. The combined remainder, in
cluding Slovaks, Romanians, Bulgarians, and 
others, numbered about 400,000. 

Religious groups largely follow ethnic lines. 
The some 7,000,000 members of the Serbian 
Orthodox Church include most of the Serbs and 
virtually all the Montenegrins and Macedonians. 
There are more than 5, 000,000 Roman Catholics, 
including the great majority of the Croats, 
Slovenes, and Hungarians. Most Albanians, a 
considerable portion of the population in Bosnia
Herzegovina, and the Turkish minority combine 
to total more than 2,000,000 Moslems. 

Yugoslavia's literacy rate is estimated at 80 
percent. 

HISTORY 

The internal history. of Yugoslavia between the 
wars was largely a story of antagonism between 
the nationalisti.c Orthodox Serbs, who with their 
political allies dominated the highly centralized 
government at Belgrade, and the equally na
tionalistic Catholic Croats, who originally 
pressed for a federated Yugoslavia but in the end 
settled for their own autonomous rights. Ethnic 
and religious tensions, which came to a climax of 
internecine strife and reprisals during World 
War II, have survived under Communist rule 
despite the party's attempts to moderate them. 

i 
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Between the two world wars Yugoslav internal 
politics were dominated by the nationalistic con
flicts mentioned above. The adoption of the 
Vidovdan Constitution of June 28, 1921, had placed 
all parts of the country under the Serbian cen
tralistic system following a 3-year political 
struggle of Serbs with the Croats, who wanted a 
federal structure granting a certain amount of 
regional and ethnic autonomy. The struggle 
erupted violently in 1928 when a Montenegrin Serb 
stood up in parliament and shot the Croatian 
leader, Stjepan Radic. The Croats withdrew from 
the parliament in protest, and King Alexander 
established a royal dictatorship. The continuing 
internal struggles finally resulted in 1939, on the 
eve of World War II, . in the granting to Croatia 
of a considerable degree of autonomy. 

The pro- French foreign policy of King Alex
ander, assassinated by extremists in Marseilles 
in 1934, was abandoned by his successor, Prince 
Paul, the -Regent, for one which resulted on March 
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25, 1941, in Yugoslavia'sadherence to the German
Italian-Japanese tripartite pact. Pro-Allied Serb 
military elements objected, immediately staged a 
successful coup d'etat, and replaced Prince Paul 
with the 17-year-old King Peter. On April 6, 
1941, the armed forces of Hitler andMussolini 
invaded Yugoslavia and forced the royal family 
and the Government into exile. 

During the war, resistance forces in Yugoslavia 
were split into the Yugoslav Army in the Father
land {"Chetniks"), with close tieS to the exile gov
ernment, and the National Liberation Army (Parti
sans) led by Tito and the Communist Party. This 
led to a complicated internal situation which re
sulted in tragic civil war. The Partisans developed 
the broader and more active resistance to the in
vaders and established their own government in 
late 1943 in the areas they controlled. The Allies 
recognized the Partisans' effectiveness by send
ing military missions to Tito's headquarters in 
mid-1943 and by gradually allocating to his forces 
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rather than to those of Mihajlovic's Chetniks the 
bulk of Allied supplies and equipment available 
for the Yugoslav resistance effort. The Partisans' 
increase in power was facilitated in part by the 
fact that they acquired control of considerable 
territory and arms at the time of the surrender 
of Italian forces to the Allies. Tito' s power was 
further consolidated when Soviet troops aided in 
driving German troops out of Yugoslavia in late 
1944. 

Allied pressure induced formation of a coalition 
government in 1945, but elections in 1945 which 
were Communist-controlled produced a Provi
sional Assembly which proclaimed the ''Federal 
People's Republic of Yugoslavia" on November 
29. On January 31, 1946, a Soviet-type consti
tution was adopted, and Yugoslavia officially be
came a "people's republic." 

The Communist rise to power was followed by 
a foreign policy which in every respect tied Yugo
slavia to the Soviet orbit until June 1948 when the 
U.S.S.R. made public its strong disapproval of 
policies and practices in Yugoslavia. The issue 
was whether Yugoslavia could remain in the Soviet 
bloc while pursuing policies decided upon by its 
own leaders instead of by Moscow. Stalin decided 
this degree of independence was unacceptable , and 
Yugoslavia was expelled from the Soviet-domi
nated Cominform. This expulsion was followed by 
an active but unsuccessful Cominform campaign 
to subvert the Tito government and replace it with 
a regime subservient to Moscow. 

Since 1948 Yugoslavia ' s effort to maintain its 
independence has led to a foreign policy character
ized by three motifs. First, isolated and under 
the pressure of Soviet bloc hostility, Yugoslavia 
developed ties with the United States and other 
Western countries based on trade, aid, and dis
cussions on the defense of Yugoslavia in the event 
of aggression by the Soviet bloc. Secondly, 
its search for an independent base produced ef
forts to identify itself as a leader of nonaligned 
nations, eschewing proximity to either the Soviet 
or the Western military bloc. Its role in organ
izing the 1961, 1964, and 1970 nonaligned confer
ences, the Cairo Conference on Economic Devel
opmentof 1962 and the 1964 U.N. Conference on 
Trade and Development (UNCTAD), underlined 
this latter course. Thirdly, following the strength
ening of other ties, Yugoslavia has shown interest 
in approaches made by the Soviet Union provided 
they have been on Yugoslav terms. Yugoslavia has 
found it easier to get on with the Soviet Union 
following the latter's repudiation of many of 
Stalin's internal and external policies, but rela
tions between the two countries have followed an 
irregular course, alternately improving and de
teriorating. For instance, Belgrade was prompt 
and forthright in its condemnation of the Soviet-led 
invasion of Czechoslovakia in August 1968. Sub
sequent efforts to normalize relations have been 
marked by Soviet Foreign Minister Gromyko' s 
visit to Belgrade in September 1969 and Yugoslav 
Prime Minister Ribicic's visit to Moscow inJune 
1970. The Yugoslavs have made it clear, however, 

their disapproval of the Soviet doctrine of u lim
ited sovereignty" within the Socialist " common
wealth." Yugoslavia has described the inter
mingling of these three motifs as the external 
complement of its search for a distinctive ;: road 
to socialismn in internal policies . 

Economic and military assistance contributed 
by the United States and its Western allies after 
the break in 1948 helped Tito to maintain Yugoslav 
independence despite the Cominform pressure. 
The rigid Cominform economic blockade in 1949-
53 led to a reorientation or' Yugoslav foreign 
trade toward the West, and during the same 
period Yugoslavia broadened its contacts with the 
free world in political and cultural fields as well. J~ 
Its economic ties with the West have resulted in vl'v 
varying degrees of involvement with W~stel'A 

economic organizations such as the General 
Agreement on Tariffs and Trade (GATT), the 
Organization for E con om i c Cooperation and 
Development (OECD), the European Economic 
Community (EEC), and the European Free Trade 
Association (EFTA). 

Yugoslavia has also become a strong supporter 
of the United Nations and its specialized agencies 
and is a member of the International Monetary 
Fund and the International Bank for Reconstruc
tion and Development (World Bank). 

GOVERNMENT 
Under the new Constitution, promulgated in 

April 1963, the official name of Yugoslavia be
came the Socialist Federal Republic of Yugo
slavia. The Socialist Federal Republic of Yugo
slavia continued to be composed of six Republics
Serbia, Croatia, Slovenia, Bosnia-Herzegovina, 
Macedonia, and Montenegro-and two autonomous 
provinces within Serbia: Kosovo and the Vojvo
dina. While each area has a mixed population, 
only Bosnia-Herzegovina does not have a domi
nant ethnic group. Accordingly, the federal char
acter of the Yugoslav state has a strong base in 
demographic and historical realities. Each re
public has a government apparatus modeled on that 
of the Federal Republic with aparliament, execu
tive council, administrative agencies, and a 
judiciary . 

The 1963 Constitution provided for a President 
and a Vice President of the Republic, a Federal 
Assembly, a Federal Executive Council with broad 
executive and administrative powers, and a Con
stitutional Court. The position of Vice President 
was abolished, however, in 1967. 

The President is elected by a majority of all 
federal deputies -toa term of 4 years and may be 
reelected for one further consecutive term of 4 
years. By specific exemption, President Tito's 
tenure of office is not limited. 

Under the 1963 Constitution " the Federal 
Assembly is the supreme organ of power and the 
supreme body of social self-government within 
the framework offederalpowers and obligations.'' 
It has five Chambers. The Chamber of Nationali
ties is most senior. It is organized on a federal 
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basis and has 140 members: 20 from each Re
public and 10 from each of the two autonomous 
provinces. Deputies to this Chamber are elected 
by republican and provincial assemblies. The 
Federal Assembly's other Chambers are: the 
Economic Chamber, the Chamber of Education 
and Culture, the Chamber of Welfare and Health, 
and the Socio-Political Chamber. Each has 120 
deputies elected on the basis of proportional 
representation. Deputies in the Socio-Political 
Chamber are directly elected. Those in the 
specialized Chambers are elected by bodies com
posed of delegates from local (county) assemblies 
and organizations in the electoral district whose 
work category falls within the purview of the 
Federal Assembly Chamber concerned. 

The 19-man Federal Executive Council is the 
executive arm of the Assembly and 1 1the Govern
ment," although its members do not have titles 
referring to specific portfolios. It is presided 
over by a president, who, like the other members 
of the Federal Executive Council, is a deputy in 
the Federal Assembly and is proposed by the Pres
ident of tl)e Republic _ and duly elected by the 
Federal Assembly . The Constitution states that 
members shall be elected 11 Withdue consideration 
to national composition.'' State Secretaries par
ticipate in Federal Executive Council work with 
the · same rights and duties as elected members. 
Federal Secretaries participate on matters within 
their areas of responsibility. 

There are State Secretariats for Foreign Affairs 
and Defense and Federal Secretariats for Internal 
Affairs, Economy, Finance, Foreign Trade, and 
Information. 

The Constitutional Court, consisting of a pres
ident and 10 members, is an innovation in Yugoslav 
Communist Government. The members are pro
posed by the President of the Republic and elected 
by the Federal Chamber for an 8-year term. One 
of the court's duties is to rule on disputes be
tween the Federal Government and a republic or 
between republics. 

POLITICAL CONDITIONS 

Until 1948 the Communist Party of Yugoslavia 
outwardly appeared to be as loyal a member of 
the Moscow-dom:l.nated Cominform as any other 
Communist Party and just as devoted to com
munization on the Soviet model. In 1948, however, 
growing differences between Tito and Stalin and 
their parties culminated in an open break. The 
Yugoslav Communist Party's positionofrejecting 
domination and control froni Moscow and of seek
ing independence from the Soviet bloc has had 
far-reaching implications for internal as well as 
external policies, the combination of which became 
known as "Titoism." 

Since 1948 the Yugoslav leadership has in many 
important respects moderated the harsher fea
tures of a Communist dictatorship while ex
tensively developing its own interpretation of the 
Marxist- Leninist philosophy • Although refusing to 
tolerate organized opposition, it has decreased 
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police repression, abandoned forced collectiviza
tion and compulsory deliveries in agriculture , and 
lifted onerous restrictions on religious freedom. 
It has decentralized government , giving more 
power to republic and local administrators, and 
has introduced workers' councils in industry. 

The Constitution adopted in April 1963 wrote 
into law many of the changes that had been ac
cumulating since 1948. Primary emphasis was 
given to decentralization and self-government with 
a major effort to broaden popular participation 
in the country's political life through reorgani
zation of the previously compliant federal and 
republic parliaments. Since late 1963 genuine de
bates have taken place in the Federal Assembly. 
These political changes have paralleled the intro
duction of some features of a market economy
including decentralization of management, the 
provision of credit and other facilities for small
scale private enterprise, and the formation of ad
vertising associations. For the agricultural sector 
there is now a constitutional guarantee of private 
peasant landholdings of up to 10 hectares (about 25 
acres) of arable land. While this figure would ap
pear small by U.S. standards, the average peasant 
landholding in Yugoslavia has been small tra
ditionally, often only 2 or 3 hectares. 

The 1963 Constitution has written into it the 
principle of rotation of offices. As a result, dur
ing recent years, there have been many shifts 
among occupants of senior positions. Neverthe
less, the leadership group, headed by President 
Tito, has remained essentially intact and cohesive. 

Dramatic ousters did occur at the Brioni Plenum 
of the Party Central Committee in July 1966, when 
Yugoslav Vice PresidentAleksandar Rankovic was 
deposed. At the same time, Secretary of the In
terior Svetislav Stefanovic was removed from 
office. Stefanovic had been Rankovic' s chief agent 
of control over the secret police. Overzealous 
activities of the secret police were aired in great 
detail in justification of these ousters. It also was 
made apparent that Rankovic was an opponent of 
the programs of economic and political liberal
ization and decentralization underway in Yugo
slavia. 

Reflecting the policy of decentralization set 
forth in the 1963 Constitution, there has been a 
general movement of power away from central 
party and state organs. In institutional terms, this 
trend is best symbolized by reduction of Federal 
Secretariats (Ministries) from 13 to six in 1967 
and by transfer of many federal functions to local 
levels. 

There also has been decentralization of party 
power. Stress is on the role of republican and 
local party bodies. There have also been steps to 
avoid disunity on party objectives. While the Ninth 
Party Congress in March 1969 abolished the Cen
tral Committee, it set up a 52-man Presidium 
consisting of: Tito, six members from each Re
public (36), three from each autonomous province 
(6), three from the armed forces, and Presidents 
of the six republican Central Committees (ex 
officio). From the President's regular members, 
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a 15-man Executive Bureau was chosen, again 
emphasizing representation on a federal basis. 
It consists of Tito, two representatives from each 
Republic (12), and one representative from each 
autonomous province (2). It meets often and under 
a rotating chairmanship to provide guidelines of 
party policy. 

Membership in the party is approximately 1 
million, or some 5 percent of the population. The 
principal mass organization, comprising most 
salaried employees, is the Socialist Alliance of 
the Working People of Yugoslavia. This organiza
tion is a faithful instrument of the party, despite 
the fact that it shows more independence than 
similar front organizations in other Communist 
states. 

ECONOMY 

Although rich in natural resources (agricultural 
land, nonferrous metals, timber, hydroelectric 
power potential, natural gas, and oil) and relatively 
underpopulated by European standards, Yugoslavia 
has been held back on the road to economic de
velopment by wars and conquest. After World War 
II, aided by large United Nations Relief andRe
habilitation Administration (UNRRA) grants, the 
war-devastated economy began reconstruction 
under a completely Soviet-type command regime. 
After Yugoslavia's expulsion from the Cominform, 
the country scaled down its grandiose investment 
program, which had assumed the receipt of large 
quantities of aid from the Soviet Union and other 
Communist countries. and dismantled its economic 
planning and administrative structure. The United 
States, the United Kingdom, and France cooperated 
in an assistance program aimed at keeping Yugo
slavia from having to yield to bloc economic pres
sure and at advancing the country's economic de
velopment. Yugoslavia began in 1950 a far-reaching 
program of experimentation with workers' self
management, decentralization of investment de
cisions, and freer markets, while retaining social 
ownership of capital goods. Furthermore, forced 
collectivization in agriculture was abandoned when 
it became apparent that much of the mountainous 
country was not suited to extensive cultivation. 
Today, however, much of the prime agricultural 
land remains in the hands of agricultural enter
prises which are the successors to state farms. 

During the 1950's and early 1960's, Yugoslavia 
enjoyed a high rate of economic growth, and in
dustrialization of the country proceeded. Neither 
process, however, solved a nagging balance-of
payments problem or leveled out the sharp regional 
contrasts, as, for instance, between highly de
veloped Slovenia and Croatia and backward Mace
donia and Montenegro. Indeed, many of the invest
ments in the underdeveloped regions were 
economically dubious. Nor was the economy ever 
as free in fact of central direction and Communist 
Party control as it was in theory. 

Efforts were begun in the late 1950's to 
strengthen Yugoslavia's agriculture and to render 
it less vulnerable to the severe droughts which 

have struck the ~country on the average of once 
every 4 years over the past 100 years. These 
efforts included measures to increase the avail
ability of fertilizer; to introduce more productive 
and drought-resistant grain varieties; to improve 
livestock bloodlines; and to improve agricultural 
land. These measures have met with success. 
Today, Yugoslavia, although having a greatly ex
panded urban population which consumes a large 
volume of food products from commercial agri
cultural producers, is largely self-sufficient in 
agricultural products and is able to export sub
stantial quantities of high-grade fresh and canned 
meats as well as perishable market crops. 
While Yugoslavia's grain production remains vul
nerable to drought, improved production methods 
and greater storage facilities have enabled some 
stockpiling to provide reserves against lean years. 

Another area of the economy to which increased 
attention was turned in the late 1950's was tourism. 
Today, tourism is one of Yugoslavia's principal 
sources of hard-currency earnings. Each year 
millions of visitors come to Yugoslavia from 
Western Europe and other areas of the world. 
Yugoslavia's picturesque Adriatic coast, featuring 
many islands and a Mediterranean climate provid
ing a warm and dry spring, summer, and early 
fall, is the prime area for tourism. 

In 1965 Yugoslavia embarked on a program of 
economic reform to convert an essentially com
mand-type, centrally controlled economy into a 
market-type, Western-style economy. The dinar 
was devalued to 1,250to U.S. $1.00. Subsequently, 
a new dinar was established which converted into 
U.S. dollars at the rate of 12.5 to 1. National 
policy shifted toward increasing consumption at 
expense of investment and toward concentration of 
resources on enterprises which could prove their 
viability in competition with foreign producers. 
In this direction, tariffs were lowered and export 
subsidies abolished; eentral control of invest
ments was replaced by granting greater authority 
to local banks; governmental levies on enterprises 
were reduced. Individual Yugoslav enterprises 
were enabled to deal directly with foreign con
cerns without approval of central authorities. 

The reform, which in principle called into ques
tion the nature and scope of Communist Party as 
well as governmental control over the operation 
of the economy, met with considerable opposition 
which reached a high level within the party. Tito, 
however, has supported the reform resolutely. 
At the Ninth Party Congress in March 1969, he 
reaffirmed his full support for the reform. 

Tito has defended the reform in the face 
of attacks from the Soviet Union. These attacks 
have reflected Soviet displeasure with Yugo
slavia's condemnation of the Soviet invasion 
of Czechoslovakia as well as Yugoslavia's support 
for the liberalizing economic reforms begun in 
Czechoslovakia in January 1968. The Soviets have 
described the Yugoslav economic reform as out 
of step with socialism and, therefore, doomed to 
failure. 
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• Western countries, together with the Interna
tional Monetary Fund (IMF), have given Yugoslavia 
considerable support of various types in order to 
give the recent reform program time to bring the 
balance of payments out ofthe red. The assistance 
has sometimes taken the form of extension of pay
ment periods for Yugoslav debts, and sometimes 
additional credits have been made available. 

The immediate effect of the reform, internally, 
was a sharp rise in prices and in unemployment. 
The latter phenomenon, which has plagued Yugo
slavia since 1953 in proportion to the amount of 
freedom given enterprises to lay off surplus labor~ 
has been mitigated by a substantial movement of 
Yugoslav workers to Western Europe~ notablythe 
Federal Republic of Germany, for temporary em
ployment. Externally, the country in 1965 balanced 
its accounts for the first time since 1946. This was 
due only, however , to a surplus in trade with the 
East European Communist countries. The Yugo
slav Government has stressed the long-range sig
nificance of the reform. 

Although balance-of-payments problems with 
hard-currency areas continue to beset Yugoslavia, 
there are signs that the initial impact of the re
form on Yugoslavia's hard-currency accounts is 
b9ing met and that balance-of-payments problems 
will become less in the future. In particular, 
earnings from tourism and remittances from 
Yugoslav workers in Western Europe have helped 
compensate for negative trade balances with hard
currency areas. While industrial production 
growth slumped to near zero in 1967 due to read
justments brought about by the economic reform, 
industrial production is again on the upswing, 
now that the redirection \of economic energies 
into enterprises capable of competing with foreign 
producers is taking effect. This should further 
help the balance-of-payments problems. 

The transition is not easy from underdeveloped 
to developed status. The process admittedly is 
handicapped by natural disasters ranging from 
recurrent droughts to the earthquakes which 
devastated Skopje in 1963 and Banja Luka in 1969. 
But government and party policies have also 
played their role. The Yugoslavs, although con
sidering themselves "pragmatists" in economic 
affairs, for a long time in the past followed 
orthodox Marxist theory in stressing investment 
in heavy indu~try, in discriminating against pri
vate agriculture, in abolishing private enterprise 
in industry and commerce except to a degree in 
service trades, and in running down housing 
stocks by excessively low rents. These policies 
have been modified under the current reform 
program. 

Despite the conditions noted above, Yugoslavia 
has enjoyed a considerably higher standard of 
consumer welfare than other Communist states, 
as well as a noticeably higher degree of personal 
freedom. Per capita gross national product 
(GNP) is estimated at around $500, but varies 
widely among the different regions of the country. 

Yugoslavia's most important trading partners 
are in Western Europe, notably Italy and the Fed-
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eral Republic of Germany. Yugoslavia also has 
substantial trade with the U.S.S.R. and the East 
European countries (COMECONL the United States, 
and countries in Asia, Africa, and Latin America. 

In 1969 Yugoslavia ' s exports totaled $1.5 bil
lion and its imports $2.1 billion. The resulting 
trade deficit of $660 million was covered in large 
part by hard-currency earnings from tourism 
and remittances from Yugoslavs working abroad. 
The 1969 balance-of-payments deficit was put at 
some $119 million . GNP during the same year 
was estimated at $16.8 billion. 

During 1969 Yugoslavia ' s trade with con
vertible-currency countries rose to 67 percent of 
total trade from 57.5 percent in 1967 . Trade with 
the COMECON countries fell from 30 percent of 
total trade in 1967 to 27 percent in 1969. 

In 1969 U.S. exports to Yugoslavia were $92 .5 
million and U.S. imports were $93.5 million. 
Principal U.S. exports include industrial goods 
and agricultural machinery. Imports include non
ferrous metals, wood products, tobacco, and 
canned meats. 

FOREIGN RELATIONS 
Yugoslavia has pursued a vigorous campaign 

to develop ties with nations generally not clearly 
identified as allies of the Soviet Union or the 
United States. These efforts have included sev
eral extended trips by President Tito and have 
resulted in his close association with Nasser, 
Nehru, Sukarno, and other nonaligned leaders. 

Tito traveled to Burma and India in January 
1954; to Indonesia, Burma, India, Ceylon, Ethi
opia, the Sudan, and the United Arab Republic in 
the winter of 1958-59; and to several African 
countries in 1961. The first nonaligned con
ference was held at Belgrade in 1961, serving 
to further Yugoslav efforts to identify itself as a 
leader of nations outside the Western and Soviet 
alliance systems. A second was held at Cairo 
in 1964. In 1963 Tito extended his efforts to 
South America with a trip to Brazil, Bolivia, 
Chile, and Mexico in search of friends and eco
nomic relations. In 1967 and early 1968 Tito 
visited the U.A.R., Syria, Iraq. Afghanistan, 
Pakistan, Cambodia, India, Ethiopia, the People's 
Republic of Southern Yemen, Japan, Mongolia, 
and Iran. In early 1970 he toured East Africa. In 
July 1969 a preparatory meeting for the third non
aligned summit was held at Belgrade, and in 
September 1970 he attended the conference itself 
at Lusaka, Zambia. Furthermore, Yugoslavia has 
provided credits and technical assistance to 
underdeveloped areas. 

Tito's identification with the nonaligned world 
was clear in June 1967 when he reacted strongly 
to support Nasser at the time of the Arab-Israeli 
hostilities. Yugoslavia broke diplomatic rela
tions with Israel. Tito was sharp in his con
demnation of Israel and his claims that an "im
perialist" plot was behind the Israeli actions. 
Furthermore, he flew to Moscow on June 9, 1967, 
to urge a gathering of Soviet and other Commu
nist leaders to support the Arabs. Subsequently, 
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Yugoslavia's position on the Near East has mod
erated, but Yugoslav-Israeli diplomatic relations 
remain severed. 

Changes in Soviet external and internal policies 
after Stalin's death in 1953 led to friendlier re
lations between Yugoslavia and the U.S.S.R., be
ginning with the May 1955 visit of Khrushchev 
and Bulganin to Belgrade. In June 1956 Tito 
visited Moscow where Soviet leaders acknowl
edged the Yugoslav doctrine of ''many roads to 
socialism'' and expanded bloc credits. · Yugo
slavia's attitude toward the Polish and Hungarian 
outbreaks in 1956, however, cut short the rap
prochement and led to "postponement" of the 
Soviet credits. Efforts during 1957 to patch up 
the relationship were only partially successful, 
and a new series of mutual remonstrances 
finally led to cancellation of Soviet credits in 
1958. Although Tito had recognized East Germany 
in October 1957 following resumption of Soviet 
credits and a meeting with Khrushchev in Ro
mania, Yugoslav representatives refused to sign 
the Moscow Declaration of Communist Parties 
later that year, and inApri11958 the 7th Congress 
of the League of Communists of Yugoslavia (LCY) 
adopted a new program reaffirming Yugoslavia's 
belief in the particular Yugoslav "road to so
cialism.'' 

Soviet credits were never resumed, but in 1962 
the Soviet Union again took the initiative to im
prove relations with a visit by the then Chief of 
State Brezhnev, and Foreign Minister Gromyko. 
In return, Tito went to the Soviet Union in De
cember 1962. Thereafter, bloc criticism of 
Yugoslav "errors" gradually subsided. Im
proved . relations were symbolized by a series 
of top-level visits between Yugoslavia and all 
the bloc countries, highlighted by Khrushchev's 
August 1963 trip to Yugoslavia, the Khrushchev
Tito meeting at Leningrad of June 1964, and 
Tito's trip to the U.S.S.R. in June 1965 to see the 
new Soviet leaders. Exchanges intensified with 
the maneuvering involved in the Sino-Soviet dis
pute. The sever-ity of attacks on Tito by the 
Chinese and their supporters in Albania served 
to bring Yugoslavia closer to the Soviets in the 
Sino-Soviet conflict despite Yugoslav opposition 
to any "excommunication" of the Chinese which 
might irrevocably split the Communist world. 

Yugoslavia sought to maintain leverage with 
each of the members of the "Soviet bloc" during 
the evolution of looser relationships between 
Moscow and East European governments. In 
September 1964 Yugoslavia accepted limited as
sociation with the Communist bloc's Council on 
Mutual Economic Assistance (CEMA) and inau
gurated a Danube River Iron Gate hydroelectric 
and naviga,tion project in collaboration with the 
strongest critic of CEMA within the bloc, Ro
mania. 

Tito' s hurried trip to Moscow at the time oL 
the 1967 Arab-Israeli hostilities and his claims 
at that time that an . "imperialist" plot was 
underway against "progressive" regimes gave 
rise to some speculation that Yugos~a-....ptight 
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be changing its course of nonalignment and veer
ing toward closer association and identification 
with the Soviet world. However, Yugoslavia' s 
subsequent opposition to the Soviet-promoted 
World Communist Conference and its condemna
tion of Soviet actions in Czechoslovakia reem
phasized Yugoslavia's traditional posture as an 
independent, nonaligned state. It retains that 
posture. 

Yugoslavia's relations with Western Europe 
have evolved favorably. In January 1968 Bonnand 
Belgrade resumed diplomatic relations ~ which 
broke in 1957 when Yugoslavia recognized East 
Germany. Furthermore, Common Market restric
tions on agricultural imports which posed a p rob
lem in 1968 for Yugoslavia, particularly with 
regard to meat exports, were lifted in 1970. 

U.S. -YUGOSLAV RELATIONS 

Since Yugoslavia's expulsion from the Comin
form in 1948, United States policy toward Yugo
slavia has sought to offer Yugoslavia alternatives 
to dependence on the Soviet Union and the East 
European Communist states and to assist Yugo
slavia in establishing its independence firmly 
and irrevocably. In this connection, grant military 
assistance to the extent of some $700 million was 
provided Yugoslavia from 1951 to 1959, and eco
nomic assistance (including grants, loans, and 
concessional sales) of about $2 billion was sup
plied between 1950 and 196 7. The final aspect of 
economic assistance to Yugoslavia came to an end 
on January 1, 1967, when United States legislative 
action precluded further concessional sales of 
surplus agricultural commodities to Yugoslavia 
because Yugoslav ships traded with Cuba. 

The United States seeks to promote economic 
relations with Yugoslavia, and Yugoslavia enjoys 
most-favored-nation treatment under United States 
tariff schedules. 

Yugoslavia has on two occasions, in 1948 and 
1964, settled outstanding financial claims of U.S. 
citizens for their nationalized property. It has 
also reached agreement with the representatives 
of American holders of pre-war Yugoslav bonds 
on paying off a portion of its obligation. 

In 1964 the United States and Yugoslavia signed 
a Fulbright Agreement for educational exchange. 
This remains the only such agreement with a Com
munist state. It has enabled intensification of ed
ucational exchanges. 

While United States- Yugoslav relations have 
developed generally favorably in recent years, 
Yugoslavia has disagreed, for instance, with 
United States policies in Indochina, Cuba, and the 
Dominican Republic. Bombings in January 1967 of 
the Yugoslav Embassy in Washington, D.C., and 
of the Yugoslav Consulates General in Chicago, 
New York, and San Francisco remain unsolved 
and have been an irritant in bilateral relations. 

The Soviet invasion of Czechoslovakia and the 
U.S.S.R.'s subsequent reassertion of the doctrine 
of the right of intervention and "limited sov
ereignty" within the Socialist "commonwealth" 
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have put new emphasis on United States- Yugoslav 
relations. In this connection. President Johnson. 
~n October 14. 1968: cited the long tradition of 
United States assistance to Yugoslavia and ex
pressed his admiration for Yugoslavia ' s people 
and their dedication to freedom. He also made 
clear his continued interest in Yugoslavia ' s inde
pendence, sovereignty, and economic development. 

In February 1969 the press announced that 
Presidents Nixon and Tito had exchanged letters 
expressing mutual interest in meeting and in the 
further development of bilateral relations . 

PRINCIPAL YUGOSLAV OFFICIALS 

Head of State; President of the Republic-Josip 
Broz Tito 

Members of Government 
President of the Federal Executive Council

Mitja Ribicic 
Vice Presidents of the Federal Executive Coun

cil-Aleksandar Grlickov, Nikola Miljanic: Miso 
Pavicevic 

Members of the Federal Executive Council
Marco Bulc, Toma Granfil, Miran Mejak, 
Franjo Nadj, Hakija Pozderac, Ali Sukrija, 
Dragisa Djokovic, Dusan Gligorijevic, Ivo 
Jerkic , Mirjana Krstinic, Ljubisav Markovic, 
Marko Orlandic, Nikola Pavletic, Blagoje 
Popov, Izet Zubovic 

Senior Federal Officials 
Secretary of State for Foreign Affairs-Mirko 

Tepavac 
Secretary of State for Defense- Lt. Gen. Nikola 

Ljubicic 
Federal Secretary for Internal Affairs-Radovan 

Stijacic 
Federal Secretary for Economy-Borivoje Jelic 
Federal Secretary for Foreign Trade-Muhamid 

Hadzic 
Federal Secretary for Finance-Janko Smole 
Federal Secretary for Information-Drajoljub 

Budimovski 

Constitutional Court 

President- Blazo Jovanovic 

Legislature· 
President of the Federal Assembly-Milentije 

Popovic 
Vice Presidents of the Federal Assembly-Mari

jan Brecelj , Dzavid Nimani, Gustav Vlahov, 
Blazo Djuricic, Peko Dapcevic, Milos Minic 

League of Communists of Yugoslavia (LCY) 
President of LCY -Josip Broz Tito 
Executive Bureau of the Presidium-Vladimir 

Bakaric. J osip Broz Tito. Krste C rvenkovski, 
Nijaz Dizdarevic, Stane Dolanc, Stevan Doronj
skL Kiro Gligorov, Fadilj Hodza, Edvard Kar
delL Cvijetin Mijatovic, Miroslav Pecujlic. 
Budislav Soskic, Mijalko Todorovic, Mika Tri
palo, Veljko Vlahovic 

Ambassador to the U.S.-Bogdan Crnobrnja 
Ambassador to the U.N.- Lazar Majsov 

Yugoslavia maintains an Embassy in the 
United States at 2410 California Street, N.W., 
Washington, D.C. 20008 . 

PRINCIPAL U.S. OFFICIALS 
Ambassador- William Leonhart 
Counselor of Embassy-Thomas 0. Enders 
Counselor for Public Affairs (USIS)- Wallace W. 

Littell 
Counselor for Economic Affairs-Raymond J. 

Albright 
Counselor for Political Affairs-Robert C. Mudd 
Chief of the Consular Section-Richard Miles 
Chief of the Administrative Section-Dorothy E. 

Weihrauch 
Air Attache-Lt. Col. Jason J. Carlisle 
Army Attache-Col. Leland G. Fair 

·Naval Attache-Cmdr. Robert E. Hunter 
Agricultural Attache-Frank W. Ehman 
Consul General , Zagreb-Orme Wilson, Jr. 

The U.S. Embassy in Yugoslavia is located at 
Kneza Milosa 50, Belgrade. 
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KEY ECONO~IIC INDICA TORS: 

ITEM 

GNP at current prices 
GNP at constant 1967 prices 
Per capita GrW, constant prices 
Investment as % current GNP 
Savings as % Dispo$able Income 
Honey Supply 
Domestic Credit Outstanding 

Conunercial 
Consumer 

Interest Rate, Central Bank 
Commercial Bank Prime 
Commercial Bank Average 

Public Debt Outstanding 
Domestic 
External (Long & Ivledium Term) 

Gold & Foreign Exchange Reserves 
Balance of Payments/Deficit* 
Production Hajor Agric ., :t-'f...ining Hfg. Items: 

Cereals (Thousands of metric tons) 

A 
1967 

2648 
1006 
16 2 

80 
- 82 

US $1.00 - 12.5 New Dinars 

Yugoslavia, .1-larch 1970 

c 
1969 

254 
-119 

D 
%Change-H-

Non-ferrous metals ore (Thousands tons)~~~----~~~----~~~----_.~~--
Ferrous Metallurgy (Thousands tons) 
Sawn Timber (Thousands of cubic met.) 

Electric Power Cons. (Hillions kwh) 
New Plant & Equipment Investment 
Construction (Social Sector, by value) 
Unemployment Rate (Social Sector monthly 

avg.) 
Indices: Base {Previous Year - 100) 

Consumer Price 
I'Jholesale Price 
Ind. Production 
Average Ind. Wage 
Labor Productivity (1964 - 100) 

Foreign Trade: 
Total Exports, FOB 
Exports to US 
Total Imports, CIF 
Imports from US 
Imports from other main sources: 

West Germany 
Italy 
USSR 

8.3 8.3 

10 10 
102 100 
100 106 
11 110 
110 117 

125 
80 

1 08 1 
124 

286 320 
228 

18 

* Current Account~ 
~& %Change 1969/1968. 

Principal Source: Index No. 2/70, 
Statistical Bulletin No. 2/70, 
ll-1F International Financial Statistics. 
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Sill1NARY 

The Yugoslav econo~ continues at full steam with impressive gains in 
production, productivity, wages, and agricultural production. Accompanying 
price and cost of living increases have prompted concern about overheating 
and anti-inflationary measures are under consideration. 

The trade def~cit has grown, as Yugoslavia imports increasing amounts of 
Western equipment and semi-manufactures. However thanks to a sizeable 
growth in invisible receipts, particularly tourism and worker remittances, 
the convertible area deficit on current accounts has been SUbstantially 
reduced. The US ran a trade deficit with Yugoslavia for the first time 
in 1969, as US ·suppliers failed to keep pace with the overall growth of 
Yugoslav imports. 

As before, best US export opportunities will be found in export-oriented 
fields, as Yugoslavia continues to gear up its hard currency earning 
industries. Tourist equipment, food processing, air conditioning, and 
commercial refrigeration all hold especial~ good export potential. 
The rise in industrial integration and the ongoing quest for greater 
operating efficiency points the way for increased sales of American 
market and management consulting services. Yugoslavia is seriously 
trying to attract venture capital and there are real prospects for major 
equity investments by foreign firms in 1970. 

Sharp Production, Price Rises Continue 

The Yugoslav economy at the end of 1969 continues to confront the inherent 
advantages and disadvantages of boom conditions which first appeared during 
1968. Industrial production increased at an 11% annual rate (double the 
increase registered in 1968) with particularly impressive advancee in 
electric power, metal working, chemicals, electrical manufacturing, and 
steel. Gains in industrial output have been accompanied by a continuing 
and impressive rise in worker productivity, which now stands 7% above 1968. 
Workers nominal incomes increased by 15% over 1968 levels and 6% in real 
wage terms. 

Boom conditions also apply to capital investments, which established .an 
increase of 16% in 1969. As in the recent past the bulk of such 

investments are being undertaken by the increasing~ prosperous and aggres
sive commercial banks. Particularly large investment increases are occurring 
in tourism, transportation, construction, and agriculture. Surprisingly, 
despite the substantial total increase in investments, those in industry 
and mining remained at 1968 levels. 

Substantial increases were also noted in the growth of consumer credits, 
short term industrial credits, savings deposits, money supp~. 

Hyperactive economic conditions are also reflected in steady and substantial 
rises in living costs and factory prices. The overall cost of living, led 
by increases in rent, food, and clothing costs, rose by an overall 8% during 
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1969. Figures for December, 1969 and Januar.y 1970 indicate that living 
costs at the close of the year were accelerating at a 13-14% rate. Simi
larly, factory prices, which showed an overall increase of 3% for 1969 
have recently quickeneq to a 6-7% rate of increase, a worrisome situation 
for the export-minded Yugoslavs. 

Concern over soaring prices and other signs of overheating have prompted 
speculation about new economic measures to dampen inflationary forces and 
achieve a more tempered growth rate. 

The st rong increases in production and investments, combined with already 
existing credit restrictions, have created a liquidity problem for the do
mestic economy. Some enterprises, faced with credit restrictions, have 
neglected debts to domestic suppliers, thus creating a cycle of unpaid 
debts and lack of operating funds. A number of liquidity measures have 
recently been passed to combat the situation and it is expected that 
these measures will have a major strtlctural impact as they begin to take 
effect. The Government faces a· difficult balance in monetary policy in 
order to assure sufficient credit for productive growth while restraining 
excessive inflation. They have developed a series of liquidity measures 
for phased in1plementation during 1970 which are designed to stabilize a 
slightly slower growth rate, with preference for export industries. 

Exports, Imports Show Strong Advances 

Although exports grew at a high rate the Yugoslav trade deficit increased 
to $660 million, or $127 million more than in 1968. During the year exports 
grew by 17% to $1.475 billion while imports rose by 19% to $2.135 billion. 

As has been the case for several years, the ·largest trade deficit was seen 
with the convertible area, ~mere an imbalance of $57J million (or 86% of 
the total deficit) occurred. The convertible area continues to account 
for two thirds of Yugoslavia's total foreign trade, with the EEC accounting 
for 36% and EFTA 15%. 

Trade vv.ith the C~~ nations continues to decrease and during 1969 accounted 
for only 27% of Yugoslavia's total trade, a new annual low. Yugoslavia 
continues to run trade deficits with CE~~ (1969-$56 million), largely as 
a result of efforts to reduce its large existing clearing account credit 
balances (end 1969 about $52 million). 

Export performance reflects strong advances (19%) in sales of industrial 
goods, especially ferrous and non-ferrous metals, electrical rr~chiner,y, 
and shipbuilding. Clothing and furniture exports also registered good 
gains. Yugoslavs were also heartened by an increase of 8% in sales of 
agricultural products, a remarkable turn-around from the previous year, 
when a 21% decrease took place. Export declines in field crops, particularly 
corn, prunes, and tobacco, were more than compensated for by strong gains in 
sales of livestock and processed meats •. Although Yugoslav food exports are 
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still ~rell belol-T pre-1968 levels, the recent 3 year non-preferential agree
ment ~dth the EEC on beef is expected to make a substantial contribution to 
this key sector in 1970. 
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On the import side, purchases of material~ for re-manufacture grew substanti~ily 
to $1.28 billion, 25% over last year. Within this field particularly strong 
increases were registered in imports of synthetic and artificial textiles 
and fibers. Equipment imports ( $480 million) continued to grow but with a 
surprisingLy modest increase of 6%, seem to be slackening after the rapid 
annual rises in recent years. Particularly large increases were noted in 
imports of machiner.y for the construction, power, and metal working industry. 
Consumer goods imports rebounded from a decline in 1968 to an all-time high 
of $376 million. 

Despite the substantial 1969 trade deficit, no new import restrictions are 
foreseen for 1970. However, the previously mentioned liquidity and stabi
lization measures are expected to slow the import growth rate and permit 
some reduction in the 1970 trade imbalance. 

Yugoslav-US Trade 

In 1969 Yugoslavia registered its first-ever trade surplus with the u.s., 
on imports of $92.5 million and exports of $93.5 million. American suppliers, 
in registering a sales increase of only 3%, clearly failed to keep pace with 
Yugoslavia's overall 19% import growth rate. As a result the u.s. slipped 
to fifth place among Yugoslavia's trading partners (behind West Gern~ny, 
Italy, the USSR, and the United Kingdom) and the US share of total trade 
fell from 6% in 1968 to 5.2%. Yugoslavia's 5% grm'ith in exports to the 
u.s. is large~ attributable to large gains in exports of wooden furniture 
and lead, which more than offset a decline in canned meat sales. 

On the u.s. side, exports of oilseeds, computers, electronic calculators, 
and automated machinery showed substantial increases, while sales of ma
chinery for the chemical industry and coking coal sagged appreciably. 

Invisibles, Reserves Increase Substantially 

Despite the substantial trade imbalance, record invisible earnings permitted 
Yugoslavia to achieve close to a balanced current account with convertible 
countries. 1969 was a boom year for tourism, ~dth total net foreign exchange 
receipts from tourism estimated at $240 million. Hard currency remittances 
from emigrants and Yugoslav guest workers in other countries totalled ap
proximately another $200 million, much more than previously anticipated. 
Transportation and other invisibles added about $100 million more. The 
$109 million deficit with the convertible area is a clear improvement over 
the $124 million gap in 1968. Including the non-convertible area the 
current account deficit was $119 million compared to $109 million in 1968. 
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According to ]}W statistics National Bank reserves in December 1969 reached 
a new high of $254 million, or $122 million more than in the same month of 
1968. Despite heavy debt burdens, Yugoslavia maintains an excellent credit 
standing with international financial and banking institutions. 

Strong growth in both tourist receipts and e~igrant and worker remittances 
is projected to continue in 1970; thus, it appears like~ that invisible 
earnings Will continue to cover at least the major part of convertible 
area trade deficits. 

Unemployment Trend Reversed? 

1969 figures indicate that the post-reform trend toward steadi~ increasing 
non-agricultural unemployment may have been halted, and possib~ reversed 
during 1969. Socialized sector employment increased by 4 percent while the 
average unemployment rate in this sector (which includes all industries, 
bUt excludes most agriculture) remained constant at the 8.3% of registered 
workers, same as in 1968. Also this overall 1969 unemployment figure does 
not reveal the distinct improvement registered during the last quarter of 
the year as compared to 1968. As a percentage of the estimated total work 
force, the registered jobless represent about 3-4 percent. 

As of December, 1969 the lists of unemployed contained an increasingly 
large proportion of women (45%) and first-time jobseekers, mainly from 
the "unskilled" category. 

Unemployment problems have unquestionab~ been eased by the striking 
growth in Yugoslavs employed as 11guest workers" in v/estern countries. 
At present it is estimated that over 500,000 Yugoslavs are employed in 
this manner. 

1969 - A Good Year for Agriculture 

1969 was an outstanding year for Yugoslavia's agriculture and there ~re 
indications of even greater success in 1970. Excellent weather conditions 
prevailing throughout the country for most of 1969 contributed to a field 
crop production up 12% over the previous year. The wheat crop totalled 
4.88 million MT, an all-time record, while the important corn harvest 
of 7.79 million tons (up 14%), was sufficient for domestic requirements 
and permitted increased exports. Other crops showing marked increases 
were sunflowerseed~ sugar beets, potatoes, grapes, fruits and vegetables. 

Despite lower livestock numbers resulting from weaker prices and export 
difficulties in 1968, farm meat production and exports held up fair~ 
well during the year. This was due largely to renewed foreign demand 
especially by Italy but this, in turn, resulted in other severe meat 
shortages on the home front. The EEC agreement and the proposed e.stablish-
ment of a livestock marketing-coordinating board are both expected to 
benefit the livestock industry and its exports. 
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Implications for the US 

Yugoslavia's rise as a world import market, and its appetite for the most 
modern equipment, technology, and know-how, combine to offer American sup
pliers good present and future sales potential. The Yugos~av drive toward 
modernization and export-competitiveness continues to generate substantial 
sales opportunities, not only from individual enterprises, but also for ex
tensive macro-projects, such as road construction, regional tourist expansion, 
and modernization of telecommunications. 

Yugoslavia also hopes to stimulate industrial efficiencies through industrial 
cooperation and joint investment agreements with Western firms. A substantial 
and growing number of such arrangements are in effect. In a recent step to 
further encourage foreign investment the Yugoslav Government has passed le
gislation permitting foreign investors to utilize at least 33% of the con
vertible currency earnings from the joint investment for profit repatriation 
and/or amortization. Steps to ease the compulsor,y re-investment requirement 
for foreign . investors and broaden investment opportunities in the free trade 
zones are also being discussed. 

In recent months Yugoslavia has further intensified ties with the international 
banking and financial community. A major step for assisting joint investments 
in Yugoslavia 'ttas the creation in 1969 of the International Investment Cor
poration for Yueoslavia. This consortium, sponsored by the International 
Finance Corporation (IFC) and headquartered in London, is comprised of 
leading US, Western European, Japanese, and Yugoslav banks. It offers com
mercial banking services to investors in Yugoslavia and to act as a clearing
house for bringing foreign firms together vdth prospective Yugoslav partners. 

The IFC also has made an $8 million equity investment in the leading Yugoslav 
automobile w~nufacturer, as part of an expansion program in which Yugoslav
banks and a foreign industry are also investing. 

The Horld Bank continues to be active in financing Yugoslav projects. The 
more recent loans have been extended for modernization of teleconTI.unications 
($40 million), highvJay construction ($30 million). Loans for industrial 
expansion, railroad :construction and tourist infrastructure on the South 
Adriatic coast are pending. Total IBRD participation in Yugoslavia as of 
J.~arch 1, 1970 totalled $427.6 million. These credits offer opportunities 
for needs for bidding by US firms on the related projects. They also de
mcnstrate continuing confidence by the IBRD in the growth potential of 
the Yugoslav economy. 

Also of longer term significance to the US, including comn~rcial firms and 
banks, is the continuing close cooperation between Yugoslavia and international 
economic institutions such as OECD, GATT, International Monetary Fund and the 
UN Economic Commission for Europe. Horeover, Yugoslavia signed on Harch 19 
a new agreement with the European Economic Community on a new 
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three-year trade arrangement. This supersedes previous bilateral ar-
rangements and establishes a new trade framework based an MFN non-preferential 
principles. These econqmic ties should facilitate closer working relati~ns 
between Western and Yugoslav firms. 

The cumulative effec~ of these growing international links and Yugoslav 
investment incentives has been to ease greatly approacpes by American 
business to the Yugoslav goods and investment ·market. Knowledgeable 
Yugoslavs believe that despite 1969's disappointing trade performance, 
the time is ripe for a substantial increase in US-Yugoslav commercial
financial relations. The mutual interest in developing· these links was 
highlighted during tbe December 1969 visit of Commerce Secretar.y Stans, 
when concrete steps were discussed with the -highest levels of the Yugoslav 
Government. 

A negative indication for American suppliers is 1969•s structural shift 
in import growth from equipment, a field where American firms have traditionally 
done rather well, to raw materials and semi-manufactures, where the US market 
share has usually been low. There has also been a levelling off of investments 
in industry and ndning. A continU.ance of these trends, combined with the
hoped-for redu9tion in import demand through liquidity measures, could 
result in a lagging US export growth rate again in 1970. These problems 
are compounded by the growing competition from German, Italian and 
British suppliers. 

Areas of Special Interest 

As in the past US suppliers will find their best sales opportunities in 
the export industries, which under Yugoslav regulations, receive preferential 
treatment in foreign exchange availability. 

Construction of hotels and other t .ourist facilities is proceeding at an ac
celerating rate, providing makers of climate control., institutional cooking 
and Iftundry, hotel maintenance, and catering equipnent with first-rate o~ 
portuni ties. Interest is also extremely high in contacting American tourist 
consulting firms and in attracting American investment to participate in 
tourist macro-development projects. It also appears likely that steep 
increases in the domestic air fleet and passenger traffic (44% in 1969) 
will create new demands for airport technical, ground maintenance, and 
passenger service equipnent. 

The Yugoslav-EEC agreement permitting increased access for Yugoslav beef 
to the Italian and other West European markets, plus the increasing influx 
of foreign visitors, are expected to provide the stimulus for expansion 
and modernization of Yugoslav food processing. Best prospects appear to 
lie in complete equipment lines which combine meat proc~ssing1 deep freezing, 
weighing, packaging, and labelling. 
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Air conditioning, while meshing neatly with Yugoslavia's tourist boom and 
food processing needs, is also· being ~creasingly accepted as a highly 
desirable·feature in homes, offices, and factories. Commercial refrigeration., 
both as an element of the meat packing picture and in commercial deep freezing, 
plays a significant role in Yugoslavia's export and modernization .goals. 
Promising market . opport'W'lities have been uncovered for truck refrigeration 
and complete lines of equipment to freeze dinners (for home and institutional 
use), juices, and .vegetables. 

Mining machiner,y and related equipm,ent, already a strong suit for American 
suppliers, should provide increasingly good sales opportunities as mineral
rich Yugoslavia steps up the exploitation and exploration of new deposits. 
Particl,llar interest has been shown. in ~erican participation in the mining 
and process~g of nickel, antimony, aluminmn and manganese. 

The clear-cut trend toward higher real incomes and living standards has mani
fested itself in increased demand for consumer goods and convenience items., 
such as automobile maintenance ~d repair equipment, vending machines, 
laundromats., suparmarkets, .and many of the other acco~rements of an increa
sing~ affluent, consum.er-o.riented society. 

There has been a stea~ process of integration and mergers among Yugoslav 
firms in recent years -- over 2000 during 1965~1968. One of the purposes 
of the 1965 economic refor.m was to develop a competitive market environment 
where , only the efficient producers would succeed. Yugoslav businessmen are 
learning the value of modernization, production of scale, efficient management, 
and market research. ~s a result, Yugoslavs have a high interest in great~ 
expanding their use of market. and management consUltants -from the US, which 
has a strong reputation in these. fields. 



A 

® 

YUGOSLAVIA 

Republic boundary 

Autonomous area boundary 
Republic capital 

e· Autonomous area capital 

-+---+--+- Railroad 

20 40 60 80 Miles 

0 20 40 60 80 Kilometers 

ITALY 

38488 11-63 

HUNGARY 

·""'·· ~- r:.·· ,-.·-..,r··.....,· 
\ -

_ \'~:· • ,..· 
0

Subottca '\ 
~ .. --~ ~ - --~ ~·- . . , 
'· r~ Kiktndao •, 

t\ 
·-~ • ......,.. \ 0 Sombor ~ 

I VUJVOPI Ni\ 
Osijekd "-:J 

MAN 1 A 

i.. c· . 
~ .. ,;·"·· ·. ,.r-1 

:~ l ~~ · 

~, BULGARIA .,., 
') 

4. 



What's ~ · 
being published .. 
in the 
marketing field? 

Marketing Information Guide 
has the answers. 

A year's subscription brings you monthly summaries of from 150 to 200 
current magazine articles, industry reports, books, surveys, and other pub· 
lications, dealing mainly with the U.S. market, but including some intern a· 
tional reports in each issue. · 

Each review gives you a quick, concise summary of each publication . . . 
the price ... and where to buy it. 

Use the tool that more than 10,000 firms rely on for the newest marketing 
information. 

To start your subscription, return tlris reservation now. 

Mail to: Subscription Service, Rm. 2320 
U.S. Department of Commerce 
Washington, D.C. 20230 

DDGU #03 

Start sending me MARKETING INFORMATION GUIDE 
Enclosed $ _ _ . Send check or money order payable to the 
U.S. Department of Commerce. Or Charge Deposit Account 
No. ______ _ 

D $4.50 Annual D $5.75 Overseas Mail 

Nrune _______________________ ___ 

Address ------------------------

City, State, Zip ------------------





• 

Plt 1" t t th s 

MAfi·R'Jiu\U' Tito 

/ M1- • · t3 ibioic 

ederal !btecu.tiv OouacU 

/ .s • Tolla Gl'a.Dtilt Melllber 
• ikola lja.pic, er 
s. VojDa MiloTanoYic, Ad'ris 
• Braako M1lr.as1Dov1c 1 d.vis 

Feder l Sec:retaria t tor Firtance 

l 
;-' 

-:--
Mr. J rllco le, ederal Seoretar7 
Mr. Ante Zelie, De~J Federal Secretar,
Mr. R. D. Dodio1 Senior Adviser 
Mr. M. Zekuovic, Econolliat 

s. B. Joj1c1 Translator 

edaral Secretariat tor EconoJQ' 

v' , • orivoje Jel1c. ed«tal Secretary 

State Secreta:riat for Foreign Affairs 

• Hoacilo Pele , Head of Departaent 
Mr. o. povio, Aasiatant Head of Departaent 

ed:eral Plaan2 ng Institute 

/ Dr. Ri.kard St . jner, Director 

outi'¥'1 Oounoil of the S ot Serbia 

/ • M1lenko Bo3anio, President 
• Ikold.e 1 Vice President 
• 'r. naekallc, Haber ot the Execv.t.1ve Co'tlbeil 
• Y. Gaji.Dortc, Secretaey ot the loreip RelatioDa eo..tttee 



• 2 -

r • 
• 

/ • 1 

t sla · (IIGY) 

• Zor 

/ • 0 

tio 1 lavia 

j \ id t 

) 

11 



I 
/ / 

Jl'' 
I 

\.,/;. 

• • 

tr 10 

In titut. 

SAP of Voj ma 

ovi 

ukt"1 fl'ad aociation ot Lives ock - uc aDd Meat Pl'Oducts 
~ · . · actv 't' , ovl 

\ ; . T. luovljeY1 General · . 
\l .Mr . Lj. Kasikovic, Depu.v General a.Da8&r 
\: . • s. i't'ek1c 1 . il'JDan ot the ~kers • CouncU 

.( . icultur-1 ·i ut 1 ovi s d 
ii l ~ • T. Vr loY, Di'reoto:r 

I I - . J ( J tNl.t.T or Agr11nalitur . or Ho'Vi Sad 

\_ Prot. n.. sav:tc 

i 
,> 

l 
I r 

l 
I 

_} 

~ 0 • s. Reljin 

outive Council t 

• It. goe • Pre !dent 
• , Orvenkowld.1 Member 
• • lJIUDOV' M-n.ti.\'P 
• s .~ Hrietov, CbairJiatl ot the OflOid c Chamber ot the A s811bl.7 

ot e40Dia 
. . • • duli, Secretar7 of FiJ.Idce 

, M. Ja.lenld.1 eaident o~ the Aaaeabl.7· of \he C1 tr of Obr:Ld. 
• ! • Ivanovsk1, Gefteral Ma!lager ot the Inv .. t.Dt Baak, Slcoplje 
·• • Jan&vsk1, Director ot the Road J\md. of tbe SR of Macedord• 
• s. r1s, Vice Preaid.ent ot the Chaaber of lcOIJOIV ot Hacedord.a 
. . u ov, General MaZJager of the Cheadaal IJJduetr7 OBIS 1 Skoplje 
• G. Petroveld., eal er of the icultural Oollbille 

"Pel4COI11.1a" 1 Bitola 



-

Ae 

~ 11t tor ReconstrucUon 
nt ot koplje 

Mr. K • . u . .-;,.. ......... t for Regulation of River Vardar 

~~ Ex cut1ve CmllDC~Ll o the fit · t o tda H c goT.l.Da 

• E. Bl. 1 > al. 11aJWogtn' 
• l. S lNaa&iO, llepot7 <lelleral - ger 
• B. P1 1o, FiDaftcial n . ...-...~ 

/ • I. Pa , aeiatant 

the City 

ti tute •r oo l Pl8J1mas 
e'I":MJI:!IYilt Buk1 Sa.rajeTo 

~publ1c · Qhaa'ber t COJlDIIlt !ndJ tria ts (Bosnia> 8rC88C)V1Da) 

/ ( ~~ R· ~late• Vlc$ Pnaident o Republic.· Oball'ber of loODOIO" 
l • s. 'D. • Geaera.l Ma.Dastr ot theM~ and Meta.UUQ 
\ COabiae, Zeili 
\ • F. ld., . er of Ohemical and OU Ind tx-y HI&, 

Sar jeYO 
• LJ. OrupkoTic, Geileral Manager of ELEK omgos, Sarajevo 
• R, KrUJd.o1 Aa iatant Getle..-al Manager, Cellulose Faotor7, 

Ba.nja tuka 

Babin l'flk Ptoject 



• • 

:t.l 0 

terhatiotlal 

· <l1t7 ot Hercegnovi 
:~ Tito ad 
tor 

· OtCrot 

eoeptioa given b7 Pr Elid.ent of the Exec11tive OOlluaU 
e o C.roa.tia., • • Har&lD.iJa ,, 

• _ , RectOr Zagreb Univer itt 
• d. Eola:r, esideat of the a ly of tb Citq of Zagreb 
• V. spar vic,. . esident o~ tb er o:r Econollf ot the 

SR of croatia 
• V. . jkovi 1 Genu l ~tfanager of the Republican I»ti tute 

tor Social Plam1os 
• z. r 1 Ad.Yi er in Repu))J.icaa Etecu.tive Counoil 



i 
{ 

' . 

t Ccaaumlets 

• iro G ~av, l~e!lbE.r 

tor :velo 

6 -





Population: 19.9 m 
GNP Per Cap: $570 

IVa. 

Forestry I I 

DFC - YIB 
DFC II 
DFC Ill 

· l~dustry Modern. IV 

Power 

Tourism I - Portoroz 
Tourism II- Babin Kuk 
Tourism Ill 
Tourism IV 

Roads V 
Roads VI 
Roads VII 
Railways 

Water Supply Multipurpose I 
Water Supply - Multipurpose II 

Unallocated I 
Unallocated II 
Unallocated Ill 
Un.a 11 oca ted IV 

p & B 10/2/70 

YUGOSLAVIA - 5 YEAR LENDING PROGRAM 
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. / · 
I , ,., 
•. 

IBRD 92.0 75.0 100.0 75.C 75.0 

No. 4 4 5 4 3 

Total 
1964-68 

175.5 

5 

Total 
1969-73 

~ .. 
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UNDP (Special FUnd Projects for Yugoslavia) 

' 

Symbol Project 

- -
-- - ~ ·- - .. -· .· . -. 

YUG 1 
~LA VIA 

Instructor Training Cent1~s 

YUG 2 Pilot Land Reclamation 
Project on the Lm:cr 
Neretva 

YUG 3 Nuclear Research end 
Training in Agriculture 

YUG 4 Skopje Urban Plan 

YUG 5 Training Cent1~ for 
Building Construction 
Personnel, Skopje 

YUG 6 Studies on the Regulation 
and Control of the 
Vardar River 

YUG 7 Regulation e.nd Nar...agement 
of the Sava River 

....... , 
YUG 8 Physical Development Plan .,. 

for the South Adriatic 
Region 

YUG 9 Land Reclamation and 
Development in the 
Sava River Basin 

YUG 10 D:!velop!:.ent of Forestry 
and Forest Industries 

YUG 11 Centre for In~ustrial 
Org~~ization and Develop-
ment 

YUG 13 Physical D:!velopment Plan 
for the Northern 
Ad~iatic ~gion 

* Date of completion of field vork. 

'l:_j See footnote ~/, par;e 3. 

' ~/ Final eanr.arking. 
l 
1 
< 
l 

' 

l 
1 
! 
1 
f 
! 

Agency 

ILO 

FAO 

IAEA 

UN 

ILO 

UN 

UN 

UN 

FAO 

FAO 

muro 

UN 

Approved by Project 
Project costs 

Governing duration (US do1Jar equivalent) 

Cmmcll (years) Total Governing 
Council 11! 

earmarkings -

1959 4 7,1~53,481 935,98f-./ Hay 
Oct. 1963)~ 

~c. 196o 7-~ 3,932,100 1,037,100 

Hay 1962 3 1,752,400 546,4orft.l 
rec. 1966) i( 

June 1964 1 4,847,400 1,475,4ocft/ 
June 1966)·X 

2/ 
June 196!1 3 1,146,600 485,600-
Oct. 19~7) * 

June 1965 2! 6,102,300 l,h79,300 
July 1969) ~; 

June 1966 " 2 1,571,800 1,061,800 

Jan. 1967 3:} 2,979,400 1,114,400 

June 1968 3! 1,655,000 6oo,ooo 

Jan. 1969 3 2,311~~200 983,200 

Jan. 1970 3 2,357,100 932,100 

June 1970 2 2,961,300 394,300 

•" 
' •-. 

Government 
counterpart l/ 
contribution- l 

6,467,500 
r 

2;895,000 

1,2o6,ooo 

3,372,000 

661,000 

4,623,000 

r 
~ 

510,000 

1,865,000 

; 

I 
f 

1,055,000 

1,331,000 

1,425,000 

2,567,000 

I 
I 
i 
l 
' 



BANK LENDING TO YUGOSLAVIA BI HEPUBLICS AND PROVINCES 

($million) 

Loan Year Purpose Total Serbia Slovenia Crotia Bosnia and Montenegro Macedonia !osovo L! 
No. Amount Hercegovina 

20 1949 Industry (imports of 
timber working machinery) 2.7 0.3 0.3 0.9 1.0 0.1 0.1 

51 1951 Multipurpose (industry, 
agriculture, power, 
transport, forestry, 

28.0 10.4 1.8 4.4 11.2 0,2 fishery) 

73 1953 Multipurpose (see above) 30.0 6.0 7.4 2.8 12.4 0.2 0.1 

277 1961 Power (Senj) 30.0 4.0 0.7 20.4 3.3 1.6 

318 1962 Power (Bajina Basta) 30.0 22.0 3.0 3.0 2.0 

344 1963 Roads (Adriatic and 
Central Highways) 35.0 7.0 3.0 20.0 5.0 

361 1963 Rail (Sarajevo-Ploce) 35.0 3.0 32.0 

395 1964 Rail (modernization 
progr8111) fl. 70.0 26.7 10.1 18.7 7.0 7.5 

485 1967 Roads (2upanja-Opuzen) 10.0 1.0 9.0 

SoL 1967 Industry ('7 projects) 10.5 4.3 1.0 2.4 1.6 

531 1968 Rail (Belgrade-Bar) 50.0 30.0 20.0 

554 1968 Industry (10 projects) 16.0 11.0 4.6 0.4 

6o8 1969 Roads (Zagreb-Karlovac, 
Croatia; Gostiva-Kicevo, 
Macedonia; Vrnhika-
Postojna, Slovena 30.0 16.2 10.2 3.6 

65L 1970 Industry (3 projects) 18.5 12.3 6.2 

657 1970 Telecommunications 40.0 19.3 2.2 8.9 4.5 1.7 1.1 0.6 

678 1970 Roads (Sarajevo-Zenica, 
Bosnia/HerecegovinaJ 
Bar-Ulcinj, Montenegro; 
Belgrade-Novi Sad, 
Vojvodina; Pec-Pristina-
Nis, Kosovo) 40.0 4.4 16.,2 4.6 2.,2 

1. Total loans 475.7 15.3.4 5.3.6 100.9 99 • .3 .35.2 14.2 .).1 
of which (since 1965) (215.o) (77 .o) (27 .3) (27. 7) (32.L) (26.3) (6.3) (3.1) 

2. Per capital loans $2.3 $23 $26 $65 $9 $3 
GNP Ll!. $S80 

$30 Ll $.32 
$610 $1,090 $725 $360 $390 $380 $184 

3. Distribution ofa 

a, total loans 1~ .32 11 21 21 8 3 
b. loans since 1965 100% )6 1.3 13 15 12 3 
c. population 1969 

total = 20,351,000 • 100% 25 8 22 19 3 8 
d. GNP 1969 L!!, 

total = $11.8 billion = 100% 26 16 27 12 2 5 

LJ-
2 

Some sub projects involving Kos010and Vojvodina may be included under Serbia. 
72 Based on the location of the borrowing enterprise. 
zj For Greater Serbia - Serbia plus Kosovo and Vojvodina - per capita IBRD loans is $20.93. See L! above, 
ZJ±: IBRD estimate. 

1 
1 

6 

2 

Vojvodina /1 

1.1 

1.2 

1.7 

12.0 

16.0 
(lL. 9) 

$8 
$620 

3 
7 

9 

10 



Bank Lending by Sectors since 1961 

Transportation: Roads ($115 million) 

344-YU 

485-YU 

6o8-YU 

678-YU 

June 1963 $35 million 
(fully disbursed) 

February 1967 $10 million 

June 1969 

Hay 1970 

($1.3 million 
undisbursed) 

$30 million 
($25.2 million 
undisbursed) 

$1~0 million 
(construction to 
start shortly) 

The Proposed Fifth Highway Project 
(amount $40 million) will consist of: 

Transportation: Railways ($155 million) 

361-YU 

395-YU 

531-YU 

October 1963 $35 million 
(fully disbursed) 

December 1964 $70 million 
($16.9 million 
undisbursed) 

March 1968 $50 million 
($36.3 million 
undisbursed) 

Central and Adriatic Highways 

Zupanja-Opuzen (link between 
Central and Adria tic Highways} 

Zagreb-Karlovac (Croatia) 
Gostivar-Kicevo (Macedonia) 
Vrhnika-Postojna (Slovenia) 

Sarajevo-Zenica (Bosnia and 
Hercegovina) 

Bar-Ulcinj (Hontenegro) 
Belgrade-Nevi Sad (Serbia and 

Autonomous Province of Vojvodina) 
3 Sections of Nis-Pristina·-Pec 

(Serbia and Autonomous Province 
of' Kosovo) 

Pristina-Kosovo Polje (Kosovo) 
Skopje-Tetovo (Macedonia) 
Kicevo-Ohrid (Macedonia) 
Hoce-Levec (Slovenia) 
Postojna-Razdrto (Slovenia) 

Sarajevo-Ploce line 

Modernization of main lines 

Belgrade-Bar line 
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Industry ($45 million) 

504-YU July 1967 

554-YU August 1968 

654-YU January 1970 

$10.5 million 
($2.6 million 
undisbursed) 

$16 million 
($9.4 million 
undisbursed) 

$18.5 million 
($18.5 million 
undisbursed) 

Power ($60 million) 

277-YU 

318-YU 

February 1961 $30 million 
(fully disbursed) 

July 1962 $30 million 
(fully disbursed) 

Telecommunications ($40 million) 

657-YU February 1970 $40 million 
(Bidding to start 
soon) 

Seven subprojects: 
Kikinda - Iron foundry 
Lignosper - Plywood 
Ohis - Acrylic fibre 
Pretis - Ball bearings 
Sisak - Steel tubes 
Sladki - Paper and board 
Tam - Trucks 

Ten subprojects: 
Brest - Furniture 
ill1B - Automotive engines 
E.I. Nis -Electronics 
Elan - Sports equipment 
HTT - Textiles 
Novoles - Woodworking 
Sevojno ~ Copper mill 
Stol - Furniture 
Trepca - Lead Combine 
Victor Lenac - Shipyard 

Three subprojects: 
Zastava - Automobiles 
Sisak - Steel tubes 
Zmaj - vJhee ls and agr ic ul t ural 

machinery 

Senj Power Plant and 
Transmission Lines 

Bajina Basta Po-vTer Plant and 
Transmission Lines 

Hain long -distance transit · 
and international telecommunications 
systems 
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DECLASSIFIED 
APR 0 3 2013 

WBGARCIDVES 

COUNTRY PROOFi.AN PAPER 

CONFIDENTIAL 

EC/0/70-25/1 

EUROPE, l'"IIDDLE EAST AND l\01-tTH AFRICA DEP1..RTI·1ENT 

YUGOSLAVIA 

1969 population: 20.4 million 
1969 per capita GNP: $570 
Current population growth rate: 1% p.a. 
Current exchange rate: US $1 = 12.5 dinars 

A. Country Objectives 

Bank Lending ($ million) 
1964-68 1969-73 1971-75 

175.5 394·5 430.0 

1. Ba..£k ground - Yugoslavia is a federal state, fragmented by numerous 
mountain ranges, three official languages and three religious traditions. 
Six Republics and two autonomous regions in the Federation provide out
lets for strong regional loyalties inherited from earlier political 
divisions and great economic disparities. VJhile the northern and western 
parts of the countr,y are fairly advanced due to their close present eco
nomic and past political links with Central Europe (Austro-Hungarian 
empire), the central and southern parts, under Turkish. influence till the 
beginning of this centur,y, are still largely underdeveloped. 

2. After the second World War, the Eastern European commwrl.st system was 
introduced, but has evolved since into an extremely original socio-economic 
system characterized by the interpl~ of the concept of 11workers 1 self
management" and market-economy principles. The socialized sector com
prises the modern part of the economy including industrial enterprises, 
large farms, banks, trading firms and most service establishments. In 
this sector, society owns the means of production but the workers manage 
the enterprise in which they work and share its profits. More than half 
of the population is still in the private sector, which includes tradi
tional occupations, mainly small farmers, but also, within limits, handi
crafts, services and professions. The unique nature of the Yugoslav 
system prevents direct application of economic methods and systems proven 
in different environments. 

J. In its foreign policy, Yugoslavia has adopted a position of non
alignment although leanings to and relationship with the West, arising 
largely from economic reasons, have become stronger in the recent past. 
The country identifies itself with the Third World (it participated in 
the Algiers Conference where the "Group of 77" was formed), refused to 
became a member of Comecon, joined the GATT in 1966, participates actively 
in the OECD, and is contemplating association with the EEC. · 
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4. 1t~Jhile the Bank has close contacts with the Yugoslav administration 
and economic circles, the scarcity of contacts at the political level 
and the on-going transfers of power away from the Federation make pre
dictions about political developments difficult. As far as can be judged, 
the three main unifying factors are Harshall Ti to, the League of Communists 
and the Socialist Alliance, while the power of the Federal Government has 
become relatively small. 'rito (now 78) is widely respected and his inter
ventions are usually considered final decisions: whether this is due to 
his strong political position and immense personal prestige, or to his 
skill in supporting decisions already endorsed by a majority, is not 
altogether clear. 

5. The League of Communists has a limited membership (about 5 percent 
of the population) and has no power to pass or even introduce laws: 
these functions are performed solely by the Parliament, whos~ members 
are all elected from the ranks of the Socialist Alliance, the only mass 
party (with over 8 million members). The League makes its influence 
felt through its members, who occupy the most important positions in the 
Alliance. Both the League and the Alliance try to spread connnon objec
tives and policies and their influence on the implementation of decisions 
is great at all levels, especially in the Communes. Although both are 
attached to the Marxist ideology, they are very pragmatic in its appli
cation. They have evolved the present original social system, and have 
dampened the tendencies to secession by transferring power from the 
Federation to the Republics. The succession process is provided for 
in the Constitution and there is no specific reason to expect major 
policy changes after Tito•s departure. 

6. ~cent Economic Developmen~ - The 1965 Economic Reform restructured 
the economy by considerably reducing central administration of resources 
and establishing a market-oriented economy including profit-consciousness. 
During the period of consolidation of the reform, growth was slow,as had 
been expected, but in 1968 the Government decided to promote more rapid 
growth by expanding credit. 

1. The economy reacted quickly and entered a phase of vigorous expansion. 
Gross Domestic Product at constant prices, which had increased by less than 
1 percent in 1967, rose by about 4 percent in 1968 and by over 8 percent in 
1969. Demand, particularly for investment, rlhich had experienced a setback 
during 1967, expanded quickly and, despite the considerable rise in produc
tion, it soon outstripped supply. Prices, which had been fairly stable 
during most of 1968, began to increase at a faster rate towards the end of 
the year. This created a growing threat to the country's internal. financial 
stability causing the Government to revert again to a restrictive monetary 
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policy. However the impact of credit restrictions was delayed partly 
because of excess liquidity created in 1968, but also because they were 
not adequately supported by similar measures in the fields of fiscal and 
income policies. Economic activity therefore continued to eA~and and 
prices continued to rise in 1969 (the cost of living index rose by 8 per
cent). On the external side, limitations to rapid growth also became 
apparent. Even though foreign exchange earnings have developed excep
tionally well, rising by 16 percent in 1969, the7 were not ·able to keep 
pace with imports which rose by 19 percent. The current account deficit 
increased to a level that could probably not be sustained without creat
ing a serious debt problem. However, the Government expects that continued 
monetary restraint vdll be sufficient to slow down the rate of economic· 
grmvth and of import demand and thus to keep the balance of payments under 
control. 

8. Structural Chan es and Ad·ustment Problems - Recent economic develop
ments have clearly demonstrated that t e reform measures started in 1965 
have been successful. The decentralization of responsibilities for 
economic management,together with internal price adjustments, a reduction 
of taxes and some i~port liberalization, have encouraged enterprises to 
become more efficient. Stiffer competition both from within the country 
and from abroad led to mergers and other forms of cooperation among enter
prises with the aim of reducing costs through large-scale production and 
specialization. Greater efficiency and quality i~provements increased 
the international competitiveness of Yugoslav enterprises and stimulated 
exports particularly to the convertible area. Rising foreign exchange 
earnings together with credits obtained in the industrialized countries 
permitted larger imports of modern equipment and capital goods from the 
West. 

9. On the other hand, the rapid growth e:cperienced since 1968 and the 
stability problems associated with it brought into the open some structural 
weaknesses of the Yugoslav economy. Fundamentally, they reflect the fact 
that enterprises and banks which now carry the main responsibility for 
economic decisions have only limited experience ~dth a market-oriented 
economy while the legal and institutional framework td thin which they 
operate and through which their actions are coordinated, needs further 
improvement. Financial control and discipline within enterprises and the 
barucing system are still weak and the creditors have difficulty in enforcing 
their rights. Economic planning has been decentralized to an extent where 
sectoral and national coordination is becoming increasingly difficult. 
Economic management instruments such as monetary, fiscal and income policy 
need further strengthening ~rhile financial markets are still in a rudimen
tary stage of development. In short, while production has responded very 
favorably to the economic reforms, the necessary adjustments on the finan
cial side and in economic policy instruments are lagging behind. 



- 4 -

10. The Government is aware of these deficiencies and has initiated new 
legislation to enforce adequate financing arrangements for new investment 
projects, to strengthen the rights of creditors, and to facilitate the 
improvement or elimination of enterprises t-Thich make losses. The laws 
were passed by the National Assembly in December 1969, and can be expected 
to have a considerable impact on the financial discipline of enterprises 
and baru<s. Moreover, discussions are presently under way between the 
Government and representatives of bruLks and business associations to 
promote the development of money and capital markets, to reduce price 
controls further, and to strengthen fiscal and income policies. 

11. Further action and decisions are required particularly in the current 
year during which the next Five-Year Plan (1971-75) will be approved. 
Given the recent fragmentation in economic planning there is a need for 
countr,y ~i.Lde development plans for basic infrastructure activities such 
as t-rater, power, railways and roads, covering the next five years and, 
if possible, a longer period, together with the phasing of such invest
ments. This would require the creation of adequate coordinating mecha
nisms to ensure that the projects to be developed would be both profit
able and also fit into the overall requirements of the national economy. 
Related to this is the question of financing large-scale infrastructure 
projects which may become difficult after 1970 when tax resources for 
such purposes · are planned to be reduced except for projects in the less 
developed regions. There is need to review the problems connected vdth 
this change in financing including the question of price control on 
energy and railway freight tariffs: removal of price control would allow 
a higher proportion of investment to be undertaken directly by the enter
prises concerned. The review might also consider the desirability of 
requiring bariks to provide for infrastructure in their lending program. 

12. The recent economic legislation passed by the National Assembly has 
created some incentives for the floating of bonds. But the major obstacle 
to the formation of broad and effective financial markets, the ceiling 
for interest rates t-J'hich at present stands at 8 percent, has not been 
removed. This makes it very difficult to create attractive financial 
assets in an economy where the ~pportunity costs of capital are certainly 
higher than this interest ceiling . 

13. One further result of the increased efficiency brought about by 
the 1965 reforms, T~ras a rise in unemployment. The statistically high 
rate of unemployment in the socialized sector (9 percent), however, 
somewhat overstates the immediate urgency of this problem. In fact, 
less than one-fourth of the registered unemployed are without any occupa
tion or ean1ed income. Most of the others are either small farmers or 
members of agricultural hous_eholds who have applied for employment elsetvhere 
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to improve their economic position. This, of course, indicates that un
employment and particularly under-employment are still serious structural 
problems in rural areas, especially in the economically less developed 
regions where the small size of the modern sector and the higher rate of 
population growth tend to aggravate the situation. 

lL,. Solutions to the problems referred to in the preceding paragraphs 
will often not be easy since they have to take into account the parti
cular characteristics of the Yugoslav social and political system as 
well as the need for careful balance between the necessary degree of central 
direction and coordination on the one hand and strong regional and local 
interests on the other. This means that solutions found in other countries 
can hardly be copied. As in the past, they will have to be developed to 
fit the specific Yugoslav conditions. 

15. DeveloEment Objectives and Prospects - Since the 1965 Economic Reform 
the Government's development objectives have remained unchanged: to 
increase economic efficiency through improved resource allocation, rely
ing on market forces rather than central administration; to promote 
foreign exc:1ange earnings, especially from the convertible currency area, 
as a basis for future economic expansion; and to reduce inequalities in 
economic development between different regions of the country. Although 
the next Five-Year Plan for 1971-75 is still under preparation, it can 
be assumed that it v-1.11 reflect this development strategy. 

Medium-Term Macro-Economic Tar~ets /1 

1975 
Bank Projection 

Current level 
Unit (1969~ Absolute Growth Rate 

Gm' (at 1969 market prices) $ bln. 11.8 16.7 6% 
Population mln. 20.L1 21.7 1% 
GNP per capita (1969 prices) $ 570 760 5% 
Investment ratio % of GNP 28 28 
Exports of goods $ mln. l,L!-50 2,330 8.2% 
Imports of goods $ mln. 2,100 3,290 7.8% 
Net invisible receipts $ mln. h6o 870 11.2% 
Net medium and long-term 

capital inflovr $ mln. 200 150 
Export credits, net $ mln. -50 -80 
Debt-service ratio 23 21 

/1 There are no official targets available at present. The next Five-Year 
Plan (1971-75) is under preparation and will be approved later in the 
year. 
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16~ Prospects that these objectives can be successfully pursued in the 
future, are on the whole favorable. The skill and industriousness of the 
Yugoslav people, the countr.y's considerable natural resources and the 
proximity to the European industrial nations should guarantee a sustained 
impetus for expansion. There is a pressing need for further modernization 
and expansion of production facilities a~d infrastructure. Enterprises 
and government bodies have sizeable investment programs which they will 
carr,y out as soon as sufficient funds become available. However, overall 
economic grm~h will be limited by the availability of foreign exchange 
since investment and current production depend to a considerable extent 
on imports of equipment, components and raw materials particularly from 
the hard currency area. 

17. Between 1969 and 1975, gross earnings of convertible foreign exchange 
could rise at an average rate of 11 to 12 percent a year taking into 
account the fast rising trend of invisible earnings, especially from 
tourism (with 1969 earnings of $200 million) and workers remittances 
(whare 1969 receipts of $160 million are expected to grow up to $400 
million by 1975). Exports to bilateral countries, on the other hand, 
are unlikely to grow at more than 5 percent a year, mainly because of 
difficulties of expanding imports from that area. Total earnings of con
vertible and non-convertible exchange could therefore rise at some 9 per
cent a year. Assuming a moderate net inflow of loan capital in the 
order of $100 million a year, and taking into account the need for export 
financing and some accumulation of reserves, this would permit imports 
from the convertible currency area to grow at about 9 percent a year, 
~nd total imports at approximately 8 percent. Such an increase of 
imports would be consistent with a 6 percent growth rate of GDP. As 
the population is rising by only about 1 percent a year, prospects for 
further improvement in the standard of living and, to a lesser extent, 
of employment, are quite favorable. 

18. The 6 percent rise in GDP could be achieved with a lower investment 
rate in the directly productive sectors than in the past. Rapid and unsel
ective expansion of production facilities would add strongly to import 
demand which if not satisfied could lead to unused capacities and a less 
favorable cost structure. This would be particularly the case if new 
capacities were established in heavily import-dependent industries catering 
for the domestic market. On the other hand, there is still a great need 
for infrastructure investments which would strengthen the countr.y's com
petitive position in the longer run without immediately creating new pro
duction capacitiesL Overall investment rates should continue to be high 
and priority should be given to export industries and the development of 
Yugoslavia's infrastructure. 
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19. A high level of investment is likely to create considerable pressure 
on available resources, and economic ·management will have to guard cons
tantly against the danger of an over-heated economy. Any build-up of -
excess demand will be reflected in rising prices and will lead to spill
over into imports with serious implications for the balance of payments. 
The grot-rth of consumption will therefore have to be contained to maintain 
reasonable price stability and an adequate rate of national savings. 

20. In order to bring the per capita income of less developed regions 
more in line with the rest of the nation, the Government has created a 
Special Fund through which resources are transferred from the more advanced 
northern Republics to the poorer areas in the Center and South. The Fund 
is financed by taxation, its annual resources being equal to 1.85 percent 
of the national income, and the allocation to Republics is determined by 
the Federal Assembly on the basis of a number of crite.ria of which the 
most important is the level of per capita income. The allocation of the · 
Fund's resources within each underdeveloped region is left to the respec-
tive regional governments which usual~ channel them through local invest
ment banks. As this Fund may well be the main instrument of state eco
nomic intervention in the next Plan period, it would be advantageous for 
the Government to undertake a detailed review of its operations to ensure 
that resources are devoted to the more important projects. 

21. Summing up, the following policy objectives are considered of prim
ary importance to deal with Yugoslavia's development problems: 

(a) Continuing efforts to increase foreign exchange earnings 
from the convertible currency area through fUrther 
improvements in the international competitiveness of 
Yugoslav goods and services. 

(b) Careful management of the balance of payments and external 
debt obligations, in order to avoid liquidity crises harm
ful to sustained economic growth l encouragement of 
foreign private capital inflow. 

(c) Effective fiscal, monetary and incomes policy measures to 
contain internal inflationar,y pressures. 

(d) Increased emphasis on infrastructure development to stren
gthen the countryts long-tem growth potential. 

(e) Special efforts to deal with the problems of less developed 
regions. 

(f) Improvement of overall investment planning and intrasectoral 
coordination and policies. 

(g) Improvement of financing mechanisms, particularly to help 
channel investible funds into priority sectors and projects. 
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B. Economic Sectors 

Sectoral Tarr:ets 

Unit 1969 1975 - Bank Projections !/ 
Absolute 

Manufacturin~ and 
£-lining 

Value added ($ mln.) 3,300 5,.500 
Exports ($ mln.) 1,170 1,910 

-Power 

Total production (m1n. of kwh.) 23,100 45,600 

A~:riculture 

Value added ($ mln.) 2,060 2,450 
Exports ($ mln.) 280 h20 

Transport 

Railways: 
Freight (mln. ton/km) 17,.500 22,000 
Passengers (mln. passenger/!.o{m) 10,100 10,100 

Highways: 
Freight (mln. ton/km) 16,680 ~.0,000 
Passengers (mln. passenger /1cm) 27,000 5h,OOO 

Tourism 

Number of nights ( 1000) 22,500 L.L.,325 
Gross foreign 

exchange 
earnings (;$ mln.) 240 .525 

1/ In the absence of an up-to-date Plan, these targets are very 
- tentative. The next P·1an (1971-75) will be ready by the end 

of the year. 

Growth 
Rate 

8 
8.5 

12 

3 
7 

4 
0 

16 
12 

12 

11+ 
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22. I~~dust;r - Yugoslav development strategy has given industrialization 
a leading role since the Second World War and the industrial sector, which 
was relatively small before the war, is now the most important one both in 
terms of production and exports. In 1968, it accounted for 31 percent of 
GDP and 80 percent of commodity exports. Industry also provides by far the 
largest share of employment in the socialized modern sector (close to 40 
percent) although - due to the large labor reserves in agriculture - it 
employs only about 15 percent of the countr,y's active population. 

23. Industrial policies since the mid 1960 r s have been designed to improve 
the efficiency of enterprises and the quality of their products. As a 
result of these policies and measures, the international competitiveness of 
Yugoslav enterprises has improved, and exports, especially of components, 
semi-finished products and consumer goods, have risen remarkably. Foreign 
firms provided technical assistance, market outlets, credit and in some 
instances even risk capital. 

24o As in the past, industry will have to make a major contribution to 
Yugoslavia 1 s future economic growth. Since ~..,vestment decisions are largely 
taken by existing firms and regional banks, resource allocation will essen
tially be left to market forces, and the more profitable enterprises, which 
also have the highest credit standing with local ba..~s, will tend to expand 
faster than others. This implies that industrial growth will be concentrated 
in the more developed northern parts of the country. But the Government is 
making a special effort - through the Fund for Underdev·eloped Regions - to 
promote industrialization in the poorer areas. Since manpower appears to 
be a less critical bottleneck than imports, Government policy tiill have to 
focus on synchronizing industrial expansion with the balance of payments 
constraint. EJq>ort industries will require continued encouragement to broaden 
the foreign exchange base as fast as possible. In a market-oriented econ~ 
this · implies that a realistic exchange rate (the present one nur~ be slightly 
over-valued with regard to industrial exports) has to be maintained. In 
addition, exports could be supported by credits especially from the Federal 
Export Credit Fund which, so far, has had insufficient resources to satisf.y 
Yugoslav exporters' demands. Cooperation with foreign firms should be 
expanded in order to introduce more advanced technology and to provide fur- -
ther access to foreign markets. Conditions to attract direct foreign invest
ment need to be improvedo This will require clarification of legal rights 
of foreign investors and more generous guarantees for profit transfers. 
Joint ventures to establish import-based industries such as asse.mb~ operations 
should not be encouraged unless the agreement provides that imports of parts 
will be offset by exports of locally manufactured components. As exports 
expand there will be more scope · for import liberalization. This would not 
only improve the supply of foreign equipment and raw materials but also 
increase competition in Yugoslav markets. 

25. Power - As a result of rationalization measures introduced in the past 
few years·; tariffs are presently set at levels which should permit adequate 
internal cash generation, and regional associations of enterprises are 
emerging as the new econom.i.c and technical units in the sector, thus over-
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coming the proliferation of enterprises in the past. A 12 percent annual 
growth rate target over the period 1971-1975 would seem warranted and 
attainable. The right balance has yet to be found between the presently 
emphasized regional autonomy and optimal national development: difficulties 
may result for investments in some areas (e.g. Macedonia) and nationtvide 
planning of new facilities (especially transmission lines across Republican 
borders). 

26. Agricultur~ - In 1968, agriculture still employed about SO percent of 
economically active persons, produced some 19 percent of GDP, and supplied 
16 percent of the total value of commodity exports. Agricultural production 
expanded at an average of about 3 to 4 percent annually during the l960•s. 
It has notrr reached a level where the country is self-sufficient in most 
foodstuffs. Further increases in output vdll be limited by the growth of 
domestic demand and by export possibilities. Local demand for staple foods 
will rise only slowly, due to low p~pulation growth. Demand for livestock 
products and other high value foodstuffs is likely to increase faster because 
of the rising GNP per capita and the growing number of tourists. 

27. The main agricultural export is beef, most of which is sold to Italy. 
Meat exports grew rapidly until 1968, when they fell due to a large increase 
of protective duties by the EEC. The Government is presently negotiating with 
the EEC for a reduction of import duties. There are indications that these 
discussions -v1ill be successful. In this case, Yugoslav meat exports to the 
EEC would increase again in the early 1970's. The outlook for other agri
cultural exports is varied. There are good prospects for exporting more 
processed fruit and vegetables to the European market, provided production 
and processing facilities can be expanded. Corn, the country' s largest grain 
crop, has already become an important export to Eur~pean markets but the 
competitive position of Yugoslav producers is weak and in Italy, the major 
EEC market for corn, Yugoslavia is at a disadvantage due to special levy 
regulations. 

28. The saturation of local markets with basic staple food, the continuing 
urbanization of the population, expanding tourism and the sophisticated 
requirements of the export marltet will place considerable strain on the 
distribution system and processing facilities and may pose a more formidable 
task than output expansion. Requirements of the market will also determine, 
to a much greater degree than in the past, production patterns and plans. 

29. The fact that two of the country's principal export commodities, beef 
and corn, have run into foreign market problems tdll affect the rural 
economy adversely unless the current negotiations with the EEC are successful. 
Internally, producers find themselves in a cost-price squeeze since minimum 
and g\laranteed prices have not been raised in the last two to three years 
while costs increased considerably. Hence, the outlook for agriculture is 
somewhat uncertain. As prices are unlikely to be raised in the near future, 
measures will have to be taken further to improve production efficiency and 
to expand investment in processing and marketing facilities. Such a policy 
will be difficult to implement at a time when profits are declining, and 
pressures for increasing Government assistance for the agricultural sector 
are likely to build up. 
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30. Transport - The substantial gret-rth and the liberalization of the Yugocllav 
economy in the past decade have generated a substantial increase and a 
structural change in the demand for transport, characterized by a rapid 
growth in road transport and a shift away from almost complete reliance upon 
the railways. Improvements to the transportation network have been insuffi
cient because of shortage of funds and institutional changes. The decentral
ization introduced by the Economic Reform has shifted responsibility for the 
maintenance and development of the road and rail networks from the Federal 
Government to the Republics and the transport enterprises, without ensuring 
that new institutions could take over these tasks financially and operationally. 
The Federal administration staff is now inadequate to handle efficiently policy 
issues and to provide the support and supervision needed for the preparation 
and implementation of major investment projects. The Bank has urged the 
Government that the Federal staff be re-strengthened. 

31. To face current needs and the high rate of future traffic increase, the 
roads require considerable investment and maintenance expenditures. Further
more, decentralization has caused problems, mainly in the areas of staffing 
and coordination. The regional Road Funds and Road Councils have made pro
gress during the past year in strengthening their staffs. Some measures have 
also been taken to improve coordination, but more needs to be done to reduce 
duplication and increase standards in highway research. In this connection, 
the authorities are considering the feasibility of establishing a "Community 
of Road Fundsu, or a similar alternative, as a central bureau for data col
lection and highv1ay research. The Bank is advising the Government on these 
matters. 

32. The railways have experienced a decline in net revenue and, in three of 
the Republics, are faced with major financial difficulties which are delaying 
by about three years the modernization of the main lines, which the Bank is 
helping to finance through a loan made in 196h. There is a clear need for 
the railways to strengthen central management, adjust tariffs and obtain 
funds for capital investment from the Federal and Regional governments. 

33. Tourism- Since 1962, Yugoslavia's earnings from tourism have expanded 
at approximately 25 percent per year. Continued expansion at 15-20 percent 
per annum for the next five years can be expected. The bulk of foreign 
tourism is concentrated in the seaside resorts along the Adriatic and most 
of the expansion expected in the future will still take place there. However, 
several studies have been undertaken to examine the possibilities of diver
sifying tourism through the development of mountaineering, winter sports and 
health resorts. Both the Federal and Republican governments are giving high 
priority to the development of this sector. 

34. Limited availability of tourist facilities is likely to be the main 
constraint. The increase in accommodation, though large, has not kept pace 
with the expansion in tourist demand. Substantial investment to provide 
suitable accommodation (hotels, motels, autocamps) together with catering, 
entertainment and other facilities (roads, water supply and sewerage) will 
be necessary. The Yugoslav authorities seem inclined to promote the creation 



- 12 -

of "tourist co~plexes" where a planned and coordinated investment program 
can be developed to provide all necessary facilities. These large com
plexes (2,000-10, 000 beds) represent an attempt to organize tourism on 
an industrial scale and are particularly suited to foreign financing. 
The Bank has presently three such complexes ·under review. 
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C. External Aid 

35. Decline in Official Aid - The net inflm1 of medium and long term capital 
averaged $150-$200 million over the last five years. During this time there 
has been a significant shift in the sources of foreign capital. Long-term 
official loans, which played a dominant role until 1967, have since become 
less important. To a large extent this was due to the discontinuation of 
PL J-J.80 loans which became superfluous after the country reached self-suffici
ency in basic foodstuffs. Repayments on official loans are now about equal 
to net-T disbursements and the outstanding obligations show little change. 
The emerging gap has largely been filled by medium-term credits from suppliers 
and foreign banks which have become the main source of financing Yugoslavia's 
external capital requirements. In 1968, such credits accounted for over 
70 percent of total net capital inflotrrs, and in 1969 their share Has probably 
even higher. 

Net Inflow of Medium and Long-term Foreisn CaEital 
U.S. $million) 

196S 1966 1967 1968 

Official capital 121 120 66 39 
USA 107 116 33 25 
Other Hestern countries -10 -3 13 -13 
Eastern countries -10 -12 9 11 
International organizations 3h 19 11 16 

Private capital 42 84 85 102 

Total capital 163 20h 151 141 

36. The drastic shift in t he sources of foreign capital from long-term offi
cial loans to medium-term suppliers' credit has led to a fast increase in 
Yugoslavia's exte+nal debt service obligations, placing a heavy burden on 
her balance of payments despite rapidly rising external earnings. At the 
end of 1968, more than half of the total external debt trri th the convertible 
currency area - $2 billion 1/ - was medium-term debt. Service payments, 
particularly for amortization, are therefore high, having reached some 
19 percent of convertible exchange earnings in 1968, and an estimated 
23 percent in 1969. 

37. Future Sources of Aid -For the next few years, there is little prospect 
that Yugoslavia will obtain bilateral aid on a significant scale. Some loans 

1/ There were also some debts with bilateral countries which, however, 
- are neglected in this context, as Yugoslavia 1 s trading position with 

the non-convertible currency area is strong, and servicing of these 
debts does not raise problems. 



- 14-

may be made by Germany and to a lesser extent Italy. But such aid is un~ 
likely to reach more than a fraction of the amounts available to the countr,y 
some years ago despite strong efforts made by the Yugoslav Government to 
obtain more bilateral loans. In addition, the Yugoslav Government has, 
in present circumstances, little hope to be able to float bonds on the major 
western capital markets. The main source for official long-term capital 
will therefore be the IBRD. According to the lending program, the Bank 
will commit about $530 million during 1970-75; net disbursements are expected 
to reach some $340 million in this period compared to $139 million during 
1964-69. But even the expected increase in disbursements from Bank loans 
will do little more than offset the net repayments of bilateral loans 
($270 million during 1970-75). Given this situation and assuming an average 
net inflmv of loan capital of about $600 million between 1970 and 1975, 
which under the circumstances will have to be financed mainly by suppliers• 
credits ($530 million), the countr,y's debt structure will became even more 
unfavorable in the future, and debt service payments can be expected to 
rise faster than the total amount of debt. Thus, even with fast growing 
exchange earnings, the debt service ratio is likely to remain above 20 per
cent by 1975. 

38. On the above assumptions ,Yugoslavia's external net loan capital 
inflow would average $100 million per year. As repayment obligations are 
high, gross disbursements from foreign loans would have to rise from some 
$400 million in 1970 to about $600 million in the mid 1970's. Total gross 
disbursements tvould thus add up to $2.9 billion for the six years 1970-75 
of which the Bank would contribute some $400 million (14 percent), and 
bilateral aid about $180 million (9 percent). The remaining $2.3 billion 
(77 percent) would have to be raised through suppliers' credits and com-
mercial bank loans. 

39. One possibility of obtaining addit~onal long-term capital on terms less 
burdensome to the balance of payments would be to attract foreign private 
investment on a larger scale. The Government has encouraged such capital 
flows by special legislation enacted in 1967, and foreign companies have 
shown considerable interest in establishing themselves in the fast growing 
Yugoslav market. But actual investments have been disappointing so far; by 
the end of 1969 only 14 joint ventures had been signed between foreign and 
local enterprises committing the former to invest $43 million. The main 
reason for the reluctance of foreign private firms to invest on a larger 
scale is that the present Yugoslav law regulating such investments is still 
cons:tdered by foreign investors to be too restrictive on questions of manage
ment control and transfer of profits. There is also a general lack of under
standing of Yugoslav economic and social conditions on the part of foreign 
private firms which makes them reluctant to place riSk capital in a socialist 
country. In order to familiarize potential foreign investors with the 
situation in Yugoslavia and to advise the Yugoslav authorities on improve
ments in the foreign investment legislation, a promoting agency, the 
International Investment Corporation for Yugoslavia, was recently established 
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by a group of Yugoslav and foreign banks and IFC, to act as an intennediar""cf 
for direct foreign investments. 

40. Creditworthiness - Yugoslavia's past debt servicing record has been 
satisfactory although some rescheduling was required in 1965 and 1968. 
Recent decentralization measures have somewhat weakened the Government's 
control over external debts, and present arrangements to regulate the 
expansion of debt obligations have yet to be tried in a difficult situation. 
On the basis of our assumptions - gross Barut lending of $430 million during 
1971-75 and a net inflow of foreign loans not exceeding $100 million a year -
the debt service ratio would be slightly lower in 1975 ( 21 percent) than in 
1969 ( 23 percent) • The amount of Bank loans outstanding would increase from 
$330 million to $750 million during this period and their share in total 
debt would rise from 16 percent to 25 percent (see Table below). However, 
due to the favorable conditions of Bank loans, service payments for such loans 
would account for only about 8 percent of the total service payments in 1975 
(6 percent in 1969). The country should therefore have no difficulty 
servicing Bank loans in the future. Considering, in addition, the success 
of recent economic reforms and the favorable growth prospects, particularly 
for export earnings, Yugoslavia is held creditworthy for further Bank 
lending. 

External Debt Projections 

($ million; convertible currencies only) 

Total debt outstanding (including 
undisbursed) 

Publicly held debt 
of which IBRD 

Privately held debt 

Bank 1 s share in total 

Bank's share in service payments 

2,109 

909 
(303) 

1,200 

16 

6 

3,034 

1,034 
(750) 

2,000 

25 

8 
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D. The Bank Plan 

41. General - The major objectives of the Bank 1 s lending program are 
(a) to alleviate Yugoslavia's shortage of convertible foreign exchange, 
which is the major constraint to economic growth, by providing a signi
ficant portion of the required inflow of external capital and helping to 
increase export earnings; {b) to accelerate development in the lesser 
developed regions of the country; and (c) to promote structural reforms 
in major sectors of the econ~ primarily through better coordination of 
development efforts. 

L~2. Given the encouraging progress made with the Economic Reform, and the 
difficulty of raising funds on favorable terms from other external sources, 
the Bank should be, at least over the medium-run, the major external contri
butor of capital. At a later stage, Yugoslavia should be able to substitute 
increasingly other long-term sources of capital. The present Bank lending 
program envisages a participation in average ~~ual amounts of around 
$90 million. IJSnding of this order of magnitude 1-1ould contribute substan
tially to a more balanced structure of Yugoslavia's debt. A major assumption 
underlying the program is that a reasonable proportion of local currency 
financing will continue to be justified. The foreign exchange component, 
particularly for infrastructure projects and tourism, is relatively low. 
Yugoslav contractors are becoming increasingly competitive and even sucess
fully participate in international bidding for projects in various other 
developing countries. To limit lending to foreign expenditures would lower 
the Bank's participation in infrastructure and tourism projects to about 
15-20 percent which would give the Bank too little leverage to exercise 
the required influence on project implementation and sector policies. In 
addition, if the Bank were to confine its lending merely to the financing 
of foreign expenditures, the size and the impact of our lending would 
result in endangering the objective stated under (a) in paragraph 41 above. 

43 • Inasmuch as shortage of foreign exchange is one of the main constraints 
to fast economic grm-lth in Yugoslavia, all possibilities of increasing export 
earnings should be explored. At present, Yugoslav manufacturers have to 
forego export opportunities because they are not able to provide credit ter:ms 
as favorable as their competitors 1,and more adequate credit facilities could 
have a considerable impact on the country's export performance. In addition, 
such credit as Yugoslavia is able to give to its exports is straining the 
balance of payments. The Yugoslavs have asked whether the Bank could con
sider financing export credits. 11Je expect to receive an informal expose 
on this question but the Yugoslavs are aware that this raises difficult 
issues of principle in the Bank. 
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44. Less Developed Areas - The trend tow·ards the building up of the 11Fund 
for Lesser Developed Regions and Republics11 (cf. paragraph 20) as a regional 
development institution, acting on the basis of economic priorities, could 
be asserted by Bank guidance and financial assistance. At the same time, 
the existence of an efficiently managed regional development institution 
would help us to select those projects for which the Bank would be most 
useful. The Fund is financed by taxation, its armual resources being equal 
to about 1.9 percent of GNP, and the allocation to regions is determined 
mainly on the basis of per capita income. After 1970, public funds for 
infrastructure development and for modernization of industr,y in the less 
developed regions are expected to be channeled mainly through the Fund 
and direct budgetar,y allocations, from federal as well as republic sources 
for specific projects would gradually be phased out. 

45. The multi-purpose project scheduled for FY 1971 is being prepared by 
Yugoslav consultants with FAO assistance. It will provide an opportunity 
to examine the Fund as a possible channel for financing projects in the less 
developed regions. In the fall of this year, when the new Five-Year Plan 
(1971-75) will be ready, the Government's policy towards these areas tiill 
be defined, and it should be possible to determine whether the Bank could 
finance further projects in the less developed regions. 

46. To provide for the possibility of financing projects in less developed 
areas and of lending to assist exports, either through loans to export
oriented industries or in other v:rays, the program includes one unallocated 
operation in each of the fiscal years 1972-1975. No difficulty is expected 
in finding suitable projects. 

47. Coordinn~~~ and Sect~ral Policy- The need for structural reforms in 
major sectors of the economy arises out of the Government's decentralization 
policy discussed earlier. The Bank can play a significant role in ensuring 
that proper measures for countr.y-wide coordination are gradually taken and 
sectoral policies improved in conjunction with its lending for transport, 
industry and tourism. These are the sectors of principal concentration in 
the lending program, since they are considered pivotal to future economic 
gro~:rth and most in need of assistance beyond the mere providing of finance. 

48. Transport - Transportation, particularly roads, is increasingly inade
quate both as to physical facilities and policies. The Bank's insistence 
on necessary reforms on the occasion of the Third and proposed Fourth High
way Projects is, however, already shmdng results. In particular, progress 
has been made in the field of project preparation. In order to maintain 
the momentum, further lending for roads has been included in the lending 
program. The loan scheduled for FY 1970 would be the second tranche of a 
large program, submitted by the Government in 1968. The first tranche was 
financed in FY 1969, and the third is scheduled for FY 1971. Since the 
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iraplementation of the road projects financed in FY 1969-71 will impose 
heavy burdens on the budget of the various Republics, the next loan for 
roads is scheduled for FY 1973 to be followed by a further operation in 
FY 1974, both for an amount of $30 million. 

it.9. Lendir..g for railways has been postponed till FY 1975, since the execu
tion of the railway modernization program has run into difficulties and 
is not expected to be completed until 1973. Hov1ever, new funds, mainly for 
rolling stock, will be needed as early as 1972, and if perfonnance improves, 
we ,;-rould be ready to consider advancing by two or three years the loan 
proposed for 1975. In that case, we would make necessary adjustments in 
the rest of the lending program for the respective years. 

So. Considering past and planned Bank lending for the transport sector 
and its importance for the development of the economy, it would be desirable 
to complete our knowledge, particularly as to the effects of the recent 
decentralization process on all modes of transport. If staff is available, 
this would be undertaken by a sector mission, early this surmner, before the 
draft of the new Five-Year Plan (1971-75) is submitted to the Federal 
Assembly. The mission would also be able to review the investment targets 
for the transport sector, the proposed means of improving coordination and to 
make suggestions to the Government with respect to sector policies. 

51. Industry - Industry has become the major economic activity over the 
past two decades and will be spearheading development in the future. Large 
investments with a high import component have to be made to pennit further 
expansion, modernization, and specialization. The main elements of the 
Bank's strategy for industry are: (a) loans to a development finance com
pany; (b) direct loans for large industrial projects; and (c) industrial 
subsector studies. The development finance campaqy is probably the Yugoslav 
Investment Bam~, which the Bank would assist in developing the proper 
appraisal techniques, follow-up procedures and supervision. Lending to 
that institution should perhaps be earmarked for specific subsectors and 
linked with specific policy improvements. The large industrial project 
provided for in the lending program (FY 1974) must still be identified. 
It could emerge from the study of the steel industry lvhich will be carried 
out by the Goverrunent perhaps with the help of consultants. The studies 
of other subsectors must still be discussed with the Government. 

52. Pov;rer - The Bank could perform a useful role in encouraging the 
authorities to improve further the institutional set-up of this by and large 
well planned and administered sector. The entire sector is being re-examined 
by the Yugoslavs,and the Bank, through a review of the sector in early 
FY 1971, will help them formulate new sector policies as a prelude to a 
power project anticipated for FY 1972 but still unidentified. 
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53 • Tourism - Tourism has considerable further potential and will be of 
particular importance during the coming years to help cover the deficit in 
the trade balance with the convertible currency area. The program includes 
three projects, which are already identified. These projects represent 
comparatively small amounts, but most of the Bank lending for roads will 
also benefit the development of tourism since these roads will open up 
import ant tourist areas. 

5L. . An additional long-term objective of the Bank's lending program would 
be to help the Government strengthen its macro-economic management. The 
size of the program will enable the Bank to encourage the Government to 
proceed with the policies recommended in paragraph 21. Some of these 
matters can best be raised at the occasion of specific lending operations, 
e.g. the interest rate question in connection 1~th the DFC lending and 
questions of investment planning and sectoral policies in connection with 
lending for highways. 

55. If more Bank resources could be devoted to Yugoslavia, lending for 
foreign currency requirements of industr.y could be increased without great 
difficulty. .Another way 1-rould be to raise the amounts set aside for trans
portation and tourism, but this would imply an increase in local currency 
financing. If the amounts under 11 Unallocated11 , which are tentatively 
set aside for assisting export industries and less developed regions, could 
not be utilized for those purposes, lending for the development finance 
company and industry could be increased. 

56. Being presently the main source of external long-term capital for 
Yugoslavia,the Balli~ has a clear interest in exploring the possibilities of 
opening up other sources of external finance. The Bank Group will work 
closely with the recently established International Investment Corporation 
for Yugoslavia. He shall also assist the Yugoslavs in exploring the 
possibility of a private bond issue, possibly simultaneously with a Bank 
loan to Yugoslavia. Finally, the possibility of other forms of joint 
financing will be examined in appropriate cases. 

Attachments: 1 - Yugoslavia - Actual and Proposed Lending Through FY 1975 
2 - 5-Year Economic Development Program. 

Europe, :Hiddle East and North Africa Department 
February 20, 1970 



Populat ion: ;:>0 .4 millioo YUOOSLAVIA - ACTUAL AHD PROPre!Il LEII>IHG THROO<Jf IT 1975 
Per Cap. GNP: $570 ($ ilfi!on) 

through Total Total Total 
Projects 1963 1964 ~ 1966 1967 1968 1969 1970 1971 !2E 1973 1974 !212 1964-68 1969-73 1971-75 

Forestry - IBRD I - II 2.7 5.0 

Communications 40.0 

DFC I (Yug. Inv. Bank) 20.0 
DFC II 25.0 
DFC III 30.0 

Industry Modern. I 10.5 
Industry Modern. II 16.0 
Indul6try Modern. III 18.5 
Industry Modern. IV 20.0 

Power I - II 60.0 
Power III 20.0 

Tourism I 10.0 
Tourism II 10.0 
Tourism III 15.0 

Roads I (Adriatic Hwy) 35.0 
Roads II ( Central Hwy) 10.0 
Roads III 30.0 
Ro;.ds ~ 40.0 
Roads V 30.0 
Roads VI 30.0 
Rr>~1ds VII 30.0 

Railways I (Sarajevo-Ploce) 35.0 
Railways II (Mod. Program} 70.0 
Railways III (Belgrade-Bar) 50.0 
Railways IV 30.0 

Multipurpose I 25.0 
Multipurpose II 25.0 

General Development 
I and II 58.0 

Unallocated I * 25.0 
Unallocated II * 25.0 
Unallocated Ill * 25.0 
Unallocated rl * 30.0 

TOTAL (all IBRD) 155.7 35.0 70.0 10.0 60.5 46.0 98.5 85.0 Bo.o 65.0 90.0 90.0 175.5 394.5 430. 0 

No. 6 1 1 1 2 2 3 4 4 4 4 3 5 17 19 

IBRD loans outstanding 
- incl. undisbursed 138 170 237 233 248 307 330 420 500 545 610 685 750 
- excl. undisbursed 64 114 149 155 178 194 216 26o 314 378 440 500 560 

* Lending for Elcport-oriented Industries and Projects in Underd.ev.loped Regions 



Population - growth rate •• 
birth rate •• , • 

Price Change - c.o.l. index , • , •• 
exchange rate (dinar) 

Means of ~t - change • • • 

OIIP at factor cost; 1964 prices - Total • 
/b per capita 

GNP at constant market prices :-Hal growth rate 

GDP at current market prices - Total 

Production Growth (real) - agriculture 
food per capita 
manufacturing 

GDP by Branch - agriculture . 
mining 
manufacturing L!!· 
construction • . 
transport & c0J1111Ullication • 
public admin. & defense • 
other branches 

Resource Gap 

Net Factor Payments . 

National Saving - private • 
public 

Total • 

Marginsl Saving Rete 

ConsUIIIPtion - private . 
public 

Total • 

Exports of Goods ani Sarvices 
Imports of Goods and Services 

Net Goods and Services 

Interest on Public Debt, Gross: Outflow (-) •. 
Other b'actor Income, Net: Outflow (-) /.!.. • 

Net Factor Income: Outflow (-) a . 
CURRENT SURPLUS(+) DEFICIT(-) • 

Net Transfers 
Long Term Private Capital, Net inflow • 
Long Term Public Capital, Gross inflow 

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

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

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

Foreign Exchange Reserves, Net - Total . • 
/f 

Foreign Exch. Reserves, Gross"":'" govt. entities 
conn. banks • 

Total 

External Debt •••• 
Debt Service RstioL&, 
Export Price Index 

Central Government - Current revenue 
Current expenditure 

Saving •• 

Capital revenue 
Capital expenditure •• 

Sllrplus(+) Deficit(-) 

Militar,y expenditure .•••••••.•• 
Education - expenditure (general government) 

school enrol. , priJn&ly & second. 
literacy rate, adult • • • • . • 

Tax Revenue (general government) •••••• 
Public Saving <• of public fixed investment) 

Gross Investment - private fixed • 
public fixed L!!· 
increase in stocke • 

Total 

Finance of Invesbnent - National saving • 
Foreign capital • 

private 
public 

Total 
Change in reserves 

Public Invesbnent by Sector - agriculture Li,. 
indul!ltryL,i ••• 

~:=~25:::. 
transport& tionL!!!. 
telecoiiiiiUll. 
education • 
health 
other • 

S-YBAR ECONOMIC DBVBLOPMBNT PROGRAM~ 
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THE YlJGOSLA V ENTERPRISE. 

1. The Yugoslav desire to achieve political independence from the Soviet 
world has been accomparued from the beginning of the postwar period by a 
tendency to experiment with net-7 economic and political institutions. The 
growing trend to emphasize local administration and to decrease the power 
of the state was introduced partly, it appears, to serve as an ideological 
weapon against the Stalinist central monopoly of power. The Marxist 
theme of the "withering away of the state" has been stressed and skilfully 
exploited. It is stated that the primary unit of self-government is the 
commune (roughly comparable to a municipality and only remotely related 
to the Chinese concept of a commune). The people who live and work 
within the boundaries of the commune ar.e responsible for making the 
decisions on economic, educational, health, recreational, and other 
matters for the area. Only when the local commune is unable to solve a 
problem are bodies covering larger territorial units to be called upon: 
district, republican, and finally federal assemblies. 

2. To ~underline the decreasing role of the state, enterprises are 
defined not as state property, but as social property. Trds, at first 
sight, may seem a semantic difference, but it is a real one to .the Yugoslavs. 
State property implies a direct control by the State as a legal and 
administrative entity, while social property means that the Yugoslav 
people as a whole own the means of production over l-rhich the State has 
no control. In the Constitution it is stated that "the Horking collective 
shall manage the people's property, and in the name of society, the 
factories, mines, means of communication, means of transportation, and 
commercial, agricultural, forest, communal and other socially otmed 
economic enterprises". It should be noted that the law says that the 
workers are entitled ~o "manage" the enterprise, but not to own it. 

3. The basic organizational structure of a Yugoslav enterprise consists 
of four layers: the Workers' ~ssembly (which includes all workers), the 
Workers' Council, the Managing Board and the Director. The Harkers' 
Council is composed of representatives, elected by all workers, and is, in 
theory and law, responsible for the full conduct of the affairs of the 
enterprise. It aprroves production, and marketing policies and plans, 
the annual financial statement, distribution of income 1/, employment and 
dismissal of workers (including the director). -

4. The~orkers' Council usually leaves current affairs to the Managing 
Board, an executive body elected from among its members. The Managing 
Board's duties are more specific than those of the Workers' Council. Up 
to a certain point the Board can dispose of financial matters without 
waiting for the approval of the Council. The Board handles personnel 
problems, specifies production norms, and establishes the monthly plan of 

!( According to the Yugoslav concept, wages do not exist, the hrorkers "share 
in the net income of the enterprise" as determined by the Workers' Council. 



the enterprise. The Chairman of the Managing Board is elected by the 
Workers' Council members. The duties of the Director are somewhat 
vaguely defined as work organization, the implementation of decisions 
taken by the Workers' Council, and the observation and enforcement of 
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the legal norms. The Director is an ex-officio member of the Managing 
Board, he also represents the enterprise in relation to other enterprises 
and governmental bodies. 

S. The fact that the Workers' Council, by law, controls the distribution 
of income and therefore the wage-level has led some observers to conclude 
that in this system an effective overall wage policy would be impossible. 
In practice, however, the scale and level of income are limited by a 
number of rather effective constraints. The ratio between the income of 
the manager and that of an unskilled worker is often as low as 4:1, due 
to the influence of the Council. The share of net revenue which accrues 
to income-earners is, almost as a rule, around 70 percent. Many reasons 
are at work to prevent a Workers' Council from distributing more than this 
70 percent share of net revenue as workers' income. First, when 
considering lending, the banks look very unfavorably upon enterprises 
that pay out more, and usually ask for at least 30 percent of the needed 
investment funds to be provided by the enterprise. Second, the commune~ 
may refuse to help an enterprise in financial difficulty if the Workors 1 

Council has abused its right on income by distributing too much of it. 
Third, the Chambers of Economy, the Trade Association and the Party try 
to discourage disprooortions in earnings among groups of t.rorkers to 
prevent social jealousy. Fourth, with the net-.'~' market-orientation of the 
economy, the fear of the competitive consequences of lack of investment 
seem to exert a considerable restraining influence. As a consequence, 
overall income inequality is very small compared to most other countries. 

6. The Commune, although it owns the assets of the enterprise, has no 
power to meddle in the administration of these -assets except in one 
important case: when the enterprise is losing money. As mentioned 
above, the distributable income of the enterprise is shared in a 70/30 
proportion between personal income and enterprise funds. When the 
workers' incomes would, following this rule, fall below a "generally 
acceptable" level, or when the growth rate of income would, in recent 
years, fall below 5 - 6 percent per year, the 70/30 rule is broken and 
the share of personal incomes in total distributable income increases. 
At this stage, some restraints on income gro~-l·th begin to be exercised. 
Once the distributable fund has been exchausted by personal income, the 
depreciation fund is drawn down for this purpose. There is, however, a 
legal minimum for depreciation rates, and when this point is reached, 
salaries may be restricted to 80 percent of their previous year's level. 

7. If disposable income falls still further (in some cases, even earlier), 
the Commune becomes involved in the administration of the enterprise. 
A temporary director may be named, sometimes taxes are reduced and measures 
to reduce costs (e.g. lower employment) may be taken. Salaries, however, 
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usually stay at the 80 percent level mentioned above. If the enterprise 
income is not enough to pay these salaries, the Republic and .. Commune pay 
for them out of a Special Fund created for this purpose from contributions 
by all enterprises. Further measures (mergers, re-organizations, net-~ 
bank funds) may be taken if thought helpful to get the enterprise back into 
a healtluer position. 

8. If everything else fails, the enterprise assets (excepting land; which 
belongs to society) are sold to pay the various claims against the 
enterprise (in a preferential order fixed by law), and the enterprise is 
dissol ved. The enterprise' s asset s r emaining af t er meeting its obligations 
are transferred to the commune on the ter ri tory of \·lhich the enterprise is 
located. 



The Banking System 

1. The Banking System prior to the Economic Reform. Up to 1955 there 
was, in effect, only_ one bank, the National Bank, which acted as a central 
bank and provided short-term credits. Investment resources were channeled 
through governmental budgets directly to enterprises and allocated without 
repayment obligation up to 1954, when tre one-bank system was dismantled. 
In 1955 the majority of t he offices of the National Bank were turned into 
municipal banks (some 400) to administer the investment funds of the 
Municipalities. Subsequently, separate Federal Government banks were set 
up to specialize in financing foreign trade (Yugoslav Banl{ for Foreign 
Trade), infrastructure and industry (Yugoslav Investment Bank), and 
agriculture (Yugoslav Agricultural Bank). The funds of the Federal General 
Investment Fund were distributed among these three banks. In 1962 Republican 
banks were established to administer Republican funds ~~d act as investment 
banks to Republics. \lhile all banks remained under some type of Government 
control (Federal, Republican or Municipal), raised most of their funds via 
these governmental bodies and carried out specific governmental initiatives, 
they "trere not under centralized control. However, they were not competitive 
in the sense that there were clear separations in the type of financing 
provided by different banks and in the geographic area they served. vlliile 
there was some consolidation of small local banks (at the time of the 
Banking Law the n~~ber of banks had declined to 200), the structure remained 
largely unchanged up to ,the Bankine Law in Narch 1965. 

2. The Law ori Banks and Credit Operations, March 1965. The 1965 law 
aimed at an improvement in the allocation of resources through the freeing 
of banks fron1 political and governmental control and introducing competition 
among the banks. The de-etatization of the banks has depended on two 
extremely basic shifts in banking practices. Firstly, governmental units' 
"ovmership" and control of banks has been reduced. Banks in Yugoslavia 
have founders which contribute the banks' permanent, equity-like capital 
(credit fund). This capital is entitled to dividends and has voting power 
in determining the course of a bank's operations. Previously governmental 
units controlled the bulk of these funds but since the 1965 Banking Law 
these units, like all individual founders, have been limited to 10 percent 
of the voting power in a bank. Moreover, governmental founders are with
drawing their '"shares" in banks and banks nut-v look to economic enterprises 
for the expansion af their permanent capital. The second basic shift is 
the banks' new role of collecting savings and allocating them according to 
their own policies to borrowing enterprises. The banks in Yugoslavia no 
longer receive the bulk of their new resources from governmental sources; 
they must compete in the market for deposits. 

3. At present the only purely governmental bank is the National Bank of 
Yugoslavia, Yugoslavia's central bank. Other banks are referred to as 
business banks and are divided into investment, commercial, and savings 
banks, according to the services they provide. A business bank 1s founders 
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may be enterprises, organizations (e.g. organizations of enterprises), and 
"social-political connnunities" (the Federal Government, the Republics and 
Municipalities) but not indi\~duals. Another major change in comparison to 
the previous system is that banks may now carry out business all over 
Yugoslavia. In short, the 1965 Banking La1·T created the basis for a banking 
system working under the influence of market forces~ 

4. Developments Since 1965. Since 1965 the process of decentralization 
and consolidation of the banking system has increased in pace and the banks 
have become more competitive. This competition has led to a number of mergers 
of banks and at present there are 60 banks, 19 of which are authorized to deal 
in foreign exchange. Recently attempts have been made to form groups of banks. 
Members of such groups retain their independence but the group establishes 
common credit policies and participates in joint financings. A few such groups 
have been established; one such group consists of the YIB and commercial banks 
in Nontenegro and Vojvodina. Hergers and groupings are likely to continue as 
the number of banks is still large relative to the size of the Yugoslav economy. 
Nine of the 19 banks mentioned above are classified as investment banks, but 
~ile some banks are predominantly long-term lenders (investment banks) or 
predominantly ·short-term commercial type banks, most banks undertake a mix 
of long- and short-term lending. 

5. A large part of total banki.ng assets is concentrated in a few banks: 
twelve banl~ possess roughly 70 percent of the total assets of all banks and 
the nineteen banks authorized to deal in foreign exchange account for close 
to 90 percent of the total. By and large banks still operate on a regional 
basis. YIB is the only investment bank Hhich, to a significant extent, has 
operations over the whole territory of Yugoslavia, although even the YIB has 
a Serbian orientation. However, some banks have begun to open offices outside 
their home dis tr ic ts • 

6. The ultimate role and organization of the banks in Yugoslavia is still 
not entirely clear. It is no doubt true that in some cases the banks are 
still subject to governmental i.n.flu.ence and direction. This is probably 
particularly the case for the smaller banks. There are also outstanding 
questions concernint; the relative power of . ban..l<: 1 s founders and its workers, 
i.e. the principle of ownership management versus worker self-management. 
Such problems are inevitable as it has been in the baru(ing system that the 
principle of non-w-orker "ownership" has first been tried. 

The Banks and Industrial Finance 

7. The role of the Government in financi.n.g of industrial investment has 
greatly diminished since 1964, when taxes on, and subsidies paid to, 
enterprises were reduced. Bet-v;een 1964 and 1968 approximately 15 percent 
of fixed investment in industry was fina..r1ced directly out of Government 
resources. The role of Gover1U11ent funds in industrial financing was, 
however, larger than the above percentage indicates, as a considerable 
part of bank resources - an estimated 40 to 50 percent - originated from 
public funds. Govermnent 1 s role in financing investments is expected to 
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decline further -rrith exception of the Fund for Development of Underdeveloped 
Republics and Regions which 1-ras established for financing projects in the 
Republics of Bosnia-Her egovina, Hacedonia and Montenegro, and the autonomous 
region of Kosovo. This fund receives 1.85 percent per year of the national 
income (an estimated US $150 million equivalent per year during the next ferT 
years). A sizeable part of these funds is expected to be allocated to industry, 
primarily to the ferrous and non-ferrous metallurgy and chemical industries. 

8. The Reform envisaged that the banks \vould play an important role in 
channelling resources for investment and the operations of banks have 
accelerated. Prior to the Reform, the banks financed about 10 percent of 
fixed investment; nmv their share is ru_nn;ng at about 50 percent . Investment 
credits to enterprises (industry and others) totalled ND 75 billion in 
September 1969, an increase of 150 percent since the beginning of 1965. 
\~ile Government funds are still important to many Yugoslav banks, the banks 
have also succeeded in mobilizing savings from enterprises and households 
which have been used for investment financing. Time deposits rose from 
ND 3.2 billion in 1964 to ND 22.3 billion in September 1969. The baru{s 
have also received lines of credit from financial institutions in Western 
Europe and the United States, but . these have been relatively less important 
than these banks' mobilization of domestic resources. 

9. In the period since the Reform about 30 percent of industrial investments 
have been financed from the enterprises' 01~ resources. Another source has 
been credits from foreign suppliers. 1~ile direct foreign investment has 
been small, given the likely further liberalization of the rules on foreign 
investments and the 1~rk of the nmvly established International Investment 
Corporation for Yugoslavia, joint venture operations are likely to become 
more common and thus foreign-finance a more important source of funds for 
industry. Financial markets outside the banks have up to now· been largely 
non-existent in Yugoslavia. Hovrever, a few bond issues have been floated 
with banks as intermediaries and a recent amendment of the law enables 
enterprises to issue bonds at 8 percent plus an additional profit
participating interest. A constraint on this form of financL~g is that 
there is, as yet, no secondary market for bonds. Given the drama tic 
changes in the basic structure of the Yugoslav economy in such a short 
time span it is uru~ealistic to expect that a flourishing securities market 
could also soon be established. }~y problems of practice and principle 
have to be dealt w·ith in moving in this direction, yet there is a conscious 
effort being made to deal with these problems and a corrrrnittee is currently 
studying the matter of securities legislation. 

10. At present the demand for funds for investment, especially for foreign 
exchange funds, by far exceeds the supply; credit is tight. Although the 
enterprises' possibilities for self-financing and deposits channeled through 
banks will increase, the medium-term outlook is for a continuation of the 
tight credit market. 
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11. Interest rates in Yugoslavia today do not reflect the cost of capital. 
The maximlun lending rate for banks is 8 percent. Despite this loH ceiling, 
banks often lend at lo-vrer rates. The interest rates for goverrunenta.l funds 
and some bilateral credits, channeled through banks, have been determined by 
the Government; they have often been as low as 2-3 percent. Interest rate 
levels have been, and still are in ma~y instances, viewed as a subsidy device 
rather than as a cost for a scarce resource. Banks are operating '\·rith very 
narrow spreads, usually 0.5-1 percent. To compensate for the narrow· spreads 
on borrowed funds banks regularly now require compensating balances when 
making loans: Rccentl~r the riP'· 8 erce as been mo i ied to the 
extent that it lS ossible for borrovrers 
~~~~~~~~~~~~~~~~~~-~~~e~~ Yugoslav authorities and 
bankers generally aeree that the interest ceiling should be raised if not 
eliminated, -vmile the idea, naturally, is still resented in the business 
co~~unity. ~Jhile interest rates may be eventually modified to reflect 
~~rket conditions no changep are likely in the immediate future. Government 
funds for underdeveloped regions will continue to be lent at subsidiz·::;d 
rates. H01-1ever, the banks relending these funds 1vill be compensated by 
the Government for differences between the 1naximum interest rate and actual 
relending rates. 

Performance 

12. While on the whole the larger Yugoslav industrial enterprises have 
made great strides in adapting themselves to the requirements of a market
oriented econorrr,t , the b2.1~:LJ.g system has been decidedly le0s flexible in 
this respect. To a large extent, its procedures still reflect a system 
in v1hich decisions in favor or against particular investment projects 1·lere 

. taken out,side the banking system. The banks served to implement these 
decisions and since enterprises were not allo1red to fail very often under 
the previous system, the banks lost no money. The changing economic system 
in Yugoslavia, which is leading to more competition both internally and 
internationally, will require the banks to pay more attention to the long 
run commercial prospects of the companies they are financing. But the 
banks appear to be some distance away from achieving these objectives. 





IFC ACTIVITIES IN YUGOSLAVIA 

I. Completed Investments 

1. International Investment Corporation for Yugoslavia (IICY) 

Investment: $2.0 million in equity approved September 30, 1969, 
of which $1.0 million has been disbursed. 

Purpose: New investment institution to put together joint ventures 
involving foreign companies and Yugoslav enterprises. 

Share Capital: $12.0 million of which $6.0 million has been disbursed 
by shareholders. 

Ownership: IFC is largest single shareholder with 16.67% of capital. 
Fifteen Yugoslav banks hold 25% in total with remainder 
of shares held by 39 European, American and Japanese 
banks. 

Management: Mr. Anthony Solomon, President, and Mr. Zoran Zagar, 
former IBRD Alternate Executive Dixector for Yu~oslavia, 
Executive Vice-President. 

IFC is represented on the Board by Messrs. Gaud, Paterson, Wishart, and 
Davidson (replacing R.B.J. Richards). A Directors Meeting was held on 
October 1 in Dubrovnik and Messrs. Gaud and Paterson attended this meeting. 

2. Zavodi Crvena Zastava/FIAT Joint Venture 

Investment: $8.0 million in Nominal Capital Account (equity) 
approved January 27, 1970, and fully disbursed. 

Purpose: Ex:pansion to produce 100,000 cars per year of new 
"128" model of modified FIAT design and thereby bring 
total plant capacity to 193,000 vehicles per year. 

Project Cost: $105.8 million. 

Ownership: Varies depending on reinvested amounts into Nominal 
Capital Account; forecast 1974 (full capacity) ownership 
ZCZ 69%, FIAT 15%, Generalexport 7%, Yugoslav Investment 
Bank 2%, and IFC 7%. 

Management: Mr. Prvoslav Rakovic, General Manager since 1955, 
engineer, member of Parliament. 



II. Projects Under Consideration 

1. TAM/Deutz Joint Venture 

The International Investment Corporation for Yugoslavia has requested 
IFC to enter into a joint financing operation to provide a total of up to $5 
million to the proposed TAM/Deutz venture. 

The project is to increase Tovarna Automobilow in Mortorjeb's present 
production of commercial vehicles, mainly light and medium trucks, from 
6,600 to 13,000 units per annum. In addition, the joint venture is to 
produce 5,000 engines for export to Kloeckner-Humboldt-Deutz. The total 
cost of the investment, including working capital, is estimated at $52.3 
million. 

A joint appraisal mission with !ICY to look into the merits of the 
project and the basis on which an investment could be made is being 
discussed with Mr. Solomon • . 

III. Outstanding Issues 

1. Direct Investments in Yugoslavia 

The Yugoslav authorities have been pressing IFC to make direct invest
ments in Yugoslavia. IFC can continue to make investments on the joint venture 
basis used in the Zavodi Crvena Zastava/FIAT investment, but the possibility 
of direct investment is not excluded although tt raises difficult questions 
in terms of IFC's Articles and Policies. 

2. Babin Kuk Tourism Project 

IFC has had an exchange of correspondence and !ICY has met with 
Minceta, the leading Yugoslav sponsor of the 5,000-bed Babin Kuk Tourism 
project. The IBRD Tourism Department has appraised this project (report in 
preparation). Depending on the conclusions of the IBRD study and whether a 
private foreign partner is necessary and can be interested in an equity invest
ment, IFC may consider an equity investment. 

3. Other Projects 

IFC has also been approached on a number of other projects which are 
not progressing rapidly due to difficulties such as finding foreign partners, 
financing the project, and being assured of sufficient foreign exchange to 
repay foreign debts. These projects include the PKB food combinat, which 
wishes to establish a ready-made foods factory outside Belgrade. It also 
includes the Pancevo Petrochemical project, which consists of a $258 million 
naphtha cracker and includes related down-stream plants. IFC is keeping in 
close contact with !ICY on these and other projects. 
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INTERNATIONAL DEVELOPM[NT I :NTERNATIONAL BAN K FOR I· INTERNATIONAL FINANCE 
ASS0CIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFIC:E MEMORANDUM · 
TO: Mr. Robert S. 1-'lcNar.ta.r a DATE: October 6, 1970 

. . 
FROM: 1tJilliarr1 Diamond 

· SUBJECT: YUGOSLA.\TIA.: Yugoslav Investment Bank (YIB) 

1. When you visit Yugoslavia, the question of ou.r. relations with, 
and lending to, the Yugoslav Investr.1erit Bank (YIB) is likely to be 
raised. This memo is to brief you on the subjecto 

2. A history of' our relations v-rith Y:IB is given in Attachment 1. 

3. Bank loans .for industry in Yugoslavia have been channeled through 
YIB. HoHever, they have not been lines of credit to help fina.nc e YIB 1 s 
business (in the usual manner of loans to development finance companies ); 
they have been, instead, loans for specific groups of. projects, 
appraised in advance by the Bank staff. . · · 

4. Both the Yugoslavs and we have wanted to shift to the line of 
credit basis: ue, because of the burden of having to appraise a group 
of projects for a loan; YIB and the Government, becA.use of the non
confidence implicit to de~ling 't<-ri th YIB ~vi th less confidence than 't<-Je 
deal uith financial institutions in Korea, Nigeria, Colombia, etc.; 
both of us, because the "package" loan approach is not Horkable in 
dealing 1·Ji th medium-sized enterprises. 

). At first (in 1966) we could not· dea.l 1dth YIB on a line-of-credit 
basis because YIB 1-ras considered a "Government bank" and the Bank would 
not lend to such institutions. After June 1968, when our policy changed, 
we began to lay the basis for a line-of-credit. The first issue before 
us -v.ras: 1-rho should our borrower be? For, by 1968, there were more than 
a dozen investment banks in Yugoslavia. l1Je told the Yugoslavs they must 
choose: YIB, or one or tvJO of the other banlcs (but not more), or a new 
institution created by all the existing if?,vestment banks. After a year 
of discussion in Belgrade, the decis::i.on was to use YIB as the channel. 
The second issue then 1-ras, was YIB credi t"tvorthy and could it usc ca.pi t :-11 
effectively? 

6. Our reaction to this second issue has been that we cannot recon@end 
YIB as a Bank borro1-rer; we do not feel sufficiently confident of its 
ability to use capital effectively to justify a recommendation to our 
Board to delegate to YIB decision--;naking authority on individual loans 
us~n? Bank funds; and there are doubts about its credi t1·10rthiness. 

. . 
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Mr. Robert s. McNamara 2 October 6, 1970 

.. · 

7. I have discussed the YIB ·situation with several Yugoslavs, in the 
past three months, bo·th officially and unofficially. Included ·was a 
conversation lJi th the Finance Secretary. It is interesting that no one 

1 
oth:er than the management of YIB itself has questioned our conclusion 

.' and no one seemed to find i. t surprising; to the cont~ary, it seems to 
have b_een expected. . 

8. Having reached this conclusion, v.re invited YIB and the Government 
to discuss alternatives in vJashington, in early September. The result 
of that discussion appe~rs in AttaclLment 2. As you will see, we suggest
ed two al terna ti ves to lending {o YIB. One is the creation of a ne~rr 
development bank formed by all of the investment banks no"\v operating in 
Yugoslavia. This alternative has been abandoned as unrealistic in the 
hear future, although, I am told by some Yugoslavs, this is in principle 
the desirable alternative and might be achieved in the fullness o.f time. 
The second alternative is . the establishment of a competent appraisal 
unit, under independent and experienced management, associated ~Qth some 
l.nstitution of the Federal Government. (I suggested . the iJational Bank.) 
This unit would be the recipient of a Bank loan and would use it for 
financing projects presented to it by any of the Yugoslav investment 
banks, i.nclum_ng the YIB itself. This proposal is noH under study in 
Belgrade. We have reason to believe that it has been received vnth at 
least interest and probably ,.,ri th favor by all interested parties except 
the YIB. In my conversation v-Ji th the Fin.1nce Secretary discussion 
focused, not on the merits of the proposal, but only on the choice of an 
institutional inst~~ent; he seemed not to question the merits. 

· 9. ThJe is no way of knowing hm~ long it will take to establish a 
mechanism for providing a line of credit to Yugoslav industry. 11eanv.rhile, 
·the Bank has said, it will be prepared to continue to lend for industrial 
projects; and an industrial sector mission will visit Yugoslavia toward 
the end of the year, araong other things, to try to identify industrial 
sectors and projects where the Bank can lend directly for sizeable invest-

·ments. 

10. I think we are on the right track in Yugoslavia. If nothing comes 
of the alternative we have proposed, I think it 1vlll be, not because of 
the merits of the proposal, but because of political pulling and hauling 
in Be.lgrade. I believe, however, that something \vill come of the 
proposal; and then our principal problem v.rill be the more difficult one 
of agreeing on an independent and competent manager and on assuring a 
technically qualified staff for the appraisal unit. 

Attachments (3) 

vJDiamond: bda 
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_Atta chmen t 1 

.Bank Relations Y.Ji'th Yugoslav Investment Bank 

YIB was established in 1955 as a Federal institution to specialize 
l . 

j_n :the term financing of infrastructure pro.jects and. industry. It has 
been the channel through 'vhich Federal funds were channelled _for develop
ment proj ects. While it assembled a technical staff to advise on projects, 
it received all · its funds from the Federal Government and its "decision
making" consisted largely of carrying out the decisions of Government. 
During :this t _ime it "tvas involved in implementing both loan a.nd grant . 
schemes. At the time of th'e 1965 Ban_king Reform, when a process 1·Jas start
~d whereby . the banks were to be freed from political bodies, the assets of 
YIB had gro·Hn to almost US$2 billion. In many respects the YIB was, there
fore, a special institution and rJhen -the banks were "set free" and began to 

· .be competitive in the developing market system, other banks in Yugoslavia 
became someHha t suspicious and jealous of YIB 's advantageous position 

. becau·se of . lts size, its close relationship vdth the Federal Government, and 
its •fqreign connections. The problem of regional rivalries was also present 
because, v.rhile YIB' s funds came as from the F"ederal Govern.rnent and it 
operated all over Yugoslavia, non-Serbian institutions have considered it a 
Serbian bank. 

-Of all the Yugoslav financial institutions, YIB had, by 1965, e~tablished the 
closest contact v.rith the Bank. At that time it had signed five loan agree-
ments totalling US$200 million for high~,ray, railway and pov.rer projects. Its 

- role in such· loans Has largely legal · and administrative. Bank staff directly 
appraised t~e projects. YIB provided administrative support during appraisal 
missions but

1 
did not contribute to the appraisal work as such. Perhaps the 

most active role taken by YIB in the whole process was during the disbursement 
period at which time the YIB vJas involved in· the paper work relating to dis
bursements. The YIB v.ras,- however, the signatory for the loans because the 
Federa l Government designated it as the borrower for reasons relating to 
Yugoslav customs a.hd procedures. • 

Shortly after the 1965 Banking Reform Bill, the Bank and Yugoslavia 
became interested in using Bank funds :i.n the industrial sector. It 1vas 
natural to think in terms of a line of credit, as v.ri th other development 
'banks, and thought was given to using YIB as the intermediary. For the 
first tinie the Bank ·began to look at YIB as an institution in its ov.m right, 
and in the fall of 1966 Mr. Diamond made an exploratory visit to YIB. 
Follov.:ing this visit, it vJas de-cided, for reasons related to Bank policy at 
that time, that the Bai1k would not pursue the line of credit approach but 

-. that. an · effort would be made to assemble a 11packa.gen of industrial projects, 
for direct appraisal by Bank staff. The Yugoslavs submitted lists of ' com
panies they thought 1~orthy of Bank finance; these lists were then reduced to 
a manageable number of prospective clients; and IFC staff appraised the 
enterprises directly. Here again YIB was the borrov.rer; sub-agreements vJere 
signed bet1..reen YIB and the borro1,ring enterprises. There have no1,r been three 
"pa cka ge 11 loRns: US$ 10.5 million for 7 firms in 1967, US$ 16 million for JO 
firms in 1968 and US$ 18.5 million for 3 finns in 1970. 
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These operations gave ric staff a mo~e intiniate exposure to YiB in 
that some of the selected ent'erprise~3 were YIB clients and, moreover, YIB · 
had been requested to give _its vie1v-s and: judgments on all the"projects. · · 
How~ver, in the ·end, . YIB 1 $ eontril?ution to the appra~sal effort wa.s 
negJ~igible; this was · disappointing, for the Bank and IfC had hoped that 
this institution could contribute substantively to tpe effort and that, in 
time, the Bank could . .rely on YIB' s ov.in appraisals. 

' I . •' 

. I 
' 

1
, , I · · · •. • , 1,, 

Early on in the "package 11 loan operation, it became obvious to al;l 
concerned (the. Bank, IFC, the firms, the Yugoslav Government and the 
Yugoslav banks) that for rrtedium-sized loans the "package" approach vJaS 
inefficient and the idea · of a line of . credit 11,ras revived. 

In the meantime, IFC arranged the visit and program for a group of 
about 10 general manager,s of leading Yugoslav banks ' (commercial cum invest-

. ment banks). The managers visited financial institutions and industrial · 
enterprises in New York, Washington, Pittsburgh, Chicago and Mexico. The 
management of YIB w~s not represented .in . the group~ When this group was 
in 1-Vashington, they made a strong plea for a line of c:redi t for 'finc:mcing. 
industry in Yugoslavia. .Ho1.;ever, each banker thought his institution a 
qualified borrm-rer ?nd they had to . be told that the \rJorld Bank could not 
lend small sums to 5 or 10 development finance. companies in Yugoslavia. 
They ,,rere asked t6 consider solutions. 

In Narch 196?, Hr. Lej ~une met with the Bankers As so cia tion in 
Belgrade .::tnd reviev-red the problems and prospects of Bank lending. The 
b::mkers a.greed to try to formulate a proposal for a line-of-credit approach. 
Shortly thereafter they proposed that the YIB be the intermediary insti tu
tion and in June a pre-appraisal I)1ission went to Yugoslavia to talk to the 
bankers about their decision and to start the process of appraising YIB. 
That mission concluded that the bankers 1 proposal needed reconsideration -
(for ·example, YIB 1-rould not be responsible for taking decisions; decisions 

· v-rere to be taken by a board of 19 bank managers, which 1vould probably make 
decisions on the basis of geographic trade-offs) and that the operational 
competence, policies and financial position of the YIB were questionable. 
Ho1,rever, the mission felt these matters were 1vorth persuing. 

After much internal argument among· the Yugoslav bankers in the months 
follo1-ring this mission, they agreed to give YIB, the proposed borro1ver, 
decision-maklin~ · responsibility ·on sub-projects. ·1·Ti th this hurdle crossed, 
an appraisal mission was mounted in March 1970. 1The conclusions of that 
mission were disappointing. In short, they were that: (i) YIB was an 
extremely complex and cumbersome institution that found it nearly impossible 
to articulate in clear terms the details of its operations, decision-making 
criteria and process, procedures and methodologies; (ii) its appraisal and 
follo\i -up procedures were seriously deficient by Bank standards: (iii) in 
spite of long e:Xposure to l!Jor1d Bank appraisal work, YIB 1 s staff, .in the 
main, had not assimilated much and this raised questions about the basic 
abilities of YIB's staff and their capabilities for change; and (iv) YIB 1 $ 

portfolio and some of the risks to vJhich it was apparently exposed were 
very difficult to ·evaluate. Overlaying these problems 1vas the realization 
that YIB had a long history and .experience and that it 1-ras probably as good 
an investment bank as could be found ·operating on the national scene in 
Yugoslavia~ 

. I 1 ,. 
':.. .r 
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After discussion \vi thin the ·Bank, it _,..;ras decid'ed that the. risks and 
costs of trying to proceed w.i. th a line of credit ·to the YIB out1·reighed . 
the potential benefits' pa_rti cularly in ' vie\~ of the fact tha·t' other more 
conWiendable alternatives , . from th.e Bank point of vie1:.r, existed. 

' ' . ' 

On July 16, 1970, Jvlr. Diamond informed the YIB ', of the Bank 's conclu
sions and invited representattves of ' th<3 YIB, and the Federal Government 
to WAshington to discuss the. ,Bank's findings and possible a.l ternatives ~ . 

. V!l'. Hil.ikovic, General . H.:lnag'er of YIB, Mr. Trumbic (Head of YIB 1 s Foreigr1 
Department) and Hr. Zelie, Deputy 'J~inancial Secretary (Government ) ~arne to 
vJashington for these discussions during the first week in September. They 
asked for, and Here given, a note on ' alternatives ', The first alternative 

· suggested vras. the establishment of a new bank by existing institutions, 
vJi th a hand-picked staff that t-Jould concern itself only 1ri. th long-term 
industrial finance. · Th~s vras . rejected by YIB ·as being imprA.ctical. The 
second alternative was to create ·an appraisal unit, vrith a .director and 
boa.rd approved by the Bank, that vTOuld evaluate projects submitted to ' it 
by an a. greed list of banks in Yugoslavia. ' This unit could be attached to 
the National Bank (central bank) -and v.rould relend ·the proceeds of the 
loan to the Yugoslav banks to finance approved projects. 

. ( 

The YIB found the Bank's conclusions difficult to swallow and took 
the position that they would do anything' in terms of staff or organization 
asked of them. It pushed for moving along the lines of setting up a 
separate department ·in the YI1'3 to handle the proposed Bank line of credit. 
There 1-va.s no resolution of the problem but an aide memoire setting out the 
mai:q points of discussion 1\ras prepared. Attachment 2. 

&1bsequently, the Federal Secretary of Finance, Mr. Smole, requested 
an a.ppointment 1t:ri th Hr . Diamond in Copenhagen. At that meeting Hr . Smale 
said that he 1.1nderstood and sympathized 1dth the Bank 's position. He said 
that he and other Yugoslavs needed time to consider the various alterna-' 
ti ves that might 1·mrk for channelling 1rlorld Bank · funds to Yugoslav indus
try. He promised to be in touch with the Bank on this matter in due 
course. (A note on the Smole-Diarnond meeting is attached as i t~m 3.) 

i' 

\ . 

DFC 
October 5, 1970 
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:Hemorandum on Discussions w:i.th the Yugoslav Investment Banr 

. 1. The first pr1rt of the dis cuss ions Were devoted to revie-vJjng 
in detail: (a) the ,quality .of YIB's appraisal methods and decision
~aking procedures and (b) the.financial position and strength of YIB 
as an independent financial institution. 

2·. As the basis for Ha lirie of cradi t, the Bank must have a borr(,wer 
which it can be confident will, in ·all areas of . its business, -make 
investment decisions only on the · bas:ts of sound economic and financial 

i criteria, and which can borrow on its .. mm CJ, .. edi t . rather than on credit 
derived from its governmen t su~port~ · · 

). The Bank suggested t1-vo alternatives to -lending for medium-sized 
industry in Yugosl'avia: first, the creation of a neu investment .- bank 
with a. specially selec~ed and train~d staff . and ' with its own capital 
structurej secondly, the establishment of a special Fund, administered 

_by a qualified manager an~ staff and located in the National Bru1k of . 
Yugoslavia which would relend the proceeds of the loan to eligible 
investment banks in Yugoslavia (including YIB) after careful examina
tion of the merits of the projects submitted by the eligible banks. 
(A note on each of these alternatives _is atta.ched.) 

·• . 4. The discussions this week helped each side understru1d the posi-
tion of the other • . The YIB for its part, now better appreciates the 
nature of the Bank's concerns about ·its decision-making process and 
financial •posi tion. The Bank, for its par:t, has ·understood that it. 
is not feasible at this time to estabiish a new financial institution 
and consequently, consideration of the first alternative mentioned in 
paragraph 1 was not pursued. Moreover, the Bank has understooq that 
every possibility of using YIB as borro-vmr for a line of credit should 
be made before an alternative was adopted ~1hich involved a borrower 
other than YIB. Consequently, the second part of the discussion con
centrated on the second alternative above, and on the possibil:i ty of 
applying it 1d thin the frame-viork of (~YIB. _ 
. . . d . 
5. YIB was prepa·red to accept the principle ·of alternative two if 
it could be brot:.ght about with YIB (rather; than outside it. Regarding 
the specific· matters mentioned under the alternative in the attachment, 
ITB could readily accept most. There remains, hovJever, two aspect~--

. which, 1v-hile few in number, are of critical . importance--on Hhich there 
is no agreement yet •. 

6. The first of these aspects concerns the autonomy in investment 
decision-making of the group that vTOuld be set up in YIB under al terna
tive two • . YIB considers that, if YIB is the borrower, it is not 

1/ · . This note was prepared upon conclusion of discussions held 
August 30 - September 4, 1970 bet-vreen the Bank and representatives 
of YIB and the Government. 

. . 
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. ·possible to have an . autonomous decision-making body "\-li thin YIB, even 
for making decisions Hith respect to lending particular resources, and _ 
consequently. concludes that the existing m:anagement and board must con
tinue. to have · the ultimate re$ponsibility. The Bank appreciate$ this 
point. "The Bank, ho-v1ever, considers that ·the most important basis for 
·a ·.loan is confidence in the competence of appraisal staff and in the 
objective wisdom of the . decision-making body and considers that this . 
can be best .accomplished by a s r·parate staff . and a separate Board. YIB 
ap.precia·ces this point. - The clear questioJ!. therefore that · remains for . 
consideration by both parties is how to reconcile the .need for autonomy 

. 1-Tith the need for responsibility-by YIB's ovm Board, · commensurate rdth· 
YIB's· obligation to repay the Bank. · 

?. · The second aspect concerns the financial strength of Y!B. The 
question here is not .the confidence of the Bank that its loan will be 
repaid; although the financial structure of YIB ~s evolving rapidly, 
it is not likely that .,the position . will be reache·d when the Yugoslav 
Government 1-rill allovT YIB to fail; moreover, there would remain the 
Governrr.ent guarantee to the Bank on which to fall back. rrhe question, 
therefore, is: not repayment to the Bank, but YIB's financial integrity. 
In the course of evaluation of Yugoslav financial institutions, YIB 
is becoming e.n insti tut.ion which even . novl is supp.osed to stand financially 
on its own feet, and to be able to attract credit on the basis· of its 
o1m performance and financial position; . aTIQ the future evolu~ion of 
financial instutions is likely to enhance this position. Horeover, the 
Bank's om1 approach to a financial institution to whfch it considers 
a line of credit is to justify a loan to it in terms of its o~m credit. 
Consequently, it is difficult to ayoid looking to· the "creditHorthiriess" 
of 'YIB • . 

8. · There are some questions about YIB 1 s "credi t-vmrthiness" in 
present circumstances. For instance, a ~u"t?stantial part of YIB 1s 
portfolio still consists of projects made at the bequest of the govern
ment and, since YIB itself may not have made some of those investments, 
there is doubt about their qu~lity. Of course, the situation is much 
better now than it -vms some years ago because many investments of trJ.s 
type have been removed from YIB 1s balance sheet, but enough remain to 
cast doubt on the portfolio. ! . ( · 

( ,· ~ . 

9. Anot])er example concerns the , credits ' from Eastern European 
countries; there is considerable doubt about their status. -Third, riot 
only they, but other foreign credits to YIB have oeen relent in a 
manner 1-rhich at best leaves the exchange risk question in the air. 
Fourthly, the possibility of YIB's carrying the exchanee risk is a , 
potentially serious factor in' weighing the debt/equity ratio~ Here 
again there has been considerable improvement in the capital structure 
of YIB and the debt/equity ratio has now reached manageable proportions, 
but only if there is no doubt about the value at Hhich YIB carries foreign 
exchange on its books. Other .questions exist, too, which a creditor must 
consider. ~ 

.. 
' 
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10. The Bank is aware of the fact that _YIB is dif ferent from the 
conventional deve1opment financ·e company I in other countries. It cannot · 
apply -to YIB. all the· s ame standards 111'hich might le gitimately be applied 
to other financial insti tutioris. elsewhere. On . the other hand; the· pre
sent and future position ,of YIB, and the Bank's ·· general policies tO\vard 
development finance companies are . such that the Banl~ cannot abandon such 
standards entirely. 'I'he problem, therefore, is to find a satisfactory 
middleway bet-vmen a converltional examination of credi tworthiness and the 
minimum ac~eptable in YIB r s ci'rcumstances. I 

1 1 
I 

11. Su.mming up, the question ·of reconciling and decision-making 
autonomy of a unit in YIB with ultimate responsibility by TlB's Board, 

·is one principal problem, to 1-rhic~ both the .ITB and the Bank should 
address thensel v:es in tne next fe-vr 1-meks. The q\lestion of YIB 's financial 
integrity, which is the second principal matter requirine resolution, 
should also be concentra·t.ed on by the Bank and YIB. ·Everyone prefers 
th.J.t these problems should, if possible, be resolved. If they cannot be, 
then the alternative would be to set up the unit in and make the loan to 
the National Bank as originally suggested in alternative t 1vo. 

Addendum : 

12. One possible resolution of both·issues simultaneously might be 
for YIB to establish a ne'tV compAny--a subsidiary to uhose credit fund 
YIB would be the sole ·contributor. 

a. The Bank would lend to the subsidiary on the basis entirely 
of its own financial structure, position and prospects, without 
regard to YIB itself. · 

b. YIB t s Board could na11e a separate and jndependent board to · 
head the subsidiary, vJhich board 1-rould ·a:ppoint a I_nanr:tger. 

13. A second possible resolution of both issues simultaneously: 
while retaining YIB as borrower, might be for the Governnent to find a 
means by 1-rhich th~ Government could relie_ve YIB of every vestige of risk 
that might fall on itj and, if YIB has no risk stem.ming from the loan, its 
present bo~rd and management apparatus need ask no responsibility in the 
matter. i 

14. Each of the foregoing possibilities has advantages and disadvan-
tages and needs to be more carefully explored by both sides. Neverthe
less, in either of these or any other alternative, the Bank will expect 
to be in a position to approve: 

DFC 

a. The comuosi tion of the committee or board rThich heads the 
appraisal or de cis ion-making urii t; . 

b. The person of the manager of the decision-waking unit. 

I : 
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Alt~J rrLl ti vr:> I (1 ) 

This alt ern!lti ve 1-muld m~an the e stablishr.1.ent of a neH bank that 
111ould focus on industrial and perhaps tourisrn len dine. It could have 
the follo-vrinG ~har.!lcteristics: 

.. 

(a) Its founders v10Uld comprise representation from all rec:;ions 
in Yugoslavia; perhaps one or t1vo banks from each Republic 
could es t:1bl:L~h the . neVT bank. IICY might also be asked to 
p_art.icipate. 

(b) It 1vou1d focus its attention on long-term lending to medium
sized enterprises. "~t would not be the me dium through -vrhich 
Yugoslavia's large tirms would secure finance.) It would 
also serve a function as a broker for mergers and consolida
tions. 

(c) 

(d) 

(g) 

(h) 

~vrlile attempting to finance projects throughout Yugoslavia, 
its lending criteria -vrould focus on the commercial prospects 
of the project, "tvi thin the constraints of international 
competitiveness. 

It would not become active in the short-term credit field 
and hence would not compete with existing insti tutions for 
deposits and cormne rcial business. 

The neH institution -vmulcl have a fairly small staff. 

Its Executive Board would be broad-based. It would not be 
li..rni ted to bankers or industrialists but vmuld draH on other 
professions to the extent that they could contribute to the 
institution's effectiveness a$ a national, long-term financine 
institution. 

For . foreign exchange resources, it -vrould borrm--r from the 
IBRD and other foreign public institutions and, if possible, 
from private sources as well. 

D:Ln ar resources could be . mobilized thr ough the banking 
system and, perhaps at a l a t er stage , through direct bond 
issues to the public. The funds to be obtaine d from the bank
ing system could possibly be provided on the })asis of term 
loans from banks . in proportion to the e)..lJansion of deposits 
of the system as · a whole or to the expansion of the founders' 
deposits. rrhe availability of these resources might also be 
tied to the success the institution has in mobilizing foreign 
exchanee . Profits would accrue to founders in relation to the 
proportion of the bank's total resources provided by respective 
founders . 



.. 
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(i) 

AJ t ol' n.J. t ive I (2 ) 

The neH insti tut:1.on -vmuld make a deten1ined effort, early, 
·to recruit and traj_n (abroad, if necessary) an · able staff. 
This is Gentral to the future of ·the institution. Resident 
foreign assistance in develop ·.ne app:-aisal procedures might 
alsp be desirable in the initial years. 

(j) Detailed thinking and planning for the project could be under
tr-tken by -a fairly ·small group of men familiar with Yugoslavia's 
banJdng and industrial sectors and Hho might serve as the 
nucleus of the institution's first Executive Board • 
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The essence of this alterriativ$ ·is to .make use of the existing 
investmc 1t bankin~ system for ·the channeli~g of -Bank fUl).ds to Yugoslav 
inoustr.v. ·The princip'al features of this alternative would be the 
folloWin{S: 

1. The 1-Jorld B mlc wouJ.d make a lo311 for medium- and sma-ll
sized ente rpri.ses to, say the National Bank of Yugoslavia • 

. For this purpose, tne National Bank mignt establish a · specia1 
Industrial Development Fund, ·which could receive the pro
ceeds of the vl~rld Bank loan as 'toJ'ell as _ .any other .funds, 
foreign or domestic, 1-1hich it might be deemed appropriate 
to place through this system. · 

2. Eligj.ble investment banks in Yugoslavia · (including the . 
Yugoslavia Inve·stment Bank) ''t·rould come to the National' Bank 
to obtain term .financint; for specific projects which they 
'Hish to. finance. Eligibility Hould be determined on the 
basis of simple, gen~rally applicable criteria, in the same 
way in 1-rhich a central bank norma1ly sets the criteria for 
eligibility for rediscounting. commercial paper. The criteria 
would be linked prirnarily to ' the creditworthiness and liquidity 
of the investm.ent banks. 

J. The projects brought by eligible institutions to the :Nationa.l 
Bctnk (in the form of 1-J'ell-developed appraisals of projects) . 
-vmuld be evaluat~d (and revised, as nee<;ied) by a specially 

· constituted gr'oup of quatified persons trained in the teclmi
ques of financial and economic evaluation. Decisions. on 
financing a project, based on a positive recommendation by 
this appraising unit, 1vould be made by a 11commi ttee 11 con
stituted of people -vri th experience in investment and industry, 
on the .basis only _of financial and economic merit. 

L.. If a project is_ appr~ved b/,jthe 11 corrJni ttee ", the ~at:i_onal 
Bank would make a loan from 'the Fund to the investment bank 
which brought the pr~.ject yo it; _and · that investment bank -r,.rould, 
in tum, rele-qd the amount, under an. appropriate loan agreement, 
to the u.l ti.11ate user of th~ capital. That loan agreement 1vpuld 
give the investment bank responsibility for supervision of ·the 
project. The National Bank would, of course, require in its 
agreement with t}~e investment bank, that the ·latter would 9b..:. 
tain for the National Bank such. rights as would be appropriate 
to assure adequate information about, and inspection of, the 
ultimate borrower and the project. 

i 
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). 'The annraisal unit in the National Bank could constst of staff 
membe~~ of the National Bank (especially recr·uited for project 

· appraisal). The cost of opera"ting the system (both _ administrat{ve 
costs and pro~nsioh for possible losses) would be covered by a 
part ·of the spread beb-men the ·inte·rest rate at which the National. 
Bank receives its loans and the interest rate at which it ·lends to 
a financial institution, (The National . Bank might also .wish to 
leave the remdinder of th€ spread, if any, in the Fund.) 

6. . The . staff of the appraisal 'l:'h"'lit uould b~ small, concerned-
entirely with proj~ct appraisal ·and follovr up, _in order to insure 
effective use of the Fund. In du·e c·ourse, ;Lf the Fund be came laree 
in volmne and its users become large in number, the National Bank 
might \-rish to establish field representatives, at least to parti
cipate in follow.:..up, but perhaps also to do appraisals and mq.ke 
decision~ for smaller size proj~cts. · 

... • "1. 

The ~vorld Bank would have to be satisfied that the "comrni ttee" 
of the Fund is composed of competent and experienced people. 11ore 
importantly, 1. t · vmuld rrish to (-;e completely satisfied with the compe
tence of the person who heads the appra:J.sal U.l'li t and 1-rl th his responsi
bility in the appraisal ~'1d decision-making process. Thirdly, .it -vrould 
want to assure itself that the small staff of the unit is well selected 
and either has, or 1vill be given, adequate · training in fields relevant to 
investment decision-making and to project appraisal. 

In making a decision to lend within this framework, the Bank 
would not be concerned wi.th · the cre·ditwortliiness . of the Fund; it -vrould 

lend ort the strength of the National Bank itself, vhich has the strength 
of the Government. The Bank 1 s principal concern 1vould be the capa.ci ty of 
the appraisal ~~it to make sound investment decisions. A second concen1 
would be that the Fund at least pay its own -vray. li'inally, the Bank 
would also be concerned that the terr11S and conditions (including the 
cost) of the loan to the .uftimate borrowers are satisfactory. 

The Bank 1-vould be prepared tq0 assist in training th.e staff of 
the appraisal unit and vmuld e:Ar-pe ct . to work with the head of that unit 
in developin~ procedures and criterl~ · for eff~ctive appraisal. This 
could be done in part 1;:>y receiving hpprop:f.i~te staff at the bank for 
extended periods of time and also, if it should be desired, by find:i,ng 
people who would be p:r·epared to work 1d th the unit in Yugoslavia. 

One· of the coilateral benefits of this procedU~e should be 
dissemination of effective appraisal methods among all the eligible 

· investment banks. For, they 'tvould be expected. to present to the ap
praisal unit evaluations of projects they -vrant financed, in a form and 
content satisfactory to that unit; and :in the course of time the.ir con
tinuing e:x:perience with the appraisal unit should. result in raising their 
level of investment appraisal. · 
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Attachrne nt 3 

Files September 30, 1970 

rJilliam Diamond 

YOOOSLA VIA (YIB) - Discussions with Mr. Smole, 
Federal Secretary of Finance 

. ' 

1. ~~. Smole visited me Thursday, September 24. He said that he had been 
fully briefed by J:.1r. Zelie on the discussions in \-Jashington concerning the 
proposed line of credit to Yugoslavia. He said he understood and sympathized 
with our position and that he and the other Yugoslav authorities needed time 
to consider the various alternatives· that might be used as a channel for World 
Bank funds to Yugoslav industry. · 

2. Meanwhile he had the following three points to make: 

(a) He would like to have from us as detailed a statement ·as we 
could prepa're on the criticisms that we had regarding the appraisal 
methods and criteria of the Yugoslav Investment Bank. He felt that 
this would be very helpful to him in bringing about improvements in 
the work of the YIB and in that of other investment banks in Yugo
slavia. He said he had made a similar request of other departments 
in the Bank concerning appraisal methods in other sectors. (Note: 
}tr. Smole did not question our criticism of YIB. Nor did he sug
gest we consider YIB _as a _channel. I inferred that our critique was 
not a surprise, and that our conclusion was not unwelcome--at least 
it rras sufficiently acceptable to produce no counter-attack. One 
reason may be the fact that use of the YIB would run contrary to the 
present drift of institutional development in Yugoslavia. See (c) 
below.) 

(b) He asked whether we could help organize a training program in 
industrial appraisal for the YIB and other investment institutions. 
(Note: this is to be pursued with EDI et al.) 

(c) He said, with respe.ct to a recipient of a Bank line of credit, 
that he did not think the National Bank was appropriate.. I ex
plained to him that our reason for suggesting the National Bank as 
a possibility was that the proposal we had made was someliThat analo
gous to the rediscounting of commercial -paper. Mr. Smale said he 
planneld to give further thought to this, but doubted the feasibility 
of the proposal, given the role of the National Bank at present and 
the continuing stress on diminishing the role of federal institutio~s. 

' 3. Meanwhile, hov.rever, he had in mind the possibility of using another 
institution in Yugoslavia, a Fund which was concerned with providing credits 
to Yugoslav industry for ex:Port. The name of the institution is Fo.nd za 
Kreditiranie i UsigurB.nje Izvoznih Poslova. Its manager is a Mr. Baum 
(Croatia) who, Mr. Smole said, is a very competent. person v.rho has at his dis-
posal a technically qualified staff. The Board of Directors of the Fund con
sists of representatives of the National Bank, the Finance Ministry, the 
Bankers 1 Association, etc. Mr. Smole said he lrJ'ould send me, after his re
turn, papers on th..e organization and activities of this Fund--l·rhich, incl.den
tally, has capital of its own provided by the Finance Hinistry .; · In any ~vent, 
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he vTanted to think more abqut this possibility and about other alternatives. 
(Note: From other sources I• ve learned that Mr. Baum is an able administ,ra
tor, but that hls staff is probably mediocre. Horeover, use of the Fund for 
our purpose would call for a major revision of its purpose and activity. T.his 
is not to say the FQnd is not the best base to build on.) 

h. I told Mr. Smale that Mr. Miljkovic had suggested that I should · stop 
in Belgrade for a few days after the meeting in Copenhagen. I told him that 
at best I could spend only a day or two in Belgrade but I felt, from this 
conversation with Nr. Smoie, that su.ch a visit vrould be premature and that 
it would be better' to resume discussion after the Governnent had had more 
opportunity to consider the situation. Mr. Smole agreed. · He said that my 
memorandQm of early Septewner had only just been translated when he left 
Belgrade, he thought a meeting in Belgrade would be more fruitful in November 
and he hoped I could visit Belgrade in November or December. I told him No
vember was impossible but that I might be able to pass through Belgrade in 
December, if t~at was important. 

' S. Mr. Smole said it was very important to him that we should continue 
the dialogue on industrial financing institutions so that v.re would in due 
course work out an effective and satisfactory mechanism for lending to that 
sector. 
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Annex 8 a 

PIK - BEOGRAD 

¥~. Peter Zecevich, General Manager. 

PIK-Beograd is a large vertically integrated agricultural industrial 
"kombinat", and a successful example of the socialized part of the agricul
tural sector. Socialized agriculture in Yugoslavia is small in terms of land 
ownership, but large in terms of production, and the trend since 1960, although 
recently slackening, has been towards more land in the socialized sector, and 
larger units within that sector. Socialized agriculture now produces about 
30 percent of total agricultural output, and 45 percent of the marketed 
production. 

PIK is in the forefront of this trend to largeness. Employing 
about 8,000 persons, the enterprise farms 47,000 hectares of which 35,000 are 
arable. Of the latter, 15,000 are irrigated. In addition to its own land, 
PIK organizes the farming of about 3,000 private units in the area with another 
20,000 hectares of land. The main lines of production of the enterprise are 
milk, beef and sausages, wine, and flowers. 

Yugoslavia has a very low per capita consumption of milk, one of the 
main reasons being the inadequacy of processing and marketing facilities. PIK
Beograd's 18,000 high quality cows are a major supplier of milk to Belgrade 
urban market. The techniques of the kombinat thus represent a potential 
solution to a national problem. 

Beef and sausages are produced both for local consumption and export. 
Recent meat export problems with the EEC, which undoubtedly affected PIK, have 
now been partly solved by the Narch 1970 Yugoslavia-EEC agreement. 

The management of PIK-Beograd is considered very progressive: field 
studies are undertaken, . a large number of specialists employed, and the enter
prise has its ohrn Institute of Applied Technology and Economics. It recently 
has gone into the tourist business as a way of marketing its high quality 
agriculture~ products. 
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TITE TISA-D~~UBE HYDROSYSTEM 

l1r. Vojislav Bulatovic, General Manager. 

The Tisa-Danube Hydrosystem is a very large water supply develop
ment covering a good part of the Republic of VoJVOdina. As of the end of 
1969, about $80 million had been invested, 110 million cubic meters of earth 
excavated, a 400 km canal completed, and about 40,000 hectares of land were 
under cultivation. The main remaining problem is the construction of feeder 
canals. 

The project has a number of objectives: a) controling the drainage 
of about 1.2 million hectares of land; b) the irrigation of about 400,000 
hectares; c) the water supply of about 100 industrial enterprises; d) the 
provision of water transport for the region; and e) the development of 
fisheries and recreation facilities. The importance of the project can be 
appreciated from the fact that of the last 100 years, 51 were drought years, 
32 were flood years, and only 17 years were normal. Some feel for the 
magnitude of the undertaking can be gained from the fact that by 1972, when 
the main canal is finished, the earth excavated will be more than one and 
a half times that excavated in the building of the Suez Canal. 
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KOPRODUKT 

.f.lr. N. Sovol, General Manager. 

Koprodukt is a business association of 27 livestock producers. 
It is typical for a producers' association, representing their interests 
in respect of production, sales, and prices on foreign markets. Producers' 
associations advocate joint production, processing, and sale of certain 
products, joint use of equipment, facilities and investments, and joint 
dealings in foreign trade. They are not allowed to limit production capa
city, to eliminate competition, or to make any agreement concerning selling 
prices on the domestic market. These associations have become important 
because they exert influence on government policy on imports, prices, 
protection, subsidies, and retention quotas of foreign exchange. They are 
expected to become even more important in the future as the adjustment of 
production to demand becomes increasingly necessary. 

Meat is exported mainly to the EEC, and within the EEC mainly 
to Italy. The Italians have developed a special demand for ttbaby beef" 
( 9 to 12 months) which is expensive to produce, and suf.'.'ers from price 
fluctuations which can lead to losses for producers. A number of export 
marketing problems have been solved by the Narch 1970 Yugoslav-EEC agree
ment. 
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THE INSTITUTE FOR AGRICULTURAL RESEARCH 

Dr. Helja Savie, Director. 

Dr. Savi~ is an internationally renowned researcher and the Institute 

at Novi Sad is known for its corn research. 





Annex 9 - a 

Dvadestprvi Maj Motor Factory (D}ffi) 

Mr. Brkic - General Manager 

DMB is Yugoslavia's only producer of passenger car engines. It produces 
the requirements of Crvena Zastava which manufactures cars under FIAT license. 

DMB has balanced up and supplemented its original, now outmoded facilities 
to progressively increase production to about 42,000 engines last year without 
any major investment in assets. Now DMB is compelled to build a new shop for 
the main manufacturing lines and equip it with modern machinery to produce 
about 100,000 engines - and 200,000 at a later stage - to keep up with Zastava's 
expansion progr~~. The project, which is estimated to cost ND 158 million 
(US $12.6 million) is engineered by DMB 1s technical sta£f with assist~~ce from 
FIAT. 

The factory is small by international standards, and n-m is earning a 
relatively low return on sales and on its 01m funds. At. present the lack of 
mecl~nization is not adequately compensated by the relatively low cost of 
Yugoslav labor. Until DMB increases production runs, it can expect a con
tinuing small rr~rgin between costs and competitive selling prices 1~ich it 
must use in light of liberalized imports. Although the project is not meant 
to bring output, mechanization and automation up to the levels attained by 
international producers, it is designed to improve efficiency by furthsr 
mechanization and should contribute to increasing profitability. 

Car manufacture in Yugoslavia is in a stage of transition from a small
scale protected industry. As a result of its close relationship with Zastava, 
DMB is playing an important part in this development. It faces the problems 
of a plant 1-1ith basically one customer, has to share margins with him while 
staying internationally competitive even when scale is smaller than other . 
engine producers supplying the car industry. 
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Zastava 

Mr. Prvoslav Rakovic - General Manager 

· Mr. Rakovic has been the General Manager of Zastava for sixteen years, 
and is an engineer with thirty years of experience, mostly in the manufacturing 
industry. He is a member of the Federal Assembly and has been personally 
associated with the strong relationship bet1~en Zastava, FIAT and the YIB. 

Zastava is the only integrated manufacturer of automobiles in Yugoslavia 
and has completed its first phase of expansion, as scheduled, in January 1970, 
raising its production capacity to 96,000 vehicles per year. Phase two of the 
project for which IBRD and IFC financing has been sought will increase its 
capacity to bet1-reen 193,000 to 200,000 vehicles per year. This project bas 
secured an IBRD loan of US $10 million, and IFC equity investment of US $8 
million, together with quasi-equity of US $20 million f r om FIAT. 

Zastava was founded in 1853 as a foundry for producing guns and cannons 
for the Serbian army and, having gone through a few changes in its production 
line, in 1954 decided to undertake automobile manufacturing. Technical 
collaboration was secured w~th FIAT and assembly commenc ed in 1962. Zastava 
has seven factories in Kragujevac, two of 1ihich manufact ure automobiles and 
the rest produce hunting arms, forgings, tools, car par ts , and electricity 
generators. There is one factory in Macedonia for producing small car 
accessories, and one in Kosovo to produce chassis sets ~nd other parts. 
There is an extensive net1~rk of 65 component suppliers in Yugoslgvia; of 
these suppliers the major ones are : DI~, which supplies engines; Zmaj, which 
supplies wheels; and Trepca, which supplies energizers. 

There is an arrangement with FIAT, whereby Zastava supplies components 
to FIAT in Italy, Poland and USSR. The value of these exports · in 1975 is 
expected to be around US $300 million. 

In 1967 there were seventeen cars per thousand inhabitants in Yugoslavia, 
while in 1971 it is estimated that the ownership 1iill increase to 31.5 cars 
per thousand inhabitants, assuming that the relationship between ownership 
and per capita income continues to follow the trend of t he past seven years. 
The price of the Zastava 750 car (the same as the FIAT '750) is about US $1,000 
while the same car made by SEAT in Spain sells for US $1,050, and that made by 
FIAT in Italy sells for about US $980. Zastava's cornpo1ent suppliers are 
linked in a federation which negotiates with the governMent on car prices. 
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Energo-Invest and The Aluminum Industry in Yugoslavia 

Mr. Emeric Blum - General Manager 

Mr. Emeric Blum was born in 1912 and studied electrical engineering at 
Prague. He started the trading firm of Energo-Invest at Sarajevo 18 years 
ago, as the General Manager, and built it up into one of the leading firms 
in the country. He is a member of the Federal Assembly. Mr. Blum was 

· persuaded to take CJVer ' the new aluminum project in :Hostar as the General 
!.fanager. 

Yugoslavia accounts for about 33% of the total bauxite production in 
Europe. About 2.2 million tons were produced in 1967, of which 1.9 million 
tons were exported and 300,000 tons processed within the country. It is 
estimated that bauxite production in 1972 will reach 3 million tons. Despite 
the large volume of bauxite only 101,500 tons of alumina were produced in 
1967. By 1973, however, it is expected that 500,000 tons of alumina vrould 
be produced within the country with the installation of the two new plants 
at Titograd and Mostar. 

At present there is only one enterprise producing primary aluminum in 
Yugoslavia, namely Boris Kidric (Kidricevo and Sibenik), which has an output 
of about 46,500 tons and which is to expand to 50,000 tons by 1972/73. Current 
consumption of primary aluminum within Yugoslavia is well in excess of this 
capacity, and the balance is supplied mostly by imports from Russia. The 
development plan approved by the National Assembly in June 1967 had provided 
for the setting up of two aluminum plants, namely at Titograd and Mostar. The 
Titograd plant is sponsored by Aluminijunski Kombinat in Titograd together with 
the YIB, While the plant at Mostar is sponsored by Julgo (Association of 
Electro-Aluminum Industry) together with a consortium of banks at Sarajevo, 
Zagreb and Split. The Titograd and Mostar plants are securing technical 
lmow-ho1-1 from Pechiney and Kaiser respectively, who are also believed to be 
considering taking up some equity. Each plant will have the capacity to 
produce 200,000 tons of alumina and 50,000 tons of aluminum. The new plants 
are planned to be completed in 1972 so that the total production of primary 
aluminum should reach 150,000 tons per year by 1973. the completion of 
construction of the new railway line from Belgrade to ~ should coincide 
with the installation of the new aluminum plant at Titograd, and conveniently 
connect it with Sevojno. (See separate Annex 9 - k on Sevojno) 

Energo-Invest started to operate in 1951 as a small engineering unit 
specialized to design thermal and hydropower units as ~1 as the transmission 
facilities. OVer time it grev-1 up into a complex producer of pouer and other 
industrial plants including consumer durables. "Energo-Invest" now encompasses 
41 PrOducing factories ~ich are located in various parts of Yugoslavia. The 
production, coordination and progr~~ are provided for by six production 
sectors, each of them representing complete technologicml units. Although it 
has a wide scope of production, starting from metals to complete power and 
industrial plants, Energo-Invest is a homogenous enter~ise. 
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The wide scope of business activity of the enterprise "Energo-Invest" 
can be illustrated by the production program for 19~0, which consists of: 

- zinc concentrate 
- lead concentrate 
- engineering 
- electric engines for cars 
- compressors 
- metal constructions 
- iron and steel rolling construction 
- armatures 
- electric high and low tension devices 
- various types of transformers 
- switching devices 
- non-ferrous metals rolling materials 
- electric cookers 
- washing machines 
- refrigerators 
- Boxit 

26,400 tons; 
13,400 tons; 
US $3.1 million; 

347 tons; 
1, lLl~ tons; 

10,386 tons; 
32,408 tons; 
4,472 tons; 
2,716 tons; 
6,988 tons; 
7,745 tons; 
4,273 tons; 
4,005 tons; 

45,000 pieces; 
240,000 pieces; 
772,000 tons. 

Total gross income of the enterprise amounted to about $84 million in 
1969. In the same year, the exports amounted to about $26 million. The 
major item of exports was the electric equipment, about $7 million. 
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Skoplje Steelworks 

Mr. Tomic -General Manager 

Skoplje Steelworks is an integrated flat products mill with an initial 
ingot capacity of 600,000 tons per annum. Its main production facilities 
comprise: 

3 prereduction kilns 
5 - 1,500 tons per day electric smelting furnaces 
desiliconising plant 
LDAC shop with two 100-ton converters 
ingot stripper and soaking pits 
slabbing/plate mill 
68 inch wide semi-continuous hot strip mill 
68 inch wide cold reduction and temper mill. 

Site clearance for the will started in 1961 and, after suffering a 
set-back as a result of the earthquake in July 1963, the plant was commissioned 
in October 1967. 

The location of the plant (like that of OHIS) appears to have been 
determined largely by the need to provide opportunities for employment in 
Macedonia. Skoplje is landlocked and the plant is therefore dependent on 
local raw materials, which are essentially low-grade iron ore (about 35% Fe) 
and lignite. This has resulted in the selection of the iron making facilities, 
which are believed to represent the first commercial application of the pre
reduction and electric smelting processes. The balance of the equipment has 
been selected on conventional lines. 

The enterprise is known to have encountered considerable difficulties 
in getting the iron making facilities to operate at their rated capacity. 
Consequently, in order to utilize the· mill, large quanti ties of slabs have 
been purchased from Russia for processing into hot and cold rolled strip 
and plate. 

While technical solutions for the iron making probl ems can and ~nll no 
doubt be found, it is questionable whether the cost of i ngots produced at 
Skoplje will ever be in line with the cost of ingots produced in modern, 
coastal blast furnace and converter plants. 
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Banja Luka Pulp and Viscose 

Mr. Maglajlic -General Manager 
,. 

The earthquake which hit Banja Luka in October 1969 severely damaged 
the installations of the "Pulp and Viscose Factory, Banja Luka". · This 
enterprise used the occasion to draw up a plan not only for the recon
struction but also for the modernization and expansion of the factory, 
estimated to require an investment of about $46.5 million (of which $20 
million in foreign exchange). In :Hay 1970, the Yugoslav Investment Bank, 
with the backing of the Government, approached the Bank to request a loan 
of $20 million. The documentation sent with the request proved to be 
inconclusive with respect to the financial and technical viability of the 
project. In particular, the supply of raw material for expanding the 
original capacity was not adequately proven. At about the same time, 
the Bank learned that the Banja Luka had signed a contract with the 
International Investment Corporation for Yugoslavia to s earch for a 
potential foreign partner that ~~uld bring in equity as well as know-how. 
The Bank therefore suggested to YIB in July 1970 that thi s possibility be 
thoroughly reviewed prior to a decision on possible Bank financing, a.nd 
also raised a number of basic technical queries. 

At tha Annual Meeting the overall question of Bank f inancing of 
Yugoslav industry was discussed with the Government (cf. paragraph c, 15, 
of the general brief). It was agreed that, if IICY did 1ot find a foreign 
partner and finance, the Banja Lulr~ project would be viewed in the overall 
context of industrial lending, i.e. a decision on Bank par ticipation could 
only be taken when the subsectors for which Bank assistru1ce would be most 
useful had been identified and when a review of the potential industrial 
projects had taken place. 
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Rade Koncar, Zagreb 

Mr. Ante Markovic - General Manager 

Rade Koncar was established in 1946. Originally, the production 
program consisted of electromotors, transformators, telephones, isolators, 
boilers, etc. Over time, the scope of production widened as well as the 
size of the enterprise. Thus, in 1946 the enterprise had only 890 workers, 
but 15 times more (13,049) at the end of 1969. ''Rade Koncar" encompasses 
14 factories located in various parts of the country, and it handles selling, 
programming, organization, finances and education programs for all 14 factories. 

In 1969, total production of various products amounted to 45,313 tons. 
The production consisted of electrometers (56 percent of total Yugoslav 
production), transformators (50 percent of total Yugoslav production), 
different electric devices (32 percent of total Yugoslav production). 
Besides that, the enterprise vndened the production of elevators, moving 
staircases, electric locomotives, washing machines, dishwashing machines, 
refrigerators, cookers, ventilators, etc. 

Total gross income of the enterprise amom1ted to about US $112 million 
T" in 1969, and ms more than three times higher than in 1965. In tl::e same ·· year, 

exports amounted to about US $11.2 million. Basic export markets were: 
Austria, Algeria, Belgi~~, Ceylon, Ethiopia, France, Greece, Italy, Poland, 
Norvmy, S,yria, Sweden, USSR, Sudan, &vitzerland, Turkey, United Arab Republic. 

The General Hanager, Mr. Ante Markovic, is also a Deputy to Parliament 
and the President of the Committee for Industry within the Parliament. 
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WGRA 

Mr. Pavlisko - General Hanager 

Ingra is an association of 20 enterprises engaged in the design, 
engineering, construction and sale of power generating and industrial 
plants and equipment. 

No information is currently available on the group's revenues. 
Apart from substantial operations in Yugoslavia itself, Ingra•s member 
enterprises are active in a large number of mainly underdeveloped 
countries. 



( 

Annex 9 - h 

INA 

Mr. Andjelko Bubanj - General Manager 

INA produces oil (about 2 ~~llion tons annually), gas ( about 411 million 
cubic meters), processed oil products (4 refineries located in Rijeka, Sisak, 
Zagreb and Lendava, together having a capacity of 7.6 million tons annually), 
distributes oil products on the domestic market (3.4 million tons in 1969), 
and exports oil products and fertilizers (about $15.3 million in 1969). INA 
is the biggest Yugoslav petroleum enterprise producing 72% of total production 
of crude oil, 66% of total production of gas, and about 59% of the total 
production of oil products. It employs about 15,000 people. 

INA was originally established in 1963 by merging a number of smaller 
enterprises like "Naftaplina-Zagreb", Refinery "Boris Kidric" Rijeka, and 
"Refinery Sisak". Later other factories joined INA, such as: producers of 
oil like "Nafta" Lendova, Slovenia; Enolis-Zagreb, and enterprises for the 
distribution of oil products, "Interpetrol" and "Croatia Petrol" - Zagreb, 
and "Petronafta" - Solin. In addition, a factory of carbon black and a 
factory of fertilizers in Kutina, Croatia, joined INA. Throughout its 
relatively short history, INA steadily widened its scope of activity. It 
already covers all the phases of primary and secondary oil processing, 
starting from pro~uction, through processing and distribution of oil, gas 
and oil products. Its ambition is to grow further in order to cover the 
whole petrochemical field. At this stage it comprises also a fertilizer 
factory with an annual capacity of 800,000 tons, a formaldehyde factory 
with a capacity of 30,000 tons, and is about to bring into operation a 
factory producing aromates. It is in fact a wide association of various 
enterprises in the western part of the country (Croatia and Slovenia). 

'' 

In order to stre'ngthen its position against its Yugoslav rivals (in 
Serbia and Vojvodina), INA has formed local consortia :fbr the development 
of petrochemical industry. The participants are producers of chemical 
products "Oki" in Zagreb (Organic Chemical Industry), and "Jugovynil" in 
Split. The petrochemical program of the consortia envisages the setting 
up of a factory of ethylene(300,000 tons), polyethylene (150,000 tons), 
polypropylen (30,000 tons), polyvinyl-chloride (100,000 tons), polystyrene 
{30,000 tons), and synthetic rubber (50,000 tons). 

No information is available on sales, revenues and investments. It 
appears, h~~ever, that the heavy investment expenditures resulted in workers' 
discontent during 1969, which led to the resignation of top manager of INA 
and some other key personnel. The new Managing Director of INA is Andjelko 
Bubanj, who was previously the Director of the Petroleum Institute. 
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"J adranbrod" - Zagreb 

Mr. Ilija Marjanovic - General Manager 

An association of enterprises specializing in shipbuilding, ship repair 
and production of diesel engines, "Jadranbrod" was established in 1968. There 
are six participants in this association: "Uljanik", a shipyard and diesel 
engine factory located in Pula; "Split", a shipyard and diesel engine factory 
located in Split; "3 Maj", a shipyard and diesel engine factory in Rijeka; 
"J. L. Mosor", a shipyard located in Trogire; "Victor Lenac ", a shipyard 
located in Rijeka; and "Tito Shipyard" located in Kraljevica. The enterprises 
have not lost their independence since the establishment of "Jadranbrod"; 
11Jadranbrod" carried out on behalf of them the functions of administration, 
programming and information. 

The above-mentioned enterprises which formed into "Jadranbrod" represent 
more than 90% of the total Yugoslav shipbuilding industry, and 100% as far as 
ships of more than 1,000 BRT are concerned. The enterprises built up over 
the period 1965-1969 about 350 ships, with a total capacity of 2.5 million 
BRT and about 85% of the production was exported. They produce cargo ships 
(79% of their total production), special ships for liquid cargo (10%), ships
cargo liners (7%) and the remainder consists of ships for transportation of 
containers and cars, and ferry boats. At present, "Jadranbrod" has orders 
for 85 ships, (capacity of 2 million BRT) and 98% is designated for export 
to the Federal Republic of Germany, Switzerland, Norway, Sweden, USSR, Engl~~d, 

Finland, India, Uberia, Pald.stan, Turkey, Sudan, Panama, .Mexico and Brazil. 

In 1969, sales of the combined enterprises amounted to 2,490.6 million 
dinars ($199 million). Exports in the same year amounted to 1,967 million 
dinars or about $157 million. 

The General Manager of "Jadranbrod", Mr. llija Marjanovic, was formerly 
assistant of the Federal Secretary of Finance. He speaks English, and t-Jhile 
being with the Secretary of Finance spent four months in Washington as a 
participant at the ll1F course. 
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Elektronska Industrija Nis (EINIS) 

Mr. Vladimir Jasic - GP,neral Manager 

Mr. Jasic is a graduate electrical engineer, who has been with EINIS 
since 1956. A series of mergers has transformed EINIS into a giant enterprise 
known as ELEKTRONSKA INDUSTRIJA with six divisions controlling (a) electronic 
components (b) machine tools (c) TV, radios and electrical apparatus (d) cardio
grams, x-ray (e) electrical automobile equipment . The enterprise OlinS 30 
factories and employs 2,400 workers. Finance, planning, marketing, buying 
and exports are centralized for the whole group. 

The group's sales income is expected to be US $200 million in 1970, and 
is projected at US $500 million in 1975, when 40,000 workers are likely to be 
employed. The group's production in the first half of 1969 rose by h2% over 
that in the first half of 1969. The net profit in the next five years is 
anticipated at 7.5% to 8% of sales income. New investment plans in the next 
five years will range from US $80 to $100 million, to be obtained as follows: 

from Banks 
" Collaboration/Commercial 

Credits 
" Own funds 

US $ 25 million 

US $ 2 5 million 
US $ 50 million 

US $100 million 

Basically there are t1ro large groups in Yugoslavia manufacturing and 
marketing ·television and radio sets, namely EJNIS and ISKRA. Initially, 
there were several other producers but these have merged in the last few 
years to form the present two groups. The domestic market for the industry 
is increasing steadily with the level of personal incomes. 
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Sevojno 

Mr. Vlajko Brkovic - General Manager 

Mr. Brkovic, who has been with the copper rolling mills, Sevojno, 
since its inception, was elected General Manager in 196o (each term is four 
years) and is now in his third term, which takes him up to 1972. Mr. Brkovic 
is a metallurgical engineer and has undertaken specialized training in this 
field in Czechoslovakia and West Germany. He is Deputy in the Economic 
Chamber of the Yugoslav Federal Assembly and is currently the President of 
the Yugoslavian Business Association of Copper Producers and Processors. 
Mr. Brkovic i .s very dynamic and is now about forty-five. 

Sevojno is the largest Yugoslav processor of copper (and alloy materials, 
such as zinc and lead) into semi-finished products, mainly sheets, strips, 
bars and tubes. The plant is located in Serbia at Sevojno and presently 
produces 6o% of the total Yugoslav output of semi-finished copper and brass. 
It obtains its principal raw material from the copper mines at Bor. Production 
in 1969 was about 41,000 tons of which 22,000 tons were rolled products and 
19,000 tons extruded and dra~n. Total sales in 1969 amounted to US $93.76 
million of which US $60.08 million, or _ 64.2%, represented exports, about 
72.5% of which .went to convertible currency areas. 

Sevojno had originally drawn up a project for increasing its capacity 
by a further 12,000 tons of rolled copper. The IBRD had allocated a loan of 
US $3.5 million for this project under Loan 554-YU. It has now revised this 
project so as not only to achieve this additional copper output, but also to 
roll and process 35,000 tons of aluminum semi-products. (See Annex on Energo
Invest and the Altuninum Industry in Yugoslavia.) It expects to export 15,500 
tons of aluminum semi-products per year. The range of aluminum semi-products 
will include painted and lacquered sheets and strips, intended for building 
and architectural purposes. The enterprise riow employs about 2,700 workers. 
The original project was estimated to cost ND 77 million against the cost of 
the present project of ND 492.81 million. The original foreign exchange cost 
of US $3.5 million now stands at $14.88 million. 

In entering the field of aluminum processing, Sevojno will be joining 
the follo1Y.ing three established processors: 

"Impol" - Slovenia Bistrica 
TIM - Razine 
''Djurno Salaj" - Nis 

Sevojno 

1973 Production Capacities 

29,400 tons 
41,000 tons 
1,500 tons 

77,900 tons 

35,000 tons 

112,900 tons 
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Other users of aluminum, including the electrical cable industry, 
will consume about 24,600 tons of primary aluminum giving a total 
requirement for processing of 137,500 tons per year, which is well 
covered by the projected total production capacity of 150,000 tons per 
year •. 

The total quantity of semi-products will be handled as follows: 

Domestic consumption 
Exports 

83,500 tons 
54,000 tons 

137,500 tons 

The area in which Sevojno is located is considered as relatively 
backvmrd in the country, and has a higher than average rate of unemployment. 
The expanded project is, therefore, considered an important source of 
additional employment in the area. 
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Energoprojekt 

Mr. Mucalov - General Manager_ 

Energoprojekt is one of Yugoslavia's largest engineering enterprises. 
Its fields of activity are: -hydro, thermo and nuclear power generation; 
irrigation and land reclamation; industr,y; architecture and town planning; 
and tourism. · 

Energoprojekt has acted as consulting engineers for a few Bank 
projects (notably in Yugoslavia itself, Ceylon and Zambia) and is 
currently engaged in the design of the Ibar Hultipurpose Water Supply 
Project, which has been appraised for Bank financing. 

The company employs 1,200 professional staff and has at the moment 
about 8,000 laborers on sites in Yugoslavia and abroad. It has subsidiaries in 
20 countries and joint ventures in five. 
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Generalexport, Beograd 

}tr. Vladimir Visnjic - General Manager 

Generalexport was established in 1952 as an enterprise for international 
trade tr~~sactions. In 1954, it also started representation of foreign firms 
on a large scale. The enterprise managed to accumulate substantial capital 
due to reexport and other trade intermediary transactions. This helped 
substantially to broaden the scope of activity and the enterprise established 
a number of trade representations abroad or companies, invested capital 
into producing enterprises, tourism and as a corollary also established its 
o1m air. carrier company, nAviogenex". 

The present activity of the enterprise consists of all kinds of inter
national economic operations, starting from representation of foreign firms 
in Yugoslavia and promotion of their sales, commercial activity on behalf 
of Yugoslav enterprises abroad through Olin agencies or mixed companies, 
financing of production for exports, joint ventures, tourism, switch oper
ations, retail trade, air traffic, etc. It is supposed that the total 
capital of the enterprise invested both at home and abroad amounted to 
more than $30 million. The total gross income of the enterprise runounted 
to about $12 million in 1969. It has recently concluded joint investments 
in a Coca-Cola plant, in an export. refrigeration plant, a supermarket 
and a motel complex, a packaging material factory, and in several hotel 
and resort projects. In 1970, Generalexport joined with IFC, FIAT and 
the Yugoslav Investment Bank in making an equity investment into the 
Nominal Capital Account of the Zavodi Crvena Zastava/FIAT joint venture. 
During the expansion period, Generalexport will invest $8.8 million a~d 
this investment may gro1v to $12 million. Generalexport has also been 
active in financing construction of hotels, and it has discussed hotel 
projects vti. th IFC and IICY which it would like to promote in cooperation 
with Western companies. It appears to be well-managed and very aggressive. 

According to available information, Generalexport agencies abroad 
helped to sell Yugoslav products to a value of about $160 million in 1969, 
and they provided a link on the import side for a ·value of around $67 million 
of imports to Yugoslavia. 

The General Manager of the enterprise, }tr. Vladimir Visnjic, has 
occupied his position since the establishment of the enterprise. He is 
considered to be one of the most skilled managers of international business 
in Yugoslavia. 
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Skoplje Urban Plan 

On July 26, 1963, a severe earthquake struck the city of Skoplje, the 
capital of the Republic of Macedonia. Within a matter of seconds, damage 
estimated at $1.3 billion was wrought, over 1,000 people were killed, and 
some 80 percent of the cityrs population (200,000) was rendered homeless. 

Early in August 1963 a representative of the Secretary General of the 
UN visited Skoplje to determine the possibilities of assistance from the 
United Nations and its specialized agencies. Initially the emphasis was 
to be placed upon emergency meastn'es for rescue and survival, but plans for 
the long-term reconstruction of the city were also envisaged. As far as the 
latter is concerned, a UNDP project was rapidly formulated and approved 
(total cost $4.8 million) and by June 196h a team was in the field. Its 
purpose was to prepare a definitive Urban Plan for Skoplje, based on 
detailed survey of physical, social and economic conditions in the city, 
and taking into account its future development in relation to development 
plans for Macedonia and the country as a whole. The UNDP project consisted 
of the following stages: 

(a) a planning survey; 

(b) an urban plan; 

(c) detailed engineering for city sectors. 

In June 1966 the Project was completed and the reconstruction of 
Skoplje was started soon thereafter. 
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The South Adriatic Development Plan 

In 1966 the Yugoslav Government requested UNDP technical assistance for 
a regional development plan which would cover the southern Adriatic coast 
from about 30 km. south-east of Split to the Albanian border. The high 
potential of the Adriatic coastline for tourism development had never been 
in doubt. It is endowed with an excellent climate, a beautiful sea-shore 
and mountainous hinterland and an abundance of historical cities and monuments. 
However, it was only after the opening of the first convenient access read 
along the shore (the Adriatic Highway, financed by wan 344-YU) that the 
southern part of the Yugoslav Adriatic coast was widely discovered by the 
international tourist. 

To keep the momentum of the spectacular increase in tourism, it was 
obvious that considerable investments in facilities were needed. And rather 
than have an uncoordinated haphazard development, the Government decided that 
an overall framework should be provided to guide all investments in tourism 
facilities and related infrastructure in such a lffiY that the most efficient 
allocation of resources could be obtained and nothing of the attractions of 
the coast would be spoiled. 

In 1966 the Government approached UNDP for technical assistance and in 
January 1967 the Governing Council of UNDP approved the Project. The Plan 
of Operation was signed in October. UNDP allocated $1.1 million, while the 
Government's contribution amounted to $1.9 million equivalent. EXecution 
was expected to take about 3~ years. 

The purpose of the Project is to provide a physical framework for long
term development~ Major emphasis is placed on· tour ism, but the Project has · 
been defined in a broader sense and covers the overall economic development 
of the region with the specific target of raising the regional income to the 
national average by about 1990. 

The Project will produce a Regional Plan, four Master Plans for areas 
of special importance to tourism, and eight Detailed Plans for action areas 
where major facilities for tourists are proposed in the near future. As 
usual for UNDP assistance, the Project is basically a pre-investment study. 
The investments recommended by the Project, the detailed engineering, 
construction and exploitation of the new facilities will be carried out by 
the Yugoslavs. 

Now that the UNDP exercise has been practically completed, the following 
main lines have emerged with respect to the development of the region in the 
next 20-25 years: 

- the capacity of tourist accommodations will increase approximately 
five times to 6oo,ooo places; 



- 2 -

- new branches of industry will be developed to provide additional 
employment (the population will double in this period to about 
1 million): petrochemicals, oil refineries, metallurgy, etc. 
The industrial development will take place in two sub-regions 
based on the Ploce and Bar harbors and extending along their 
respective railway lines. 

intensification of agriculture will take place in a number of 
specific zones; 

- the road system will be extended, mainly through a highway to 
be constructed beyond the coastal mountain range parallel to the 
existing Adria tic High-v1ay and by branching to the shore and the 
hinter land; 

- water supply systems will be expanded; 

- master plans will guide the development of the major urban 
settlements. 

The total cost of the envisaged investments is present~y estimated at 
roughly $6 billion. 

Two of the three projects in tourism which the Bank has under consideration 
are located in the zone covered by the South Adriatic Development Plan: Babin 
Kuk near Dubrovnik, and Jaz near Budva. 

The experience gained with the Development Plan for the southern part of 
coast has induced the Government to approach UNDP again t o carry out a simil3X 
project for the remaining part of the Adriatic coast. TI1is project was approved 
by the Governing Council in June 1970. 
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NOTE ON YUGOSlAV TOtRISI-1: ffiOJECTS 

Babin Kuk - Dubrovnik (Croatia) 

Background 

The historical old torm of Dubrovnik stands today virtually unchanged 
since its rebuilding in the seventeenth and early eighteenth centuries. It 
contains examples of Romanesque, Gothic, Renaissance and Baroque monuments 
and architecture in a setting which is mostly still residential. The shortage 
of natural beaches has been met by individual hotels constructing plages to 
provide sea access. To these traditional attractions Dubrovnik has added an 
extensive cultural sunmer festival. The result constitutes a formidable 
tourist package which has led Dubrovnik to become one of the leading Yugoslav 
tourist destinations for foreign visitors. During 1969, approximately 250,000 
people stayed in Dubrovnik, of ~1ich 170,000 were from abroad. The foreign 
visitors stayed approximately 5.3 days and spent approximately $11 per day 
on average. Dubrovnik attained an hotel bed occupancy level of about 60% 
for 1969, which is unusually high for the Mediterranean. The large numbers 
of foreign visitors to the area make a substantial contribution to the 
Yugoslav balance of payments. Dubrovnik has demonstrated its appeal to 
foreign visitors and large additions to accommodation capacity will be 
needed there in the next decade. 

To supply the needs of the new mass tourism, netv concepts will be 
requ~ed, not only in the transport industry, but also in the provision 
of accommodation, recreation, etc. Such a concept is envisaged at Dubrovnik 
where a large integrated ·tourism resort operating on a scale larger than 
anything so far developed is proposed. The possibility of helping to 
develop the tourism concepts of the future, the strong appeal which 
Dubrovnik has for European and North ~nerican tourists, and the opportu
nity to develop tourism in a part of Yugoslavia which has few other 
alternatives for economic development, justify the Bank 1s consideration 
of this project. 

The Project 

The project itself, first identified with the joint Yugoslav/UNDP 
"South Adriatic Project Study", will be built on a site of approximately 
114 acres situated on the northern section of Lapad, a small peninsula 
within the Dubrovnik boundaries, and approximately two miles from the old 
town. It is planned to be an integrated tourism complex of 5,000 beds 
comprising luxury (300 beds), class A (1, 700) and class B (3,000) 
categories, with facilities for entertainment, recreation and shopping 
both for residents of the complex and transient visitors. The complex 
is estimated to cost about US $42 million. Studies to date indicate that 
if properly carried out, the project will be financially and economically 
feasible. There are, however, some problems which are being considered 
within the Bank to identify the potential solutions. 
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The proposed operator of the complex is "l'JNCETA" (General Manager 
Mr. A. Lujak), a wholesale and retail enterprise operating mainly in the 
Dubrovnik area. MINCETA 1s rapid growth since its formation in 1962 is 
slowing down. It probably sees the provision of tourist facilities not 
only as the next logical step in its grovnh plans but also as a method 
of obtaining substantial foreign exchange which it can use to acquire 
foreign merchandise for resale in its traditional business. MINCETA is 
planning other tourism developments in which Bank involvement has not, so 
far, been suggested. 

A tourism complex of the size proposed presents opportunities to 
benefit from economies of scale. To realize these opportunities, problems 
and difficulties, some of which have not generally faced the tourism industry 
before, have to be successfully identified and overcome. 

The Problems 

1. MINCETA has no actual experience of operating hotels. One possible 
solution is that MINCETA retains expert hotel and general management 
consultants. The latter may be necessary because of the unique nature 
of some of the problems posed by Babin Kuk. Another potential solution 
that is also being explored is the possible involvement of hotel operating 
companies. 

2. The first designs for the complex, when evalu~ted, were found to be 
uneconomically expensive. It is considered essential to employ qualified 
architects and engineers to revise the designs and supervise construction. 
This is vital, both to control the construction costs and to ensure that 
the detailed designs of the complex minimize operational costs after 
completion. 

3. Local infrastructure of airport facilities and road access to the 
airport from the project site is going to be reviewed by Bank missions to 
establish the improvements necessary in the light of the complex and to 
determine Whether these should be made loan conditions. 

4. Dubrovnik lacks an adequate sewerage system. At present raw sewerage 
is discharged into the sea in immediate proximity to tourism beaches and 
facilities. This is not only a major potential danger to all Dubrovnik 
tourism, but constitutes a special hazard to Babin Kuk as sewerage from 
tOlfl discharge points is carried along the seaward side of the project site. 
The sewerage problem is going to be reviewed by a Bank mission to consider 
the plans already made and consider what further steps should be taken. 
It is felt that, in the absence of Bank involvement, there is little 
likelihood that the necessary work to correct the sewerage problem will 
be carried out in the near future. 

5. It is proposed by the Yugoslavs that all the finance necessary to 
construct the complex be raised by MINCETA, borrowing from the Bank and 
the Privredna Banka Zagreb, and that no equity be -introduced either by 
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MINCETA or from other sources. It is also proposed that the complex be 
operated as part of the MINCETA enterprise. The full impact of these 
proposals on financial viability, the legal position of the complex and 
on possible foreign participation in management and investment is being 
examined. 

6. In common with most other Mediterranean countries, Yugoslavia provides 
incentives to encourage investment in tourism facilities. These take the 
form in Yugoslavia of subsidized interest rates in respect of the Bank 1s loan 
as well as that from Privredna Banka Zagreb. The Secretary of Finance has 
undertaken to supply a memorandum on the interest subsidy system, following 
receipt of which the effect on the financial and economic viability of the 
project can be assessed. 

1. The financial plan of the project is currently under examination and is 
not, therefore, completely deter~Jned. Preliminary estimates of the project's 
investment cost and net operating profits, l1owever, indicate that the financial 
return on total invested capital for an average year is between 8% and 9%, 
depending on the extent to which inflation is taken into account. The econorric 
rate of return, assuming a conservative estimate of the shadow rate of foreign 
exchange (15:1), is 12% - 13%. Assuming a shadow rate of exchange of 18:1, the 
economic rate of return would be 15% - 16%. 

B. The gross foreign exchange earnings of the . project are estimated at 
US $13.5 million per year over the 20-year operating period. ThG foreign 
exchange component of the operating cost is estimated to be US $0.94 million. 
Assuming a loan of US $16.8 million (40% of the investment cost) over 25 years 
{including a grace period of 5 years), at 7.25% rate of interest, the average 
interest payment would be US $0.76 million per operating year. Repayment of 
principal would average US $0.84 million per year. The initial investment of 
just over US $40 million is thus expected to yield about US $11 million of 
net foreign exchange earnings per year over the 20-year operating period of 
the project. 

Personalities 

Mr. Antun Roko Lujak (39) has held the position of General Manager since 
MmCETA's formation in 1962. He is credited with taking the initiative 'Which 
led several Dubrovnik enterprises (of ore of which, "Dubrawa", he was General 
Manager) to amalgamate to form MINCETA. He has since vigorously sought ways 
to expand its operations firstly into export/import trade and now into tourism. 
To our knowledge he does not speak English but may understand a little. 

Mr. Ivo Bautovic (37) is Deputy General Manager of MINCETA. After training 
and working as a teacher, Mr. Bautovic was in charge of various "professional
political functions" of the center and commune of Dubrovnik. He attended 
Political University Zagreb before taking the position of ~~ger of the 
Personnel Department of MINCE1~, the post he held prior to his present position. 
He has recently been elected to the Yugoslav Federal Senate. To our knowledge 
he does not speak English but may understand a little. 
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Bernadin - Portoroz (Slovenia) 

Portoroz, on the substantially developed North Adriatic Coast of 
Slovenia, is a project of 2,500 beds costing approximately US $18 million. 
This project is in the process of being appraised. ttiD-10NA", the proposed 
operator, produces and processes meat, operates supermaa•kets, hotels, a 
travel agency, and is in the import/export trade. lVhile the tourism 
market is not of the same type as in Dubrovnik, it does have the advantage 
of proximity to large tourism generating areas of Germaxzy. 

Jaz - Budva (Montenegro) 

The Jaz project area is situated about 70 miles south of Dubrovnik on 
the Adriatic Coast. The project area compr ises a flat valley with a sma.ll 
river and a good sandy beach over 1,000 yards long. The area is practically 
uninhabited. The project is estimated to cost about US $18 million. A 
project preparation mission is scheduled to visit Budva in October 1970. 
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