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September 10, 1971 

LC/U/71-11 

Minutes of Loan Committee I\1eeting held on 
Tuesday, August 31, 1971 at 3:30 p.m. in 
the Board Room. 

A. Present: 

J. Burke Knapp (Chairman) 
S .R. Cope 
G. Alter 
A. Broches 
B. Chadenet 
V.C. Chang 
R. Chaufournier 
R.H. Demuth 
L.J.C. Evans 

Attending: 

G. Aithnard 
B.A. de Vries 
D. E1z 
P.T. Grosjean 
H. J • Nis senbau1n 

B. Ghana - Sugar Rehabilitation Project 

D.J. Fontein 
D. Gustafson 
J.P. Hayes 
C .G. J:.1e1moth 
D. Richardson 
A. Stevenson 
J. H. t>Ji11iams 
E.P. Hright 
Dag F. Wittusen (Secretary) 

C.R. Poncia 
R.E. Rowe 
R. tJadslJ~Torth 

!1. J. t.J'alden 

1. The Committee considered a memorandum dated August 27, 1971 
from the tves tern Africa Department entitled "Ghana - Proposed Sugar Re
habilitation Project" and the accompanying appraisal report. The memo
randum recotmnended that the Government be invited to negotiate a $7 
million loan and a $8 million credit to finance the foreign exchange 
component of a project to rehabilitate the Ghanaian sugar industry . 
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C. Discussion 

3. The Chairman, in opening the discussion, asked the Committee 
to consider whether a good case had been made for Bank Group investment 
in a sensitive and generally believed "surplus" ·crop. The project, pro
viding a high return in foreign exchange, would improve Ghana's precarious 
balance of payment position, but it required substantial nominal protection 
against imported sugar, and the project's justification relied heavily on 
the use of a shadow rate of exchange. The Chairman felt that a closer 
look should be taken at Ghana's comparative efficiency in sugar production 
as a justification for the proposed investment. 

4. In reply, Agriculture Projects Department said, first, that 
the past world sugar surplus was disappearing. Second, a standard economic 
analysis relating Ghana's comparative efficiency to the world market price 
of sugar was inappropriate. Most of world sugar production was sold at 
preferential rates according to special producer-consumer arrangements 
and did not enter the "free" world market. The marginal supply that 
entered the free market and determined the world price was often ''dumped," 
making the world price largely irrelevant as a yardstick of efficiency. 
Other tests of efficiency, however, indicated that Ghana was potentially 
as efficient as other sugar producing developing countries. Regarding 
the shadow rate of exchange, it was appropriate on account of the over
valuation of the cedi and Ghana's shortage of foreign exchange. It was 
agreed that Ghana's exchange rate and the world sugar market situation 
would be treated more extensively during Board presentation. 

5. Further substantive discussion focussed on (i) the protection 
of the sugar industry, and (ii) financing of the expatriate management 
firm. 

6. Protection of the Sugar Industry. The Co~nittee noted that: 

(i) Some ~ntectia f the local sugar industry, via 
import duties on foreign sugar, was necessary and 
legitimate because of the absence of a truly competi
tive world market and the over-valued exchange rate 
of the cedi. At the same time, the system of pro
tection should be flexible in order to avoid over
protection and should in particular be responsive 
to changes in the exchange rate. 

(ii) There was some criticism of the proposal to obtain 
. assurance that the Government would take the measures 

necessary to enable Ghana Sugar Company (GSC) to earn 
a return of at least 7% on capital employed (Appraisal 
Report, 9.02(r)} While a nominal protection against 
imported sugar was acceptable on economic grounds, it 
was questionable how far the Bank should insist on 

v 
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maintaining the financial viability of GSC. Several 
spea~ers maintained that the proposed rate-of-return 
covenant would compromise one of the prime objectives 
of the project, viz. to increase the technical and 
managerial efficiency of the sugar factories, by re
moving market pressure for reform and in effect guaran
teeing a certain level of profits. 

7. 
that: 

Financing of Expatriate Management Firm. The Committee noted 

(i) 

{ii) 

{iii) 

1/ Attached 

The Area Memorandum recommended that the cost of the 
expatriate management team be capitalized and be 
eligible for Bank financing for four years until 
the financial break-even point of the project was 
reached. In response to questions of why this cost 
was not treated as recurrent, the Area Department 
stated that since there was a constraint on Bank 
financing of recurrent costs a broader definition 
of capital cost had been sought. It was argued that, 
according to Projects Departments Director's Memo
randum No. 2.5, recurrent cost which contributed to 
the creation of capital assets could be capitalized 
and thus made eligible for Bank financing. Regarding 
the period for financing these costs, it had been 
set at four years on the assumption that after the 
financial break-even point of the project the cost 
of management should be considered operating costs 
and hence no longer eligible for Bank financing, 
according to D.M. No. 2.5. 

The Chairman thought the financial break-even point 
of the project an arbitrary cut-off point for de
termining the amount of Bank financing. The Bank 
was fully accustomed to financing the foreign exchange 
component of management services for the entire period 
of disbursement of the loan (in this case, six years). 
The fact that the foreign exchange cost of management 
services in this project was an unusually large element 
of total financing should not prevent the Bank from 
following this guideline, particularly in view of 
Ghana's shortage of foreign exchange and great need 
for managerial assistance. 

It was agreed that yrojects Departments Director's 
Hemorandum No. 2.s!, entitled "Definition of Capital 
and Current Expenditures," should be circulated for 
review and further discussion. 
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D. Conclusion 

B. The Committee concluded that: 

(i) The system of protection for the sugar industry should 
be flexible in order to avoid exclusion of competition 
with foreign sugar and the possible fostering of an 
inefficiently managed industry; 

(ii) the Bank should financ~ the foreign exchange component 
of the expatriate management team for the full length 
of the disbursement period; 

and further concluded t~at: 

(iii) the Bank loan should be for 30 years , including 
10 years of grace; 

(iv) the Government-to-GSC relending rates on loan and 
credit proceeds should both by 7 1/4%; 

(v) should some bilateral financing become available 
for the project, t he Bank loan would be reduced 
accordingly; 

and, subject to the modification in (i)-(v) above, approved the Western 
Africa Department's recommendation that negotiators be invited for the 
proposed loan and credit 

E. Adjournment 

9. The meeting adjourned at 4 ~ 40 p.m. 

Cleared by: Messrs. Knapp 
Broches 
Chadenet 
Chaufournier 
\~Jads'ivorth/ Evans 

Secretary's Department 
September 10, 1971 

Dag F. Wittusen 
Secretary 
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1. . The distinction between .~apital and~~~~~~ (sometimes referred 
to as ~~~~~r~~) expenditure is important in dete~ininc the eligibility 
of items for Bank/IDA fina.ncin~. Hhile Article I of t!le Bank's Articles 
of Agreement refers to 1'facilitating the investment of capital for produc
tive purposes" and to athe encouragement of th~ development of productive 
facilities and resources in less developed countries :: ~ there is no re
quirement that the projects financed by the Bank be capital in nature , 
provided that they co~e - within the r,eneral purposes of the Bank set out 
in Article I. The Articles of IDA refer only to ·1providing financinr- to 
meet their [developin3 countries] ir.1portant development requirements. •l 

There is therefore no legal requirement that the Bank should finance only 
capital expend :f. tures :o and uheth:~r or not it should do so is a policy 
question. This memorandum tal~es for eranted that Ba~k fina~ce should 
normally be limited to capital eitpenditures =- but does consider whether in 
special or exceptional circunstances other kinds of expenditure should be 
financed. · 

2. Hhile economic literature has dealt extensively 1i7ith the subjects 
of ca.pital, investment and consumption:; and on the .distinction between 
capital and current e~~penditures~ considerable ambiguities remain and any 
set of definitions is arbitrary to so·(.,re extent. Sir.1ilarly ) national 
accounting and budgetin~~ practices in this field vary wicely from country 
to country and time to time. The folloT:ing atteBpts to give a practical 
definition of the cor-cepts and to indicate how this definition applies to 
sone of the princip3.l types of Bank/IDA proj~cts to Hl1ich it is relevant. 

3. ~_?Pi~al expenditures are those 1:\7hich result in the creation of 
an asset ":Jhich gives rise to a stream of benefits over a number of years. 
The number of years may vary~ but in practice it ~ust be at least 5 to 10 
years as an averar,e for the assets created under a Bank project in order 
to make the project suitable for flank lendinr,. This does not 11 of course$ 
preclude the financins under the project of soMe capital assets with a 
shorter economic life. 

4. C_u_r.~ent. e::.~penditures are those ~iving rise to 11enefits l-7hich 
terminate 't,Titb in a short period of time, generally one year or less. 
Current eYpenditures must therefore b3 repeated at short ~ periodic 
intervals. 
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5o Capit_aJ expenditures m2y be for the purchase of the physical 
assets themselves (plant~ machinery and equipment) which, since they give 
benefits over a number of years, are by definitio~ capital in nature. In 
the case of labor, materials~ and services, their classification for Bank 
proje~ts -~~~nds on the use to wh~-~ll_e)T __ ~E~u.J:. • If they are used to 
create an asset which produces a stream of goods and services over a 
pariod, they are S~Ei~a~ expenditures; othe~1ise they are s~r~ For 
example, the labor~ steel and other naterials and services used by a 
borrower to IT:anufacture its olm railway locomotives are -~-apital expend
itures; as is the outright purchase by the borrower of the locomotive. 
The labor and ~aterials used, in conjunction with the asset (locomotive) 
which has been created or purchased, to provide current railway services 
(the movement of passengers and goocls) are current exoenditures. Simil·· 
arly, the wages of laborers and exp~nditure~ on gasoline and asphalt , 
as well as depreciation of the contractor's equi~ment, are c~2~~~~ if 
they are used to build a new road or upgrade an existing roadj since 
they create or add to the value of a long-lived asset (the road)~ the 
same expenditures are c~~~e~~ if tbey are used to maintain an existins 
road since they must be repeated periodically to keep the road in its 
present condition. If road maintenance is neelccted over a numb~r of 
years ~ the capital invested in the road has been consumed, and the ex
penditures to reconstruct the road may be classified as .c2.£!.t.aJ since 
they create a new asset. 

6. To continue uith the case of hight7ay maintenance, whicP illus·-· 
trates so~e of the conceptual issues involved, the purchase of assets 
such as maintenance equipment (tractors, r.raders» rollers) is a ca~~~~l 
e:tpenditure; the labor ~· gasoline s- . asrhal t and other materials used with 
the equipment to maintain the road in its present condition are ~urr~~! 
expenditures. The depreciation of the maintenance equipment and e~·~pend

itures on its maintenance are ~~~~~nt expenditures. This does not j of 
course) preclude the financin? of the actual replacement of the equipment 
by external borrowing (including ~ if appropriate on other groundsi further 
Bank loans) rather than internally-generated funds ; whc.. t source of finance 
is used for replacement depends on the overall financial position of the 
entity in question. 

9t~er Illustrat~~~s 

7. Other examples may be ~iven . '.C.'he sala.ry o ~ an en~inee.r design-
in~ or supervising new ro ad construction is 
s alary of an en~inQPr 
c ·l yr ;:_ ... ,~ ... 
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B. A permanent increase in the inventory of materials, goods and 
supplies required to reach an initial level of operations, or to expand 
to a hicher level, may also be classifi~d as a .c2_P!_ta! expenditure ; there
after, such expenditures are considered as current. Thus~ the incremental 
expenditures to build up a permanently higher ·i;~~ntory of asphalt and 
gasoline necessary for a hi~her level of road maintenance are a ~~pJtal 
ex·)enditure. as is the initial stock of textbooks and supplies for a new 
school. In the case of agricultural credit, short term credit to farmers 
foe the purchase of seasonal inputs is a .c_'!!'.!~~t. expenditure to the 
farmer, but funcs used to initiate such a credit program~ or to expand its 
level, on a lon~ term basis may be classified as capital ex~enditures. 

9. The starting-up expenses of a project~ covering the period until 
incotne fro~ the assets created under the project is sufficient to meet 
expenses, are sometimes classified as ~~J'ita! and have been financed by 
the Bank, although the same types of expenditure are later treated as 
~':1.!..~~.!1-~~ in effect , th(~ develo';)ment period for definine capital e:-~penditures 
is taken as the time necessary to reach financial equilibrium. This would 
be the case!.' for exarn.~leJ of the expenditures for feed,. etc. under a live
stock breedinz project until the nett; ranches uere in full production. 

10. Similar considerations may ap~ly in the case of non-revenue 
earning projects. Thu~-;, the Bank 11as~ in. exceptional cases, financed a 
declining proportion of the additional current e~tpenclitures for an expanded 
highway maintenance pror,ram 51 until such time as the Government's financial 
position would enable it to c.over the!!' .• 

11. The foregoinr. illustl';"ations have all dealt with actual cash 
expenditures rather than economic costs. In the case of livestock projects, 
the withhold!~~ of cattle from markets durin~ the herd build-up period is 
a capital cost5 involving the foreeoin~ of possible revenue over a period 

· of years 7 althou3h not a cash outlay to t!1e farmer. It ~ay also have a 
foreign exchanee cost~ since the "~;·:rithholdin~ MaY result either in the loss 
of foreign exchange revenue or in an actual forei~n exchange outlay for 
additional imports to supply the domestic market. It uay be appropriate 
in some cases to take such costs into account in ~easuring the size of 
the farmerts contribution~ the (indirect) forei~n exchange cost of the 
project, and the an.ount of Bank financin9;. Hor,.~ever, they si·:ould not · be 
shm·m in the cost estimate table of the appraisal report, ·Hhich is based 
on cash expenditureso 

12. The classification of technical services such as those of con-
sultants and advisers lik.euise d.e.pends--;n--th~· -~;~-;-to which the services 
are put o ~Jost of these services are likely to be -~2&!=2-J. in nature since 
they are used to prepare studies, train local personnel, p.ive advice on 
the reorganization of institutions, etc. which yield benefits over a number 
of years. On the other hand ~ ~·1hile the salary of the expatriate manager of 
a construction project t:1ay be a capital expenditure, the salary of the 
expatriate mana3er of an on-goin~ enterprise is gen~rally considered a 
.currep_t_ expenditure although conceivably it may invo l v!' e l e.men ~.:: s of both~ 
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13. -~~u.c.~~-:l~~n. projects are financed by the Bank on the grounds that 
they are an investPient in human capital t-Jhich contributes to the economic 
development of the country. Expenditures on school buildings, training 
equipMent, facilities> and an initial stock of supplies» are all invest
ments to create a capital asset (the educational system) which produces 
an output of trained manpower. The salaries of the staff of a project 
unit would also be a capit~l expenditure. On the other hand, from one 
point of viet-1, teachers' salaries are not an element in creatinr: the asset, 
but a _cE_r_!_e_I!.~ . expenditure made in conjunction Hith the school system 
towards the annual output of students. From another point of view. how
ever, the trained manpoHer tvhich is the output of the school system is it
self an asset, yieldine a stream of benefits over the productive life of 
each graduate. In this sense, teachers' salaries 't·70uld also be a ~c_apita~. 
expenditure. However this issue is viewed ~ there are practical objections 
to the Bank's financin~ teachersi salaries. If they were made eligible 
for financing they would be a very larr,e element of total project costs~ 
involving largely local currency expenditureo It is desirable that the 
Government be in a position to finance these expenditures from its regular 
bud~et over the life of the project. It would be appropriate? however, 
to finance the salaries of expatriate teachers used to train local teachir.~ 
staff, for the reasons indicated in paragraph 12. 

14. In YE~i~- Plan~~Pz~ expenditures on building a clinic, on trans-
port equipment~ and on an initial inventory of ~edical supplies are 
Cl!P_!_t_al; they create an asset (the family planning service) 'Hhich produces 
a stream of benefits over time o The expenses of ope.ratinz the clinic, 
including salaries of doctors and - nurses~ and pills for current consumption 
are generally considered to be _<:._~_!"-~-~&· It could ;; on the other hand, be 
arr;ued that each pill for exanple is an asset~ albeit a small one, producing 
a strear:.1 of benefits over a numb~~r of years (the costs saved by the preven
tion of a birth for one day). A further argument could be th2t, biven 
the importance of fanily plannin~ in certain countries and the need to 
start or expand a family plannin~ program on the right b.:.1.sis ~ there may be 
instances in which the Bank could mal~e a contribution, on a declining 
basis:~ to the initial or incremental cost of running a family plannin2 
program. The Bank has not yet tnade any loans for population purposes, and 
its policy in this field is still under consiJerationo 

Presentation in Appraisal Repo.r~~ 

15. In the preparati9n of appraisal reports, the table on the cost 
estimate of the project should contain only capita_!_ expenditures, on a 
cash basis. In projects 't'Jhere there are it:lporta.nt related expenditures 
of a current nature (education 7 highway maintenance, family planning) 
these should be presented separately in the text~ and t he tuo sets of 
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figures should not be added toeeth~r. In the cost-benefit analysis, 
both capital and current expenditure are taken into account since both 
are necessary to achieve the benefits beinr: measured. 

July 3, 1969 

) 

Harren C. Baum 
Associate Director, Projects 
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A. Present: 

J. Burke Knapp (Chairman) E. Gutierrez 
S.R. Cope J.P. Hayes 
A. Broches C.G. Helmoth 
W.C. Baum D. Richardson 
I.P.M. Cargill P. Sella 
V.C. Chang G.K. tviese 
R. Chaufournier J. H. t~illiams 

R.J. Goodman J. Chaffey (Acting Secretary) 

In Attendance: 

D. Bahl s.s. Kirmani 
R.H. Cassen A.D. Knox 
G.F. Darnell L.J . Lind 
W. Diamond J.C. Lithgow 
L.J.C. Evans S.N. Mcivor 
S.C. Hardy W.P. Thalwitz 
H.L. Hoffman D.lf. t-vittusen 
B.B. King 

B. International Com2etitive Bidding for Civil l~Jorks 
v 

1. The Committee considered a memorandum from Mr. Baum and Mr. Cope 
on International Competitive Bidding for Civil Works (LC/A/71-10 dated 
August 12, 1971). The Chairman reminded the Committee that the issue had 
originally been ratsed in relation to India, but in this paper was being 
considered as .a matter of general policy. While it was ultimately intended 
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to submit a paper to the Executive Directors, the next step would be to 
send a fact-finding mission to India to review lega~administrative and 
other requirements relating to bidding for civil works and see to what 
extent they are consistent with the policies set out in the paper. 

2. The Chairman identified for discussion three main issues 
arising from the paper: 

(i) the proposal that due consideration should be given 
to the use of labor-intensive methods in project 
design, using shadow pricing for labor whenever 
desirable, and that in the a"tard of contracts for 
civil works borrowers should be permitted to provide 
bonuses or subsidies for the use of labor in appro
priate cases; 

(ii) the conclusion that it would be impracticable to 
give preference to local contractors, although 
other measures should be employed to foster the 
local contracting industry; and 

(iii) the criteria that should be used to determine 
the suitability of civil works contracts for 
international competitive bidding. 

C. Labor-Intensive Methods 

3. There was general agreement with the proposals in the paper 
on this subject. One speaker asked how the shadow rate for labor should 
be determined in specific instances. In reply it was suggested that many 
variables entered into the calculation, and tvhile precise measurement 
was impossible it should be possible to make some rough judgments at the 
design stage, based on the relative resource availability, which should 
result in a better use of labor vis-a-vis capital. The Chairman pointed 
out that the responsibility for determining the level of labor bonuses 
or subsidies would rest largely with the Government; the Bank would only 
pass judgment on the reasonableness of a proposal. One alternative open 
to the Government which would have the same effect as wage subsidies was 
to tax capital inputs. 

4. The Chairman said that it lvas assumed that the Bank would be 
prepared to assist in financing the additional financial cost of a project 
arising from the choice of labor-intensive design or the payment of wage 
subsidies. This would often m.ear:. an increase in tL.e local expe:1diture 
fiaancing elemenF, ":·rhich \tlould have to be examined on its merits. 
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D. Encouraging Local Cont~acting Ind~ 

5. There was general agreement with the steps outlined in paragraph 
31 of the paper for encouraging a local contracting industry. It was 
noted that the Bank's procedures enabled it to disburse the same amount 
for the civil works on a project irrespective of whether the balance of 
foreign and local costs differed from that estimated at the time of appraisal. 

6. It 'tvas also generally felt that there ~1as not much need for a 
margin of preference for local contractors and tbat it would not be worth 
the difficulties involved. Some speakers commented in particular on the 
difficulties in distinguishing between locally-o~nted companies and domestic 
offices set up by foreign contractors. 

7. With reference to procurement (paragraph 4 of the paper), atten-
tion was drawn to the additional words, uand competitive international 
trade" in Article V Section 1 {g) of IDA's Articles of Agreement which 
were not in the Bank's Articles. It was agreed that t his lent more weight 
to IDA support for international competitive bidding and that paragraph 4 
should be amended to reflect this. 

E. Suitabil}ty for International Competitive Bidding 

8. In response to the Chairman, it was stated that while in some 
cases international competitive bidding was judged to be unsuitable because 
of the technical nature of the works (e.g. small scattered works best done 
by the borrower with its own forces) in more instances the judgment was 
not as to suitability but as to whether or not foreign firms would be 
interested in bidding. In the latter cases, the Bank tended to give 
international bidding the benefit of the doubt: unless it was very evi
dent that foreign firms would not be interested in tendering, the Bank 
insisted that they be given the opportunity to do so. The Bank's approach 
in this regard had not changed over time. There was no rule of thumb 
about the minimum size of contract likely to interest foreign firms because 
of the many factors that would affect a decision in a particular case (for 
example, a contractor having existing capacity in the region under another 
contract). It was pointed out t hat the adoption of labor-intensive design 
and construction methods would have the effect of favoring domestic over 
foreign contractors and consequently diminished the need for protection 
for local contractors. 

F. Adjournment 

9. The meeting adjourned at 5 ~ 30 p.m. 

Secretary's Department 
August 24, 1971 
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July 2, 1971 

Ninutes of Loan Committee Heeting held on 
Thursday, June 24, 1971 at 11:00 a.m. in 
the Board Room. 

A. Present: 

J. Burke ~~app (Chairman) 
J. H. HLlliaras 
G. Alter 
W.C. Baum 
B. Chadenet 
R. Chaufournier 
R.J. Goodman 
E. Gutierrez 
D. Hart\V'ich 

In Attendance: 

P.O. Cheryan 
A. Douglas 
~1. Ebstein 
S.L. Feldman 
P. Geli 
v.w. Hogg 
G.S. Kaji 

B. Panama - Airport and Fisheries Proj~cts 

J.P. Hayes 
H. Hoffman 
A.D. Knox 
M.L. Lejeune 
L. Nurick 
A. Stevenson 
G.B. Votaw 
D. Pearce (Secretary) 

P.M. Hathew 
P.N. Meo 
C. Olivos 
A. Ray 
J. Richter 
E.P. Wright 

1. The Committee considered a memorandum dated June 21, 1971 from 
the Central America and Caribbean Department entitled "Panama - Tocumen 
International Airport Project, Fisl-;.eries Proj ece' (LC/ 0/71-86) and the 
accompanying appraisal reports, which recommended two loans : $19.7 million 
to the Dirreccion de Aeronautica Civil (DAC), an autonomous government 
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agency to help finance the construction of a new run\Jay and passenger terminal 
at Tocumen International Airport, and $3.4 million to the government to help 
finance the modernization of Panama's fishing fleet and to prepare studies 
for a fishing port. 

2. The Committee's discussion focussed upon the two issues raised 
in paragraphs 4-11 and 13-15 of the Central America and Caribbean Department's 
memorandum: (a) Panama's economic situation, in particular its increasing v 
external debt and (b) the economic analysis of the airport project, in I 
particular the problem of quantifying its expected benefits to Panama's v 
economy. 

3. The Committee noted that, although government revenues had in-
creased by about 20% during 1970, mainly due to increased taxation, current 
expenditures, particularly in education and administration, had increased 
much faster. Since the contribution of public savings to public investment 
was insignificant, short- and mediumrterm borrowing from commercial banks 
had resulted in a rapid increase in external public debt. The Government, 
which recognized the need for remedial fiscal action, planned to introduce 
an austerity program, including a new $15 million (1.5 per cent of G~W) tax 
package by the end of 1971, external borrowings only within the agreed limits 
and terms of the IMF standby, and strict budget controls limiting growth in 
current expenditures to 3 per cent in 1971. A new gasoline tax, currently 
under consideration, would account for a substantial proportion of the $15 
million package. lVhile public savings as a proportion of gross public in
vestment (including amortization) had dropped to 7-8% in 1970, these measures 
would increase the ratio to about one-third within two years. Since pros
pects for continued rapid economic growth were good and the Government had 
recently acted to improve its fiscal performance, Panama could be considered 
creditworthy for the proposed loan. 

4. Turning to the airport project, the Chairman, noting that the 
appraisal report emphasized the time saved by airport users, mostly foreign
ers, rather than the improved airport's benefits to the Panamanian economy, 
commented that one of its most important features would be the encourage
ment of business and tourism i n Panama. In addition, the report did not 
mention the probable impact of the airport's improvement on freight traffic. 

5. The Committee, agreeing that the project's basic ·ustification for v 
Panama was improved communications, tourism and business with the outside 
world, noted that these effects were difficult to quantify. The Transpor
tation Projects Department said that the economic analysis and justifi cation 
of airport projects was conceptually the same as that of ports and some high
ways since they all resulted in time savings, the cost and benefits of which 
were quantifiabl~ However, the Bank did not attempt to trace the ultimate 
benefits to the economy of such projects and, although these might be des
cribed in general terms, they could not provide a basis for reaching con
clusions on the timing and review of airport or other projects. The Department 
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nevertheless agreed that the economic justification section of the appraisal 
report could be expanded to include reference to these ultimate benefits. 

6. Replying to other comments, the Transportation Projects Depart-
ment also agreed that the appraisal report's review (Annex 3) of the inci
dence of benefits should be included in the main text. In this connection, 
the terms of reference of consultants engaged to review the structure of 
airport charges would include criteria for designing procedures, consistent 
with maintaining the airport's competitiveness, to enable Panama to re
capture at least part of the benefits accruing to (foreign) airport users. 

7. The Chairman, replying to another question, said that the Bank's 
approach to airport financing should be selective. 

8. In conclusion, the Committee noted that one condition of effec-
tiveness of the proposed loan would be the conclusion of arrangements, 
satisfactory to the Bank, for the provision and financing of an aircraft 
refuelling system. TI1e Chairman said that, if the airlines and oil compan
ies concerned were unwilling to handle this part of the project, which 
amounted to about $1.2 million, including $1 million in foreign exchange, 
the Bank could consider its inclusion in the loan, but that such an offer 
should only be made after other possibilities had been exhausted. 

9. The Committee approved the Central America and Caribbean Depart-
ment's recommendation that negotiators be invited for the proposed loan. 

C. Adjournment: 

10. The meeting adjourned at 12:00 noon. 

Secretary's Department 
July 2, 1971 
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A. Present: 

J. Burke Knapp, 
S. R. Cope 
G. Alter 
vi. c. Baum 
A. Broches 
B. Chadenet 
R. Chaufournier 
R.H. Demuth 
K.G. Gabriel 

Chairman R.J. Goodman 
L.J.C. Evans 
P.D. Henderson 
M.L. Lejeune 
E. Lerdau 
D. Richardson 
G. Votaw 
E.P. Wright 
D. Pearce (Secretary) 

I CONFIDENTIAL I 

c In Attendance: 

H. Adler 
G.B. Ba1dtt7in 
J. Bevan 
F. Chaudhri 
B.M. Cheek 
S.M. Denning 
B.A. de Vries 
J. N. Halverson 

M.L. Hoffman 
G. Losson 
F. Lowenstein 
S.N. Mcivor 
B.G. Sandberg 
N. Sukkar 
D. von Busse 
R. t.Jadsworth 

B. Liberia - Rubber Rehabilitation Project 

1. The Committee considered memoranda to the Chairman dated May 11 
and 21, 1971 from Mess rs. Chaufournier and Evans respectively and a draft 
(yellow cover) appraisal report dated January 2, 1971 prepared by the Agri
culture Projects Department. The issue for discussion was whether, in view of t 
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appraisal mission's negative findings, IDA should help finance a $5.8 million 
rubber rehabilitation project in Liberia. Mr. Evansv memorandum, drawing 
attention to the project's high risk and low economic rate of return (about 
6-7 per cent) concluded that IDA financing for this or any other rubber 
project in Liberia in the present state of knowledge could not be justi
fied. Mr. Chaufournier's memorandum, on the other hand, while acknowledg
ing the p·roject's risks and marginal es onomic justification, recommended 
that, in the absence of alternative agricultural projects in Liberia, IDA 
should finance a scaled-do\qn pilot project as the best first step towards 
developing Liberia's non-enclave agriculture. 

2. In considering the various issues noted in paragraphs 6-13 of 
Mr. Chaufournier's memorandum, the Committee noted that: 

(a) While the appraisal ~eport's estimate of a 6-7 per cent 
internal economic rate of return assumed a price for 
project labor of 70 cents/day, it had subsequently 
been agreed that 50 cents/day should be used as the 
opportunity cost of project labor. This estimate, 
which the l~estern Africa Department still considered 
high, combined with a long-term rubber price projection 
of 16.5 cents/lb c.i.f. New York, resulted in an inter
nal economic return of 9.5 per cent, which might almost 
satisfy the Bank's conventional criterion for financing 
projects. 

(b) The project's rate of return was depressed by (i) the 
long gestation period before rubber trees became effec
tive, (ii) modest yields~ (iii) declining rubber prices 
forecast by the Economics Department, and in particular, 
since extension and credit services were at present 
inadequate, by (iv) the high overheads (about 40 per 
cent of total project costs) of the Rubber Development 
Agency (RD4). The latter largely accounted for the 
disparity between the appraisal report vs estimate 
of the project~s economic return (6-7 per cent) and 
the financial rate of return (14 per cent) to farmers. 
~fuile overhead costs had been included in the economic 
rate of return calculation, the secondary extra-project 
benefits resulting from RDA's extension services, if 
any, had not. However, in the Agriculture Projects 
Department's view, the exclusion of the RDA from the 
project and its separate financing by, e.g. a grant, 
would not affect the economic analysis because these 

"costs, however financed, were essential to achieve the 
estimated benefits of the project. 
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(c) Another consequence of excluding the RDA component 
from the project might be too rapid exploitation of 
rubber trees and little or no replanting. In this 
event, the risks to Liberia's rubber industry and 
economy of not proceeding with the project and the 
RDA component, would, in the Western Africa Depart
ment's judgement, be greater than with IDA's partici
pation. 

3. The Committee, noting that the assumptions underlying the pro-
ject'· s technical aspects and justification were subject to varying interpre
tations, agreed with the Chairman that the basic issue was one of how much 
confidence could be placed in the project's successful execution and impact, 
in the absence of alternatives for lending to Liberia's agricultural sec
tor. The Agriculture Projects Department felt strongly that, quite apart 
from a marginal economic return, the risks that the project would fail 
were too high to justify IDA support at this time. The Western Africa 
Department, on the other hand, felt equally strongly that in the circum-
stances, IDA should be prepared to accept these risks and help finance a ~ 

scaled-down _pilot rubber project. 

4. The Chairman, responding to suggestions that the project be re-
defined to include substantial technical assistance, eventually to be 
financed separately, proposed that the Western Africa and Agriculture Pro
jects Departments should discuss recasting the project as appraised into a 
small experimental pilot project with a heavy element of technical assis
tance. The amount of IDA financing originally envisaged ($4 million) 
should be considerably reduced and, in presenting the revised project to 
the Directors in due course, IDA should disclose fully the experimental 
nature of the operation and its associated risks. 

5. The Chairman approved Mr. Chaufournier's recommendation on the 
basis noted in paragraph 16 of his memorandum and paragraph 4 above. 

C. Adjournment 

6. The meeting adjourned at 12:30 p.m. 

Secretary's Department 
June 15, 1971 
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A. Present: 

J. Burke Knapp (Chairman) 
S.R. Cope 
H. Shoaib 
G. Alter 
w.c. Baum 
v.c. Chang 
B.l1. Cheek 
J.H. Collier 

~Jl. Attendance : 

D.S. Ballantine 
O.H. Calika 
w. Diamond 
s.s. El Fishawy 

B. Thailand - Kasetsart University 

R.J. Goodman 
D. Hartwich 
J.P. Hayes 
C.G. Helinoth 
P. Sella 
A. Stevenson 
E.P. t-Jright 
D. Pearce (Secretary 

D.J. Fontein 
N.A. Gibbs 
K.S. Krishnaswamy 
A. Haillard 
G.H. Street 

1. The Committee considered a memorandum dated May 5, 1971 from 
the East Asia and Pacific Department entitled uThailand - Kasetsart 
University Project" (LC/0/71-76) and a memorandum dated Hay 5 from Mr. 
Ballantine to the Chairman regarding a proposed $13.5 million loan to 
finance the estimated foreign exchange cost of a $27 million project 
for the expansion and improvement of the Kasetsart (Agricultural) 
University. 
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2. The bWo memoranda addressed themselves to the general questions 
of procedures for the preparation and appraisal of education projects, 
the timing of education loans and credits and the interval between 
commitment an aisbursement of education loans and credits. The basic 
i~n this respect was whether a loan or credit should be made (a) 
after completion of the first stage of project preparation, i.e. deter
mination of the courses and physical facilities required, or (b) after 
completion of the second stage, i.e. detailed design of buildings and 
preparation of equipment and furniture lists. The East Asia and Pacific 
Department, noting that a loan after stage (a) resulted in a substantial 
interval between commitment and significant disbursement and also in a 
heavy load of project administration during stage (b) which in other 
sectors would normally be considered part of project preparation and 
appraisal, recommended that, if the Thais so requested, the proposed 
Kasetsart loan be postponed until after completion of stage (b) {expected 
to be about 15-18 months hence) and that it include up to $500,000 to 
reimburse the Government for project preparation costs incurred in the 
interim. The Education Projects Department, on the other hand, objected 
to postponement on the grounds that the Bank's immediate leverage in 
confirming the agreement reached on the University's location would be 
reduced, that some re-appraisal would be necessary 15-18 months hence, 
and that, if the East Asia and Pacific Department's proposal became 
standard procedure, Education Projects' ability to meet its commitments 
to the Bank/IDA lending program would be seriously impaired~ at least in 
the short term. The Education Projects Department also stated that the 
cost estimates obtained for education projects under existing procedures 
had proven reasonably accurate compared with the wide variations in costs 
that sometimes resulted, in the absence of detailed engineering, in other 
sectors. 

3. During the discussion, the Committee noted that: 

(a) Although the lag between commitment and significant 
disbursement of education loans and credits, corres
ponding to the detailed engineering phase of projects 
in other sectors, was often as long as 18 months, the 
main thrust of the Bank/IDA institution-building role 
took place during this period. Some felt that a signed 
loan or credit probably enhanced Bank/IDA leverage in 
this respect. 

(b) While there might be scope for reducing this lag, 
by streamlining supervision procedures, its existence 
was a function of education projects generally which, 

• unlike most projects in other sectors, often lacked 
objective technical criteria, and were subject to 
frequent and often substantial change after approval. 
In addition, the initial implementation of education 
projects, e.g. establishment of project unit, selection 
of consultants and key personnel, was a time-consuming 
process. 
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(c) While there were arguments for and against advancing 
or postponing the timing of education loans and credits 
within the project preparation cycle, a flexible ap
proach was desirable. 

(d) The alternative proposed in para. ll(c) of the 
East Asia and Pacific Department's memorandum to 
make a separate project preparation loan would in
volve two appraisal operations and add substantially 
to the Education Projects Department workload. 

4. The Chairman, winding up the discussion, said that, in his 
view, the two decisive considerations were: effective leverage and, in 
this case, the Bank's manpower constraints. He was impressed by the argu
ments advanced by the Education Projects Department and favored proceeding 
with the proposed Kasetsart loan as soon as legislation enabling the 
Government to borrow at the Bank's current lending rate (7-1/4 per cent) 
had been enacted. In the meantime, the Education Projects Department 
would continue its studies and experiments with various techniques to 
shorten the project implementation period. 

5. The Chairman approved the East Asia and Pacific Department's 
recommendation to discuss with the Government the next steps in the 
processing of the project on the basis of alternative (a) in paragraph 
11 of its memorandum. If, in the absence of enabling legislation to 
borrow at 7-1/4 per cent, loan presentation had to be postponed, retro
active financing of project preparation costs incurred in the meantime 
could also be considered. 

C. Adjournment 

6. The meeting adjourned at 4:50 p.m. 

Secretary's Department 
May 27, 1971 
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Minutes of Loan Committee Meeting held at 
4:30 p.m. on Friday, April 2, 1971 in 
the Board Room. 

A. Present: . 

Hr. J. Burke Knapp (Chairman) 
Hr. S. R. Cope 
Mr. s. A1dewereld 
Mr. R. Chaufournier 
l'lr. K.G. Gabriel 
Mr. R.J. Goodman 
Mr. E. Gutierrez 
Mr. D. Hartwich 

In Attendance: 

Mr. G.F. Bain 
Mr. J. Bravo 
Mr. L.H. Cash 
Mr. H. Fuchs 
Mr. R. Gu1hati 

B. Brazil - MBR 

Mr. H.L. Lejeune 
Mr. L. Nurick 
Mr. H. Sco-tt 
Hr. A. Stevenson 
Mr. G. Votaw 
11r. G.K. Wiese 
l1r. David Pearce (Secretary 

Nr. s.s. Husain 
Mr. J.W.P. Jaffe 
Mr. E.V.K. Jaycox 
t1r. G. Ka1manoff 
Hr. A.D. Knox 
Mr. R.N. Pigossi 

1. The Committee considered a memorandum dated ~~rch 30, 1971 from 
the South America Department entitled uBrazil - Proposed Bank Loans for MBR 
IrDn Ore and Railway Project" (LC/0/71-48) and accompanying draft appraisal 
reports, which recommended that negotiators be invited for loans of $50 million 
to the Mineracoes Brasilieras Reunidas, S.S. (MBR), a private corporation, 
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and $46 million to Rede Ferroviaria Federal, S.S. (RFFSA), a public 
corporation encompassing all federal railways in Brazil, to help finance 
mining installations, a deep water sea terminal and a railway link. 

2. The Committee's consideration of the project focussed upon the 
three issues discussed in paragraphs 12-20 of the South America Department's 
memorandum: the railway freight contract, the iron ore sales contracts and 
the sponsors' obligations. 

3. The Committee noted that the railway freight contract between 
MBR and RFFSA established freight rates in US dollars for its 15 year duration. 
vfuile iron ore prices would probably keep pace with inflation, they were an 
insignificant element in the freight rate formula and RFFSA would need specific 
protection against erosion in the real value of its rates (i.e. receipts) 
during this period. RFFSA and MBR would therefore be required to negotiate 
a dollar esca.lation provision, under which freight rates would be adjusted 
automatically every four years by reference to the US t~holesale price index. 
In addition, since RFFSA's contract with MBR was not a profit-sharing arrange
ment, it was inappropriate to require RFFSA to share MBR's commercial risk, 
a possibility under the proposed "force majeure" clause and MBR would therefore 
be asked during negotiations to agree that "force majeure" would not apply 
in respect of commercial risks. 

4. The Committee noted that the iron ore sales contracts between MBR 
and five Japanese steel companies also included a "force majeure" clause, 
somewhat wider than that normally accepted by the Bank, which might be 
construed to excuse performance by the parties because of adverse commercial 
circumstances, in which event MBR's liquidity and/or support from its sponsors 
would have~ ~-to be sufficient to cover inter alia its obligations until other 
buyers of ore were found. The extent to which rffiR's sponsors were prepared 
to guarantee support in such circumstances would determine whether or not 
the Bank should seek a stricter interpretation of the "foJ;ee. majeure ~v provislan. 

5. The Committee noted further that the spo~~ors' obligations to 
guarantee t~R's liquidity and to provide all funds necessary to complete 
the ~mR project or, alternatively, to repay the Bank's loans to MBR and 
RFFSA if the project were abandoned, would require a shareholders' agreement 
entered into by Antunes and Hanna. This would preferably be on a joint and 
several basis since the value of Antunes' guarantee would probably be limited 
to local currency obligations. If a joint and several guarantee were un~ 
obtainable, however, the Bank would need to be satisfied about the Antunes 
group's ability, in view of Brazil's exchange restrictions, to discharge 
its obligations in foreign exchange. 

6. The Committee noted that, although the terms of the two loans 
were not coterminous, they would contain related provisions. The railway 
loan would extend 3 years beyond that of the mining loan and longer if the 
latter were prepaid. However, since the sponsors' obligations were both 
backed up by the Brazilian Government's guarantee and the amount outstanding 
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on the railway loan would be small by that date, the Bank's risk during 
the final years of the railway loan would be minimal. 

7. The Committee also noted that the Bank would require accelerated 
repayment of the ~1BR loan by an amount equal .to any gross dividend payments 
in excess of $5 million per annum. Dividends paid rather than earnings 
was an appropriate criterion in this respect, in view of the difficulty 
of rigorously defining earnings. 

8. The Committee approved the South America Department's recommendation 
that negotiators be invited for the proposed loans. 

C. Adjournment 

9. The meeting adjourned at 5:20 p.m. 

Secretary's Department 
April 26, . 1971 
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Minutes of Loan Committee Meeting held at 
4:00 p.m. on Thursday, February 4, 1971 
in the Board Room. 

A. Present: 

J. Burke Knapp, Chairman . 
Mr. S.R. Cope 
Mr. s. Aldewereld 
Mr. w. c. Baum 
Mr. ~1. p. Benjenk 
Mr. B. Chadenet 
Mr. R. Chaufournier 
Ivlr. D.J. Fontein 
l'1r. K.G. Gabriel 

In Attendance: 

Mr. R. Adams 
Mr. H. B. Bachmann 
Mr. D. Bahl 
Mr. B. Cheek 
Mr. w. Diamond 
Mr. J. Elkouby 

Mr. H.N • Graves 
Mr. E.K. Hawkins 
Mr. M.L. Lejeune 
Mr. L. Nurick 
Mr. G. Votat-7 
Mr. G.K. Wiese 
Mr. I.M. Wright 
Mr. David Pearce, Secretary 

Mr. T.H. Jones 
Mr. R. Meda 
Mr. L.A.G. Moss 
Mr. R. Sadove 
Mr. J.G. Yenny 

B. Senegal - Urban Site and Services Project 

1. The Committee considered a memorandum dated January 26, 1971 from 
the Western Africa Department entitled "Senegal - Request for Bank Assistance 
in Financing an Urban Site and Services Project" (LC/0/71-10), which recom
mended that the Bank should consider financing a project designed to accom
modate part of Senegal's low-income urban population, specifically the clearing 
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and plotting of land, the installation of drainage, sewerage and water 
systems and sanitary facilities, and the construction of roads. The total 
cost of this urban development program, accommodating about 100,000 people 
on 360 ha. in Dakar and about 60,000 on 200 ha. in eight other cities, 
would be about $10 million, of which the Dakar component would represent 
$6.5 million. 

2. The Committee, noting that Senegal's uParcelles Assainiesu 
program, of which the proposed project would form a part, constituted a 
new and practical approach to the urban problems now confronting many 
developing countries, endorsed the principle of Bank Group financing for 
this type of project. 

3. The Committee also noted that: 

(a) Subject to certain minimum specifications, settlers 
would be permitted to build on their parcels of land 
whatever housing was within their means. Experience 
in a pilot project in Pikine, a suburb of Dakar, and 
also in similar projects in Korea, Chile, Peru and 
Turkey indicated that the quality of such housing 
improved as the owners' incomes increased. 

(b) Settlers would be given technical assistance in 
constructing their own housing. The provisio~ of 
ancillary "community extension services" would be 
crucial to the success of the scheme. 

(c) By providing basic urban infrastructure and en
couraging self-help housing, the project would 
create both private and public savings. It would 
also generate substantial indirect benefits, such 
as improved health and welfare and increased labor 
productivity. Its economic justification would be 
conceptually similar to that of a population project. 

(d) Bank association with the project \vould, in addition 
to helping Senegal minimize the economic and social 
costs of urbanization, serve as a vehicle for ac
quiring experience in a new area of operations. If 
successful, it would also "demonstrate" one solution 
to a problem shared by many developing countries. 

4. The Committee approved the Western Africa Department's recommen-
dation that, subjec to appraisal, the Bank should advise the Government of 
its agreement in principle to consider financing the proposed Parcelles 
Assainies project. 

Secretary 9 s Department 
Harch 19, 1971 
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Minutes of Loan Committee Meeting held at 
4:15 p.m. on Thursday, February 18, 1971 
in the Board Room. 

A. Present: 
. 

J. Burke Knapp, Chairman 
Mr. S.R. Cope 
Ur. M.P. Benjenk 
Hr. B. Chadenet 
11r. R. Chaufournier 
Mr. D.J. Fontein 
Mr. K.G. Gabriel 

In Attendance: 

Hr. J.G. Boyd 
Mr. R.A. Calkins 
Mr. P. Glaessner 
Mr. R.S. Gregory 
Mr. N. Horsley 
Hr. A. Karaosmanoglu 

B. Yugoslavia - Babin Kuk Tourism 

Hr. E. Gutierrez 
Mr. A. Koch 
Hr. P. Sella 
Mr. A. Stevenson 
r-ir. G. Votaw 
Hr. G.K. Wiese 
Mr. J. H. Williams 
Mr. David Pearce (Secretary) 

Mr. H. E. Kopp 
Mr. J. Kulski 
Mr. E. Lamers 
Mr. A. Odone 
Mr. D. T. Scarisbrick 
Mr. J .A. Simmons 

1. The Committee considered a memorandum dated February 16, 1971 from 
the Europe, i1iddle East and North Africa Department entitled "Yugoslavia -
Proposed Loan for Babin Kuk Tourism Project" (LC/0/71-19) and the accompanying 
draft appraisal report (PT-1 dated January 15, 1971), which recommended that 
the Federal Government and Hinceta, a trading enterprise in Dubrovnik and 
the sponsor, be invited to negotiate a $18 million loan to finance the esti
mated foreign exchange component and interest during construction of a 
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$49 million tourism project - the Bank's first operation in this sector. 
The project, one of the largest of its kind in Yugoslavia or elsewhere, 
would establish an integrated tourism complex at Dubrovnik comprising 9 
hotels and associated facilities for over 5,000 persons. 

2. The Europe, Middle East and North Africa Department, recalling 
that all previous loans to Yugoslavia had been channeled through the 
Federal Government or the Yugoslav Investment Bank, said that the recent 
decentralization of Yugoslavia's economy now made it possible to lend 
directly to enterprises. The proposed loan would be made to the "Babin 
K~ Hotel Tourist Center, Dubrovnik (BKHTC)," an entity analogous to a 
subsidiary company, whose sole "shareholderu would be Minceta. The 
establishment of BKHTC, a condition of loan presentation, would insulate 
the project from ~linceta's other diverse activities and facilitAte its 
supervision by the Bank. The project's size and pioneering nature required 
particular attention to be given to its organization and management and, 
owing to the absence of foreign or Yugoslav technical partners, substantial 
power and responsibility would be assumed by the internationally established 
firms of architects and managetnent consultants to be employed. Since the 
project would place additional demands on the Dubrovnik area's already 
strained infrastructure, particularly roads, water supply, sewerage and 
the airport, the Federal Government, the loan's guarantor, would be 
required to give assurances that the appropriate investments would be 
undertaken in accordance with an agreed schedule. 

3. The Committee 9 s disc~~ion of the project centered pon two 
main issues: the financing plan and hotel/tourism subsidies. 

4. The Chairman, drawing attention to the project's reliance on loan 
capital and to BKHTC's unfavorable debt/equity ratio in the early years of 
its operations, said that he was concerned about the small equity contribu
tion proposed (comprising land valued at $1.5 milli,on, $1.2 million initial 
working capital to be provided by Minceta from its O\vn resources, and the 
investment of an $8 million loan to Minceta from the Privedna Banka of 
Zagreb) on two grounds: (i) the security of the Bank's loan, apart from 
the Federal Government's guarantee, and (ii) the subsidy to BKHTC implied 
by Bank assistance to a single enterprise which, in the absence of foreign 
equity participation (e.g. by IFC or by IIYC), might invite criticism of 
the Bank. In reply, the Tourism Projects Department said that, in Yugo
slavia's peculiar circumstances, a 20 per cent actual equity contribution 
was very good. Moreover, Minceta's $20.1 million loan to BKHTC (42 per 
cent of total project cost), also to be financed by the Privedna Banka 
on terms of 30 years at about 3 per cent interest, could be considered 
quasi-equity. The Bank's loan, which the Yugoslavs had agreed would rank 
senior to l1inceta' s loan and to any other medium- and long-term loans 
raised by BKHTC, would be adequately protected. Finally, while a Bank 
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loan represented the most favorable foreign financing, it was much less 
favorable than Yugoslav financing; neither, however, was available. The 
Chairman, while agreeing that the Bank would be protected adequately, said 
that, in his view, it would be desirable if the proportion of equity finan
cing could be increased to permit participation by a foreign investor, who 
might also contribute to the project's management. 

5. Turning to the issue of hotel/tourism subsidies, the Chairman, 
noting that the Bank's loan would not qualify for Yugoslav federal and 
republic interest rate subsidies for tourism projects, questioned whether 
the project should benefit from the subsidy element involved in a Bank 
loan. The project was a commercial operation and the question arose whether 
its sponsor should not be expected to pay the market rate for capital; for 
tourism projects in other countries, the Chairman continued, the Bank 
should probably increase the cost of its loan to the borrower by means 
of a guarantee fee, thus making it comparable to market rates. 

6. In reply, the Tourism Projects Department stated that: 

(a) Tourism incentive schemes, including loans at 
favorable interest rates, loan guarantees, grants 
and fiscal incentives, were a world-wide phenomenon 
and reflected Governments' desires to earn more 
foreign exchange than would otherwise accrue if 
tourism's capacity and prices were determined only 
by market forces. Since other countries in the 
Mediterranean employed such subsidies, Yugoslavia 
would be at a competitive disadvantage if it did 
not follow suit. 

(b) It was rational for Governments to subsidize 
hotel loans for tourism because the benef.its of 
tourism were shared throughout the economy, not 
just by the hotel/facilities concerned, which bore 
the cost of attracting tourists. 

(c) The Bank, in lending to the Credit Immobilier et 
Hotelier, Morocco, had accepted the Moroccan Govern
ment's subsidy on sub-loans to the hotel industry. 

7. The Chairman commented that, although tourism incentive schemes 
might be justified, interest rate subsidies were not necessarily the best 
mechanism. The Bank could accept selective incentives but, in his view, 
general interest rate subsidies on its loans would be undesirable. 
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8. Regarding other aspects of the project, t he Committee no t ed that: 

(a) A $20 million loan, as recommended by the Tourism 
Projects Department, would be justified on grounds 
of leverage and avoidance of an undue burden on the 
co-lender, Privedna Banka. 

(b) Depending on the outcome of bidding, the loan might 
finance a small amount of local costs. The post
script to the President's Review Meeting on the 
Country Program Paper confirmed that this would be 
justified in Yugoslavia. 

(c) The question of IFC participation in the project 
would, at IFC's request, be considered further. 

9. The Committee approved the Europe, Middle East and North Africa 
Departmentvs recommendation that the Government and Minceta be invited to 
negotiate a $20 million loan substantially in accordance with Section 8 of 
the appraisal report, as modified by the Department's memorandum. 

Secretary's Department 
March 15, 1971 
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Minutes of Loan Connnittee Meetings held at 
11:00 a.m. on Wednesday, February 17, 1971 
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A. Present: 

Mr. J. Burke Knapp, Chairman 
Mr. S.R. Cope 
Mr. H. Chenery 
Mr. W.C. Baum 
Mr. M.P. Benjenk 
Hr. A. Broches 
Mr. R. Chaufournier 
Mr. D.J. Fontein 

In Attendance: 

Mr. N.J. Bennett 
Miss A.L. Datar 
lvlr. H. Mirza 
Mr. L. Nurick 

. 

B. Nigeria - Rehabilitation Program Loan 

Mr. K.G. Gabriel 
Mr. P.D. Henderson 
!1r. M.L. Lejeune 
11r. H.O. Schmitt 
Mr. G. Votaw 
Mr. G.K. Wiese 
Mr. David Pearce 

Hr. T.K. Osgood 
Mr. s. Sankaran 
Mr. H. Scott 
Mr. A. Stevengon 

(Secretary) 

1. The Committee considered a memorandum dated February 12, 1971 
from the Western Africa Department entitled "Nigeria - Rehabilitation Program 
Loan" (LC/0/71-18), which recommended that the Bank invite the Nigerian 
Government to negotiate an $80 million loan to finance part of its postwar 
rehabilitation needs as outlined in its Second National Development Plan 
(197Q-74). 
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2. The Committee noted that the justification for program assistance 
to Nigeria- the first such operation since the Directors' recent reconsideration 
of Bank/IDA program lending policies and procedures - was threefold: (a) 
Nigeria's substantial rehabilitation needs, which exceeded normal develop-
ment requirements, (b) its reduced pipeline of projects, owing to the recent 
civil war, and (c) its immediate short-term requirement, until export ~~~pi~gs 
and public savings had increased, for free foreign exchange to finance the 
capital imports needed for new investment. Nigeria's estimated foreign exchange 
gap, net of expected private capital inflows, would be about $350 million 
for the two years 1970/71-1971/72, of which $150 million would be covered by 
disbursements from existing Bank/IDA and bilateral commitments. The Nigerians 
hoped to finance the remaining $200 million from the proposed $80 million re
habilitation program loan and by $120 million of new commitments from bi-
lateral and other multilateral agencies. 

3. The Chairman, noting that Nigeria had not yet used its IMF 
drawing rights or its $31 million SDR holdings, that part of its large pipe
line of foreign exchange applications - equivalent to the value of 2-3 months 
imports as of mid-January, 1971 - included overdue payments to foreign sup
pliers, and that the Western Africa Department proposed not to attach specific 
conditions to the loan, asked why the Nigerians had not drawn upon their I~F 
resources to liquidate their overdue payments. Their failure to do so was 
costly to the Nigerians themselves and constituted a potentia~ embarassment 
to the presentation of the loan to the Directors for approval, even though 
Bank disbursements would be limited to expenditures incurred after the date 
of the loan agreement. 

4. The Western Africa Department replied that Nigeria wanted to 
conserve its I~1F resources, which were small compared with its large payments 
backlog, as a contingency against eventual unforeseen, short-term crises. 
Its net short-term financial position was precarious and, if needed, I~W 

holdings, unlike any other source of assistance, could be called upon very 
quickly. It was therefore reasonable for Nigeria to seek as much long-term 
assistance as possible to meet its enormous reconstruction needs and, although 
all financial resources were in principle fungible, its I J.1F holdings could 
not be considered a substitute for the type of long-term assistance proposed 
by the Bank. As far as their overdue obligations were concerned, the Nigerians 
themselves were not exactly sure what proportion of the pipeline of foreign 
exchange applications these represented. This infonnation would be sought 
during negotiations. Finally, since the Nigerians and the Bank had estab
lished a satisfactory dialogue, assurances on selected issues (e.g. Nigeria's 
rehabilitation financing pl~n, balance of payments management, preparation 
and administration of a proje~t program) rather than specific conditions 
would, in the Wes~ern Africa Department's view, provide a sufficient basis 
for presenting the loan to the Directors. A letter of representation from 
the Nigerian Government on these issues, to accompany the draft loan agre~nent, 
was envisaged. 
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5. The Chairman said that he was still concerned about (i) the 
possibility that loan proceeds would be disbursed against overdue payments -
in his view, the Bank could not permit its funds to be used directly to 
liquidate overdue payments - and {ii) the status of a letter of represen
tation in the event of the Nigerians' failure to adhere to their assurances. 
Other Committee members also felt that, compared with the Bank's conditions 
of assistance to other countries, a letter of representation by the Nigerians 
was a less onero~~ obligation. · 

6. The lvestern Africa Department said that, 1;..rhatever procedures 
were applied, the Bank's loan would help finance, directly or indirectly, 
Nigeria's pipeline of foreign exchange applications in respect of qualifying 
imports, some of which had reached Nigeria as early as December, 1970. 
It would be difficult, if not inappropriate, to distinguish between payments 
that were actually overdue, i.e. for which payment was outstanding beyond · 
normal commercial limits, and those which were not. Regarding the proposed 
letter of representation, the Department pointed out that the proposed 
program loan was a single operation; Nigeria's policy perfor1!lance ~vas satis
factory; and, in the context of the Bank's fruitful but sensitive relations 
with Nigeria, the imposition of specific conditions would not add to its 
substantial leverage by virtue of its proposed lending program. 

7. The Chairman decided that, in view of the arguments _advanced 
by the Western Africa Department, a letter of representation on economic 
policy issues would provide a satisfactory basis for the loan. 

8. The Chairman, at a separate meeting held in his office on Honday, 
February 22, decided that the Bank should ask the Nigerians to liquidate 
the backlog of their overdue payments within a defined period. Secondly, 
disbursement procedures should be set up in such a way that, while no 
distinction need be made between contracts signed or imports made before 
and after the loan was signed, the Bank's loan would not be used to finance 
payments overdue when the loan was signed. 

9. The Chairman · approved the Western Africa Department's recom-
mendation that the Government be invited to negotiate the proposed $80 
million loan. 

Secretary's Department 
March 12, 1971 
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Mr. J. Burke Knapp~ Chairman Mr. 
l'1r. S.R. Cope Mr. 
Mr. w.c. Baum Mr. 
Mr. M.P. Benjenk Mr. 
~fr. v. Chang Mr. 
Hr. R.H. Demuth Mr. 
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D.J. Fonte in 
E. Gutierrez 
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A. Stevenson 
G. K. lviese 

IC Mr. s.s. El-Fishawy Mr. David Pearce (Secretary 
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In Attendance: 

Mr. J • R. Burfield 
Mr. G.A. de Lusignan 
Mr. w. Diamond 
Mr. N.C. Faltas 

B. Tunisia - Population 

Mr. s. Julin 
Hr. K. S. Kris hnaswamy 
Mr. D. Hiller 
Mr. D.S. Roessner 
Mr. G.C. Zaidan 

1. The Committee considered a memorandum dated January 13, 1971 from 
the Europe, Middle East and North Africa Department entitled .,Tunisia -
Proposed Credit for a Population Project" (LC/0/71-4) and the accompanying 
draft appraisal report (PP-4(a) dated December 24, 1970), which recommended 
that IDA invite the Tunisian Government to negotiate a $4.8 million credit 
to finance the estimated foreign exchange component of a $7.7 million 
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population project - the Bank Group's second operation in this field and 
the first to be financed by IDA. 

2. The Committee noted that the project was similar to the Jamaican 
population project (Loan No. 690-JH), except that it was larger and, owing 
to the ineffectiveness of Tunisia's national family planning program hitherto, 
its technical assistance component was relatively high (3.7 per cent of 
total project cost). 

3. The Committee considered: (i) whether the proposed project, the 
effects of which would be small in relation to its costs, would contribute 
to the overall effectiveness of Tunisia's national family planning program, 
and (ii) whether, since neither the Jamaican nor the proposed Tunisian 
population projects promised more than limited and distant effects, the 
Bank~s objective in financing population projects in general was clear. 
Regarding (i) the Committee noted that: 

(a) While the project's direct effects on population 
would be small and inevitably long-term - resulting 
in a Tunisian population and labor force respectively 
3.2 per cent and 1.6 per cent smaller than othen~ise 
by the year 2000 - its cost-benefit ratio was low and 
its non-quantifiable social and economic benefits, 
such as improved health and "t-lelfare, would be sub
stantial. 

(b) The project would contribute more broadly to the 
effectiveness of the national family planning program 
through its technical assistance component, institutions 
and "demonstration effect. H 

(c) The project's costs were high because they were all 
allocated to family planning. However, they included 
a large health component, which it was difficult to 
separate. 

Regarding (ii), the Committee was told that the Bank Group's non-financial 
contribution to population projects would be as important as its finance. 
While the reduction of births directly attributable to the Bank Group's 
population projects would be small, there would be a considerable indirect 
effect, partly through the training of personnel, and partly through the 
"demonstrationn effects of the projects. These indirect benefits were thus 
the appropriate primary focus of Bank/IDA lending policy in this field 
rather than the obviously marginal direct effects of individual projects. 

r 
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4. Noting that negotiations might be long and difficult, the 
Europe, 11iddle East and North Africa Department drew attention to the 
following: 

(a) Depending on the status of the Government's plans 
at the time of negotiations, the Tunisians would be 
required either to centralize the administration of 
maternal and child health (:t-fCH) centers as recom
mended in para. 7.01 of the appraisal report, or to 
establish the proposed Institute of Family Planning 
with statutes and organization satisfactory to IDA. 

(b) The Tunisians would be required to agree on a specific 
schedule for using more doctors in the family planning 
program and for delegating some functions to para
medical personnel - the latter was an important aspect 
of the project. 

(c) vfuile the Tunisians would be required to justify 
the location of the hospitals and clinics, the 
credit documents would be less precise than usual 
on this point, to permit flexibility. 

5. The Committee noted further the Chairman's recommendation that 
the nomination of a Project Administrator should be a condition of effective
ness of the credit. 

6. The Conunittee approved the Europe, Hiddle East and North Africa 
Department's recommendation that the Government be invited to negotiate a 
proposed $4.8 million credit, on the terms and conditions set forth in 
chapter 7 of the appraisal report and its memorandum. 

C. Adjournment 

7. The meeting adjourned at 2:55p.m. 

Secretary's Department 
February 8, 1971 
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