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FORM No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. George D. Woods DATE: July 5, 1966

FROM: J. Burke Knapp

SUBJECT:

I attach for your information three memoranda on African regional
planning problems which have been produced by our Project Department
experts in the fields of transportation, power and telecommunications,
respectively. These memoranda have emerged from discussions which I
have had with Mr. El Emary and Mr. Chadenet together with their advisors.

You will find that these memoranda are rather conservative in
their estimate of the possibilities for useful planning on a continental
scale in the field of African public -v-e. However, I think they
provide a lot of useful information, and particularly in connection
with the transportation memorandum, indicate a constructive approach
which might be taken by the Bank toward the intensification of our
African transportation studies.

When you have had a chance to read these papers perhaps we could
have a talk about it.

cc: Mr. El Emary
Mr. Chadenet



FORM No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: .. DATE:

FROM: n j. Baum

SUBJECT: CA:rnspo Lton I nrig d.udie

olLO'ing thr di cuicns hd in your of 'ice lt week, we bave
re.vi.sed the mea ora ndum on regi 1a trorasor atalaing~ in Aric',

Th ''>ooid2reav:cre eea ao nieain

C(udie toll A arica:

r<, r inal trcnspart atudieO can ct to t sor of
.0Wti've i Ite r"o do alf th' Afican countries. Te existin transpor. sys

tem is bad primariy on poli.ical and adii)trativ cns idertions which~
aer relant~ unde the A pre'Vi0'>' colonial arangements but hCh have noa

lo t muc of thiA a elevanCe. As(fo eCOnomiC consid.ra>ioos, the transport
a ystor is gearod la>rge1y to Tacilitate the export o' row material' from the
interior to th no ear at p0Crt and tho import oi finish1ed rrems as a result,
intLra- Airican transport i$ limited.2 maSinly to oriniging goods through coastal
countries to lind-locked countries. These economi~c coosiderations are likely
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port planninI rmay hl to avoid the dispersioni of oconomric rsourcos Ithat
should be exploited as a whole. transportatLion plannLig on a re ,ionnl or
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* tudi ' (.re eSxpeci to W e OaCv'a.,ilIbl in 1h all. The Briis 2csernmentr
iad bee giin soe con"idatiOonto U' stud Cor the East Iofric:an re ian
befoera the~ 'hOdcEian crisie. and 1.he' U.. . }ovrnmnt cee'lato have a'reed
to proviLde U.A '.ith a tranapor't adviser, raportadly from the N1orthwa: tern
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FoRM No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. J. Burke Knapp DATE: June 20, 1966

FROM: J. C. Lithgk

SUBJECT: Africa - Regional Power Interconnection

The sheer size of the African Continent, the number of countries
involved, the variation in climatic and economic conditions and the strong
nationalistic attitudes of the people all make generalizations of the problem
of international power development over the next few years very difficult.

Although to some extent there are transmission facilities between
countries in various parts of Africa, these were generally constructed
prior to independence of the countries concerned and, even when under a
common protective power, construction was only possible after protracted
discussion between the respective colonial governments.

Because of the distance separating the present load centers in
African countries, power transfer between them could generally only be
achieved by the use of high voltage transmission with its consequent high
capital cost. With the exception of South Africa, generally no loads
exist even within a country sufficient to justify the cost of constructing
internal high voltage transmission systems and such systems as exist are
justified not because of the load carried but the distance power must be
transmitted.

However, at present there are undoubtedly some areas where power
transfer between the countries could be of benefit, provided the political
difficulties can be overcome, for example, with the hydroelectric develop-
ments now under way in Nigeria and Ghana, it is very likely that trans-
mission between Nigeria, Dahomey, Togo, Ghana and Ivory Coast could be
economically feasible and could be of great benefit to Ivory Coast, Togo
and Dahomey in reducing their dependence on high cost imported fuel and to
Nigeria and Ghana not only because of fuel costs but also for better utiliza-
tion of their hydro resources. Also the present interconnections between
the East African territories of Uganda, Kenya and Tanzania could be expanded
to transfer greater amounts of power between them and make better use of
their hydroelectric potential.

Fundamentally, and apart from political considerations, at present
and for some time to come, the relatively small widely dispersed nature of
the load demands prevents any real justification for international trans-
mission of power. There are vast resources of hydroelectric power avail-
able which could be made even more attractive with interconnection - if the
demand existed. Kariba would only be marginally economic had the copper
belt load in Zambia not existed. Volta Project in Ghana could not have been



Mr. J. Burke Knapp - 2 - June 20, 1966

justified without the construction of the aluminum smelter. Power resources
exist and it would seem undeniable that international transmission would be
valuable but the wide development of both must await the advent of a greater
degree of industrialization than at present can be foreseen. It must not
be overlooked, however, that, in Africa, international cooperation is not
very obvious at present and electrical transmission forces a degree of inter-
dependence which is not essential to other communication channels. There
would therefore be an essential need for political accord between countries
before electrical interconnection could be achieved. Without such accord
the necessary cooperation to achieve agreements, on design standards, and oper-
ating procedures apart from the financial contract would be difficult to
obtain.

Study would almost certainly show that there must be many places
where small scale transmission across borders could be undertaken with
advantage; some notable examples of this at present in operation being
between Tanzania and Mombasa in Kenya, and in South East Uganda where a
small hydroelectric station supplies a small mine in Tanzania. Lack of demand
has, however, precluded large scale transmission except in the case of the
connection between the Congo (then under Belgian rule) and the Zambia copper
belt (then under British control).

If such cases could be ascertained and connections made, their
successful operation would be a notable achievement politically and would
pave the way for favorable consideration of larger scale interconnections
when economic conditions justified their construction.

Due to the distances involved in interconnection, costs are in-
evitably high and therefore large scale industrialization is a prerequisite
to create the necessary demand and provide revenues to justify costs. It
would therefore seem essential, before considering interconnection of coun-
tries, to have reasonably accurate estimates of their economic growth and to
compare power generation costs in the light of possible interconnection. In
such comparisons development of power generation in one country may be economic
when transmitted to assist economic development in its neighbor. Such a case
exists at present between Ghana and Togo.

It is difficult to visualize any large scale international trans-
mission at the present time. Emphasis in the above has been on hydroelectric
sources of power simply because Africa has abundant, in fact vast, hydro-
electric potential which could be transmitted to load centers when the develop-
ment is justified and, although high voltage long distance transmission is
capital intensive rapid technological advances are now taking place in this
field which should have the effect of reducing costs considerably in the
future. At the same time the development of small nuclear power sources is
being actively pursued and it is possible that in a few years these may be
competitive with hydroelectric and transmission costs in which case small
local generating stations could make interconnection unnecessary.
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It would therefore seem that for the future, although basically
the advantages of interconnected systems is undeniable, interconnection
between African countries must await the development of demands sufficiently
1ig. to justify the capital costs involved and therefore the first require-
ment to consideration of such interconnec tions would probably be long-term
economic studies leading to an overall study of the potential sources of
power and an assessment of the value of interconnecting such sources, and
for the immediate future consideration could be given to persuading the
African countries to cooperate with their neighbors to ascertain where small
scale transmission across borders could operate to their mutual advantage.
The interconnection between Ghana and Togo and its possible extension further
eastwards to Dahomey and Nigeria together with the extension westwards from
Ghana to Ivory Coast would be typical of this latter category.

JCLithgow:lfb
IBRD

Cleared by and cc: Mr. Chadenet
cc: Kr. Ripman

Opational Files
Dl'ision Pile



*FORM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. J. Burke Knapp DATE: June 29, 1966

FROM: Christian Fi4

SUBJECT: African Telecommunications (Revised)

From time to time plans are advanced for ambitious programs of
telecommunication facilities to provide direct telephone and telegraph
connections between the new countries of Africa. (In this connection con-
sideration is given to the countries located south of the Sahara and it
excludes South Africa. The Maghreb countries have well developed telecom-
munication systems which are connected to France and Italy by cable
installations.) Earlier, these plans foresaw extensive cable and/or
microwave connections; more recently satellite communication is thought
to provide the answer.

The facilities would provide high quality international tele-
phone connections, but would be able to handle an amount of traffic far
exceeding what can reasonably be foreseen between African countries and
between these and overseas points. The costs of these facilities are also
substantial and are in particular large when compared to these countries'
present investments in telecommunication facilities.

As an example, Ethiopia which has a reasonably developed telecom-
munication system, is at present investing a total of some $3.5 million
annually for all telecommunications, including broadcasting stations. A
satellite ground station would cost about $5 million. Annual cost of opera-
tion of the ground station, including payments to COMSAT, could be estimated
at about $1 million, which compares with present total operating expense of
Ethiopian telecommunications of about $3.5 million. A study prepared by
COMSAT shows that a ground station located at Addis Ababa could only be
expected to be financially self-supporting after a period of 8 to 10 years.

During the recent negotiations with the East African Common Services
Organization, which is responsible for the operation of telecommunications
in Kenya, Tanzania and Uganda, the problem of international services was also
discussed. The East African system is probably one of the most developed in
Africa. The management, after reviewing possible alternatives for introducing
higher grade international service, had reached the conclusion that the traffic
potential could not yet support the substantial investment required. As a
result improvements now made are limited to extensions of existing HF radio
installations.

In West Africa the problems are in particular complicated because
of the many countries involved. There would seem to be scope for regional
interconnections to build up a sufficient traffic potential for the operation
of one or more satellite stations. It should be borne in mind, however, that
the distances involved for these interconnections are considerable and con-
struction costs would reach substantial amounts.
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These costs would have to be justified on the basis of a reason-
able estimate of potential traffic. The construction work within each
country would come in addition to the expansion of its internal telecommuni-
cation facilities, and the combined program would have to be reviewed to
ensure that the responsible organization would be technically and admini-
stratively competent to carry it out and maintain its operation on a
financially sound basis.

In 1965 the International Telecommunication Union (ITU) office
attached to the Economic Commission of Africa (ECA) in Addis Ababa advanced
a proposal for a program of regional studies of telecommunication development.
This proposal was discussed in detail in a meeting held in Abidjan and at-
tended by representatives of telecommunication organizations in Egypt, Tunisia,
Ethiopia and UAR as well as officials of the African Development Bank (ADB).
It concluded that at the present time interconnection between African countries
should consist of the improvement and extension of existing HF radio links and
that progress could best be achieved through direct consultation between the
countries wishing to establish service. Further, it was recommended that ADB
should announce its readiness to consider the financing of all .necessary
equipment installations. With respect to general planning of telecommuni-
cation development it concluded that this had to start with each country
preparing plans of expansion based on existing facilities. At the end of
the meeting it was agreed that ADB would take the initiative in getting
this work started. We have no information whether any progress has been made.

By concentrating the efforts on building up the national telecom-
munication systems, expansion and service improvements can be carried out
consistent with the technical, organizational and financial capability of
each country. Mbst African countries already operate telecommunication
systems which, while small, provide the basis for further expansion. A
substantial number of expatriate staff remains in key administrative and
training positions in these countries and with limited outside assistance
local organizations could effectively prepare programs for expanding local,
long distance and internal services. These programs would be similar to
those considered for Bank financing in Ethiopia, East Africa and other
countries. While the sizes of the programs would vary from country to
country the basic planning principles would be the same.

With the support which at present is being given by the U.S.
Government to COMSAT's program of extending satellite communications, it
seems reasonable to assume that at least a few ground stations will be con-
structed in Africa regardless of whether they could be justified as measured
by the expected financial results. The most likely position are Addis Ababa,
Lagos and possibly Dakar. South Africa is expected to construct its own
station near Johannesburg. Against this background no justification could
be seen for launching any study similar to the one initiated by Inter American
Development Bank to develop the need and justification for construction of
satellite ground stations in Latin America.
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I believe that the most practical and efficient way to achieve
improvements in telecommunications in Africa is to make a concentrated
effort to assist individual countries to prepare realistic expansion
programs to provide facilities to meet national, regional and international
service requirements. For this purpose it would be reasonable to work
closely with organizations already involved with telecommunications in Africa,
in particular ITU, the British Post Office and the French P & T. As a first
step it is proposed to ask the help of these organizations to assemble basic
information on the existing telecommunication facilities in each country,
present organization, status of current expansion plans and all available
data of existing traffic with other African countries and with overseas points.
On the basis of this information it would be possible to establish the need
for further assistance both for project preparation, organizational support
and for eventual financing.

CFinne:hak

cc: Messrs. Hoffman
El Emary
Ripman
Lithgow
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LOAN COMMITTEE

LC/A/66-lo

July 25, 1966

NOTICE OF IEETING

A meeting of the Loan Committee will be held on Wednesday, July 27,

1966, at 3:00 p.m. in the Board Room.

AGEIDA

Nigeria - Kainji Dam

The Committee will consider the attached memorandum of July 22, 1966,

from the Africa Department entitled "Nigeria - The Kainji Project (liger

Dams Authority) and Nigeria's Overall Resource Gap 1966/67" (LC//66-51).

John M. Malone
Secretary

Loan Committee

liSTRI BUT ION: Cope 'or Inforiatlon to:

Pr $dent
CHAI RMAN Vio Preid t
DIRECTORS OF AREA DEPARTMENTS Econoric Adviser to the President
DIRECTOR, PROJECTS DEPARTMENT Seretary
GENERAL COUNSEL Director of Information
DIRECTOR, ECONOMICS DEPARTMENT Director. Economic Development Institute
T REASRER Director, European Office
DiRECTOR, DEVELOPMENT SERVICES Spcial Aoisers to the President
DEPARTMENT Special Representative for UN Organizations

Executive Vice President (IFC)



CC:',Ffl rTIAL

LC/0/66-51

July 22, 1966

LOAN COMMITTEE

Memorandum from Africa Department

NIGERIA - The Kainji Project (Niger Dams Authority)
and Nigeria's Overall Resource Gap 1966/67

A. The Kainji Project

1. In July 1964, the Bank made a loan of_$82 million for this project
whose total cost was at that time estimated at $208 million. The Bank's

loan was to meet part of the foreign exchange cost; for the remaining foreign
exchange component the Nigerians obtained loans from U.S. AID ($14 million),
the United Kingdom ($14 million), the Netherlands ($5.6 million) and Italy
($26.1 million). The Nigerian Government undertook to finance the entire

local currency cost out of its own resources and also to provide the neces-

sary funds in case total project cost went up.

2. Until March 31, 1966, a total of $57.6 million have been spent on

the project. Of this, the Nigerians have provided $27.4 million; from the

Bank loan $16.8 million have been disbursed ($22.9 million by the end of

June 1966). Progress on construction is according to schedule and there is

every reason to assume that the project will be completed as planned by 1969.

3. Since the conclusion of the financial arrangements for the project
in 1964, two events have occurred:

(a) Because of a heavy shortfall in U.S. procurements, the Niger

Dams Authority will be able to draw only $2 million out of

the $i4 million UoS AID loan.

(b) More important, recent estimates disclose an increase in the

cost of the project amounting to about $28 million, $17 mil-

lion in foreign exchange and 11 million in local currency.

This estimate is still tentative; final cost figures should
become available during 1967.

The Nigerian Government is therefore faced with the problem of finding at
least $40 nillionrmore for the completion of the pro ject than was originally
anticipated ($12 million which cannot be drawn from the U.S - AID loan and
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$28 million on account of expected increases in cost). If the Government

were to put up this amount out of its own resources, Nigeriats contribution

to the project would rise to about 50s, compared to hO as originally en-

visaged. This indicates the need and justification for additional foreign

assistance.

4. The Niger Dams Authority has already initiated efforts to secure

additional foreign loans to meet the expected $17 million increase in

foreign exchange cost. They have requested a supplementary loan from

Italy of $8.4 million, which, if granted, would cover the increased cost

of goods and services procured in Italy. NDA also proposes to approach

Germany, Sweden and Switzerland to provide funds to finance the cost of

goods procured from these countries amounting in each case to $2.8 mil-

lion. If all these loans were forthcoming, NDA would virtually cover

the presently expected increase in foreign exchange cost of the project.

5. U.S. AID is studying the possibility of making the unutilized

$12 million available, possibly not to finance off-shore purchases but

to help cover the local currency expenditures for the project. However,

AID strongly expressed the hope, if not the expectation, that the Dank

would provide its share of additional financial assistance. It is pos-
sible that AID action might depend on the Bank moving first.

6. Based on present cost estimates and assuming that US. AID and

the other supplier countries come forward with supplementary loans in the

amount of $29 million ($12 million from AID and $17 million from the

European lenders), an amount of '11 million would remain uncovered. This

raises the question whether the Bank could or should at this stage consider

a supplementary loan to NDA, an issue which in my opinion, should be judged

in the light of Nigeria's overall financial position as described below.

B. geria's Overall Resource Gap 1966/67

7. The 1965 "Economic Report on Nigeria" pointed out the likelihood

of a substantial gap in the financing of the country's capital investment

program, requiring in part non-project financing during the last two years,

1966/67-1967/68, of the Six-Year Development Plan. The Loan Committee in

a meeting on February 7, 1966 decided that, in recognition of this require-

ment, future Bank lending policy for Nigeria should include financing, in

addition to the foreign exchange component of projects, a substantial pro.-

portion of their local currency cost, total Bank lending norrally not to

exceed 60. of the total project cost (LC//66_4 dated February 21, 1966),

8. The Nigerian Consultative Group at its Paris meeting in February

last (a) endorsed the Nigerian development program as to size and composi'

tion and undertook to support it, (b) recognized the likelihood of a con-

siderable gap in the financing of the plan and requested specific estimates

for 1966/67 and 1967/68 to precisely determine the size of the gap, (c) took

note of the Nigerian appeal for provision of assistance on a non-project

basis or the equivalent in financing local cost expenditures beyond that al-

ready reflected in existing donor practices.
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9. In consultation with the Nigerian Government the Bank has prepared

a report "National Development Plan 1962-68; The Problem of Finance for

Fiscal Year 1966/67" (AF.,47a, dated June 27, 1966) which was circulated to

the members of the Consultative Group. This report concludes that Nigerials

resource gap for 1966/67 (April-March) requires a minimum of $53 million of

non-project or additional local currency financing.

10. U.S. AID is studying the possibility of making available the $12

million to NDA mentioned in paragraph 5 above because of its desire to find

a way to help cover this gap. It is for this reason that AID may consider

reimbursing Nigeria for part of the local currency expenditures incurred

by NDA during the last and the current fiscal years. At the same time,

AID's hope that the Bank would move first is based on the recognition of

our role as the Consultative Group's Chairman which, together with the

Nigerians, has identified and quantified the nature and scope of 
the

Nigerian resource gap.

11. It is reasonable to assume that the reaction of the European sup-

plier countries to the request for additional loans to NDA will also be

guided by considerations relating to the overall resource gap 
and these

countries too will probably wish to see the Bank take the initiative.

Therefore, we might strengthen our support of the Nigerian requests by

taking immediate action.

12. The Bank's possibilities to provide relief to Nigeria in the

short-run are limited since non-project financing has not yet been ac-

cepted as a general principle of our lending policy. As to projects

in our pipeline, all of them have already been taken into consideration

in arriving at the $53 million resource gap for the current fiscal year
and offer therefore little or no possibility to make additional finance

available However, the Bank could consider providing Nigeria with ad-

ditional funds for NDA in the amount of $11 million which represents the

presently estimated "deficit" in NDAts financial arrangements (paragraph
6 above). Provided assistance could be arranged in such a way as to

permit the Borrower to draw these funds during the current Nigerian

fiscal year, the Bank would directly contribute towards narrowing Nigeria's

overall resource gap.

13. This suggestion is based on the assumption that the Bank, given

the cost increase for the project, would in any case want to provide sup-

plementiary assistance in order to maintain the originally established 
40%

level of its share in the project financing. But while such a decision

would ordinarily only be taken at the time when final cost estimates and

the additional contributions by other donors are known, the expected re-

source gap oL $53 million for the current fiscal year suggests action now

14. The Bank could do two things:

(a) Negotiate a supplementary loan of $11 million for HDA. Given

the fact that NDA for the time being has enough foreign loans



to meet foreign exchange payments, an additional loan from

the Bank would have to be fer local currency expnditures
expected to be -made during the fiscal year starting April 1,
1966. A loan in this asiount would, according to preVent es*
tinates, bring the Bonkfs total ccntribution back to 40'o
However, we cannot be certain at this stage that I'll illion
would cover all the additional assistance the Bank may be re-
quested to provide before the project is completed.

(b) Permit the Borrower to draw on the existing loan the same

amount for the same purpose. This would be done in anticipa-
tion of a supplementary Bank loan, probably sometime next

year, when firm figures on project costs and supplementary
financial contributions from other sources are available.

15. Either solution would enable the Bank to disburse additional funds

during the current fiscal year, would demonstrate to the Nigerians and the

members of the Consultative Group our willingness to take the initiative in

providing relief and would thereby strengthen the case for U.S. AID to make

available the unutilized $12 million and for Italy, Germany, Sweden and

Switzerland to grant loans of a total of $17 million.

C. Recommendations

16. I recommend that:

(a) the Committee confirm the need for urgent action on the part
of the Bank to assist Nigeria in narrowing its overall re-

source gap for 1966/67 and decide which of the two alternatives

outlined in paragraph lh above should be implemented;

(b) the Bank actively support the Nigerian requests already made
or to be made for supplementary assistance for the Kainji

Project by U.S. AID, Italy, Germany, Sweden and Switzerland.

A. G. El Emary
Director
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ASSOCIATION I RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. George D. Woods DATE: June 22, 1966

FROM: J. Burke Knapp

SUBJECT: Lending in "Black" Africa

You will be i terested to see the attached up to date statement
by the Africa Department regarding their expectations of lending in
"Black" Africa during the period before the Annual Meeting. We shall
press forward on this program as rapidly as possible.

Attachment



Fcei No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFF 'E MEMORANDUM
TO: 1r. J. 3urke 7ap DATE: June 22, 1966

FROM: J. -. iWilliams

SUBJECT: Lending ii 3lack Africa

The following is a revised forecast, as of today, of Rank loans
.nd IDA credits to countries South of the Sahara which are likely to

come to the Board prior to the Annual Meeting:

million
A. Jul/Augu St Bank IDA Notes

Malagas (roads) 10.0 .egotiations concluded.
Nigeria (uIw) 6.0 Awaiting signature of Govern-

ment loan.
Zambia (roads) 17.5 Negotiations concluded.
East Africa (tele-

communications) 13.0 egotiations concluded ad
referendum.

Kenya (education 7.0 egotiations completed.
Malawi (roads eng.) 0.5 egotiations expected next week.
Mali (railways) 9.1 eootiations in progress.
Senegal (railways) 9.0 egotiations start June 27.
1igeria (cocoa) 6.8 Timing dependent on settling

new federal-regional relation,
Uganda (smallholder tea) 3.4 Negotiations concluded.

Presentation to Board depend-
ent on government appointment
of project agency senior staff.

Total 3.3 39.0

The followinz Pdditional operations have a somewhat smaller, although
still reasonable chance of going to te Board before the Annual Meeting:

i. August/September

Cameroon (CAMDEV) 7.0 11.0
Congo (Brazz.) (Potash) 30.0 Dependent on action by EIN.
Nigeria (powr distrib.) 13.0
Kenya (agr. roads) 6.0 Apraisal report in preparation.
Kenva (agr. credit) 7.9 Awaiting supplementary informa-

tion for completion of ap-
prais l report.

Nigeria (Eastern Region
palm oil) 10.0 Appraisal report in preparation.

Liberia (roads) 3.0 Awaiting supplementary informa-
tion for revision of appraisal
report.

Total 627.9

TOTAL (A + 7) 103.3 66.9
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INTERNATIONAL DEVELOPMENT INTERNATIONAL FINANCE
ASSOCIATION CORPORATION

OFFICE OF THE PRESIDENT July 6, 1966

Mr. ',!ds
Reference your query below:

BANK IDA
(TIn millions of $)

Uganda Tea Development 3.4
Nigeria Cocoa Development 7
Nigeria - NIDB 6
Malagasy - roads 10
East Africa - telecommunications 13
Zambia - roads 17.5
Kenya - education 7.0

$20.7

Grand total
Bank + IDA $63.9

* G. C. art
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FORM No. 7 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

r ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: MEr. Georgc D. ood (trougi r. J. urke Knapp) DATE: Juno 3C, 1966

FROM: A. G. El Ehary/

SUBJECT: Africa Department -Pendin; ank Lans and IDA Credits

1. ou referred during last week's Senior Staff :eeting to several
loan and credit onorations in Africa, the presentation of w tice to te
Executive Directors has been delayed by various difficulties, mainly
administrative weaknesses in the recipient countries. I now wis to

give you a brief account of these lending operations, toether wite
information on steps which we have taken or intend to take to hel, the
governments concerned to overcome their difficulties.

2. The followin -r -is It l:n or credit Ioations haicI ad
ori inally expected that tee Eecutive Directors ould cor ader before
t1 end of t current fiscal year:

(a) gr!a Smallrolder Tea Develonmnt 03.4 million - IDA):
Simultaneous negotiations by us and by tie Comonwalth
Development Cororation (weich will be lending for th

ae roject) were substantially coomleted in Washin~to
ctober/ ovember 1965. Among a few t, nical quostions

c still remain to be settled is t e apointment of

t new establised -roject ency's ke staff. The
rnt's action ns been delayed rtly becse of
recent constitutional crisis in Uda. Ar. rnell
(h ects Departmnt) visited Uganda lat we to speed
Sth overnment's ntio. Kr. Tolley (Africa D art-

t ill be visitin -nda wityin about two weeks for
n necessary further follow-un.

(b) irerIa Cocoa Development (;.6 million for -_stern Nigeria
2 milion for "astern Nigeria - 7nk): The negotiations

for bate loans were conlited in Dece5ber, 196 . It has
been agreed that bote the Western and Eastern igeri an
Governments would appoint suitable project coordinators.
Action on this matter was delayed partly because of te
revolution in ligeri a. We have recently recommen dod to the
Governeont an expcrienced project coordinator and are
actively looking for another. ollowing a recent Decree
to establish a unitary Constitution for Nigeria, legal
question has arisen regardin_ the csopetence of tie -egional

Governments as Separate legal entities to sign Project
Agreements wite the %ank. Mr. Williams went into tis

quoestion in Lagos three weeks ago and we are following up
conver C)tions in writin.

(c ) leria, 'li;;erinIdustrialDevprero'~sent lea 66. OLL-

lion - enk): The negotiatins were substantiil' co-
tod in Nebrary, 196. To points w!'i rec'ired action

ero: (1) selectin of a suitaie advisor to CD), (z)
s tisfactory arrange nts beteen the reran Government



D. Woods - 3 , i966

and -on ngoverr t loan of .0 on to
11fD , and (3) legal powers for the Ni jerian Govern-

ment to guarnte to a the proposod ank ljndin ta iD.
Mr Mthen (IFC) YAi arriva ir Nigera durinj t he

second haLf of July as advisor to 1IDB. Also, action
iv bein; taken on the oroposed Jovernient loan to ID.
ho still nave somae questions on a recent Decree whnich
was issued to give to the Governmeunt the necessary
powers for guaranteeing the Bank loan. Mr. Wi1Ji ms
discussed the outatadin_ oID3 issues in Lagos tnree
weeks ago and we are folowiing uo in writing.

(d) Th~e iaiag;asy aepuliac, roads ($40.0 million -ID)

The negotiations were completed in April 1966. Under
the Uiaaasy Constitution, the Government needs legis-
lativo autuority to be able to sign thie cre-dit docu-
ments. Two weeks ago, we nave been informed of t ie
Governentis submission of a bill to the Parliamient
for t his purpose, but - desoite reminders -we have
not yet been informed of thie passage of the bill, be
arc activoly pursuing the matter. Iplan to visit the
Malagasy Repubiic in August.

(e ) East frica, telecommunications ($913.0 nillion - Bn)
The negtatitons were substantiall completd during the
first Il iof My166. W e are now awaiting the appoval
of the draft loan documents by the borrower (East African
Common Services Authority - EACSA) and by th.e Governments
of Kenya, Tanzania and Uganda. Resolutions will be
necessary by th e Parliaments of Kenya and Uganda to
authiorize thec guarantee of the loan. The lank also ex-
eect.3 to receive assurances teat t pot and telacom-
nications will continue as a common sorvice for East

Africa (this was recently recommended by t.e Ph-9iliu
Cersaission). We are presently writing to all interested
parties on these requironents. M.r. Tolley will also se
available during. the second nal of July for discussions
in nst Africa on these points.

(f) Zambia, roads ($.7.9 million - ak): The noytiatirns
nere comploted during toe second nalf of May 966. Wo
are no- aaiting action by te Zambian Pari anent to
authorie the roposed loan. The Parliament will not
assemble unti]. mid-July and, during tno negotiations, th
Zsmbizn Finance Minister said that toe Parliamentary
actin mae not be taken before oid-fuuste i plan to

visi- Zpia in August,

(g) jueucatian ($,0 nillion - IDA): The negotiation

were concluded on June10 19o Curianis visit to
Cast Africa, :ir'. Tolley will oxplain our requiroments,

wihavl' oscoato o We n oorwot



kr'. George D. WJocd -3- June 30, 196

I mimt note that somo of: 'ue ,overirental actions specified
above are of too t-pe Taich, until recently would ave been treated
as conditions of' effectiveness. IThile our requiremnt that these
now be comoleted before siging has in fact delayed their presentation
to toe xecm Live Directors I would expect that, when the governments
have comolied wth toe foreoing re:juirements, the effectiveness of
tho loans or credits concerned will not pose any particular difficulty.

i. That being said, I soare your concern abouU th lon delays in
getting action, whetier required for signing or for effectiveness, and
I propose we take the opportunity of the African Caucus to oring out
very clearly the extent to which speedy action on loans and credits
is in the hands o the Arican merbers themselves.

cc. ;r. Knapo
Ir. Aldeereld/Kr. ian

Mr. orocues
i-r. Cavanaugho
hr. Cope
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Fo~pM No. ,7 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION I RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. J. urk Knapp DATE:' June 13, 1966

FROM: A. G. El Lmary

SUBJECT: IDA lendin Program for 1966/67

Following our discussions today on the above, I am sending you
attached our forecast of the IDA credits by the Africa Department
during the first half of the coming fiscal year. I indicate in the
margins the present status of each lending operation.

I might add that, because of some delay in the completion of
the roads credit to the Malagasy Republic and of the smallholder tea

credit to Uganda, our Expected Results for the current fiscal year
ill be $24.3 million (ratner than $38.0 million given in your

memorandum of June 8, 1966 to Mr. Woods).



Africa Department - Forecast of IDA Credits
rialf of the 1966-67
F _s cal Year

Country Project $ Million Present Status

Cameroon Plantation in West 11.0 Project appraised and major points
Cameroon (CAMDEV) agred with Government; Loan Committee

by mid-July 1966, negotiations in
August.

Ethiopia Fourth ighway 15.011 Appris visit in September.

Kenya Education 7.0 le otiations completed; Government ap-
proval of credit documents expected
by end of June.

Agricultural roads 6.0 Appraisal report awaited; Loan Commit-
tee in July.

Agricultural credit 7.9 Project appraised; brief visit in
early July is scheduled to clarify
two project points.

Liberia Roads 3.0 'Reapraisal mission in field; nego-
tiations expected in August.

Malagasy Roads 10.0 Nle-otiations completed; "Yovernment nas
to pass act to authorize signing;
expected any time.

Malawi Roads ( lnineering) 0.6 Project appraised; negotiations ex-
nected late in June or early in July.

Education 6.5 ApPraisal report being drafted;
negotiations expected in October.

Mali Railways 9.1 Negotiations will start June 20.

Senegal Railways 9.0 Negotiations will start June 27.

Tunisia Education 13.0 App <s report expected this week;
loan Coi ittee late June; negotiations
~n Jiy.

Uganda Smallholder tea 3.4 Negotiated in November l96; Govern-
ment Is action to ppoint the Tea
Authorityts senior management is
awaited; brief visit scheduled 3rd
week of June to discuss outstanding
points.

1/ In addition to a possible Bank loan of $15 million or more (to cover total
foreign exchange costs).
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Country Pro jct $ Million FrisentStatus

Uganda Education 10.0 Appraisal report ready; Loan Commit-
(cont, )tee end of June or early July.

R.0 Awaiting completion of appraisal
report; Loan Committee probably in
August.

TOTAL 115.5

June 13, 1966



FORM No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

FICE MEMORANDUM
TO: Mr. J. k Knapp ik-r* DATE: May 13, 1966

FROM: J. H. Williams

SUBJECT: Lending in "Black" Africa

The following is a forecast, as of today, of Bank loans and IDA credits
to countries South of the Sahara which are likely to come to the Board prior

to the Annual Meeting:

A. $ million
Bank ID Notes

June Malagasy (roads) 10.0 Negotiations concluded.
Nigeria (KIDB) 6.0 Awaiting signature of

Government loan.

Zambia (roads) 17.5 Negotiations start May 16.

July East Africa (tele-
communications) 13.0 Negotiations concluded

ad referendum.
Kenya (education) 7.0 Appraisal report completed.
Malawi (roads eng.) 0.75 Appraisal report completed.
Mali (railways 9.1 Negotiations expected early June
Senegal (railways) 9.0 )
Nigeria (cocoa 6.8 Timing dependent on settling

new federal-regional relation.

Uganda (smallholder tea) 3.L Negotiations concluded.
Presentation to Board depend-
ent on government appointment

of project agency board.
Total E3~~9~2.5

The following additional operations have a somewhat smaller, although

still reasonable, chance of going to the Board before the Annual Meeting:

B. $ million
Bank IDA Notes

Aug. Uganda (education) 10.0 Subject to confirmation of
economic performance.

Congo (Braz.) (Potash) 30.0 Dependent on action by EIB.
Malagasy (education) 4.3
Nigeria (power distrib.) 13.0

Sept. Kenya (agr. roads) 6.0 Appraisal report in preparation.
Kenya (agr. credit) 8.0 Appraisal report in preparation.
Nigeria (Eastern Region

palm oil) 10.0 Appraisal report in preparation.

Total 273 24.0

TOTAL (A+B) 100.6 63.25
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toq No. 57 INTERNATIONAL DEVELOPMENT INTERNAIIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RE(ONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Files DATE: September 22, 1966

FROM: M. P. Benjenk

SUBJECT: Bank Lending to Algeria

A meeting was held in Mr. Knapp's office on September 20, 1966,
to discuss a paper prepared by the Africa Department proposing a Bank

position with regard to a possible lending program for Algeria. The
meeting was attended by Messrs. Knapp, Aldewereld, Friedman, Broches,
Cope, El Emary, Kamarck, Avramovic, Hoffman, Williams, John King,
Edelman, Roulet and Benjenk. The discussion dealt with two principal
subjects: (a) the creditworthiness and the performance of Algeria, and
(b) the nationalization of foreign property by the Algerian Government.

Creditworthiness and Performance

With regard to creditworthiness, the meeting took note of the
fact that Algeria's indebtedness was at the present time rather low for
a developing country, i.e. debt service did not amount to more than 3
to 4 percent of total exports. With the increased revenues from oil
and subject to reasonable progress in general economic policies, debt
service was not likely to be a real problem for Algeria even if the final

settlement of claims and counterclaims with France led to some net charge
on Algeria's foreign exchange earnings in the future. It was remarked,
however, that one should not accept too readily the assumption that French
and Algerian claims against each other would cancel each other out and
leave only a minor debt burden upon Algeria. Further inquiries to the
French authorities with regard to this question might be necessary.

It was also noted that with regard to Algeria's recent perform-
ance in the field of public finance a favorable point was the fact that
Algeria's recurrent budget, which before independence was largely
financed by the metropole, was now fully covered by Algeriats own earn-

ings.

It was, however, generally agreed at the meeting that, notwith-
standing the progress which Algeria had made since independence with
regard to public financial policies, it should be made clear to the
Algerian delegation in the forthcoming discussions with it that a number

of economic conditions would have to be met before the Bank could actu-
ally make a loan to Algeria. These conditions would be based on the
many recommendations for improvement in public economic policy contained
in the economic report. These concern the need for increased public
savings, limitations on the growth of ordinary expenditures and of trans-
fers and subsidies to public enterprises and individuals. In these dis-
cussions with the Algerias, it would have to be stressed that Algeria
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needed to make a considerable effort during the next few years to gen-
erate a surplus and make appropriate arrangements to use that surplus
for the purposes of sound economic development. With regard to good

performance in the various sectors of the economy, the Bank would not

expect to go too deeply into each sector, unless this was relevant for

a particular loan decision. It would, however, wish to assure itself

in a general way that the situation in the principal sectors was not

such as to endanger general economic stability. Finally, those present

agreed that there would also have to be improvement in the treatment of

foreign businesses at present operating in Algeria so that the invest-

ment climate improved sufficiently to attract new capital.

The difficulty, however, in explaining the Bank's position to

the Algerian delegation in other than general terms was felt to be that

the Bank is not yet in a position to express in precise terms the tar-

gets by which it would judge whether Algeria was making satisfactory

progress in the management of the economy. This definition would re-

quire a great deal of economic work both by the Bank and the Algerians

in the next few weeks and months and this should be explained to them.

It was felt, however, that the Algerians' hurry to have the Bank's views

on lending should not deter the Bank from proceeding with working out the
criteria by which to judge Algeria's economic performance.

The next step along this road would be to obtain Algeria's
official reactions to the economic report. If, as was expected, this

reaction was generally favorable, the Algerian delegation could be in-

formed of the Bank's general willingness to study projects submitted by

Algeria, but at the same time the delegation should be informed that

more precise guideposts as to economic performance in the areas mentioned

above would have to be worked out jointly in the next few months. The

Bank would therefore continue to follow closely the economic performance

of Algeria, which would have to be discussed by the Economic Committee in

the usual way before any loan was made.

The meeting agreed that in the Bank's assessment of Algeria's

economy, emphasis should be laid on the necessity to avoid that this
economy should come to be based too exclusively on oil and thus neglect
the development of other sectors or the setting-up of an efficient admin-
istration for economic development.

Nationalization of Foreign Property

The meeting agreed that this was an extremely complicated ques-
tion which needed a great deal more investigation on the part of the
Bank before a precise position could be presented to the Algerian
authorities as to the Bank's requirements in this area. It was there-

fore decided that the Bank doctrine on these matters should be put to

the Algerian delegation in a general way, bearing in mind the principles
listed below.
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The meeting agreed on the basic premise of the paper presented

to it, namely that distinctions should be made between the various

categories of nationalizations which have taken place since independ-
ence and, in particular, that the Bank should leave to bilateral negoti-
ations those cases which had taken place in the immediate post-independence

period. It was agreed also that with regard to more recent nationaliza-

tions of French properties the General Counsel would immediately sound

out the French Executive Director as to whether these would also be

brought within the scope of the general Franco-Algerian discussions,

and might thus possibly be excluded from Bank consideration. In this

connection it was pointed out that, while the Bank would take into ac-

count the views of the French Government on such matters, it would not

be necessarily bound by them. In any case, the Bank would wish to be

able to inform French firms approaching it of the position taken by the

French Government. It was agreed that the Bank's usual doctrine would

apply to compensation for non-French owners of nationalized properties

and that this might, in some cases, include substantial minority share-

holders in French companies.

It was agreed that the Algerians should be urged to proceed

immediately to take steps towards a settlement of some of the outstand-

ing cases so that, when the time came to make a loan to Algeria, progress

towards settlement should be clearly apparent.

With regard to Algerian treatment of foreign oil companies, it

was agreed that this question, unless there was a breach of a conces-

sion by the Algerian Government - of which there was no evidence so far,
was not to be assimilated with matters regarding compensation. It was

more a matter of preference being given to some companies rather than to

others. The Algerians should be questioned on their policies in the

general discussion that would take place in regard to the treatment of
foreign capital generally, but settlement of such quasi-commercial dis-

putes should not become a condition of the Bank's lending to Algeria.

Lending Policy

Subject to the conditions stated above which would have to be
satisfied before any loan could be made, it was agreed that the Bank

should take under consideration projects which the Algerian Government

had submitted or would submit to the Bank. This applied in particular
to the gas project and possibly to projects in the field of agriculture.

With regard to the gas project, it was particularly stressed
that the Bank should not finance a major share of this project but should

act as a catalyst to ensure that a sound project was being shaped, which
would in turn help draw private and other capital into the project. It

should be made clear to the Algerians that borrowing from the Bank for

this project was not an alternative to enlisting the financial support
of private sources and that the Bank would not make up shortfalls of
potential private capital discouraged by Algerian policies.



-4-

There was a general feeling at the meeting that it might be
better for the Bank to play a more active part in the conventional
sectors of the Algerian economy, since through the leverage provided
by loan discussions a great deal of necessary improvement could be
brought about in these sectors, and a somewhat less important role in
the oil and gas sector where a great deal of money should be available
from private sources.

With regard to the orders of magnitude involved, it was agreed
that the Algerians should not be left in any doubt that the Bank's
contribution would be much more modest than some of the figures which
had been mentioned informally by the Algerians either with regard to
the gas project or with regard to agriculture. With regard to the gas
project, a maximum figure of $50 million was thought to be appropriate,
whereas $25 to $30 million a year in the conventional sectors was the
maximum considered possible in the next two years, in the light of what
is now known of the state of Algerian project preparation. If, contrary
to what is expected, projects could be got ready to meet Bank standards
in less time than we believe, a somewhat larger figure should not be
excluded. In any case, it was felt that the Bank's involvement in
Algeria should be gradual, if only because one had to bear in mind the
effect outside the Bank of our activities in a country like Algeria.
It was agreed, however, that no exact figures would be mentioned to the
Algerian delegation at this stage.

MPBenjenk/mct

cc Messrs. Woods
Knapp
Aldewereld
Friedman
Broches
Cope
El Emary
Kamarck
Avramovic
Hoffman
Williams
John King
Edelman
Roulet
Benjenk



September 16, 1966

Bank Lending to Algeria

The Avramovic mission report is now under consideration by the Alger-
ian Government. During his recent visit to Algeria to present the report,
Mr. Avramovic found a general readiness to give it serious consideration and
all the signs are that the Algerian delegation headed by the Minister of
Finance which will be visiting the Bank as from September 21 to discuss the
report will confirm substantial agreement on the findings and recommendations.
If this is indeed so, the Algerian delegation, as indicated in letters to
Mr. Woods and Mr. Knapp of August 27, will expect us to state the general
policy conditions under which the Bank will be prepared to lend to Algeria.

Specifically we shall be pressed for a statement of our attitude to
lending for large gas and petrochemical projects of international importance
on the one hand and domestic projects, particularly in agriculture, on the
other. This note discusses the major issues involved in possible lending and
makes recommendations on the position tne Bank might take. These issues fall
under two broad heads: (a) the problem of the "contentieux" concerning for-
eign-owned properties nationalized by Algeria, and (b) creditwarthiness and
performance.

A. Nationalization of foreign property

Large-scale nationalizations have taken place in Algeria since the
Proclamation of Independence in 1962. These include farms, apartment build-
ings, hotels, commercial businesses as well as industries and mines. As far
as we know, no compensation has been paid for any of the properties national-
ized. However, a broad distinction can be made between, on the one hand,
those seizures which took place in the immediate post-independence period,
many of them resulting from the abandonment by French owners of their proper-
ties in Algeria, ("les biens vacants"), and on the other hand nationalizations
after 1963 for which compensation was promised in many cases but neither dis-
cussed with the former owners nor paid since. With regard to the first group
of properties, one can reasonably argue that the Bank should disregard them,
particularly in view of the bilateral discussions which are taking place be-
tween the French and Algerian Governments on this issue and on the settlement
of extremely complex claims and counterclaims by France and Algeria on each
other dating back to the pre-independence and the immediate post-independence
period. Our understanding is that the French Government would have no objec-
tion to the Bank taking such an attitude.

The more recent nationalizations cannot so easily be swept under the rug,
and in some cases (the mines nationalized in May 1966, the properties of the
Hachette publishing firm and of the Bastos tobacco factories), the Bank has
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received representations from the owners. It is very probable that the

Algerian Government means what it says about compensation, but may well

assume that it can,for properties nationalized since 1963,include compen-

sation in its overall settlement with the French Government.

If the French Government were to consider the nationalizations of the

French properties concerned as a matter to be settled between Algeria and

France without involving the Bank, we would be justified in treating it as

an intergovernmental issue that should not in itself constitute a bar to

lending. Thus far the French Government has shown extreme tolerance of

actions by the Algerian Government, has continued aid and has given no sign

that it would not favor Bank lending. It is suggested that we ascertain from

the French Government whether it does indeed consider that these disputes fall

into the area of intergovernmental negotiations between the two countries and,
if so, whether the French Government would authorize the Bank to say so in

response to approaches by private French owners.

An affirmative answer from the French Government would only take care

of the problem posed by the nationalization of properties which are French-

owned, including those companies in which there are minority United States,

Belgian and Moroccan interests, since it can be argued that these minority
shareholders should share the fate of the French companies of which they are
a part.

The Bank's doctrine with regard to compensation would however clearly
apply to companies owned by non-French interests. We have not so far been

approached by any of these companies, and indeed, do not necessarily know
about all the cases involved. The question that arises would be whether we
should raise the matter with the Algerians as one requiring settlement be-

fore the Bank can lend to Algeria, or as requiring substantial signs of
progress leading to a settlement. Since the Tunisian case (of a loan to

the new owner of nationalized properties)doma not arise, the latter approach

would be appropriate.

Another matter which, while not strictly speaking falling under the
compensation heading, may need discussions with the Algerian Authorities, is
their treatment of American oil companies operating in Algeria, which have
complained to the Bank of discriminatory taxation and treatment as compared

with French-owned companies. This issue is complicated by the fact that the
discrimination arises at least in part from the Franco-Algerian oil agreement
negotiated in 1965, and hence subsequent to the time at which the American
companies took up their concessions. It is recommended that any discussions
on this type of controversy be placed in the context of Algerian policy towards
private capital (see below).

B. Creditworthiness and Performance

With regard to creditworthiness in the narrow sense, i.e. ability to

repay, it could be said that Algeria in 1966 can be considered as credit-
worthy for conventional projects of amounts up to $25 to $30 million a
year, over the next two years on the assumption of moderate improvements in
financial management, on which assurances would be required (see below).
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This creditworthiness is based on a very low external debt which is not ex-
pected to increase considerably even if the settlement of the Franco-Algerian
Itcontentieuxf leads to some repayments by Algeria to France and on prospec-
tive doubling of oil production by 1970 which will result from full operation
of the third pipeline (already completed) and construction of the fourth
pipeline now under consideration. Bank lending in these amounts ($25-30 a
year) would probably, in any event, exhaust the ability of the Algerians to
prepare projects in the conventional sector to Bank standards for the immediate
future.

Lending in the much larger amounts that would be required for projects such as
liquefaction would be possible only on the basis of external guarantees. How-
ever, realization of such projects could in turn make Algeria creditworthy
for larger conventional lending in the future, subject also to reasonable
progress in general economic policies.

There are two minimum requirements for a positive assessment of economic
performance in Algeria: improved public savings, and improved treatment of
foreign private capital. Both of these were stressed in the recent economic
report on Algeria.

With regard to the first, the economic report has brought out that the
present contribution of Algerian public savings to the investment program is
negligible and possibly negative. Given the increased revenue expected from
oil, creation of some surplus should not be too difficult, but it would
nevertheless be necessary for the Algerian Government to establish a specific
target for a government surplus and to provide the Bank with a statement as
to the means of achieving it. These moans should include limitations on the
growth of ordinary expenditures and on transfers and subsidies to public enter-
prises and individuals. In addition, the Government should give to the Bank
an indication of plans for the timely completion of the fourth oil pipeline
now under consideration because of its important reveNue implications.

With respect to the treatment of foreign private capital, the Algerians
have asserted that they are anxious to attract foreign capital into Algeria
and offer guarantees with respect to transfers of profits, taxation, etc. At
the same time, the Algerians have been unwilling to extend any facilities tofirms which are already established in Algeria and this includes the major
part of existing industries which, we understand, are not allowed to transferprofits abroad to the parent firms concerned. The Economic Mission urged theAlgerians to stop making an arbitrary distinction between new firms and exis-ting firms since potential investors are obviously influenced by the treatment
extended to businessmen or industrialists who are already on the spot. Clari-fication of the Government's position in this area should be obtained and alsowith regard to the treatment of U.S. oil companies which have complained to theBank about discriminatory treatment.



C. Iending Policy.

A satisfactory understanding on the "public savings" group of measures
and on the residual compensation issues on which AlFrerian action is required
should be the necessary conditions of any lending. These should also be
sufficient conditions for lending to the oil and gas sector for major "enclave"
projects of international interest or with international participation. They
would probably not be sufficient for conventional lending, in the sense that
additional performance improvements in specific sectors may be necessary. In
some sectors, performance criteria may be no more than normal project criteria.
In others, agriculture for example, action may be required on a broader front
to create the context within which a viable project could be set up.

Subject to a positive attitude by the Algerian Government on compensation
and on public finance, it is recommended that the Bank should continue its
study of the gas liquefaction project already submitted to the Bank, with the
object of helping the Algerian authorities to work out a viable operation
permitting the maximum possible association with foreign partners. There
appear to be several gas projects under discussion at this time between various
parties, the effective execution, and the economics, of which could be in-
fluenced by decisions taken on the project submitted to the Pank, and vice
versa. We should therefore insist that Bank consideration of the present
project would involve reviewing the competing or complementory projects as
well, to avoid our getting locked into a less than fully satisfactory proposal.

It would be basic to a viable gas project that it be so organized as to
make possible adequate guarantees and security for the Bank and other lenders,
whether through sales contracts, set-asides, or positive pledges. The Bank
should also impress upon the Algerians that we expect them to exert their
maximum efforts to secure the largest possible amount of foreign capital for
their project. We should also make clear that, while we may have accepted
the Algerians' preferences regarding the general pattern of ownership, it does
not follow that we are in any way committed to making up the balance of any
capital which Algeria's partners and other private interests are reluctant
to supply because of Algerian insistance on points wnich cannot be considered
fundamental to the concept of the project and/or because Algeria's policies
and practices affecting private investment in general remain unsatisfactory.
This point should be brought home by explaining that the Bank expects to con-
tribute only a part of the financing necessary. (This could still mean any-
thing up to $100 million).

We should also inform the delegation that we are willing to start looking
at conventional projects although, as noted above, they should be warned that
there may be additional performance criteria and that the pace of lending will
be determined by the rate at which acceptable projects can be prepared.

D. Conclusions

Thn above has abstr:.cted from what may broadly be called the political
risk- of operating ir Algeria, i.e. the considerable disorganization within
the coutry, a fragile adrir.istraticn that depends heavily on a few able



people, uncertainty about the stability of the regime itself and
uncertainty about its objectives. But Algeria presents a unique case.
It faces exceptional problems, since the tasks of reconstruction and
of development have to be faced at the same time. Both tasks are deeply
affected by the departure of a million Europeans, and with them manage-
ment, markets, and the administrative corps of the country. The major
asset of the country is moreover of international importance and its proper
management of international concern. All these factors justify the
attempt to come to grips with Algeria sooner than is really comfortable.

The proposed lending approach is intended to combine the tolerance
that the above factors would justify with a reasonable firmness about
major issues that lie squarely within the Government's control and
ability to act. They combine a readiness to accept broadly the Gov-
erment's central policies on public ownership with pressure to secure
better treatment of private foreign investment. They combine operations
of purely domestic interest with operations of possible interest to a
number of important member countries.

In summary, what is proposed is as follows:

(i) Any lending to Algeria requires as prior conditions:

(a) confirmation to the Bank by the French Government as to
the range of compensation issues that will be brought within
the scope of a general settlement between the French and
Algerian Governments, and hence specifically excluded from
Bank concern;

(b) an undertaking by the Algerians that they will start
negotiations on compensation for French owners not covered'
by (a) and for non-French owners of nationalized properties;

(c) satisfactory undertakings by the Algerian Government on
public financial policy and management, as well as with
respect to the treatment of private foreign investment.

(ii) (a) The conditions under (i) above would allow the Bank to take
under consideration the gas liquefaction project already
submitted;

(b) lending in conventional sectors may require additional
sector performance criteria, to be determined in each case
as and when projects come up'for consideration;

(c) our approach to tki gas project should be directed to
ensuring a project that will bring about the maximum
international support and involve the Bank in financing
only a relatively small part, say not more than one third.
Any such lending would in turn be subject to satisfactory
security arrangements.
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(~i) Whether or not the gas project goes through, the Bank would

be ju!tifled in undertaking a modest lending program in

conventional sectors within the limit of $25-$30 million

over the next 12-18 months, to the extent that the availability

of projects allows. Conversely, consideration of the gas

project would not depend on performance in conventional

sectors.

Africa Department



GDW: Please add to briefing for Algeria. Thx.-
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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DtVELOPMENT

IN4'ERNATIONAL DEVELOPMENT INTERNATIONAL FINANCE
ASSOCIATION CORPORATION

OFFICE OF THE PRESIDENT September 16, 1966

Mr. Woods:

I am not sure if you have seen
attached exchange with Algeria.

You will note the invitation
to yourself to visit Algeria contained in
the incoming letter. This does not seem
to have been replied to. Perhaps the best
way to deal with this is when you meet with
the Algerian delegation.

GCW



cc: Mr. Fredman
Mr. Wi s brt
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AIfGERIAN DEMCCRATIC AN D ?PPLAR RIEZULIC

x.IISRYn OF aINAhCE AND TE PLAN

Slierr , August 27, 966

. D.
President of the
International san for econstruction

an:d Developmient
Washington, D, CO.

Dear Mr. Presie nt:

The Report on th economic growth oM Algeria as handed to us by
Mr. Avranoiic, head o: the Iission which you sent to Algiers at our request
last Aarch and April.

rst of ,l, fow me to thank you personlly r the spee wit
which te kission carried out its task ;nd for the qualities of inteli-

gence, understaing and goodll shown by Mr. Avrovic in estisliluf
the diagnostic ot the Algerian econoLN nd the rmising 7eZ 7n
prospects iich awe su;gested in thc Report.

This Report already conatitutes for our Government, even befrth
detailed comments which we 5hali mrkL before the Annual Meeting o n

und and ank, a vriluabe tool for analysis an leisfon-mking.

On behal othGovernment, I woull ~i to tank you persnal fo
the choice yo have mde in selecting tI e ~ieion an Ior the supprtyu
constantly gae Inthe preparation of this Peport which rcncen a
significantan necessary milestone in th rtationmhip btween theBn
and Algeria.

you to se a closer range our probleas an the very encourgg e >
ment prospects of our young country, I have tie pleasure of inv iting you
0ersonally a to con'irm the invitation oE Presidnt Bouredienne to

.t ood at a e which w' be conveit to you.

You wil thn have the opportunity to acquaint yourselves direct-
lewth te eforts acco::liase bi our yon nation to recover from



the scars of thE> recent grievous events 'and to aster the conditions of

its economic growth, dezsitc thec nurnerous h ndicaps~ erec ted on its way
to reconstruc'tion and developxvent.

int clih oa te:dlgo J on tho reset sit'ation u

Algerian ecnomt seih i he Ydssioi Reort, ti lgran ven

iraures -reuire to Inprove the effiey oi the cono y be accon-an-
ed by an increase I tchnical an :Inan assistnce fro internatona
or nistions an erinl countries intrested I the ~:ononic groaith
anri social progress of our young nation.

I may alread aure you tht e sa tuy very carefully the
eort of to C~~ n et you knod in l rahes our coments bot

chlp wuich went into the preparation oi t~ enort will contnue to
insp ire our future ureaions as we consie h onoral isitto
over which you re nesriinrr not ony s h b en cable of aing
aveilabie ~or the ecooic eveiopient of A ei h iniiatfe
cia mns r :qure by the vriety and ii ra eofoitu ejts
but also as a ~aigyqa~uifie~ :dvier aeoth nremari
connectinwt te toa reconrtinan haroiou devont

~,?r-sdrt myu suggeste irc osee to >hasingtoo
one we beoctnAnui heetirg of h uda h an a a
deleaion w uih adl submit to ~ou th tIe omms on 2.
Avramovic's Passion deport and to discuss with th anauthoritie
the i porance a secific applicaio o; the iancia assistance
whicii your ins titition may in the next few years rnk ava labe to

s r9 prsue these discussions wit yopu ad r. na 7, endeavrn
in particulhr to defe m clearly n as a ios e the economic polici ate-
natives waich our 'overnment will select objeetively on te basis o~ h
dignostic fcrulat, in the Report.

which eac h project involves in the il of financing, I an. taking the
liberty o2 suggesting to you that the authorities of the bank should
fccus their future interventions on two k> 'seztors in the econom ic
developr'ee s. :ratcg oP Algria.
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modern any vrdi~a~ lve onon ooraio 7Yj 00haace0o ugec

which thehotha not aietoudrf 6rure s ansve,
coheren dn r~~~ crc iwtn ntrcodotne

Chv~u oren

nanc u n o e ns to be de are

eborb a hihanux~ rdt ndt utflie a~ het the equipen -
whi t on> iht t prbe y easily finid a

souto a fl nto ccoun te eaures t i n m hi Cone QO: to
p torn on and profntnbili a L arn,.

to:n in order ka Aar , bring i
rodes t contribution to the dtevelopnent of countre es adanced or
less favored than it is.

I an thinkn 2. paticuLar of the hepls poor regiora of :~
gl obe gnaer tv hunger and t w growing ciiretsnofwich is a
caues of concern to s~he universa conscience. aologize, ia. Pres. den

for the fact tat even before aeeting you n discussing the findings of
the sank Report arna the prospects for coopcra in etwen your ist:

tuln an-n nmtry a alread suggestin a snecifi aOpicatio
oftesubstnt assistance which ecu>h a~ ms~ ilable a l our

I am LOOkn f orwarc to see you duri ng th fortcoimg .MeetLig of
the F unc ane Bank.

Yours sincerey,

(Sgw) ai hie





REPUBLIQUE ALGERIENNE D1MOCRATIQUE ET POPULAIRE

MINISTERE DES FINANCES Handed by ir. Avramovic on August 29, 1966
ET DU PLAN
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A meeting of the Economic Committee will be held on
Thursday, June 30, 1966 at 3:30 pam. in the Board Room.
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Volume I, "Overall View" of the report.
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Secretary
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Algeria: Kemorandum on Economic Report

1. The attached hemorandun (EC//66-106/l, dated
June 29, 1966) from the Africa Department on the economic
report, "Economic Growth of Algeria: Problems and Pros-
pects", and Volume I, "Overall View" of the report will be
discussed at the meeting of the Economic Committee on
Thursday, June 30, 1966.

C. F. Owen
Secretary
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Efessrs. Friedman Bell Maiss
Kamarck Edelman McDiarmid
El Emary Gilmartin Sadove
Adler King (B. B.) Thompson
Avramovic Larsen Weiner
Rist Lipkowitz Wright
de Vries
Collier

Also: r. Woods and Mr. Knapp.
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June 29, 1966

ECONOHIC COMMITTEE

Memorandum from Africa Department

Algeria Economic Report

introduction

1. The Economic Committee will consider on Thursday, June 30, the
major policy issues posed in Volume I "Overall View" of the report
entitled "Economic Growth of Algeria Problems and Prospects."

2. This report was prepared by a mission organized by the Bank
and directed by Mr. Avramovic which visited Algeria from March 1 to mid-
April in response to the request of the Algerian Governnent for advice

on economic development. The report is thus in the first instance
addressed to the Algerian Government. It will, of course, also serve as

an essential basis for the formulation of the Bank's own policy towards

Al ;eria.

3. A discussion of che preliminary findings of the Algerian Mis-

sion was held in the Bank on May 9. These findings, which are summar-

ized in the attached minutes (EC/F/66-9), are essentially the same as

those spelled out in the Economic Report.

Main Issues for Discussion

4. It is suggested that this review of the main report might use-

fully concentrate on the following substantive issues:

a) Are the major policy prescriptions proposed in the report
necessary and sufficient conditions for dealing with
Algeria's main economic problems over the medium run? To
what extent does their success depend on simultaneous
action on all fronts?

b) If some differences in time phasing - to take account of
the different types of institutional constraints - can

be tolerated, would it be feasible to spell out more
precisely what steps should be taken, and in what order,
to implement each of the main parts of the package?
Under what circumstances, if any, would it be desirable
to proceed with implementing oil and gas investment

possibilities (where executive capacity poses few prob-
lems) before all or part of the main internal reforms

proposed have been initiated?

c) What significance, from a policy standpoint, should be

attached to the quantitative targets for investment and
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finance outlined in the report, given the basic assump-

tions underlying these targets? With respect to

external finance, can the potential quantitative roles

attributable to public and private foreign investment

be made tnore explicit?

d) What should be the crucial performance tests for the

Bank to play an active role in Algeria?

5. In addition, it might be useful for the Committee to consider,

in the light of its discussion of the above points, the timing and tac-

tics of the next steps in presentation of this report and the Bank's

position to the Algerian Government.

A. G. El Emary
Director

Attachment: Minutes of Meeting on Algeria (EC/F/66-9, dated June 2, 1966)
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ECONOMIC COMMITTEE

Ec/F/66 -9

June 2, 1966

MEMORANDUM TO FIIES

Minutes of Meeting on Algeria

1. Mr. Friedman called a meeting on May 9, 19661'to discuss the

preliminary findings of the recent economic mission to Algeria. Mr.

Avramovic, who was leaving on May 10 for further discussions in Paris

and Algiers, gave an oral presentation of these findings. The main

points raised at the meeting were as follows.

I. Economic Problems

2. The economy was stagnating; unemployment might be as high

as 20% of the labor force, and there was considerable under-employ-

ment. There was unutilized capacity in agriculture and industry.

3. Incentives had to be restored to business and labor; wage
levels were similar to those in France, but labor productivity was

about half that in France. The existing price/wage relationships were

not suitable for maximum efficiency. The economy was not competitive

in exports, and import bubstitutes were out-priced as much as 50o%.

4. A wine-growing surplus was emerging in the Mediterranean

area. Algeria had a wine quota in the French market but this was be-

ing reduced. Possible markets might develop in Germany and tle United

States, but surplus capacity was still expected in Algeria. The wine-

growing area might have to be reduced by as much as one-third.

1/ Present were: Messrs. Friedman, El. Emary, Chadenet, Avramovic, de

Vries, Williams, de Wilde, Collier, Larsen, Guillot-Lageat, van

Helden, Wyatt.

Distribution: Members of the meeting
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5. The method of financing agricultural output was not conducive
to efficiency. Agriculture was over-indebted; efficient farms were re-
paying debts, and all farms, efficient as well as inefficient,were re-
ceiving payments without regard to their actual outputs.

6. The country had considerable infrastructure development; in
fact, port and power facilities were in excess of present and immediate-
ly foreseeable needs. Yet, there were serious doubts about the capa-
city of the civil service to implement a larger investment effort, main-
ly as a result of the exodus of nearly a million French people, and the
consequent loss of technical and managerial skills, and also consumer
markets.

7. The currency was over-valued and this discouraged the develop-
ment of commodity exports.

II. Possible Basis for Economic Improvement

8. The following elements offered the basis for bringing the
economy out of its present stagnation, and achieving a satisfactory
rate of growth:

a) Revival of business activity through the effective utili-
zation of present productive capacities in industry and agriculture;

b) New construction;

c) A substantial increase in total investment (public and
private); the Government explicitly wished to attract foreign capital--
from national governments, international agencies, and private sources--
to help in the country's economic growth;

d) Continued development of the country's oil and natural
gas resources, in cooperation with foreign private investment, and the
effective use of revenues from the oil/gas sector to help the develop-
ment of other sectors of the economy.

e) Implementation of large gas and fertilizer projects, in-
cluding proposed gas pipe lines across the Sahara to the coast for ship-
ment of natural gas to European markets.

9. The most encouraging features were the availability of projects
which would make a level of investment two or three times the present
one possible; and the present movement towards liberalization of the
economy, in terms of unfreezing prices and restoring market incentives.

III. Requirements for Economic Improvement

10. Public development expenditures (including joint ventures
with foreign private companies) should average more than double the annual
average realized in the past three years. However, this level of invest-
ment would result in a large resource gap, and external assistance would
be required to meet this gap.
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11. A strict performance-reward system would have to be estab-

lished in industry and agriculture, in order to increase production

and to establish cost/price relationships which would permit more ef-

ficient methods of production.

12. Prejudices against foreigners working in Algeria would have

to be overcome. A large number of foreign technicians, perhaps on con-

tracts, would be necessary to increase the country's capacity to absorb
new investment.

13. Attitudes to foreign investment already established in Algeria
should be changed. Inter alia, incentives being offered by the Govern-

ment to attract new foreign investment to Algeria should also be given

to established businesses; the remitting of currently generated profits

should be allowed.

14. (a) Agricultural diversification was essential. Land taken

out of wine-growing should be utilized for production of early vege-
tables (the European market offered favorable opportunities), and
citrus fruits. The production of fruit juices and frozen fruits also
had good export possibilities.

(b) The agricultural credit system should be reformed to

ensure that credit was extended to farmers who would make a contribu-

tion to production for the domestic market, or exports. Subsidies to

agriculture should be reduced.

15. Algeria should adopt a realistic exchange rate. This would

help, if the other measures to increase output and efficiency were

effectively implemented, to make the economy more competitive, and to

utilize existing industrial and agricultural capacities.

IV. Conclusions and Recommendations

16. It was agreed that Kr. Avramovic, in his discussions with

representatives of the Algerian Government,g shoud convey the economic

issues which the Government had to consider. Unless the Government

faced up to economic facts, particularly the need to improve the effi-

ciency of the economy and to increase investment, the economy would

continue to stagnate.

17. If the Algerian Government implemented sound economic policies,

it could look with confidence to Bank support. In his discussions,Mr.

Avramovic should seek to form an estimate of the political acceptability

of the major economic measures which would be required.

18. The meeting also agreed that Mr. Avramovic should inform the

Algerian Government that careful consideration should be given by the



Government to the problem of the exchange rate in relation to develop-

ment, and that specific solutions should be discussed with the Inter-
national Monetary Fund.1

C. F. Owen
Secretary

1/ In subse quent discussions with Fund officials, it was decided,

at their request, that "r. Avramovic should refrain from making

any reference to the Fund. Mr. Avramovic was informed accordingly

on May 12, 1966.
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BASIC DATA

Area: 817,000 square miles

Population: 12 million (estimate)

Rate of growth: 2.8 % (1950-1970)
Population density: 15 per square mile

Gross National Product at Market Price,
1964: DA 14.1 billion

Per capita: US $118 "

Gross Domestic Product at arket Price,
196IT: DA 13.9 billion
of which, in per cent

Agriculture 16.5
Manufacture and mining 10.1
Petroleum 14.6
Commerce 21.5

Government 20.1

Rate of Growth (total value added): 3 per cent (1960-1964)

Investment and Saving, 1964
(as 16-f GDP at market prices)

Gross investment 16.1

public sector 11.1
private sector 5.0

Gross domestic savings 15.3
Resource gap 0.8

Factor income payments - 1.8
Factor income payments and private transfers 0.2

Balance of payments on current account - 1.0

Resource gap as % of Investment, 1964: 6.2

Money and Prices, 1965:
Currency equivalents 1 dinar: US $0.20

1 US $ : 4.90 dinars

Preferential marketing and tariff arrangements with French currency
area.

Money and credit Annual rate of change
billion DA in per cent

1965 1962 - 1965
Total money supply .8 6.2
Time and savings deposits 0.1

Central Bank credit to
Government 1.3 nil in 1962



BASIC DATA (Contfd)

1959-1965
Wholesale price index 3.3

Puablic sector operations, l965:
billion DA % of GDP at market price

Government current receipts 2.9 20.9
Government current expenditure 3.0 21.6

Current deficit 0.1 0.7
Government development expenditure 1.0 7.2

Total public savings - -
Total public investment 1.4 7.9

Balance of payments, 1965:
US million

Exports of goods and services 670
Imports of goods and services 808

Invisibles, net 58
of which investment income (87)

Current account deficit 80

Commodity concentration of exports % of total exports
Petroleum 39
Wine 19

Gross foreign exchange reserves US $ 184 million
(or 3 months' imports)

IMF position 1965
Quota 70
Drawings none

External public debt 1966

Total debt outstanding, US $ million 333
of which undisbursed 65

Debt service ratio, per cent of
1965 exports 2.1



PREFACE

1. This report contains the findings of the Algeria Mission,

organized by the International Bank for Reconstruction and Development.

The Mission was in Algeria from March 1 to mid-April; the remaining two

months were used to analyze the material and to formulate the Mission's

conclusions.

2. The Mission wishes to express its appreciation to the Government

of the Democratic and Popular Republic of Algeria for their wholehearted

assistance and most forthcoming and helpful cooperation. The Mission was

organized at the request of the Government; and it could have never

completed its assignment on time if the Government had not given top

priority, amongst its many priority tasks, to this cooperation.

3. The Algeria Mission enjoyed support from many international

agencies. Staff members of the International Monetary Fund, GATT, ILO,

UNESCO and FAO were members of the Mission. The United Nations Office in

Algeria extended to the Mission the most generous assistance. Judging

by the number of international agencies engaged in Algeria Mission work,

this was probably one of the most striking endeavors in international

cooperation in a study of a developing country.

h. The Mission also wishes to express its gratitude for the help

it received from the offices and institutions of the Government of France.

Their long association with the economic problems of Algeria has resulted

in an unmatched knowledge: they have shared this knowledge iith the

ission most generously.

5. The Mission faced many statistical problems in Algeria; this

was inevitable in view of its turbulent and bitter history. It is not

believed that the statistical gaps and difficulties invalidate the

Mission's basic findings, although many errors of fact and interpretation

are most probably contained in its report.

6. The Mission's report consists of eleven volumes. Volume I is

the summary report. Volume II contains a series of special economic

studies: of Algeria's national accounts, public development expenditures

and financing, tax system, export trade, balance of payments. Volumes III-

XI are devoted to an analysis of the major problems, prospects and expenditure

programs of the main sectors of the economy.
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CHAPTER I

THE PROBLE1IS

1. Four years after winning independence in a long, bloody and costly
war, the Algerian economy faces at least five serious problems.

A. Unemployment

2. First, the rate of unemployment is high in the major cities. In

addition unemployment and underemployment is widespread throughout the rural
areas. The numbers are not precisely known: current estimates suggest urban

unemployment at 300,000. This compares with employment in manufacturing and
construction at present of about 130,000. The uncertainty of the statistics
is no consolation either for those who are unemployed or for the Algerian
Government, or for the nation as a whole. Probably the Algerian revolution

will remain incomplete as long as the man-in-the-street cannot hope to find

a job.

3. Algeria suffered from acute unemployment even before independence:
one of the major goals of the Constantine Plan 1959-1963 was to create pro-
ductive non-rural employment. The Constantine Plan remained unfinished.
The decrease in population caused by war and the subsequent substitution of
Algerian. nationals in positions formerly held by the French tended to lessen

the unemployment problem. However, the slow recovery of economic activity
and low level of investment are now aggravating the unemployment situation.

4. Another factor has been the inflow of population from the rural

to the urban areas, partly as a result of the war and its consequences. It

is estimated that as many as 2 million persons moved to the major cities
between 1959 and 1966.

5. In addition to these special factors, there is the natural growth

of the labor force. Although statistical evidence is lacking it is commonly
accepted that the rate of population growth is around 3% per annum. Moreover,

the labor force increases more rapidly due to the large concentration in the

younger age groups.

6. High urban unemployment is not a unique Algerian phenomenon. It

may be more acute than elsewhere and probably more acutely felt. The new

Algeria has satisfied the nationalist ambitions, but it has not yet provided

more jobs. Decisive action to increase employment is an urgent challenge

facing the present government, or, for that matter, any other government of

Algeria.
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B. Lack of Competitiveness

7. The second major problem is the lack of competitiveness. Both
industry and agriculture operate at high cost. Wages for skilled and semi-
skilled workers in industry are about 70-80% of the level in France: At
the same time, it is widely accepted that relative productivity per man-hour is
below this percentage. In the nationalized agricultural sector (the former
settlers' estates), the share of wages in gross product (gross sales) is
now about 60%, three times the previous low level. Freight costs per ton/km
are very high compared to other countries. Algeriats agricultural exports,
even those that do not face trade restrictions in importing countries, are
not moving: in the late 195o0s,Algeria exported 150,000 tons per annum of
fresh vegetables valued at DA 90 million; today it exports 50,000 tons
valued at DA 30 million. At the same time, the country is flooded with imports
including those it should be able to produce easily. The Algerian production
of consumer manufactures is negligible, although the market is large and the
capacity is there or can be quickly established.

8. The reasons for the lack of competitiveness are complex; wages have
risen, while production has stagnated or fallen. High wage rates in the face

of large and growing unemployment is one of the puzzles of the Algerian

economy: it is explained partly by the strength of the trade unions, partly
by the welfare considerations of the Government, and partly by the general
phenomenon of sticky nominal rewards. Productivity has fallen in the modern
farm economy: the nationalized sector employs about 11% more labor than
before, while the area is 15% smaller. Productivity has also fallen in industry
enterprises have more employees than is needed for the present level of output.
Private manufacturers informed the Mission that they are outpriced, by a
substantial margin, in comparison both with imported goods and in export

trade. As a result, demand for credit by the private sector - and by the
commodity producing activities generally - is low.

9. Unemployment, underutilization of capacity and lack of competitiveness

are closely inter-related. If capacity could be better utilized, unemployment

would fall; and since marginal costs would be lower, up to a point, than the

present average costs, a decline in average costs might occur, with a consequent

improvement in competitiveness.

C. Lack of Skills

10. The lack of skills is a major structural problem. Formerly, not
only foreign administrators, but also a foreign middle class ran the economic
life of the country. Their exodus in 1962 left gaping holes in the supply
of skilled manpower; no systematic training of the Algerian population for
managerial and technical positions had taken place.
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11. In the last four years, however, Algeria has succeeded in running
its economy and society without any major obvious advcrsc effk.cts. This is

testimony to the organizational Wbility, cour c, and Jddiction of its lader-

ship and to the inteliignce and flexibility of its population,

12. Nonetheless, the lack of skills remains a formidable obstacle to

growth. It is felt everywhere: in agriculture, industry, power, public

works, accounting, administration. The government is facing this problem

by introducing training programs in most fields which have been successful

in producing intermediate-level skills. But what remains to be done is still

enormous, including a major restructuringof the eduational system. Further-

more, if the economy is to embark on a major investment program and to

undertake a massive revival and upsurge of economic activity, a large-scale

temporar- infusion of foreign skills will be needed. At the same time a major

reorganization of the educational system is needed in order to produce

national skilled manpower as soon as possible.

13. The magnitude of the problem could be reduced if ways could be

found to induce a substantial repatriation of the Algerian skilled manpower
now working abroad. It is estimated that there were 300,000 Algerian

workers in France in 1963, of which as many as 41,' were skilled and semi-

skilled, or as many as total present employment (skilled and unskilled) in

Algerian manufacturing and construction. By 1965 this number had risen to

4O, 000. If employment conditions, prospects for advancement and the general

environment are substantially improved, this may be an inducement to attract

some of them back.

D. Shifts in Demand and the Export Problem

14. The political changes of the early 1960's have resulted in a major
adjustment on the side of demand. The one million Europeans that lived in

Algeria accounted for 10% of the total population, but they commanded about

one-third of total effective purchasing power and consumed a large part of

domestic industrial production. Their consumption pattern, given their

income level, was substantially different to the pattern of the present

Algerian population. The Algerian production structure is not only in need

of reconstruction and development: it also needs reconversion to a new

structure of demand. This process is beginning.

15. Before independence, Algeria's export trade (agriculture, mining,
beginnings o1C petroleum) was concentrated on the French market. At the

present time, most of the exports continue to go to this market. For

petroleum and most of mining products no serious problems of readjustments

are expected. In agriculture, hoiever, this problem exists and it is a

serious one. Eost directly affected is wine, the chief agricultural export

product and the main activity of the nationalized modern farm sector.



16. The present world consumption of wine is about 225 million

hectoliters. It has been increasing since the war at about 35 per year.
Most of consumption is satisfied by local production: only about 25 million

hectoliters, or l0/ of production, enters world trade. The trade is

essentially European, and Mediterranean: Algeria, Torocco, Tunisia, Italy
and Spain are major net exporters, and France at the same time imports and

exports wine. Algeria is the largest world net exporter accounting for
one-half of world exports: until a few years ago it was selling 12-13 million

hectoliters (DA 900 million). Alnost all of the wine goes to the French

market where it has been traditionally used partly for direct consumption,
and partly for blending with French production.

17. Arrangements are now in force providing for a continuing reduction

in Algerian sales to the French market. By 1963, they have to be cut down

to 7 million hectoliters: it is rumored that a reduction even below this

figure may soon be requested.

18. If these arrangements are carried out the readjustment problem

will be very severe. So far no systematic work on diversification has been

done. The Algerian authorities have already started destroying vineyards,
but no alternative crops are being sown: the necessary studies have not

yet been completed and the reconversion work has not yet been organized.

But even with the best will and organization in the world, it is probably
physically impossible to reconvert in a few years one-half of the production

structure. The farm economy of Algeria is not General Motors; and to move

from wine into citrus fruit or vegetables or livestock is more difficult than

to change over from trucks into tanks or from propeller-driven aircraft to

jets.

19. The wine economy of Algeria developed under free trade conditions.

In the late 1930's, before the regulation of the wine market, Algeria produced

18 million hectolitors annually, almost one-third more than today, and its

share of world production was 9S compared to 4% at present. It is probably
safe to say that Algeria has comparative advantage in producing wine: other-

wise the settlers would not have moved in, Algeria's exports would not have

been so much larger than in the other countries along the North African

Coast (in 1962-6h Morocco and Tunisia each produced approximately 2 million

hectolit ers) nor would they have stood so well the competition of the

Italian, Spanish and French production.

20. The present situation is a result of uncocrdinatod expansion of

output in the European countries, supported by their governmeilts in order

to lift the incomes of domestic producers. If this could be done without

affecting international trade, it would involve only internal shifts in

income distribution: consumers of wine would be made to pay a tax to wine

producers and more wine would probably be produced than the consumers want.

But this would be an internal 'European affair. As the matter stands, however,
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it is the developing countries in the Uediterranean area who will pay the

price for the expansion of production in Europe. And they are the least

able to reconvert, financially and technically. This is an international

proble., affectin7 the whole 1editerranean area, calling for an international

soiution.

21. For Algeria, each million hectolitors of lost sales represents

5% of gross receipts of the nationalized sector and probably more of its
net income since wine is the most profitable crop. Diversification away

from excessive dependence on one product is in Algeriats long-run interest:

its agriculture can, and should move more into citrus fruit, other fruits,

fodder crops. But a deliberate and systematic diversification effort, after

proper research of soil conditions, of irrigation and other requirements,
and of marketing outlets for the alternatives, is one thing. The massive

destruction of healthy plants is another. And to make matters 'uorse, it
is not yet clear what the fate of the trade in vegetables will be as the
European Common Narket proceeds with adjusting duties and fixing prices to

protect the domestic producers; nor is it clear what the future price of

citrus fruit will be because all the Mediterranean producers are engaged
in uncoordinated expansion programs and ultimately the European Common Market

is going to charge a 20' duty to third countries; nor is it clear what

reconversion problems Algeria will face in moving away from the traditional

production of hard wheat which it cannot sell any more to Common Market coun-

tries, to the production of soft wheat for which its soils are less suitable.

Early agreement on Algeria's position in the EEC is essential, and negotiations

are expected shortly.

E. Dual Economy

22. An uneasy coexistence between the relatively rich modern sector
and the poor and retarded traditional agriculture has been a long-standing

feature of the Algerian scene. After independence the exodus of the European

population has been inevitably accompanied by a reduction in the differences

in incomes between the urban and the rural areas; the movement of the rural

population to the cities has increased the numbers of the urban proletariat;

the massive recruitment of the rural population for the army and for the

administration has been another equalizing factor. And yet, the plight of

the traditional sector which accounts for the largest part of the oopulation

is still much greater than that of the urban areas and of the modern farm

economy. The Government is fully aware of the need to help traditional

agriculture: the Mission has been told at the highest levels in the Govern-

raent that this is and will remain the major concern of its activity.

23. It is a paradox that these intentions are threatened by the newly

emerging source of wealth in Algeria: petroleum and gas. Very few people
are and will be employed in the exploitation of this resource. Most of the

income accruing to Algeria from this activity will be concentrated in the

hands of the Government, of contractors and of importers. The examples of

other oil-based economies have shown what frequently happens under these
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circumstances. Due to a large flow of foreign exchange, the capacity to
import expands and the exchange rate is "favorable". Large and cheap
imports obstruct the development of domestic industry and agriculture;
"favorable" exchange rate is also an obstacle to development of export
activities other than petroleum. Large imports imply large profits in import
trade and vested interests develop quickly. Large flows of oil revenue

induce rapid growith of government recurrent expenditures and of construction

activity in government buildings, hotels, clubs, etc. Boom in a few cities

is accompanied by slums elsewhere. Domestic agriculture remains untouched

by oil money and by real estate booms. Canned food is imported because it

is cheaper, at the prevailing exchange rate, than domestic production. Most

consumer manufacturs are imported, for the same reason. Since the oil
industry e ploys very few people and since other activities are unprofitable,
growing exports and imports are accompanied by growing unemployment and by
stagnation in agriculture and industry. Not all oil countries are as small

as Kuwait: Kuwait can make all its population rich from oil revenue, but
neither Iran nor Venezuela can.

24. The major challenge for the Algerian Government is to assure that

the forthcoming benefits from oil and gas are channelled into improvements
in the rest of the economy. The appropriate institutional arrangements and

economic mechanics must be developed before the flow starts in earnest and

before vested interests are created. It is no use to argue that Algeria has

had its revolution, that it is a socialist country and therefore there is no

danger of perpetuation and of further accentuation of the dual economy. The

facts are that at present the economy suffers from heavy unemployment; its

production is not competitive; its modern agriculture is in difficulty and
the traditional agriculture is a still forgotten man's land; many of the

skills for development of a modern domestic economy are lacking. Algeria is

starting its oil boom from an under-employment equilibrium. It is very easy
to imagine a situation in which the incentive to develop import substitutes

and non-petroleum exports is blunted by a comfortable foreign exchange position.

Since the domestic market is relatively small and many skills are lacking,
and since there is virtually no protection of domestic industry and agri-

culture, it would be surprising if any significant advance in these two

key sectors did happen. Wrhatever the government intentions may be, the
initial (present) situation and the mechanics of income flows, prices

and profits are such as to inherently lead to an aggravation of the dual

economy, with all its cleavages, unhappiness, tensions and ultimately
failures to achieve rapid growth.

F. The Problems - Concluded

25. It is the Hission's impression that most government authorities,

fully occupied in solving the many immediate and urgent day-to-day administra-

tive and other issues of reconstruction, have not yet had an opportunity to

fully consider the magnitude of the major development problems facing Algeria
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and the possible alternative ways in which they may be approached and ultimately
solved. One of the obstacles, and paradoxically and understandably so, is
that Algeria has not yet fully developed an independent economic policy. The
new Algeria has not yet had time to consider such issues as protection: it
is among the least protected developing country today. Algeria still has to

tackle the issue of integrating its monetary and ewchange policies with its
development policy and objectives and with the issues of resource allocation,
priorities and the mechanics through which the objectives can be reached.
All these issues are being discussed: as the reconstruction phase is nearing
its end, the Government is turning its attention to the problems of strategy
and tactics of growth. The Algeria Hission has been fortunate to be taken in
full confidence by the Government: the preceding list of' major problems is
nothing more than an attempt at a systematic summary of facts and concerns
widely held by the government and by the Algerian society at large.



CHAPTER II

TIE OPPORTUITIES

26. Algeria is one of those developing countries in which the magnitude

of the development problems is perhaps matched by the opportunities 
open for

exploitation. If properly organized and managed, the Algerian economy can

grow very rapidly, at a faster rate, on the average,than other developing

countries.

A. Oil and Gas

27. Thanks to large deposits in the Sahara, Algeria is rapidly

joining the ranks of the world's leading petroleum producers. In 1965,

its oil exports amounted to 25 million tons, valued at Y350 million, and

this year, 1966, they are running at 34 million tons. The expansion is

far from completed. By 1970, at a minimum, crude oil exports will reach

h6 million tons. The Mission projects them at 70 million (543 million

barrels) if the open issues with the petroleum companies are settled soon.

These levels compare with the present output of Libya: 452 million barrels,
Iran 678 million, Iraq 466 million, Kuwait 792 million and Saudi Arabia 729

million.

28. As impressive as the crude oil deposits are the natural gas reserves

in the Sahara. The recoverable reserves in non-associated -as fields alone

are currently estimated at 2.2 trillion m
3 (78 trillion ft ). Since only

a comparatively small portion of the immense desert where gas may be found

has been geologically explored, the actual reserves are likely to be grossly

understated. The biggest field discovered so far is Hassi R'Mel (the

western field), acknowledged to be one of the largest natural gas deposits

in the world. It is comparable with Panhandle Hugoton in Texas and the

Groningen in the Netherlands. The recoverable reserves of Hassi R'i1el are

estimated at about 1,184 billion m3 compared to 906 billion for Panhandle

Hugoton and 1, 10h billion for Groningen as presently developed. Hassi R'ilel

is the only gas field which is presently exploited: the buyers of gas are

the Algerian Electricity Corporation and CALEL, the Bank-financed gas

liquefication plant for exports to the U.K. and France. Hassi R'Uel is

exoloited by SEHR, a company which is 51% owned by CFP(A) and 49% SN Repal,

both French-controlled petroleum companies.l/ The next largest field is

Rhourde Nouss (eastern field), with proven gas reserves of 110 
billion m

and with very much higher probable reserves. The concession holders are a

French govemnt-oned ccmpany (3), FRANCAREP Co.,whcre Rothec ild intorosts

are represented (163), and El Paso 1atural Gas, the U.S.'s larest gas

producer (h9"). The quality of the Algerian gas is considered excellent 
in

heat value. The gas also contains condensate, a clear liquid similar to

gasoline. It is a good building block for the petrochemical industry where

it can be used as a raw material for the production of acetylene, hydrogen,

carbon black, ethylene, propylene, butane and butadiene. It can also be

used as a refinery feedstock, producing regular and high-grade gasoline,

diesel and jet fuels.

1/ Since the Algerian Government owns 50, of SN Repal, in effect it has

about 255 interest in Hassi R'Mel.
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29. The market for the Algerian gas is in Euope. The European
consumption of gas, while rapidly increasing, is still low: in 1965, only
5% of the energy needs of the European Economic Community was met by gas.
The room for expansion is extremely large: gas, if sold at competitive
prices, is now displacing coal or even oil. Natural gas consumption has
grown faster than consumption of any other fuel and it represents about 30%
of the 1965 energy consumption of the U.S.

30. The Algerian gas will have to compete in Europe with domestic
production (Po Valley in Italy, Lacq in France, Groningen in the Netherlands)
and with imports (from Libya and possibly from Nigeria). The Mission's
analyses suggest that if Algeria steps in quicklr it should have no difficulty
selling, in the early 1970's, about 10 billion mi of gas with an estimated
value in the neighborhood of' $200 million. The possible markets are Southern
France, Austria, Southern Germany, Italy, Spain, Greece, Yugoslavia,
Czechoslovakia, Hungary, Switzerland, and also Morocco and Tunisia. 'ith
some of these countries, Algeria is already negotiating long-term sales
contracts.

31. Feasibility studies for the gas exports project are advanced.
There are a number of variants and of their combinations. In all of them
it is envisaged that gas pipelines will be built from the Sahara to the

Mediterranean coast. There are then various alternatives. Gas can be
liquefied in plants established in Algeria's ports and shipped by methane
tankers to the regasification plants to be built on the Southern European
coast and then distributed through the European gas pipeline network to
the consuming centers. Alternativelya submarine pipeline system crossing
the editerranean could be built linking Mostaganem in Algeria with Cartagena
in Spain. Another alternative is to lay a pipeline through Morocco and
cross to the Spanish Atlantic shore west of the Straits of Gibraltar; al-
ternatively still, it would be possible to lay a pipeline through Tunisia
and cross the 1editerrancan frcm Cape Bon to Sicily. The pipeline system
spanning the Moditrrancan would avoid the cost and the trouble of
liqu .f c t : 2 Kli ju faction s but it would be somothing quite new to

build submarine pipelines at the depth and distance envisaged.

32. Depending on the transport systems chosen, the total investment
reguirements to deliver approximately 10-12 billion m3 of gas to Europe is
estimated at about $85-770 million. These estimates are exclusive of the

cost of the pipeline system as well as the regasification plants in Europe;
and also of the development of the gas fields.

33. The Algerian gas export project is one of the largest international

projects currently being considered. Many complex issues will have to be

solved for the project to be realized. If they can be solved, the project
would not only have a profound effect on Algeria's budgetary and foreign
exchange position, but would also contribute significantly to the solution

of the energy problem in Europe, both East and West.
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B. Availability of Infrastructure

34. Independent Algeria has inherited excellent and ample infra-
structure facilities. The power system, the road network and the ports

can accommodate demand almost twice as large as at present. The only
investments that are needed are those connected with specific industrial

and agricultural developments (captive projects) and better maintenance.

There are few developing countries which do not have to engage in costly
infrastructure expenditures whose direct contribution to growth is inevitably
limited. In the next half decade or so, most of Algeria's energies can be

devoted to the expansion of production in the commodity-producing sectors.

The implication is that rapid growth can be achieved in the economy as a
whole at a low incremental capital cost.

C. Import Substitution and Export Industries

35. The room for import substitution is very large. Algeria imports
most of its industrial products, over the whole range of finished goods and

producers materials. It imports even processed fruits and vegetables, although

it has the raw materials and the nucleus of processing plants. Most of

textiles and footwear are imported, and so are the pots and pans. Sugar is

imported and so are tinned and fresh fish, although both can be economically
produced domestically. Practically all consumer durables are imported:

domestic assembly is very limited.

36. Industrial exports are small ($ho million), about one-third below

the level of the mid-1950's. The possibilities of developing industrial

exports are considerable. This refers to nitrogenous fertilizer based on

natural gas and possibly to other petrochemicals. Output would partly be

sold on the domestic market and partly exported. Another area of export

expansion is in food processing industries, especially frozen fruits and juices

for the European market. Consumption of frozen foods in Europe is only at
its beginning and the room for expansion should be extremely large. Algeria

produces fruits, particularly citrus, of excellent quality, which could

serve as a basis for a year-round supply of frozen product to the European
consuming centers. This requires close association with some of the

existing experienced producers and distributors of frozen foods.

37. The Government is now considering industrial programs for different

sectors. A master plan is not yet prepared. The key projects presently

under consideration are in textiles, fertilizer (nitrogenous and phosphate)

and steel. The latter includes pig iron and rolling mill facilities with a

capacity of 470,000 tons of steel, at an estimated cost of about $210 million.

Negotiations for financing are under way with the French and Soviet Govern-

ments, but for about one-third of the cost the financing is not assured. A

small part of the semi-finished products will be sold on the domestic market as

inputs for domestic finishing facilities (producticn of pipes for the oil

fields)and mostly for exports. The latter raises the question of entry into the

iMediterranean trade in stool and stool products in conjunction with some of
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the existing major producers, French or Italian. Another possibility is
the development of additional finishing facilities which will utilize steel
such as the domestic assembly and production of agricultural machinery: the
replacement needs of the domestic market are quite large and there may be
room for domestic production in conjunction with some of the major inter-
national producers of agricultural machinery.

38. Accelerated industrial development which Algeria needs and whose
economics can be justified require the solution of two major issues:
competitiveness and association with foreign private capital and management.

39. For import substitution industries, Algeria needs tariff protection.
The present level of tariff duties is extremely low: customs revenue is 33
of total import value. For many export industries, except those based on
gas and oil, Algeria will need export subsidies. The possibility should be
explored of introducing an across-the-board duty rate for imports and a
subsidy rate for exports. This can then be supplemented, as required, with
differential rates, based on priority and infant industry considerations.

40. The other major issue -- the extent and the forms of association
with foreign private capital and management -- has occupied much of the

attention of the government in recent months. The philosophy of the
governmernt is that in most of new basic industrial development the state
will have to play a decisive role. At the same time, the government is
aware of the need for external capital and external technical and managerial
experience. The preferred form of association is a mixed company (societe
rixte), where the majority of share capital is held by the Algerian govern-
ment, with a possibility that a special management contract may be concluded
with the foreign partner, assuring him that government majority will not be
used to dictate the operations of the plant and providing for detailed
management arrangements.

41. This difficult issue is not yet solved: it is not clear to what
extent foreign partners would be willing to accept such arrangements,
particularly if they can obtain more favorable conditions elsewhere, and
it is also not clear to what length the government may feel it can go in
satisfying the requirements of foreign capital concerning management and
marketing. Uith the passage of time, as the memories of the past fade, a
satisfactory solution would perhaps emerge by itself. The problem is that

Algeria cannot wait if the process of rapid growth is to be resumed soon.

D. 2ganizational Capacity

42. Algeria has a government and an administration whose dedication
to national objectives is hard to match. After many years of complete
absorption in waging war, and after a period of missionary enthusiasm so
typical of new revolutions, the leadership is now turning its attention
and energies to the problems of growth and welfare. If it succeeds in
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organizing itself for the pursuit of growth objectives with the same

single-mindedness of purpose it displayed during war-time, the Algerian

economy can expand extensively.

43. At the present time, there is considerable dissatisfaction among

businessmen, foreign and domestic, and also among the representatives of

foreign governments, not only with the slowness in decision making, but also

with the puzzling and apparently irrational decisions, with an apparent

lack of consistency in approach and in execution of actions affecting the
outside world, whether in the private or the public sectors. liuch of this,

perhaps most of it, can be explained by the objective difficulties in which

the government found itself at the end of the war, and also by the inevitable

lack of experience in handling economic and financial affairs. By now,
however, the initial difficulties have been overcome and considerable

experience has been acquired. But serious problems of management and

effiinyreain. This is the paramount issue facing the Government today.

44. One encouraging feature is that some of the branches of the

government are doing substantial work in project and program development.

Literally Algeria is swarming with foreign consulting firms: the problem

is to properly coordinate their work. Although much project material is

available, many of the project studies require further work.

45. Algeria is supporting a major tax effort. The ratio of tax

revenue, exclusive of petroleum income, to GNP exceeds 205. This is among

the highest in the developing countries: it is double the ratios in

Colombia and Hexico. Algeria has introduced an absojlute ceiling on salaries

and uages of its nationals at $5,500 yearly. There is room for improvement

and rationalization of the tax structure, but the overall tax burden cannot

be increased much.
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CHAPTER III

THE COST

A. General Considerations

46. Algeria has not drawn up an over-all development plan. Whatever

the reasons, it is fortunate that it has refrained from formulating one.

It would have of necessity been a hastily conceived document, with a loose

project content. It would have committed the Government to actions which

had not been thought through and which could not have been carried out

given the youth of the development administration. However, the various

Government agencies have done considerable work in preparing sectoral

programs and individual projects.

47. Over the last year or so, the Government has been giving thought

to formulating a comprehensive development program. One of the reasons

for inviting the Bank Mission was to elicit the views of foreign technical

expertise regarding the project, program and policy considerations bearing
on a future development plan.

48. It should be made clear that the iission was not asked nor is

it offering a plan for Algeria. Such a plan can be formulated only by
the Algerian administration. No group of foreign experts can pretend or

be expected to know adequately either the intricate interrelationships of
different objectives of policy or the constraints which the Government

faces in resource mobilization and resource allocation. That the M1ission

has tried to do, imperfectly, is to put together the different sectoral

programs, assess their project content and their relationships, work out

their implications for finance needs and for growth effects and to indicate

the policy issues which will arise. The 1ission's findings are merely the

background analytical material, which the Government may wish to consider

when it decides to formulate the plan.

B. The Totals

49. Table 1 sets forth the possible developm.ent expenditures over

the four years 1967-1970. For comparison, the data are given for estimated

actuals for 1963-1965.
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Table 1: Public Development Expenditures, Actuals 1963-1965
and Projections 1967-1970

(DA ailion)
Actual Possible Annual Annual

Total 1963-65, Total 1967-70, Average Average
Three Years Four Years 1963-65 1967-70

Agriculture 377 1,560 124 390
Water Supply 278 641 92 160

Petroleum Hydrocarbons (Oil
& Gas) 870 6,168 287 1,5542

Industry 273 2,020 90 505
Hining 172 123 57 31

Transportation 681 225 817 204

Power 211 70 393 98

Local Equipment Expenditure /1 315 104 360 90

Tourism /2 128 42 (45) (45)

Education /2 404 1,200 133 (300)

Health 67 80 22 20

Housing 222 910 73 228
Other (incl. Administrative

Buildings) 174 57 - -

Total 4,173 14,452 1,376 3,613

/1 Rural public works.
72 Guess.

C. Technical Notes

50. The table covers fixed capital formation and expenditures on

research, studies, etc., associated with capital expenditures. Outlay

on working capital is not included. The expenditures consist of: govern-

ment direct capital expenditures, financed through the equipment budget,

Caisse Algerienne de Developpement, Tresor, etc.; capital expenditures

of public corporations and enterprises; and capital expenditures of mixed

public-private enterprises. The latter expenditures are entered in toto,

although a part will be financed by foreign partners. However, since the

Government has assumed the main responsibility for attracting foreign

capital, both public and private, it is the total cost of such projects

which is entered here.
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51. All sectoral projections of expenditures, except for education

and tourism, are based on either the already prepared programs and projects

or on those which in the view of the Mission can be prepared or finalized

reasonably quickly, provided the Government gives top priority to necessary

studies and designs and the finance for such studies is not a constraint.

Further feasibility analyses and economic appraisal may, of course, indicate

that particular projects are not suitable: in that case, the list would

be reduced since alternative projects probably could not be prepared quickly.

Consequently, the list is a maximum.

52. The estimates for education and tourism are guesses. The Govern-

ment has not yet prepared programs for these sectors; on the other hand,

the Hission did not obtain the necessary expertise in time and therefore

was not in a position to analyze the available project material. It is

hoped that the Mission's analyses and expenditure projections for these

two sectors will be prepared by end-August. Then the grand totals will

inevitably change, but it is hoped that the change will not be too drastic.

53. It will probably come as a surprise to the reader - as it was

to the fission - that the projected expenditures are so much larger than

the past actuals. The reason is that many project studies had been done

by the French Administration in connection with the ambitious but unfinished

Constantine Plan (1959-1963); also, the technical experts provided by the

French Government after independence have continued project work; further,

the Algerian Government has already contracted many project studies with

foreign consultants; and the Government continues contracting such studies

and intends to expand its activity further. The Hission suggests that

this be pursued with increasing vigor and that the supervision of consultants

be tightened and, if possible, centralized.

54. The past history of project preparation is a complex one. It

has resulted in an unequal distribution: in some ministries projects are

much more plentiful and better prepared than in others. The Hission suggests
that the central government authorities scrutinize the project preparation

activity in order to guarantee preparation of projects in all sectors of

the economy.

55. The preceding projections cover four years instead of the

customary five. Project material beyond the next four years is not yet
available.

D. The Composition

56. Volumes III - XI contain detailed reviews of sectoral expenditure

programs and preliminary analyses of their underlying project content.

Subsectoral programs are shown in Volume II, Working Paper 2. Only the

salient features of the projected capital expenditures will be discussed

here.
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57. The kingpins of the projected capital outlay are investments
in oil and gas, agriculture and industry, i.e., in the commodity producing
sectors. Infrastructure expenditures are small, slightly below the yearly

level of 1963-65. In social overhead, large increases are expected for

education and housing.

58. In oil and gas, the key items are the gas export project and a

petroleum pipeline (the fourth in the Sahara). Both projects and the

associated expenditures on research and development will result in export
output for the European market.

59. The major items in the agricultural program are replacement of

one-half of the existing stock of agricultural machinery (mostly tractors)
and irrigation works. Also included are expenditures for diversification
in the wine-producing regions, development of new industrial crops and
ample provision for studies, research and training.

60. In industry, the key projects are steel and two fertilizer plants.

In addition, sizable programs are under way in textiles and footwear and

new programs are envisaged in metal transformation industries, miscellaneous

chemicals, food-processing and food-freezing. Investments in mining
include mostly replacement and modernization equipment.

61. The water-supply program includes, in addition to completion of

on-going projects, the beginning of work on two large priority schemes:
the area of metropolitan Algiers and the Oran-Arzew industrial complex.

62. Transportation investments consist of moderate expenditures on

road network expansion, some replacement and modernization of railroad

equipment, "captive" port projects and continuing expenditures on tele-

communications. Power investments consist of "captive" projects linked

with the Annaba-Skikda industrial complex (steel and other industries),
as well as renewals.

63. The program in tourism is a guess, based on the capital expendi-

ture nrovision for 1966/67. It is possible that the four-year program for

1967-1970 will turn out considerably higher than projected in view of the

priority which the Government attaches to this sector.

64. The projected expenditures in housing may also turn out to be

underestimated. Only rough guesses are possible at the present time

concerning the accumulated maintenance needs in urban housing.

65. Probably the most striking single feature of the projected

capital outlay is the absence of any program in administrative buildings.

It is a refreshing rarity to find a case among developing countries where

the austerity in non-priority government capital spending has been pushed

this far.
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66. The main blemish of the present state of project preparation
is the very low allowance for traditional agriculture (about DA 200 million).
There is very little that can be done about this at the present time:
the absorptive capacity of this sub-sector is extremely low because little
has been done in the past to increase it. Major efforts by the Government
are needed in developing appropriate programs, particularly in agricultural
credit and extension services, if capital expenditures in this priority
area are to be significant during the 1970's. The difficulty is that most
of the rural population in the traditional sector works on marginal and
sub-marginal lands. The major question of development strategy for the
1970's is how much should be spent on traditional agriculture and/or on
industrial activities so that the excess rural population is absorbed.

E. Can It Be Done?

67. Total outlay is projected at DA 3.6 billion per year ($720
million) in 1967-1970, compared to only DA 1.h billion ($300 million)
yearly in 1963-1965. Can any country treble its public development
expenditure in such a short period?

68. This question cannot be answered. The expenditure level in the
past three years is not a proper yardstick: it was a period of upheaval,
of massive change in the management of the economy, of adjustment to new
conditions and of financial constraints. The pre-independence period is
also a poor yardstick. In the peak year 1960, capital outlay under the
Constantine Plan reached AF 4.2 billion, which is considerably more, in
real terms, than are now here projected for 1967-1970: but this was done
under a completely different development administration, and also, money
was apparently provided quite freely.

69. The only thing which can now be said is that a significant part
of the projected expenditures - DA 6 billion out of the total of DA 16.5
billion - will in a sense take place "outside" the Algerian economy: this
refers to oil and gas investments. These outlays will have to be organized
and disbursed by the oil companies and international contracting firms.
The absorptive capacity problem is concentrated in the remaining DA 8.5
billion. Can Algeria step up its investment expenditures outside petroleum
from DA 1.1 billion yearly in the recent past to DA 2.1 billion in the next
four years?

70. If bets were placed, the odds would be against the projected
expenditure level. On the other hand, this level is probably not completely
out of reach. But in order for the projected order of magnitude of the
expenditures to be even approximately approached, a major and urgent review
of the working of the Algerian development administration is neodod.

71. Another condition for carrying out the projected capital expendi-
tures, of course, is finance.
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CHAPTER IV

THE FINANCE

A. The Problem

72. In the last three years, all public capital expenditures were

financed by borrowing, external and internal. The Government did not

generate any current surplus in its fiscal accounts, while cash generated

by publicly-owned enterprises was negligible or non-existent. Foreign

assistance consisted mostly of French aid; a moderate assistance program

was also operated by the U.S. Government. Internally, the Government

borrowed mostly from the Central Bank, but a considerable amount of

treasury bills were also sold to the banking system and insurance

companies which had surplus cash.

Table 2: Financing of Public Development Expenditure 1963-1965

1963 1964 1965

Public Development Expenditures 1,167 1,565 1,44o
Plus

Deficit on Current Budgetary Account 822 - h5 72

Total to be Financed 1,989 1,520 1,512

Financing

External Assistance 1,618 607 588

Internal Sources
Central Bank Advances 49 853 290

Drawdown of Cash Balances 17 -74 313

Treasury Bills Sales 208 57 211

Borrowing from Banking System 40 20 75

Cash Generation of Public Enterprises 57 57 35

Total Internal Sources 371 913 92

Total Financing 1,989 1,520 1,512
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73. The past financing pattern will obviously be unsuitable for
the very much larger level of public development expenditures which is

now envisaged. It is true that barring drastic changes, the Government
can probably count on continuing assistance from abroad in amounts
tentatively already suggested or firmly contracted for; and it is also
true that future petroleum revenue will be much larger than in the past.

Nonetheless, the financial problem will be formidable. In order to
show its magnitude if the past financing pattern continues, the following
illustrative estimates of funds available to the Government has been
prepared.

Table 3: Financing of Public Development Expenditures,
1967-1970:No Changes in Pattern Assumed

Actual Total

1967 1967 1968 1969 1970 1967-1970

E-ernal Financing /1
Drawdown on Existing Loans- 496 L48 424 400 1,768

.awdown on Probable
Assistance /2 791 817 1,009 726 3,343

Total External Fiance in
Sight 588 1,287 1,265 1,h33 1,126 5,111

Current Budgetary Surplus - 72 287 151 183 553 1,474
Current Government Revenue 2,903 3,662 3,906 7~,T~ 7 ,907 16,951
Petroleum T9 850 901 1,265 Th7 7,90
Others 2,456 2,812 3,005 3,211 3,h33 12,461

Current Government
Expenditures 2,975 3,375 3,755 3,993 4,354 15,477

TXtsl (1) + (2) 516 1,574 1,416 1,916 1,679 6,585

/1 Including drawdown on French participation and loans for crude oil
research and development.

/2 Including drawdown on probable French aid, U.S. assistance and
frame agreements, mostly with centrally-planned economies.
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74. Government revenue from sources other than petroleum have been

assumed to increase quite rapidly, at 7 per cent per annum. This is the

same as the assumed rate of growth in GNP, which is in turn postulated

on the assumption that investment expenditures will increase sharply and

induce rapid economic revival. Even on this assumption and with the

foreseen growth in petroleum revenue, current budgetary surpluses will be

small given the assumed level of recurrent expenditures. If it is further

assumed that cash generated by public enterprises will be negligible - in

line with the past experience - total available resources, domestic and

foreign, would be DA 6.5 billion over the four-year period. Since

possible public development expenditures have been estimated at DA 14.5

billion, the financial gap would work out at DA 8 billion. Furthermore,

since there will be additional government expenditures on financing

inventories of unsold wine (about DA 250 million per annum), the un-

covered gap to be financed by borrowing, domestic and external, could

approach DA 9 billion, or almost $2 billion.

B. Possibilities of Adjustment

75. It should be made clear that the preceding figure is not the

Government's projection of the gap. It is only a logical extrapolation

of the past position, prepared by the Mission, without introducing any

changes of policy. In effect, the Government is already undertaking

some changes and considering others. They are focused on increasing the

current budgetary surplus and on improving the efficiency and profit-

ability of public enterprises. It is not possible to work out a

financing plan for public development expenditures until these changes

are completed. Ihat can be done, however, is to indicate where the

main areas of financial adjustment lie, how significant they are and

how painful they will be.

(a) Government Revenues

76. Given the already high ratio of tax revenue to GNP, room for

increase is limited, especially through increasing tax rates. However,

improvements are possible: administrative machinery can be strengthened;

the already declared policy concerning equal taxation of public and

private enterprises should be implemented resulting in a higher tax

revenue from the public sector; customs duties can and should be

substantially raised through a tariff reform to be introduced as soon

as possible.

77. The aggregate effect of these changes could be increased

revenue of, say, about DA 1 billion over the four-year period. Tax

revenue from public enterprises may amount to about DA 360 million,

based on the budgetary provision made in 1965 and allowing for further

increases in net income to be generated in the future. Customs duties

may yield at least an additional DA 300 million. An adjustment in

exemptions on personal income tax can generate an additional DA 150
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million. An improvement in the financial administration should yield an
excess of DA 200 million over the four years. Alternatively, if customs
duties are raised soon and substantially, most of the increase of 1 billion
could be found there.

(b) Recurrent Expenditures

78. The main problems of the Algerian Government finances occur
in this category.

Table h: Government Recurrent Expenditures

Extrapolation Total
1965 1967 1968 1969 1970 1967-1970

Regular Expenditures, 2,045 2,279 2,559 2,797 3,158 10,793
of which:

Education 596 763 876 1,002 1,155 3,796
Administration 592 72h 785 852 959 3,320
Defense 480 529 555 583 612 2,279

Subsidies, 531 531 531 531 531 2,12h
of which:

To Enterprises 252 252 252 252 252 1,008
To Local Authorities 243 243 243 243 243 972
To Others 36 36 36 36 36 144

Transfers, 399 565 665 665 665 2,550
of which:

Medical Assistance 85 85 85 85 85 3h0
War Veterans /1 201 400 500 500 500 1,900
Unemployment Relief 90 55 55 55 55 220

Retirement Fund 23 23 23 23 23 90

Total, Recurrent
Expenditures 2,975 3,375 3,755 3,993 4,354 15,77

/1 Statutory obligation.
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79. At present, almost DA 1 billion, or one-third of the regular
budget and some 7 per cent of GNP, are transferred through the budgetary
system as subsidies and assistance payments. If an allowance is made for
the statutory increase in war veterans pensions and if other subsidies
and transfers remain unchanged, the total over the four-year period works
out at DA 4.8 billion. Of this some DA 2 billion is a statutory commit-
ment which cannot be altered. It is in the remainder, DA 2.8 billion,
that the Government has to look for savings. Only a most careful review,
item by item, could indicate where they are possible. But it is probably
safe to suggest that the amount of subsidies to enterprises could and
should be reduced; and that a gradual reduction can and should take place
in the presentquite generous medical assistance programs.

80. Another area where savings are possible is in the regular
expenditures of the Government. They are largest in education, general
administration and defense. Administrative expenditures will have to
increase as development expenditures rise and as some needed improvements
take place in the salary scales. Education expenditures will also have
to rise given the immense needs for training. The question is whether
it will be possible to restrain the rate of increase in primary education,
in purely administrative services, and in defense.

81. A minimum target which it seems feasible for the Government to
aim for would be DA 1 billion over the four-year period. This can be
achieved, and possibly more, if the economy picks up. If the present
stagnation continues, it is difficult to see how subsidies and transfers
can be reduced without running the risk of dissatisfaction and unrest.

(c) Public Enterprises

82. Another source of additional funds compared to the past is
cash generation in public enterprises. The most important will be the
government-owned petroleum company which operates the pipelines. Cash
generation of the company over the four-year period could reach DA 1.1
billion on the assumption that the fourth pipeline is built during the
period under consideration. An additional 0.9 billion can be generated
in government-owned manufacturing plants and public corporations, on the
assumption that efficiency in manufacturing is substantially improved
and the capacity is much better utilized and that public corporations
move towards more adequate pricing for their services.

83. With the adjustments set forth above, the gap would be
considerably reduced:
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Table 4: Possible Public Development Expenditures
and Financing 1967-70

Public Development Expenditures 14,452

Accumulation of Inventories of Wilne /1 975

Total to be Financed 15,h27

Financing:

External Finance in Sight 5,111

Current Budgetary Surplus,
extrapolated 1,474

Additional Tax Revenue 1,098

Savings in Subsidies and
Recurrent Expenditures 1,000

Cash Generation of Public
Enterprises 1,991

Total 10,67h

Gap 4,753

/1 Including needed additional storage capacity.

C. The Gap

84. A part of the gap can be financed by Government borrowing on

the domestic market. This can be provisionally estimated au about DA 1

billion over the four-year period:
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Table 4: Government Borrowing on the Domestic Market

Borrowing from the Public 480
Gross Borrowing 800 /1

Less Lending for Fixed Capital /2 320

Borrowing from the Central Bank 570

Possible Increase in Money Supply /3 1,770
Less Increase in Foreign Exchange Reserves/ 600

Less Financing Inventories /5 600

Total Domestic Borrowing 1,050

/1 Comparable to the annual level of 1963-1965.

/2 Assumed financing of two-thirds of private investment in non-

petroleum sector after allowing for self-financing and distribution

of profits. The financing could be done either by CAD (Caisse

Algerienne de Developpement) or by other banks.

/3 Eight per cent increase per annum, slightly faster than GNP growth

rate.

/h Increase needed to keep in 1970 the same ratio of reserves to

non-capital goods imports as in 1965 (32 per cent).

/5 Changes in inventories other than wine, equal to 9 per cent of

annual increment of GDP excluding agriculture (1954-58 ratios).

85. Implied above is considerably smaller deficit spending than in

the past. At present, there is evidence that there is excoss liquidity

in the economy. Also, part of domestic credit will have to be used to

finance an increment in foreign exchange reserves: the present gross

reserves, at $130 million, are less than 3 months' imports, and as

imports grow they will also have to grow. The above allowance is a

minimum.

86. The external uncovered gan would then work out at 7A 3.7

billion (4.7 total gap less 1.0 billion domestic borrouing) or $750

million over the four-year period. This amount is on a disbursement

basis. Commitments will have to be larger, since the execution of a

number of projects will spill over beyond 1970. There is no point in

working out the detailed calculation at the present time: it would in

any case be inexact, partly because of the illustrative 
nature of the

whole financing calculation set forth above, and partly because only

further detailed analysis of the exact status of feasibility studies

could indicate the precise time schedule of execution of particular

projects. The only thing which can now be said with reasonable safety
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is that the commitments would have to approach or exceed $1 billion.

87. A Dart of this amount will have to be contracted with forein

private partners in the form of equity participation. This is certainly

the case wi h gas investments and also with fertilizer plants. How much

this equity proportion would be depends on the general policy of the

Algerian Government on the one hand and on the minimum demands of foreign

partners for a share in control and management on the other. There is as

yet not sufficient experience in this type of deal to warrant an estimate

of the equity-loan proportions of the needed capital inflow.

88. Another issue which requires further analysis concerns the ty

of foreign finance Algeria will need. Some projects have a very high

foreign exchange component: this is particularly the case with the gas

export project. In others, the foreign exchange component is quite low,

e.g. irrigation, education. Some sectors will attract foreign finance

much easier than others, e.g. gas exports project vs education, housing,

health, etc. Ihat can now be said with reasonable certainty is that the

problem of financing local currency expenditures will most likely arise.

Total import requirements of capital goods over the four-year period are

estimated at some DA 10.5 billion. The resource gap (equivalent to

"foreign finance in sight" plus the "uncovered gap") works out at some

DA 9 million. Since part of the capital goods will be necessary for

projects which foreign lending agencies and partners are not anxious to

finance, the foreign exchange component of "bankable" projects will be

considerably less than DA 10.5 billion and quite possibly less than the

resource gap of DA 9 billion. The local currency shortage will most

likely be particularly felt in the earlier years: domestic construction

will have to start first, leading to an expansion of money incomes and to

increased demand for imports of consumer goods; similarly, better

utilization of industrial capacity will induce increased demand for new

materials and spare parts. Such demand cannot be met by the provision of

foreign exchange for equipment of bankable projects.

D. Qualifications

89. The tenuous and illustrative nature of the above calculations

should be emphasized. For example, if the fourth oil pipeline is not

built, this would reduce capital expenditures and thus the claims on

resources by DA 600 million, plus some research and development expend-

itures; but the adverse effect on domestic resources may be greater,

about DA 1,200 million: the projected government petroleum revenue would

fall off and cash generation by the Government-owned company operating

the pipeline would be reduced. The gap would thus most likely widen.
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90. Another element of uncertainty refers to the so-called frame

agreements of foreign assistance. Most of the amounts involved have

been shown under "External Finance in Sight", in the expectation that

they will be attached to the projects which have been included in

Table 1. But this is uncertain, as the past experience shows, and the

"uncovered" gap may turn out larger than the DA 3.7 billion indicated

earlier.

E. Summary

91. If the Government decides to plan for an expenditure level of

around DA 15 billion in the four years 1967-1970 and if the finance plan it

decides to adopt carries a resemblance to the illustrative exercise

shown in this chapter, the proportions of domestic and external finance

would work out as follows:

DA billion Per Cent

External Finance 8.8 58%
In Sight
Uncovered Gap 3.7

Domestic Finance 65 42
Extrapolated 1-.
Resulting from Policy Changes 4.0

Domestic Borrowing 1.0

Total 1.3

92. The proportion of domestic finance of hO per cent would 
be a

great achievement for a country still in a recovery stage. 
It could be

argued that somewhat less would be satisfactory.
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CHAPTER V

EFFICIENCY

93. Neither the illustrative financing pattern outlined in the
preceding chapter nor the level of development expenditure as described
in Chapter III can be carried out without considerable improvements in the
efficiency of the Algerian economy and in the functioning of its development
administration.

94. The Mission has been informed that the Government is now reviewing
the decision-making machinery concerning investment projects and sectoral
programs. This is urgently needed. If the country is to undertake a capital
expenditure level almost three times higher than in the past, decisions will
have to be made much faster than in the past. This refers to programs both
in the commodity-producing sectors and in infrastructure and to projects
both with and without foreign financing.

95. Domestic resource generation envisaged in the illustrative
financing pattern cannot be realized unless the operation of the publicly-
owned sector is put on a self-sustaining and market-oriented basis. For
manufacturing, this means that losses will have to be reduced, taxation
effectively applied and profits generated. These results cannot be achieved
unless the powers of management are widened, labor discipline tightened
and necessary economies attained in the purchase of inputs. The cost structure
of manufacturing is now unfavorable, with a disproportionate share accounted
for by labor cost. In agriculture, the present credit system will have to
be reorganized. At the present time, the nationalized farm sector operates
under a system which equalizes income throughout the country, irrespective
of production results. It penalizes efficiency by giving equal rewards to
inefficient farms.

96. Some sectors of the Algerian economy operate at present under a
price structure which does not reflect full cost. This is the case with
power and housing: power rates and rents do not ever cover operating costs.
The result is that no depreciation is accumulated, no interest is earned
and maintenance is neglected. In water supply and irrigation, only about
one-half of the prescribed charges is collected. This results in a large
need for subsidies which reduce the ability of the public sector to generate
public savings. The other result is that a distortion is introduced in the
allocation of resources.

97. The two major problems which the Government faces is how to reduce
the volume of subsidies and transfers and how to assist industry and agri-
culture to improve their competitive positions. For industry, an increase
in import duties seems urgently needed. For agriculture, an increase in
farm prices is necessary. For both, reduction in costs is required if they
are to restore the competitive position and start to accumulate capital.
Reduction in costs means reduction in wages; reduction in subsidies and
transfers means reduction in the standard of living of the recipients;
transition to full-cost pricing means higher prices. These are all difficult
measures to adopt and even more difficult to carry out.
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98. It is unlikely that any of them can be carried out unless the
employment situation improves. As indicated in the sectoral volume on
housing, but applicable to some other sectors as well:

"The Government must also address itself, and with urgency,
to the problem of adequate pricing for housing services. Until

now, and for a number of reasons, the rents charged on Government-
managed housing have been below maintenance cost .... The Govern-
ment is aware that this situation cannot be allowed to continue if
the housing of the country is to be saved for future use. The
problem is that it is not only politically unpopular but physically
impossible to collect economic rents - or any rents for that matter -
if the inhabitants are unemployed. Of course, not all are unemployed,
but a significant portion are. In order to avoid charging those who
are unemployed, no charges are levied even on those who earn regular
incomes and can pay: the result is rapid deterioration of the capital
stock due to insufficient maintenance and repair, while at the same
time, the people who can be engaged to do maintenance and repair
are unemployed."

"It is a vicious circle ... Solutions in fact can be offered.
If concerted action can be taken to lift the level of investment,
current economic activity, employment and nominal and real incomes
throughout the economy - which is the major theme of the Mission's
Repcrt - it should be possible simultaneously to introduce proper
pricing - which means higher rents - for housing. It is probably
impossible to move immediately to full cost pricing, i.e. to have
the rents cover cash operating cost plus depreciation plus interest:
but it seems both imperative and feasible to cover cash operating
cost and depreciation. There will, of course, be emergency cases -
and many - where the inhabitants will still be unable to pay because
they will still be unemployed. It is not necessary that they be
evicted. Their rents can and should be paid by the Government, out
of a special budgetary welfare item, established for this purpose.
At least then it will be known how much subsidy is paid out and
the Government will be able to focus its attention on reducing
the subsidy (through relocation of people to areas with better
employment opportunities and/or through promotion of activity in
the locations with heavy unemployment). At the same time, since
subsidy will have ceased to be financed by the housing sector
itself (through uneconomic rents), the latter will have enough
funds to carry out the needed maintenance work. This seems to
be the only way to save the beautiful apartment buildings, erected
with so much care and clustered on the hills of Algiers and of other

major cities, from destruction which is their sure prospect if the

present situation is allowed to continue."
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99. Algeria needs a rapid transition to higher investment in order
to create a basis for rapid long-run growth, to attack unemployment and
to restore full-cost pricing. Increase in investment requires large
foreign capital inflow and greater domestic expenditures. For large
foreign capital inflow to materialize, the Government must find a modus
vivendi with foreign capital, both the new one interested in coming to
Algeria and the old one already invested in Algeria: clarity of government
policy with respect to the operations of foreign enterprise and the liberty
that it transfers profits abroad seem essential pre-conditions for large
capital inflow. For the government to engage in larger domestic expenditures,
the balance of payments and the competitive position of the domestic econoy
must be protected. This requires import duties and export subsidies. They
are needed even at the present time: they would be doubly needed if domestic
expenditures were to rise substantially in order to meet the local cost of
the substantially expanded investment outlay.

100. An increase in domestic expenditures, associated with higher
import duties and export subsidies, would lead to higher domestic prices.
Provided wages and subsidies and transfers remain unchanged, the consequence
would be a reduction in real production costs and in real expenditures of
the Government: the aggregate living standard and employment would increase
but the real wage of those that are already employed would fall. Both from
the economic and from the social point of view this would be a welcome
development. On the other hand, given the strength of the trade unions,
any reduction in the unit real wage would be strongly resisted and could
easily lead to a wage-price spiral. If that were to happen, a very uncertain
and risky future would be facing Algeria.

101. If Algeria could obtain funds from abroad to finance local currency
expenditures as it moves to a much higher level of investment outlay, this
danger would be avoided. ILj it a ot obtain such funds, there does not
seem any other choice than to let prices rise and keep 7tages frozen. This
is difficult, but the alternatives are worse: unchanged level of investment
and no improvement in the state of unemployment, or increased investment
with inflation. The fundamental point is that a country cannot get out of
an under-employment equilibrium without a number of people - those already
employed - getting hurt somewhat, so that the country as a whole - those
unemployed included - get better off. Only if it obtains additional and
reasonably freely usable funds can most people be better off.

102. This report advocates decontrol, and most decontrols cost.
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GROWTH AND STRUCTURAL CHANGE

103. If it proves possible to organize an investment effort of the
magnitude and composition described in Chapter III, and if it proves feasible
to carry out the efficiency measures suggested in Chapter V, the Algerian
economy should achieve quite high growth as it approaches 1970. The Mission's

projections indicate the possibility of a GFP growth rate exceeding 7%:
this is very much higher than in the last few years, but below the boom

years 1954-1958. The crucial assumption is that industrial revival will
take place under the impact of greater investment outlay and of the associated
increase in demand. A further assumption is that nothing will interfere with
the continuing growth of petroleum and with the development of the gas resources
of the Sahara.

10h. Exports are projected to grow at almost 10% p.a., faster than gross
product. On the assumption that necessary external financing for the possible

projects can be assured, imports would rise even faster, about 13% yearly.
The Algerian economy which is already very much an open economy would
become even more so: in 1954, exports accounted for 21% of GDP, in 196h
they reached 27% and for 1970 they are projected to exceed 30%.

105. Rapid growth in exports, supplemented by the projected capital
inflow as it results from the estimated resource gap, yields a capacity to
import which appears sufficient to accommodate the different streams of
import demand as they can be projected at the present time. An import
sufficiency test has been carried out: it indicates that despite the very
large increase in the imports of capital goods associated with the projected
capital expenditures, a sufficient import capacity would be left for the

purchase of consumer goods, intermediate products and raw materials. The
demand for consumer goods is expected to be dampened as a result of import
substitution. The demand for fuels will virtually disappear, as a result

of domestic growth in petroleum refining and in gas deliveries. Conversely,
there will be a rapid increase in import demand for intermediate goods and
raw materials, following the projected revival of industrial activity: it
appears that such demand can be met. However, import projections by
necessity reflect technological relationships and they assume smooth growth.

Any deviations from such growth - and they are probably inevitable in an
industrial revival which is associated with sudden emergence of bottlenecks -
would reflect themselves in the pressure on the balance of payments. In
any case, however, if major investment expenditures are undertaken, the
Algerian import structure will undergo a major structural change: capital

goods and raw materials will greatly gain in importance. This will make
the import structure more rigid than in the past: this is an inevitable

result of growth and structural change in the particular development phase
in which Algeria finds itself at the present time.
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106. Another consequence of the industrial revival and of the
petroleum boom would be a shift in the composition of output in favor
of secondary and tertiary activities. Due to severe external marketing
problems facing the export agriculture and the lack of capacity of the
traditional agriculture to absorb capital in the near future, agricultural
growth is likely to lag considerably behind the rest. Investment in
agriculture which can now be made will primarily serve to replace the old
capital stock and to prepare the ground for the longer-run future (irrigation):
they must be made. In the meantime, much thought must be given to how
traditional agriculture can best be helped.

107. The strategy of growth for the next several years can and should
emphasize the commodity-producing sectors. Infrastructure is available in
almost all sectors. In the 1970's the situation will change as the economy
grows and outruns the existing overhead facilities. Also in the 1970's
most of the expenditures for the Trans-Sahara Highway will occur, if it is
decided that this is a worthwhile investment. The idea to connect the
coasts of North and West Africa by a road traversing the Sahara Desert is
not new: but it has now attained additional impetus by the emergence of
new land-locked states south of the Sahara and by the possibility of
reviving, under modern conditions, the old trade network throughout Africa.

108. If the projects now in sight are implemented, the investment rate
would go up substantially, from about 15% of GNP at present to 22% in 1970.
This was the rate of the late 1950's and early 1960's. The external gap
would widen, from about 2% of GNP in 1963-64 to about 10% in 1969-1970.
Gross public savings are projected to increase sharply from the present
very low level: whether this will materialize will depend on whether the
Government will be successful in carrying out major efficiency reforms
and in moving the economy sharply upwards from its present almost stagnant
state.

109. Another structural change is in store for Algeria: as it imports
capital on a substantial scale, it_ linevitably become a large inter-
national debtor. At the present time, its newly incurred debt is low and
debt service does not create any liquidity problems: the present debt
service is $12 million and the associated debt service ratio is 2% of net
exports (net of investment income payments on petroleum account). The
ratio will rise to about 4% in 1970, based on debts already committed.
With the additional capital inflow and the associated debt service,
resulting from foreign financing of capital expenditures listed in this

report, the debt service in 1970 may approach $120-160 million, or 12%-15%
of projected net foreign exchange earnings, assuming a blend of the present
terms of different streams of assistance as they can now be envisaged. This

is not an excessively high value compared to the ratios now experienced by
major international debtors: whether it is supportable for Algeria over
the long-run depends on its long-run growth prospects, a matter which
requires a separate analysis. In any case, however, the room for conventional
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borrowing is substantial, on the assumption that the economy will experience
-industrial revival, that investment activity will expand and that the
associated alleviation of the unemployment problem will take place.



CHAPTER VII

CONCLUSIONS

110. Algeria is at present in a transitional stage, in many respects.

It has completed much of the reconstruction and it is now engaged in

preparing many worthwhile investment projects and programs; but it has not

yet embarked upon a major development effort. It still operates on emergency
economic systems in which the Government transfers large amounts of subsidies

and assistance and in large sectors of the economy prices do not reflect

full costs; but the Government is now reconsidering the system with the

view of introducing market incentives, restoring the profitability calculus

and reducing transfers and subsidies. While it is a declared policy of

the Government to pursue the goals of the socialist economy and to have the

state hold the commanding positions in major new industries, the best

international management consulting firms are now engaged to advise on

the methods of running public enterprises and there is an active search

for a modus vivendi with international private capital in order to attract

it to Algeria. Uhile the pre-independence level of' output has been almost

restored, against all odds, thanks to great domestic effort, and also to

continuing French assistance, the economy is still operating considerably

below capacity and unemployment is a grave social and political problem.

The present level of investment and building activity is low; at the same

time, Algeria has outstanding natural resources waiting to be exploited

for the export market, and great domestic needs impatiently press upon the

Government.

111. A study of the Algerian economy is a study in contrasts. It is

an economy with great promise, currently caught in a circle of conflicting

trends and suffering from a depressed level of economic activity.

112. The circle can be broken. Algeria needs to de-con'rol the economy,

in a p.ckage of measures which would embrace: a large investment program;

expansion of effective demand on the home market and a progressive increase

in capacity utilization; increase in import duties and introduction of

export subsidies; a series of efficiency measures to restore market

incentives and profitability and to reduce the need for subsidies and

transfers; and a large foreign capital inflow, including most probably

funds for financing local currency expenditures.

113. As a nart of the same package of measures, Algeria will have to be

prepared to temporarily import a considerable amount of foreign skills,

while undertaking at the same time radical measures to accelerate the

production of demestic skills and thus reach a true economic independence

in the shortest possible time. Algeria will also have to improve the

treatment of whatever foreign private capital has still remained in the

country and to accelerate the arrangements for importing new private

capital to assist in the exploitation of its resources. Transitio. to

a much higher investment level, which is the key for getting out of the
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present difficulties and for assuring a sustained long-run gro th at a

rapid rate, is not possible without foreign assistance, both financial

and in skills.

114. Is Algeria ready for a much larger investment effort and for

de-control? De-control is already in the air: it is now realized that

socialist ownership of the means of production will not be threatened 
if

full-cost pricing is restored and if rewards are differentiated among

farms, plants and departments depending on performance. The possibilities

of undertaking a major investment effort are also discussed: the critical

issues here are whether the young Algerian development administration

can stand the strain and whether the outside world is prepared to provide

financial assistance on a large scale and in forms that are needed.

De-control and the transition to a much larger investment effort 
supported

by foreign assistance are probably inseparable. Any de-control involves

changes in income distribution: and unless it is certain that the majority

of the population will be better off, over the short-run as well as over

the long, the resistance to de-control will be great.

115. At least some of the answers to these questions are in the hands

of the Algerian Government. It is they who have to come out with a

program of investment, a finance plan and a series of 
policy measures to

carry them out and to restore incentives. Only then will it be possible

for the international community to consider how much assistance can be

given and in what form. The first step for the Algerian Government to

consider and decide is whether its development administration can carry

out the major increases in responsibilities involved in preparing and

executing a development plan. This in turn depends very much on whether

the Government as a political body is now in a position to adopt the goals

of nvestment and growth as a single over-riding objective of national

policy: it is only in such an environment that the development administration

would enjoy all the political support it badly needs.

116. After the decisions of the Government have been made, it will be

up to the outside world to respond. It had responded only to a limited

extent to the Algerian needs for reconstruction. Perhaps it will respond

more to its development needs. IWhatever may be said about Algeria's past

performance, the fundamental fact stands out that it has 
become progressively

less dependent on foreign support as its reconstruction has 
proceeded.

With respect to future prospects, Algeria is one of the lucky winners 
in

the foreign exchange lottery in wPhich developing countries participate:

Algeria has oil and gas, the latter is of excellent quality, 
and its

population of about 12 million is relatively small 
in relation to resources.

117. One of the major problems to be overcome - perhaps the greatest

single problem - is in ideology and in understanding. Lost providers of

capital, both from the West and from the East, have misgivings 
concerning



the economic system Algeria 7ants to operate; Algeria, on its part, is

suspicious of the intentions of the providers of funds. The truth of

the matter is that neither the providers of funds nor Algeria can possibly

know what economic systems will finally emerge in Algeria, or for that

matter in any developing country. The difficulties implied in this

inevitable and inherent uncertainty are further compounded by the lack of

information about current developments and intentions: dangerous and

superficial generalizations are made on the basis of limited and piecemeal

information.

118. If this report can contribute to better understanding, it will

have achieved one of its major purposes.
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TABLE 1

GROSS DOMESTIC PRODUCT BY SECTOR, 1963-1964

(Current price, million DA)

1963 1964
Gross value Value Gross value Value

of output added of output added

Agriculture, fisheries, forests 3,826 2,731 3,299 2,294

Energy 289 230 314 251

Petroleum 2,969 2,180 2,927 2,263

Mining and quarrying 204 112 227 127

Construction 1,079 552 1,130 539

Food 1,432 420 1,480 450

Engineering 252 101 348 164

Textiles and leather 429 151 496 179

Chemicals 395 159 566 227

Transportation 616 424 623 429

Government - 2,500 - 2,800

Services 1,509 1,148 1,526 1,161

Commerce 3,186 2,837 3,381 2,990

Gross domestic product l,045 13,874

Source: Ministry of Finance - Plan Directorate, and Mission
ts estimates



TABLE 2

GROSS VALUE ADDED, 1950-1964

(Million !IF or DA)

Total

Agriculture Industry, Services Total value added at

and related energy & and value constant prices

activities mining commerce added (1957=100)

1954 1,993 1,611 2,306 5,911 6,h50

1955 1,934 1,696 2,564 6,194 6,64O

1956 2,395 1,834 2,930 7,159 7,310

1957 2,573 2,032 3,53h 8,138 8,138

1958 2,503 2,516 4,4Ol 9,416 8,430

1959 2,690 3,130 5,390 11,210 9,973

1960 2,8oo 4,4OO 5,000 12,450 10,650

1961 2,300 4,400 4,700 11,900 9,892

1962 2,700 3,900 3,600 10,200 8,479

1963 2,731 3,814 3,985 10,954 8,701

1964 2,294 3,185 4,151 11,059 8,448

Source: Ministry of Finance - Plan Directorate and Mission's estimates



TABLE 3

GROSS FIXED CAPITAL FORMATION BY SECTOR

(Current prices, million DA)

1963 1964 1965

Agriculture, fisheries, forests 87 180 176

Mining

a) Petroleum 640 513 770

b) Other 19 55 87

Industry

a) Hydrocarbons 302 266 302

b) Other 241 329 n.a.

Transport and communications 172 262 270

Power 67 79 65

Water supply 148 121 113

Tourism 1 29 28

Housing 50 138 35

Education and Health 129 161 170

Administrative buildings 28 39 23

Other 151 9

Total 2,035 2,181

Source: Ministry of Finance - Plan Directorate and Mission's estimates.



TABLE 4

PRODUCTION OF MAIN AGRICULTURAL ITEMS

(thousand metric tons)

1960 1961 1962 1963 1964 1965

Wine (thousand
hectoliters) 15,851 13,632 12,279 12,575 10,477 16,267

Hard wheat 1,161 526 1,223 1,268 918 1,000

Soft wheat 345 160 384 322 245 318

Barley 835 212 819 691 278 378

Potatoes 259 234 n.a. 262 232 232

Citrus fruit 398 370 368 398 464 415

Olive oil (thousand
hectoliters) 199 220 209 187 187 181

Dates 98 n.a. n.a. n.a. 113 110

Pulses 43 27 n.a. 29 39 ne..

Source: Ministry of Agriculture



TABLE 5

PRODUCTION OF SELECTED INDUSTRIAL GOODS

1960 1961 1962 1963 1965

Iron ore (thousand tons) 3,438 2,863 2,059 1,976 2,745 3,147

Ciude oil (thousand tons) 8,627 15,782 20,681 23,878 26,484 26,477

Sulfur (tons) 1,342 488 170 468 1,366 2,515

:ootwear (thousand pairs) n.a. n.a. 2,300 n.a. 4,464 7,565

Lolled steel (tons) 40,446 31,113 7,474 7,465 16,731 28,870

14etal working (tons) - - 1,873 3,143 2,892 3,209

Gaps and containers (tons) 6,817 7,657 4,700 4,520 5,006 4,582

P-ivate automobiles (units) - 2,087 2,056 3,198 3,564 4,496

Gotton fabrics (thousand sq.m) n.a. 441 n.a. n.a. 2,011 1,319

Four (thousand tons) n.a. na. n.a. 250 299 355

Lump sugar (tons) n.a. n.a. n.a. 750 955 5,319

Beer (thousand bl.) n.a. n.a. 818 500 280 369

Source: Algerian Hinistry of Industry



TABLE 6

GOVER MENT EXPENDITURES AND FINANCING

(DA million)

1963 196h 1965

Deficit on Current Budget 822 -h5 72

Current Receipts 2221 2697 2903

Less Current Expenditures 3043 2652 2975

Development Expenditures 753 1168 986

Total to be financed 1575 1123 1C58

Enternal Sources 167 867 82h

Central Bank Advances 49 853 290

Sale of Treasury Bills 208 57 211

Changes in Treasury Balance -90 -43 323

External Sources 1408 256 23h

Tench Treasury 468 -388 -290

Foreign Aid 940 6h4 524

Total Financing 1575 1123 1058



TABLE 7

GOVERNMENT CURRENT REVENUES

(DA million)

1963 1964 1965 1966
Estimate Actual Estimate Actual Estimate Actual Estimate Actua.

Direct taxes 658 489 563 583 710 619 675

T-direct taxes 2016 1417 1925 1703 1850 1747 1800

urnover taxes 879 615 887 760 84o 787 800
,ustoms duties and

export taxes 186 113 118 219 220 225 230
F1cise and other
indirect taxes 951 689 920 724 790 735 770

N.n-tax revenues 220 72 144 111 270 90 205

Ttal ordinary re-
venues (excl.
.:troleum) 2914 1978 2632 2397 2830 2456 2680

PFeroleum revenues 251 243 310 300 346 447 794

Total Current
Receipts 3165 2221 2942 2697 3176 2903 3474

Scurce: Ministry of Finance



TABLE 8

GOVERNWTIET CURRENT EXPENDITURES

(DA million)

1963 196h 1965

General Administration 372 284 570

Foreign Affairs 1353 44

Interior and Justice 239 262 277

Defense 369 428 484

Agriculture 64 76 78

Industry and Comerce 14 12 22

Transport, Public Works 227 111 141

Tn 6 6
Tourism

Education, Information 265 380 471

Other Social Service 673 562 654

Supplementary period 355 - -

Total Ordinary Budget 2,593 2,156 2,767

Payments out of Treasury Accounts 450 496 208

Total Current Expenditures 3,03 2,652 2,975



TABLE 9

GOVERNMENT DEVELOPHENT EXPENDITURES

1963 1964 1965
million million million

DA DA , DA

Agriculture 100.5 13 221.h 19 162.h 16

Water supply 119.2 16 142.9 12 102.3 10

Transport 99.9 19 263.0 23 211.6 21

Industry, power, mining 147.9 20 101.5 9 149.2 15

Housing and town planning 49.4 6 169.9 15 54.3 6

Administrative buildings 22.7 3 24.1 2 11.6 1

Education 110.3 14 146.0 12 148.1 15

Health 32.8 5 18.7 1 15.3 2

Tourism 1.1 - 34.1 3 93.2 9

Other 28.2 4 45.9 4 38.4 4

Total 753.1 100 1168.1 ICO 986.2 100

Source: 4inistry of FInance, Caisse Algerienne de developpement.



TABLE 10

i-' TY A1D BANKING

(Outstanding at end of the year, million DA)

1962 1963 1954 1965

Currency in circulation 2,197 2,295 2,577 2,762

Demand deposits 1,774 1,588 1,931 1,988

Money 3,971 3,883 4,508 4,750

Quasi-moncy 145 88 84 106

Credit to the economy

Central Bank 1,468 1,300 1,087 1,206

Banks 1,173 906 1,082 1,190

Claims on Government

Central Bank 87 176 1,003 1,311

Banks - 179 259 385

Others 393 299 464 505

Foreign assets (net) 911 1,136 878 760

Other assets (net) -84 -26 -181 -501

Source: Central Bank of Algeria



TABLIE 11

CEN'TRAL BAlK OF ALGERIA

Balance Sheet

(illion DA)

1963 19 64 1965

Liabilities

Capital h0.0 40.0 40.0
Currency in circulation 2,294.6 2,577.2 2,761.8
Deposits

Government 136.3 626.u 227.2
Banks 160.7 1914.h 218.4

Foreign liabilities 122.6 130.5 280.6
Other items (net) 116.9 156.7 201.1

Total 2,871.1 3,724.8  3,729.1

Assets

Foreign assets 1,259.0 1,008.3 977.9
Claims on Government

Advances 78.2 75.1 72.5
Postal checking accounts 16.6 1,498.8 1,391.8

Algerian coins 47.9 41.7 42.1
Advances to state enterprises - 486.5 873.8

Rediscounts
Treasury bills 40.0 14.1 39.0
Other papers 1,299.4 600.3 332.0

Total 2,871.1 3,724.8 3,729.1

Source: Central Bank of Algeria



TABLE 12

PRICE INDEXES

Wholesale price index, 1959 100
(214 items)

1963 _9 6h 1965

Agricultural products 108.7 115.2 120.0

Products of food industry 106.8 110.6 115.1

Other industrial products 116.3 127.5 134.5

Water and energy 100.2 110.6 110.1

Total 110.3 116.8 121.6

Cost of living index in Algiers, 1964 = 100
(167 items)

October December February
1965 1965 1966

Food 105.8 106.5 106.3

Housing 100.2 100.4 100.8

Furniture 108.2 105.6 107.2

Clothing 103.2 107.6 108.8

Health 106.6 107.5 106.3

Transport 100.5 100.5 ioo.6

Hiscellaneous 111.0 111.2 111.0

Total 105.2 105.9 _06.1

Source: Ministry of Finance



Table 13

Balance of Trade

Ex ortspo r t s Bal
Total of' which to France Total of which to France Total

(DA (DA (DA
million) (percent) million) (percent) million)

1960 2,753 84.1 6,371 83.2 - 3,618

-61 3,331 78.5 5,168 81.5 - 1,837

9;,62 3,910 77.3 3,846 77.8 + 64

363 3,407 7h.0 h,3ho 76.3 - 33

,964 3,735 74.9 3,744 72.9 - 9

965 1/ 3,600 73.7 3,862 72.9 - 262

Estimate.

Source: Algerian Ministry of Finance, French authorities.



Table 14

Volume and Value of Selected Exports

(f.o.b. values in million DA, quantities in thousand3 metric tons)

2/
1963 1964 1965-

Value Quantity Value Quantity Value Quantity

wine 1/ 54o 6,870 710 9,360 n.a n.a.

Peuits 280 315 209 275 200 230

cgetables 70 116 35 56 33 54
Cireals & cereals

products 75 256 98 390 n.a. n.a.

ood Industry 3/ 47 38 38 33 31 24

I',troleum and other
Petroleum Products 1,935 23,680 2,170 25,625 2,000 25,500

:-her Minerals 123 2,419 157 2,973 170 3,200

In thousand hectoliters.
Estimate.

/ Excluding vegetable oil and derived products.



Table 15

Volume and Value of Selected Imports

(c.i.f. values in million DA - quantity in thousaid metric tons)

1963 19L-
Value Quantity V a e anti

Live animals 66 20 64 16

Neat 48 10 41 7

Milk and milk products 142 54 140 55

Coffee 56 18 120 39

Cereals and cereals
products 137 297 199 402

Sugar 183 193 213 232

Pharmaceutical products 85 110

Petroleum and Petroleum
Products 244 1,255 89 426

Textiles 513 602

Metals and Hetal Works 341 326

Machinery and Equipment 531 468

Cars and Tractors 232 2c6



Table 16

BALANCE OF PAYMEHTS

(Million D.A.)

1963 1964 196__1
Credit Debit Credit Debit Crcdit Debit

A. Goods and Services
1. Merchandise 3,407 4,340 3,735 3,744 3,280 3,862
2. Direct Investment Income, Net

Private 352 422 427
Public 10 24 7

3. Other Services 85 95 95

Net Goods and Services 1,380 f02 1,097

B. Transfer Payments
4. Private 534 647 700
5. Official 875 680 640Net Transfer Payments 1,409 1,327 1,340

Net Total (1 through 4) 846 145 397Net Total (1 through 5) 29 ~~ 27 243

2. Capital T'ransactions
6. Privte Capital, Net 96 270 157. Official & Semi-Official, Net 701 110 102

Balance on Capital Movements 797 380 117

D. Net Errors and Omissions 826 4h3 126

Source: Mission Assessment
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