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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

I CONFIDENTIAL I INTERNATIONAL DEVELOPMENT ASSOCIATI ON 

LOAN COMMITTEE 

December 23, 1970 

Mrnl10RANDUM TO THE LOAN COMMITTEE 

Ireland - Industrial Credit Company, Ltd. (ICC) Loan 

1. The Committee is requested to consider, without meeting, 

the attached memorandum dated December 23, 1970, from the Europe, 

Middle East and North Africa Department, entitled, "Ireland -

Proposed US $10 Million Bank Loan for the Industrial Credit 
t31 

Company, Ltd. (ICC)" (LC/0/7D-~). 

2. Comments, if any, should be sent to reach Mr. Horsley 

(ext. 4714) by 1:00 p.m. on Tuesday, December 29, 1970. 

3. It is planned then, if the Committee approves, to inform 

the Government and representatives of the Electricity Supply Board 

that the Bank is prepared to begin negotiations for the proposed 

loan on the terms and conditions referred to in the attached 

memorandum. 

Committee: 

David Pearce 
Secretary 
Loan Committee 

- DISTRIBUTION-
Cop i es for Information: 

Mr. J. Burke Knapp, Vice President, Chairman 
Mr. S.R. Cope, Deputy Chairman 

President 
The Economic Adviser to the President 
Sir Denis Rickett, Vice President Mr. S. Aldewereld, Vice President 

General Counsel 
Director of the Development Services Department 
Directors of the Area Departments 
Deputy Director, Projects 
Directors of the Projects Departments 
Qirector, Development Finance Companies Department 
Director of the Economics Department 
Contro 11 er 

Mr. M. Shoaib , Vice President 
Directors, other Departments 
Executive Vice President {IFC) 
Vice President {IFC) 
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Hemorandum from the Europe, Middle East and North Africa Department 

IRELAND - Proposed US $10 Million Bank Loan for the 
Industrial Credit Company, Ltd. (ICC) 

1. A report entitled "Appraisal of Industrial Credit Company Limited, 
Ireland", (DB-75), dated December 7, 1970, is attached for consideration by 
the Loan Committee. 

Background 

2. The only previous Bank loan to Ireland was made in FY 1969 to the 
Electricity Supply Board {ESB) for the Turlough Hill pumped storage power 
project; the loan amount was US $14.5 million, of which US $11.7 million 
was outstanding on October 31, 1970. Performance under this loan has been 
satisfactory, and there are no outstanding problems • 

3· The Bank has one other operation under consideration for Ireland 
in FY 1971, a loan of $17-5 million to the Electricity Supply Board for a 
power project on which a memorandum was circulated to the Loan Committee on 
December 18, 1970. It is expected to be ready for consideration by the 
Executive Directors at about the same time as the proposed loan to ICC. 
The Bank's Five-Year Lending Program for FY 1971-75 is attached. On the 
basis of most recent information about project cost, the amounts shown for 
FY 1971 should be read as $17.5 for the power project and $10 million for 
ICC. 

ICC's Position and Role 

4. ICC was incorporated in 1933 as a public company with the purpose 
of providing funds for industry through a variety of forms of financing. 
It was given wide powers enabling it to underwrite capital issues, to 
provide issuing house facilities and to make permanent capital available 
to industry through long- and medium-term loans and direct equity invest­
ment. Through its underwriting and issuing house services it has played a 
role in the development of the Irish capital market, although this market 
is still a small one. ICC is a state-sponsored and largely state-financed 
company, which is expected by the Government to operate on commercial prin­
ciples. The present chairman, Dr. J. P. Beddy, is much respected in finan­
cial circles; under his leadership the ICC Board and management have re­
mained g~nerally independent of Government influence in the day to day 
management of the company and in making investment decisions. The manage­
ment and staff are well qualified and experienced. 
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5. ICC has established a position as the main institution in Ireland 
providing long-term u'dustrial finance to Irish-owned enterprises. It has 
also shmvn considerable initiative in moving into new areas of activity 
when the need has been identified. As a result, it has diversified into 
hire purchase finance for industrial equipment, leasing of machinery, 
finance for distributive trades, shipping finance and merger business. In 
recent years ICC's position in Irish industry has been somewhat overshadowed 
by the Industrial Development Authority (IDA), which was established by 
the Government in 19.52, as part of a major change in industrial promotion 
policy, to provide special incentives to attract new export-oriented in-

dustries to Ireland~ A policy of liberal grants has enabled it to achieve 
this objective. Together with the short .... term loans and overdrafts of the 
con~ercial and merchant banks, IDA is meeting a significant portion of the 
initial capital requirements of new large-scale, and mainly foreign, indus­
trial enterprises. While ICC also finances some of these firms, its main 
role in the recent past has continued to be the financing of the expansion 
or modernization of existing Irish firms. 

6. ICC's resource position has been tight since 1968. At October 31, 
1970 it had resources of £ 26.2 million($ 62o9 million). Of this total~ 
52 percent was Government loans, 45 percent was capital and reserves and the 
balance was deposits or miscellaneous credits. 

1· As measured by its return on net worth, ICC has not been a profitable 
investment for the Government in the past decade. Its profits in recent 
years have been adversely affected by the following factors: (a) a narrow 
spread (about 1 percent) between its average costs of borrowing and lending; 
(b) substantial losses on three large projects; (c) the need to accelerate ee 
the previously inadequate level of provis.ions for possible losses; and (d) 
between 1958 and 1968 some of its funds were tied up in projects that 
yielded no income to ICC, in particular, t1vo projects for which the Govern­
ment used ICC as a financial intermediary and which were not appraised by 
ICC. Furthermore, ICC is subject to normal taxation and receives no sub­
sidies in the form of cheap money from the Government. 

The Pro,iect 

8. The Government has asked the Bank to assist ICC in financing indus­
trial development in Ireland as it expects this institution to play an im­
portant and expanding role. An appraisal mission .from the Development Finance 
Companies Department visited ICC in August and November 1970. Its report 
concludes that ICC could utilize a loan of up to US $12.5 million to meet 
the estimated foreign exchange costs of its industrial term~lending business 
through the end of CY 1972. However, in order to maintain an incentive 
for ICC to borr01.v both abroad and domestically, and also to keep the total 
of Bank lending to Irelru1d in FY 1971 within acceptable limits, I recommend 
and the DFC Department agrees that the amount of the loan be reduced to 
$10 million. 

9. ICC forecasts an increase of its annual loan and equity commitments 
from L 8.6 million in 1969 (FY ending October 31) to £ 10.9 in FY 1972. 
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This increase is similar to the expected growth pattern of fixed investment 
in manufacturing industry, which is expected to rise from £ 60.0 million 
in 1969 to just over £ 95 million in 1972. 

10. The implication of these forecasts is that ICC will only maintain 
its current share of the market, which at present is about 6 percent of 
total manufacturing investment. Even this conservative objective may be 
difficult to attain, however, since ICC will have to make substantial 
efforts to raise the financial resources required. Its commitments between 
October 1970 and December 1972 (including ~ncovered commitments at the end 
of October 1970 of approximately £ 2 million) would total about £ 24 milliono 
ICC has estimated that receipts from loan repayments, retained earnings, 
portfolio sales and the anticipated net increase of term deposits during 
this period will amount to about £ 10.6 million. The remaining gap of £ 13·4 
million (or $ 32·3 million equivalent) would be filled by loans from the 
Government of between £ 3 and £ 4 million annually, the Bank loan of $ 10 
million, and additional borrowing on the domestic and foreign capital 
markets. 

11. ICC's earnings forecasts indicate that a substantial improvement is 
expected. The company has been taking steps during the past three years 
to write off losses and to make provisions to bring its portfolio into lu1e 
with its real worth, and has now substantially completed the necessary re­
valuation. It is therefore in a good position to grow and to improve its 
earnings performance. Profits after provisions and taxes are expected to 
be about 5-8 percent of average net worth during the period 1971-75· ICC 
intends to keep the book value of its portfolio in line with real worth 
and to make conservative allowances for possible losses annually. 

12. ICCts debt-equity ratio at the end of 1972 is expected to be about 
2:1 and the appraisal report recommends a maximum ratio of 3:1. There are 
few large Irish enterprises and the majority of ICC's loans are therefore 
relatively small; it is proposed that the initial free limit should be 
$100,000. An aggregate free limit of 30 percent of the loan amount should 
ensure that ICC would submit about 20 projects to the Bank each year for 
approval. Although ICC's staff is competent, its appraisals lack sufficient 
depth in technical and economic examination, and internal reporting and 
project supervision should be strengthened. ICC's management is aware of 
these deficiencies and intends to effect the necessary improvements. 

13· The Government has confirmed that it will assume the foreign ex-
change risk on the Bank loan and will not require repayments on Government 
advances while the Bank loan is outstanding. During negotiations, arrange­
ments should be agreed upon to protect ICC against the possibility of having 
to retain high-cost Government advances should interest rates decline. ICC 
will also be asked to agree on a fixed repayment schedule for the £ 1.8 mill­
ion loan it received from the Irish banks. 

14. The Government development strategy of industrial incentive schemes 
has been very effective in bringing abCiut a rapid growth of export-oriented 



- 4-

manufacturing industries. With this new industrial base successfully es­
tablished, the Government has been reviewing its incentive policies and has 
concluded that incentive grants can now be made less generous and more 
selective. This view is reinforced by the high cost of the subsidies 
channelled through IDA. A more detaUed analysis of the industrial in­
centive schemes is given in the appraisal report {paras. 2.08-2.13). 
The changes in the Government's industrial development policies will be 
discussed during negotiations to ensure that they will lead to the creation 
of long-term, internationally competitive industry, and to clarify further 
the future roles of IDA and ICC. The new policies are expected to enlarge 
the scope for ICC operations by directing new industries to ICC for loans 
and equity finance. 

The Econo.my 

1.5. The Irish economy is discussed in a report entitled "Current Economic 
Position and Prospects of Ireland" (EMA.-2) dated November 29, 1968, in an 
updating memorandum (E£v1A-23a) dated July 2, 1970, and in the memorandum 
on the Tarbert 3 Power Project circulated to the Loan Committee on Decem­
ber 18, 1970. Each of these documents concludes that Ireland is credit­
worthy for Bank lending. 

Recommendations 

16. I recommend that the Bank invite the Government of Ireland and the 
Industrial Credit Company to send representatives to Washington to negotiate 
a loan to ICC substantially on the conditions set forth in Section VI of 
the appraisal report, except that the amount of the loan would be $10 million 
as dis cussed in paragraph 8 of this memorandum. 

Attachment 

M. P. Benjenk 
Director 



Annex 
Population: 
GNP per Gap. : 

IRELAI'ID - ACTUAL AND PROPOSED LENDING PROGRAM THROUGH FY 1975 

~~ millions~ 
Througl1 Fiscal Years Total Total Total 

1968 1969 ~ ?70 1971 1972 1973 1974 1975 1964-68 1969-73 1971-75 

Livestock I IBRD 10.0 
Livestock II IBRD 10.0 

Education I IBRD 10.0 
Education II IBRD 10.0 

DFC - ICC I IBRD 15.0 
DFC - ICC II IBRD 15.0 

Power-Turlough Hill IBRD 14.5 
Power-Tarbert 3 IBRD 10.0 

Power-Pigeon 
House B IBRD 15.0 

IBRD 14.5 25.0 25.0 25.0 10.0 10.0 89.5 95.0 
---- ---- ---- ---- ---- ---- ---- ======= ======= ======== 

No. 1 2 2 2 1 1 7 8 

EHE&NA 
December 15, 1970 
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MEMORANDill1 TO THE LOAN CONN:ITTEE 

Attached for information are the Minutes of a Special Loan 

Meeting to discuss "Congo (Brazzaville) - Compagnie des Potasses du 

Congo" held at 4:30p.m. on Monday, December 14, 1970 in Conference 

Room B. 

David Pearce 
Secretary 
Loan Connnittee 

,.-DISTRIBUTION-

Committee: 

Mr. J. Burke Knapp, Vice President, Chairman 
Mr. S.R. Cope, Deputy Chairman 
Mr. S. Aldewereld, Vice President 
General Counsel 
Director of the Development Services Department 
Directors of the Area Departments 
Deputy Director, Projects 
Directors of the Projects Departments 
Director, Development Finance Companies Department 
Director of the Economics Department 
Contro 11 er 

Copies for Information: 

President 
The Economic Adviser to the President 
Sir Denis Rickett, Vice President 
Mr. M. Shoaib, Vice President 
Directors, other Departments 
Executive Vice President (IFC) 
Vice President (IFC) 
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December 23, 1970 

Minutes of Special Loan Meeting to discuss "Congo (Brazzaville) -
Compagnie des Potasses du Congo" (Loan No. 480-COB) held at 4:30p.m. 
on Monday, December 14, 1970 in Conference Room B. 

1. Present: Messrs. Knapp (Chairman), Cope, Aldewereld, Broches, 
Chadenet, Chaufour~ier, Fuchs, Nurick, Cheek, Delaume, El Darwish, 
Thalwitz and Pearce (Secretary). 

2. Issue: The meeting had been called to review the status of the 
Congo (Brazzaville) - Potash Mining Project, for which a $30 million 
loan (480-COB) had been approved on January 9, 1967 and, in particular, 
to consider the Bank's position in light of the project's technical 
failure. 

3. Discussion: The meeting considered several memoranda summaris-
ing the technical, financial and legal status of the project and, in 
reviewing alternative courses of action, noted that: 

(a) While CPC considered that future exploration adjacent to 
its existing mine and within its concession might be 
justified, the Bank should regard this new project, if 
it materialized, as an entirely separate venture, i.e. 
subordinate to the immediate priority of resolving CPC's 
current difficulties. Moreover, Bank Group assistance 
for a new project, assuming that it was requested and 
seriously considered, would consist of a Bank loan, not 
an IDA credit as suggested by CPC's sponsor. 

(b) The case for the Bank considering reschedtilL~g its loan, 
to permit CPC to develop a future plan of operation, was 
weak because (i) the existing project was no longer eco­
nomically viable, and (ii) the project's technical, com­
mercial and financial risks were the responsibility of 
CPC's shareholders. 

(c) The legal case for the Bank prematuring its loan now 
would be based on several technical violations of the 
loan agreement by CPC. The Bank's position, however, 
was not as clear cut as that of the European Investment 
Bank (EIB), whose loan agreement gave it the right to 
premature immediately. Prematuring by the EIB would, 
because of interrelated events of default, authorize the 
Bank to premature at the same time. If CPC's shareholders 
decided to dissolve the company and cease operations, the 
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Bank would clearly be entitled to premature its loan 
after 30 days' notice. 

(d) However, a CPC decision to liquidate would probably 
provoke a strong reaction in the Congo and, in the 
event of nationalization, the Bank, while entitled to 
exercise its remedies against CPC and the Congolese 
Government, would lose the benefit of the shareholders' 
guarantees, owing to the "force majeure" clause. If, 
on the other hand, CPC were reorganized to permit 
majority participation by the Congolese Government, the 
Bank would not object provided that this were the object 
of a negotiated agreement between CPC's shareholders 
and the Government. The danger for the Bank in these 
circumstances would be that during the reorganization 
period - possibly several years - the Congolese Govern­
ment might misunderstand or disagree with CPC's objec­
tives and decide to nationalize the company anyway. 

4. The meeting noted that an extraordinary meeting of CPC's 
shareholders was scheduled for early January, 1971. While the Bank, 
in concert with EIB, might find grounds to premature its loan now, in 
view of the project's total collapse, it was neverthel ess desirable that 
the Bank cooperate with the parties concerned in eff orts to explore al­
ternative solutions. This might include not insisting upon immediate 
total repayment and agreeing on a schedule of repayment over a period of 
3-4 years. However, in refraining from prematuring its loan now, the 
Bank would perpetuate the danger of a complete breakdown in relations 
between CPC, its sponsors and the Government and the attendant risk of 
Congolese nationalization - an event which would release the shareholders 
from their financial guarantee obligations to the Bank and adversely 
affect Bank/Congolese relations. It was therefore reasonable for the 
Bank to condition its cooperation upon a waiver by the shareholders of 
the "force majeure" clause in the Shareholders Guarantee Agreement, thus 
placing the Bank in the same situation as that of EIB. 

5. Decision: The Chairman decided that, as its minimum position, 
the Bank should condition its cooperation, and specifically its contin­
ued willingness to refrain from prematuring its loan, upon a waiver by 
the shareholders of the 11force majeure" clause (i.e. the political risk). 
It was further agreed that the· Bank's position should be communicated to 
CPC's shareholders at a meeting to be called prior to the extraordinary 
shareholder meeting. 

Cleared by: Messrs. Knapp 

cc: Participants 

Chadenet 
Chaufournier/Thalwitz 
Fuchs 
Delaume 

David Pearce 
Secretary 
Loan Committee 
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NOTICE OF MEETING 

A Meeting of the Loan Committee will be held on Monday, 

December 28, 1970, at 4:30 p.m. in the Board Room. 

AGENDA 

Morocco 

The Committee will consider the attached memorandum of 

December 22, 1970, from the Europe, Middle East and North Africa 

Department entitled, "Morocco - Proposed fifth loan to Banque 

Nationale pour le Developpement Economique (BNDE)" (LC/0/70-130). 

David Pearce 
Secretary 
Loan Committee 

,. _ Dl STRI BUT I ON -

Committee: 

Mr. J. Burke Knapp, Vice President, Chairman 
Mr. S.R. Cope, Deputy Chairman 
Mr. S. Aldewereld, Vice President 
General Counsel 
Director of the Development Services Department 
Directors of the Area Departments 
Deputy Director, Projects 
Directors of the Projects Departments 
Director, Development Finance Companies Department 
Director of the Economics Department 
Contro 11 er 

Copies for lnfonnation: 

President 
The Economic Adviser to the President 
Sir Denis Rickett, Vice President 
Mr. M. Shoaib, Vice President 
Directors, other Departments 
Executive Vice President (IFC) 
Vice President (IFC) 
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December 22,1970 

Memorandum from Europe, ~liddlo East and North Africa Department 

MOROCC'O - Proposed fifth loan to Banquc Nationale pour 
le Devcloppement Economigue (BNDE) 

1. The attached appraisal report (No. DB-74) reconwenQS a Bank 
loan of $25 million to Banque Nationale pour lc Developpement Economique 
(BNDE) to be used for making loans to, and other investments in, indus­
trial and other productive enterprises in Morocco. The proposed loan 
1.rould cover the foreign exchange component of specific projects. 

Background 

2. Total Bank loans to lt1orocco no1:1r amount to $153.0 million (of 
which $13.6 million has been repaid) and In\ credits total $18.3 million. 
The volume of loans and credits to r1orocco is ex-pected to average about 
$55 million per year over the next few years, with Bank loans accounting 
for about 73 percent of the total. The proposed Five Year Lending Program 
(copy attached) for FY's 1972-1976 amounts to $220 million in Bank loans 
and $85 million in IDA credits. 

3. The proposed loan would be the second operation of the four 
planned for Morocco in this Fiscal Year. A loan of $10 million to Credit 
Irrrrnobilier et Hotelier ( CIH), an institution Hhich aids development of 
tourism through the financing of hotel construction, was approved by the 
Executive Directors ·on August 12, 1970. Appraisal missions for a second 
loan of $10 million to Caisse Nationale de Credit Agricole (CNCA) and a 
loan and c~edit for Education, totalling $10 million, are presently in 
Morocco. Total Bank/IDA lending in FY 1971 is thus eA~ected to reach 
$55 million but this amount may be alterzd in the light of the conclusions 
of the appraisal missions for CNCA and Education. 

4. The Bank Group has been associated vrith BNIE ever since the 
Government relinquished its majority ownership in 1962. IFC holds equity 
of approximately $1 million, amounting to about 25 percent of BNDE 's share 
capital. The Bank has made four loans to BHDE: $15 million in December 1962, 
$17.5 million in May 1966, $15 million in November 1968 and $15 million in 
March 1970, totalling $62.5 million. The fourth loan, which had an uncommitted 
balance of $1.3 million as of November 30, 1970, is expected to be fully 
committed soon. 
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The Eco~omy 

5. An Economic Report entitled: HEconomic Developments and 
Prospects in Morocco" (ENA-27a) dated September 30, 1970, was distri­
buted to the Executive Directors on October 16, 1970. The Reportrs 
conclusions confirm that on the basis of recent economic performance 
and prospects, Morocco is creditworthy for additional borrowing on 
conventional termso The report also indicates that in the period 
1965-68 there was a steaqy but relatively small increase in the value 
of industrial production, but that preliminar,y data for 1969 suggest 
a much faster growth of industrial output (9.4 percent)o Extensive 
analysis and data on the industrial sector are provided in the Bank's 
Report on "lUning and Manufacturing in Morocco" (PI-5) dated September 1, 
1970. 

The Project 

6. BNDE continues to play a leading role in financing private 
industrial development, with the bulk of its loans financing imported 
equipment. Lending for hotel construction has practically been dis­
continued as a result of direct Bank lending to CIH. BNDE's direct 
loans approved in 1969, amounting to $13 million, were slightly above 
the all-time high of $12 • .5 million reached in 1968. Loan approvals for 
1970 are expected to increase by over .50 percent to $20 million. As of 
June 30, 1970, the portfolio of outstanding loans was $40 million with 
no serious exposure or risk problems. BNDE 's growing role in industrial 
investment during 1970 corresponded to a significant increase in investor 
interest, of which the most notable evidence is the rapid commitment of 
the fourth Bank loan to BNDE, reflecting an even faster increase in 
project approvals by BNDE. 

1. BNDE's role in equity financing has recently been almost negligible 
although in its earlier years, BNDE was an :important source of equity 
investment. The reason for the decline is mainly due to the constraint 
imposed by the Government after the creation in 1966 of a public sector 
institution for equity financing, the Societe Nationale d 1Investissements 
(SNI). The Government considered BNDE essentially as a lender that would 
yield, if so requested, priority on equity investments to the Government 
and to SNI. Accordingly, only leftover projects were open to BNDE for 
equity investment. Nevertheless, BNDE hopes to attain a level of invest­
ment ffih share capital averaging about $600,000 a year for the next few 
years, except for 1971 'tvhen this figure should reach $1.7 million. This 
situation is far from satisfactory and we plan to discuss the matter with 
the Government during negotiations, so that the constraints to ENDE taking 
equity participations are gradually removed. 

8. In connection with the fourth loan to BNDE, the Bank stressed 
the need to improve project preparation, strengthen BNDE's management 
and cope with the profitability issue. The quality of BNDE 1s appraisals 
has improved considerably over the last two years and has achieved a good 
standard of technical and financial efficiency. Economic appraisals of 
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projects need improvements particularly with a viet-r to evaluat :l.ng BNDE•s 
overall ilnpact on the economy. With regard to BNDE' s management, 
Mr. Mohamed Bargach, formerly Minister of Agriculture, has been appointed 
Chairman of the Board of Directors of BNDE, and has assumed the respon­
sibilities of BNDE's Director General. A deputy Director General has also 
been appointed, in accordance with the Bank 1 s recommendation. Fran an 
overall view point BNDE's present management has still to prove itself 
over a longer period but appears satisfactor,y$ 

9. BNDE 1s profitability has improved to the point where it is no 
longer a matter of serious concern. BNDE 1s net profits are expected to 
grow from DH 3.3 million (equivalent to US$ 660,000) or 10 percent on 
equity in 1969 to DH 7.5 million (US$ 1.5 million) or 16 percent on 
equity in 1975. BNDE's increased profitability is the result of several 
factors, including the reduction in BNDE 1 s share capital which took place 
in 1968. Government subsidies, however, are of substantial significance 
to BNDE's profitability. The increase in BNDE 1s lending rate on vt.dch we 
want to reach agreement during negotiations (see paragraphs 12-17 below), 
would provide a more appropriate basis for its profitability. 

10. Based on a favorable outlook for industrial growth in Morocco, 
BNDE expects a higher volume of operations through 1975, but particularly 
in 1970/71 • Loan approvals are expected to rise from about $13 million 
in 1969 to $20 m:i.llion in 1970 to $21.3 million in 1971. To meet expected 
cont:t:>actual c0Im:"6.tments for 1971/72, BNDE will need about $41 million, 
of "tlhich $8 mill:.~ on will be for local currency financing ar.:.·J. approximately 
$33 millicn for :r vreign exchange requirements. The f ,)u.rth Bank loan is 
almost tctcJ..ly t;crmmitted. BNDE expects that the Bank 8!J.d JttD "Will be the 
only· sourt.es to cover its foreign exchange needso Asswning .~v:n at BNDE will 
be able to use an exist:ing $3 million AID loan, it wil l need to raise $30 
million to meet forecast commitments for foreign exchange until the end 
of 1972. BNDE is therefore seeking Bank assistance to meet, if possible, 
its $30 million gap. 

11. As of September 30, 1970, Bank's loans accounted for over 60 
perc~nt of BNDE 1s long·~er.m resources. If the Bank were, as in the past, 
to moet the othe2Twise uncovered capital needs of BNDE, it wou.ld by 1975 
be the sou:cce of over three quarters of BNDE 1s capital. Thi8 would be an 
excessive proportion. We intend therefore to propose in negotiations that 
BNDE should seek other sources of external capital by developing a capacity 
to meet market terms abroad. In order to spur BNDE towards other sources 
of financing, we plan to cover with the proposed loan only $25 million of 
the $30 million projected gap until the end of 1972, and will also point 
out that BNDE should not expect further Bank financing much before then. 

Issues 

12. Since BNDE 1s profitability, appraisal standards and management 
situation have improved, the Bank's concern focuses at this time on one 
issue: BNDE 1 s lending rate and its effect on BNDE 1 s ability to raise 
resources and on industrial investment. 
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13. ENDE's interest rate level, which in past discussions with 
Morocco has been linked with the low rates of interest generally prac­
ticed in Morocco, is not a new concern for the Bank. A year ago when 
the Loan Committee discussed the implications of BNDE's low rate (7 per 
cent) prior to negotiations of the fourth loan to BNDE, it was agreed 
that the Bank would proceed with the loan provided that the Government was 
willing to cooperate in a study of the interest rate structure arrl discuss 
its findings with the Bank. (The Moroccans had confirmed their readiness 
that such a study be undertaken at the 1969 Annual Meeting). When the 
fourth BNDE loan was presented to the Board in January, 1970, several 
Executive Directors also raised questions as to the appropriateness of 
BNDE 1s rate. Accordingly, the Bank Economic Mission that visited Morocco 
in April, 1970 looked into the general question of interest rates as part 
of the a11nual economic review of Morocco. The Mission concluded that the 
influence of Moroccan interest rates on the overall level of L~vestment 
and economic activity was apparently marginal, and that private investment 
decisions were primarily affected by market opportunities, the efficiency 
of Government administration or the availability of managerial talent and 
experience. Moreover, other investment incentives were often more im­
portant in investor's decisions than the interest rate itself. Consequently, 
in the Mission's view, it was crucial that the whole package of Government 
incentives be reconsidered and gradually readjusted in such a way as to 
encourage a rational allocation of scarce investment resources. An oppor­
tunity for such a review will come soon when we initiate discussions with 
the Government over the recommendations contained in the BankVs report on 
Moroccan industry. 

14. It must be stressed that within the time available to it, the econo-
mic mission did not make a complete study of supply and demand of capital in 
Morocco and did not make any recommendation as to the general level of in­
terest rates which would be justified for Morocco at the present stage of its 
development. Such a study could be made by the Moroccan authorities and the 
Bank has informed them of its readiness to help. The arguments for or 
against Mbrocco!s general policy in keeping interest rates low are, therefore, 
in the present state of our knowledge, not decisive enough either for the 
Bank to use as an indicator of unsatisfactory economic performance or for 
the Bank to commend Morocco on its exemplary stability. Of much more im­
mediate consequence, both for the Bank's lending program in the next twelve 
months and for its general posture towards Morocco are two matters: first, 
whether the present rate of interest charged by BNDE to its borrowers is 
an obstacle to its obtaining resources from potential sources other than the 
Bank Group and second, whether Moroccan entrepreneurs, if BNDESs rate were 
raised, would require special incentives in order to invest in industry and 
tourism, and, if so, whether such incentives should include subsidized 
interest rates. 
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15. With regard to the first of these questions, I believe that the 
answer is positive. B.Y BNDE's own admission, the present rate of interest 
charged by BNDE and the limited State subsidy on its borrowings prevent 
it from diversifying the sources of its capital and shut it off from bor­
rowing in the United States and most of Europe. The dependence of BNDE on 
the WOrld Bank is becoming excessive and the small amount of capital avail­
able at relatively low rates of interest from public sources in Europe 
would not change that situation sufficiently. Also, the growing dependence 
of BNDE on the Government subsidy for its income is a feature of concern to 
the Bank; we should like BNDE increasingly to generateearnings from its own 
operations to pay for borrowings which it has to contract, including those 
from the Wbrld Bank. For these reasons, and as long as European and American 
interest rates are at their present levels~ there is a strong case for 
raising BNDE's interest rate to 9 percent. 

16. On the second point, as to whether some incentives are still 
needed to attract the tradition bound Moroccan business community into 
industry, I think the answer is equally positive. More ccan industrial 
growth has been sluggish, notwithstanding a recent burst of activity, 
and there is a contrast with tourism, where incentives to investors 
have been considerably more generous than to industry. Investment in 
tourism is now booming and the incentives required by the Government now 
seem to be too generous. On the other hand, it would appear justified 
that the Government should continue to provide special incentives or sub­
sidies to certain industrial investors promoting desirable and economically 
viable projects which would not be undertaken in the absence of incentives. 
The present incentives furnished include a variety of techniques of which the 
subsidized interest rate of ENDE is a relatively minor - though not unim­
portant - one. While a rebate on interest rate may in the end turn out to 
be an acceptable form of subsidy, it would normally be bad for a development 
finance company to be involved with the provision of such subsidies, by 
itself making rebate payments to its investors. Whatever incentives are 
appropriate should be provided by the Government, through a suitable chan­
nel of its own. Also, it should be admitted that subsidies ought to be 
selective and be linked to priority project categories. 

17. The attached appraisal report recommends, and I agree, that 
before the proposed loan is presented to the Executive Directors, BNDE 
and the Government should agree to raise BNDE's lending rate by 2 percent, 
to discontinue the Government's subsidy to EliDE on its new borrowings and 
to set up, as an interim measure pending the results of the review men­
tioned above, a rebate to BNDE's borrowers executing priority projects 
to mitigate the effects of such a raise on investors. This would bring 
BNDE Q s rate into line with that of CIH ( 8. 75%), which also practices a 
system of rebates, although on what appears to be an unduly generous scale. 
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The system of incentives to industry should subsequently be reviewed 
on the basis of the recommendations contained in the Bank's report on 
industry, recently submitted to the Government. During negotiations, 
a timetable should be agreed upon for this review which would determine 
the appropriate amounts and selective criteria for such Government in­
centives. 

Recommendation 

18. I propose that the Bank invite the Moroccan Government and BNDE 
to negotiate a loan of $25 million, along the recommendations in para­
graphs 73-76 of the appraisal report and paragraph 17 of this memorandum. 

Attachment 

M.P. Benjenk 
Director 

Europe, Middle East and North Africa 
Department 
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LOAN COMMITTEE 

Memorandum from Europe, Middle East and North Africa Department 

IRELAND - Proposed $17.5 Million Loan to the 
Electricity Supply Board for the 
Tarbert 3 Thermal Power Project 

1. .An appraisal report entitled "Ireland - Appraisal of the 250 MW 
Tarbert 3 Thermal Project" (PU-56), dated November 10, 1970, is attached 
hereto for consideration by the Loan Committee. 

Background 

2. Heretofore the only Bank loan made in Ireland was in FY 1969, also 
to the Electricity Supply Board (ESB) for the Turlough Hill pumped storage 
project • .Alhounting to US $14.5 million, $11.7 million was undisbursed 
on October 31, 1970. Performance under this loan has been satisfactory, 
and there are no outstanding problems. 

3· The Bank has one other loan under consideration for Ireland in FY 
1971. This would be to the Industrial Credit Company, a development fin­
ance company, for which a loan of approximately $10 million will be pro­
posed for relending to Irish industry. The two loans under consideration, 
totalling $27.5 million, are expected to be ready for consideration by 
the Executive Directors at about the same time. The Bank's Five-Year 
Lending Program for FY 1971-75 is attached. On the basis of most recent 
information about project cost, the amounts shown for FY 1971 should be 
read as $10 million for ICC and $17.5 million for the power project. 

The Project 

4. An appraisal mission from the Public Utilities Projects Department 
visited Ireland in August 1970. Its report is attached and recommends a 
loan of $17.5 million for 20 years including a five~year period of grace. 
Although these terms are justified on project grounds, I recommen~and 
the Public Utilities Department would not object, that the term of the 
loan be reduced from 20 to 17 years in order to conform with the Bank 
practice of requiring shorter terms for its more developed members. 

5. The proposed project consists in constructing a 250 MW extension to 
the Tarbert generating station which is situated at the mouth of the 
Shannon River in Western Ireland. A single oil-fired generating unit would 
be connected to the main 220 KV grid system by a 65 km transmission line 
which would form part of the project. The cost of the project would be 
$26.9 million equivalent of which the foreign exchange component would be 

.. 
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$18.2 million. Thus the proposed loan would cover about 65 percent of 
the total cost of the project and 96 percent of its foreign exchange cost. 
The remaining 4 percent represents the foreign exchange component of the 
civil works which will not be submitted for international competitive bid­
ding and therefore will not be financed from the proceeds of the Bank loan. 
ESB has considerable experience in designing and supervising the con­
struction of large thermal stations and will perform these functions without 
the assistance of outside consultants. The project is technically sound 
and represents the least-cost solution of the alternative plant instal­
lation sites considered. It is also the next logical step in ESB 1s expan­
sion program and is needed to maintain satisfactory service standards 
consistent with load growth. 

6. The Electricity Supply Board was established in 1927 to reorganize 
and regulate the generation, transmission and distribution of electric 
power throughout the country. An autonomous Government agency, it is the 
sole agency providing public electricity supply, and is one of Ireland's 
largest enterprises. The expansion of its power system has matched a 
demand growing at over 10 percent a year. The Board's financial perfor­
mance is satisfactory. 

7. ESB has requested, &'d the Bank has agreed to, a preference for 
domestic suppliers equal to the protective tariff or 15 percent, whichever 
is lower. For all orders, however, disbursements will be made from the 
loan account only for the clearly identifiable foreign costs involved. 
Retroactive financing is not proposed and any surplus funds will be 
cancelled. 

8. The usual tariff and debt service covenants were not included in 
the previous loan to ESB, nor are they proposed now, since the Electricity 

(Supply) Act of 1927 regulating ESB 1s activity stipulates that the Board's 
revenues should be sufficient to meet operational expenses (including 
interes~ sinking fund payments and allowances for depreciation, extension, 
renewals and reserve funds. This Act had proved effective in ensuring that 
tariffs -vrere sufficient to maintain the sound financial position which has 
characterized ESB 1s operations. However, it was thought prudent to include 
in the previous loan agreement a provision that any change made in the Act, 
which, in the opinion of the Bank, would adversely affect the carrying out 
of the project or the financial condition of the Board, would constitute an 
event of default. A similar condition will be included in the loan docu­
ments for this project. 

9· The previous loan agreement also included a covenant stipulating 
that in order to maintain tariffs at appropriate levels (since sinking 
fund allocations are one of the expenses to be covered by revenues), ESB 
would make adequate provision for the repayment of any stock issue by the 
latest applicable redemption date. In common with other such entities 
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over the past year, ESB has been experiencing considerable difficulty in 
raising sufficient long-term money on the Irish capital market. Thus they 
have had to supplement two long-term issues with t't-TO medium-term issues 
which they hope to refinance on better conditions in the future. The Bank 
has therefore waived the application of this covenant on the understanding 
that there be sinking fund provisions for the medium-term issues on a 20-
year basis. 

10. Since the Irish capital market will probably remain tight for the 
immediate future, it is likely that ESB will again be forced to depend 
partially on medium-term issues. While this 1-1as not recognized in the 
previous loan, further consideration of the matter and discussion l'lith 
ESB lead me to suggest the Bank now accept this probability. Therefore, 
I recommend, and the Projects Department agrees, to modify the recom­
mendation in the appraisal report that the ESB · ~hould,prior to future 
stock issues, demonstrate to the Bank•s satisfaction that the provisions 
made for allocating part of the annual revenues to the sinking fund are 
sufficient for the respective stock issues timely amortization. Instead 
the proposed loan documents would include a covenant allowing medium-term 
issues but requiring ESB to seek prior Bank approval for the related 
sinking fund provisions. 

llo ESB's firm development plans include construction of a second sim­
ilar 250 MW power plant at Pigeon House B (an existing site in Dublin) to 
be commenced a year after starting Tarbert. It has informed the Bank that 
at the appropriate time it will request Bank financing for the Pigeon House 
B project which is included in the Five-Year Lending Program. ESB has, 
with the Bank's concurrence, invited bids this summer under international 
competitive bidding allowing several options including the simultaneous 
ordering of identical generating units for both plants. ESB believes 
that it can expect to gain financial advantage by placing definite orders 
for more than one unit at the same time. This means that ESB will have 
entered into a supply contract for Pigeon House B before the Executive 
Directors could consider the project. The Executive Directors have been 
informed of this possibility through the Monthly Operational Summary of 
Bank and IDA proposed projects. It is also discussed fully in the appraisal 
report and will be mentioned in the President's Report. I propose that, 
while the Bank can make no commitments on the proposed Pigeon House B 
project at this time, the Irish authorities should be told that this 
procedure will not hinder further Bank consideration of the project. 

The Economy 

12. A report "Current Economic Prospects of Ireland" (Er1A-2), dated 
November 29, 196~and an updating memorandum (EMA-23a) dated July 2, 1970 
pointed out the satisfactory growth performance of the Irish economy after 
the adoption in 1958 of the First Program of Economic Expansion and of 
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outward-looking economic policies. These policies are based on industrial 
development geared to export markets and a system of grants and tax 
incentives to attract foreign enterprises. The Anglo Irish Free Trade 
Agreement signed in 1965 provides for free trade with the United Kingdom 
by 1975. The Government has also applied for membership of the EEC. 
Domestically, the Government is implementing a policy of modernization 
and reorganization of Irish industry to increase its competitiveness in 
the enlarged market which may emerge. 

13 • Since 1958 Ireland's GNP in real terms has grown at an average 
annual rate of about L. percent: its GNP per capita is now about $1,000 
which is substantially lower than that for the majority of OECD countries. 
Industrial output has been increasing by 6-7 percent each year and 
industrial exports by nearly 18 percent per year. Investment has been 
rising rapidly and its ratio to Glf.P increased from 13.3 percent in 1958 
to 23.6 percent in 1969. Unemployment and emigration have been falling. 
Since the early sixties total population has ceased to decline. 

14. Fluctuations during the process of expansion have created balance 
of payments problems. A restrictive credit and budgetary policy restored 
external equilibrium following the inflationary pressures of the mid-60's. 
With relaxation of the policy in 1966 the economy regained momentum. The 
rising level of economic activity generated again an upward pressure on 
wages and prices and an increase in the balance of payments deficit on 
current account from £22 million in 1968 to :£69 million in 1969. Credit 
restrictions were again imposed and the deficit in 1970 is expected to 
be reduced to around £50 million. The Government has recently armounced 
strict wage and price controls as well as tax increases and expenditure 
reduction in a supplementar.y budget. The full impact of these measures 
cannot be gauged at present. They do, however, indicate that the 
Government is firmly committed to re-establishing economic stability in 
the interests of long-term growth. 

15. The demand for investment capital, both in the public and private 
sectors, is rising faster than savings could reasonably be expected to 
increase. Gross national investment as a percentage of GDP rose from 
15.9 percent in 1960 to an estimated 21.7 percent in 1970 while the 
percentage of gross national savings only increased from 15.8 percent 
(1960) to an estimated 20.0 (1970). The proportion of foreign savings 
to GDP is expected to remain about 1.6 percent during the next five years. 
Future gross borrowing requirements are likely to average about $100 
million a year. The total outstanding external public debt was $272 
million on September 30, 1969 and the debt service in 1970 is expected to 
be only about 4 percent of exports of goods and services. It is estimated 
that if disbursements of foreign borrowings average about $100 million 
a year during 1970-75, the debt service ratio in 1975 would be less than 
5 percent. Ireland has an excellent debt service record and is credit­
worthy for Banl<: loans • 
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Recommendation 

16. I recommend that the Bank invite the Government of Ireland and the 
Electricity Supply Board to send representatives to Washington to negotiate 
a loan of $17.5 million for the Tarbert 3 thermal power project substan­
tially on the conditions set forth in Section 6 of the appraisal report, 
except that (a) the term of the loan would be 17 years including five 
years of grace, as discussed ·in paragraph 4 of this memorandum, and (b) 
a new covenant would allow medium-term stock issues but would require 
ESB to seek prior Bank approval for the related sinking fund provisions, 
as discussed in paragraphs 9-10 of this memorandum. 

Attachment 

M.P. Benjenk 
Director 
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December 16, 1970 

Minutes of Special Loan Meeting to discuss "Pakistan - Proposed Credit for a 
Reconstruction Project for the Cyclone Damaged Costal Areas of East Pakistan" 
held at 10:30 a.m. on Friday, December 11, 1970 in Conference Room B. 

1. Present: Messrs. Knapp (Chairman), Cope, Broches, Chadenet, Sadove, 
Gabriel, Votaw, Sella, Wiehen, Casson, McCulloch, Moreau, Venkateswaran and 
Pearce (Secretary). 

2. Issues: The meeting had been called to consider issues raised by a 
proposed $25 million credit to Pakistan to finance part of the Government's 
$180 million Reconstruction Program for the cyclone-affected areas of East 
Pakistan. 

3. Discussion: The meeting reviewed a draft appraisal report (PS-3 dated 
December 8, 1970) and a draft credit agreement dated December 10, 1970 as the 
basis for negotiations of the proposed credit, which, in view of the urgency 
of the reconstruction task, would take place in Pakistan in the following 
week. Discussion followed the order of issues raised in Mr. Wiehen's memo­
randum of December 11, 1970 to the Chairman, which had been distributed just 
before the meeting. 

4. The meeting noted and agreed that: 

(a) The proposed credit would finance sub-projects to be selected 
from the categories described in paras. 3.02-11 of the draft 
appraisal report. 

(b) As detailed assessment of reconstruction requirements was made, 
items selected for IDA financing would be defined in sub-projects, 
the execu~ion of which (including definition, procurement and 
disbursement procedures and other conditions) would be arranged 
on the basis of subsidiary agreements within the overall frame­
work of the draft credit agreement. ~lliile most of the prepa­
ration and evaluation would necessarily be undertaken in the 
field, to expedite the work of reconstruction with minimum 
delay, each sub-project would have to be approved by headquarters 
staff in Washington. To ensure rapid authorization of sub­
projects, special procedures for approval and signature of 
subsidiary agreements would be considered. 

(c) The proposed credit would be used to finance foreign exchange 
costs and half of local currency expenditures on selected sub­
projects. Imports purchased off the shelf in Pakistan would 
be considered foreign exchange items to the extent of their 
c.i.f. value. 
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{d) Regarding procurement, international competition 'tvould be 
followed where practicable but, in view of the exceptional 
circumstances of this project, very little formal inter­
national competitive bidding was expected. 

(e) It was undesirable in presenting the proposed credit to 
the Executive Directors for approval, to burden the proposal 
with substantial provision for retroactive financing. Hm·7-
ever, reimbursement of payments made for specific purposes 
such as surveys and studies related to the project and 
possibly other items - if expenditures could be clearly 
identified and were not too large - could be considered for 
inclusion in the proposed credit. 

(f) The Government would employ consultants acceptable to IDA 
for the immediate supervision of project works, which would 
be supplemented by regular IDA supervision missions. Pro­
vision for consultant services, including auditing services, 
would be made in the proposed credit. In the circumstances, 
it was desirable that auditing arrangements be extended to 
cover the whole Reconstruction Program, and the credit should 
be usable for this purpose. 

(g) Internal procedures for reporting to the Executive Directors 
on the appl~tion of IDA credit proceeds - for example, in 
the semi-monthly report of Bank/IDA operations - could be 
decided later. 

5. Decision: The Chairman authorized the commencement of negotiations 
for the proposed credit on the basis of the recommendations contained in 
the draft appraisal report as modified by the points noted above. 

Cleared by: Messrs. Knapp 

cc: Loan Committee 
Participants 

Sadove 
Gabriel 
Vota¥r/Wiehen 
Sella 

David Pearce 
Secretary 
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Memorandum from East Asia and Pacific Department 

New Zealand - Proposed US$16.4 million Loan for a Railway Project 

1 • Attached is an appraisal report PTR 67 dated December 1, 1970 
on a railway project in New Zealand comprising three years of the New 
Zealand Railways six year investment plan. The New Zealand Goverrunent 
has requested Bank finance for the overseas cost of certain items in the 
project including purchase of rolling stock, modernization of equipment 
and technical assistance. If approved this would be the first Bank loan 
to New Zealand since December 1965, and the second to the New Zealand 
Railways. 

2. New Zealand joined the Bank in 1962 and Bank loans were made in 
1963 for a Port Project (US$7.8 million), in 1964 for a Power Project 
(US$32.5 million) and in 1965 for a Second Power Project (US$20.$ million) 
and a Railway Project (US$42 .0 million). The rate of interest was, in 
the last two cases, 1 percent above the then ruling rate, in accordance 
with the provisions for lending to "market eligible" countries. These 
four loans to New Zealand, amounting after cancellations to US$97 million, 
have been fully disbursed and the projects successfully executed. 

3. After 1 965 the case for Bank lending to New Zealand with its 
high per capita income and alternative sources of finance in the world's 
capital markets, could not easily be made. In 1967 falling exports and 
balance of trade difficulties precipitated a 19.45 percent currency 
devaluation. The New Zealand government again approached the Bank, but 
Mr. 1rJoods in 1967 anc:i Mr. McNamara in 1968 declined to resume Bank lending 
on the grounds that New Zealand's need for foreign capital (which was not 
disputed) could be satisfied in their traditional markets. In 1969, how­
ever, New Zealand's inability to raise adequate capital in world markets 
for the high level of investment required to enable her to escape from a 
declining rate of growth, persuaded Mr. McNamara that a limited amount of 
lending by the Bank to New Zealand - US$40 million over three years -
could be justified. This amount of lending would on the whole maintain 
the present level of Bank loans outstanding to New Zealand over the next 
five years. The projects to be financed would be addressed to the restruc­
turing of New Zealand's economy by encouraging growth and adding to the 
competitiveness of its exports, particularly in the manufacturing sector. 
The lending program proposed for New Zealand by the Bank is attached as 
Annex I. It provides for commitments of US$40 million over the four years 
to FY 1974, as suggested by Mr. McNamara on his agreement to resume lending. 
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The Econosv 

4. An economic mission visited New Zealand from October 4 to 23, 1970 
to update the last economic report, which uas distributed to the Executive 
Directors on August 20, 1969. (A copy of the Back to Office Report is 
attached). The New Zealand economy has recovered from the recession of 
1967, which was accompanied by balance of payments difficulties and a de­
cline in the growth rate of the GNP, and indications are that the expansion 
will continue with money GNP likely to grow by over 13 percent in FY 1971, 
though of this it is thought 6-7 percent will be attributable to price 
increases. The short term preble m of the New Zealand economy now appears 
to be labor shortages and wage cost inflation and the Government has 
recently taken fiscal measures to combat this. The recovery in the New 
Zealand economy was led by a sharp increase in the value and volume of ex­
ports to a record level of NZ$1 .2 billion in the year to June 1970. The 
highest percentage increase over the previous year was in manufactured 
exports (41 percent) but these only accounted for 11 percent of the total. 
Export earnings remain dependent on the agricultural sector, which account 
for 85 percent of export receipts. Furthermore, historical dependence on 
the United Kingdom which still takes 44 percent of New Zealand's farm pro­
ducts, and agricultural protection amongst the developed countries, makes 
the market for these products vulnerable. This vulnerability is underlined 
by the threat to key agricultural industries, particularly dairying, from 
the proposed enlargement of the European Economic Connnuni ty. New Zealand 
is, in face of this threat, developing the market for meat and dairy pro­
ducts in Asia and North America. At the same time she is committed to 
promoting investment in industry to increase, where possible~ the domestic 
value added to her exports and to exploit natural resources such as forests, 
ironsands and natural gas. 

5. The efforts '\vhich the Government is mald.ng to diversify out of 
vulnerable markets and products present capital investment needs which 
cannot be satisfied domestically and every opportunity is being taken by 
the Goverrnnent to borrow abroad. In FY 1970 conditions overseas did not 
permit any borrowing at all by New Zealand. Projected new borro-vrings for 
FY 1971, hor~~Tever, amount to approximately US$75 million in the u.s., 
Germany and ~vitzerland. In FY 1971 a NZ$31 .6 million maturity in London 
will probably be rolled over and a small loan is being negotiated in· Holland. 

The Project 

6. The proposed project consists of the first three years of the New 
Zealand Railways six year investment plan to 1975/76, in which the Bank 
will finance the overseas cost of the purchase of specialized rolling stock 
and the modernization of workshop and signalling equipment. The program 
places heavy emphasis on containerization to improve the efficiency of ·.· 
foreign trade and thereby to enhance the competitiveness of New Zealand 
exports . The rolling stock to be financed will include 670 flatcars for 
the transport of containers. The remaining rolling stock will be for the 
transport of pulp and paper, steel, timber and other bulk traffic for which 
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the railways are well suited and on which returns of 18 percent are 
expected. Bank financed items will be acquired through international 
competitive bidding. It is proposed, however, that the Bank should agree 
to the local manufacture of freight cars from imported components (to be 
Bank financed) which will make full use of existing workshop capacity. 
The future of these workshops will however be discussed at the time of 
negotiations. Since the appraisal mission left New Zealand changes have 
been proposed in the project though the overall six year investment plan 
is not modified; justification for these changes has been sought from the 
Railways and will be discussed at the time of negotiations. 

1. At the time of the first Railway Loan the New Zealand Govern-
ment agreed .(in a side letter) that an operating ratio of 85 percent was 
a reasonable financial target for the Railways to achieve by 1970/71. 
The actual ratio in 1969/70 was 94.4 and recent wage increases and rising 
costs make the outlook for the current year poor. In order to ensure 
that the financial viability of the railway is maintained it is proposed 
to seek agreement to a covenant in the Loan Agreement under which rate 
increases would compensate increases in costs so that a rate of return of 
4 percent on the fixed assets be achieved in 1973/74 and of 5 percent by 
1975/76. This level of return is derived from estimates of the financial 
resources that will have to be generated by the NZR to fulfill an 
acceptable cash flow in the future. Rate increases have already been 
announced by the Government to take effect in December 1970 and January 
1971. Agreement on the further increases required in 1971 will be sought 
at negotiations. 

8. The New Zealand Railways has always been protected from competi-
tion by statutory limitation on the distance over which commercial truckers 
are permitted to carry most goods. The railway modernization program, 
started in the 1960s, has increased the efficiency of the NZR which should 
no longer need this protection in order to maintain its financial feasibility 
or to fulfill its economic role in New Zealand. It is also clear that such 
regulations are likely to distort transport usage from the least cost pattern. 
However, no overall study of the transport system in New Zealand has been 
undertaken with a view to determining the effect of the regulatory laws and 
to spelling out the objectives and appropriate criteria for a balanced 
national transport policy. Such a study should be a condition for our 
lending. The Government has expressed enthusiasm for an overall study and 
the foreign exchange cost of hiring consultants to carry out the work has 
been included, as a Bank financed item, in the Project. 

Financing 

9. The total cost of the project is estimated at US$85.78 million 
(NZ$76.45 million) and the foreign exchange cost at US$43.03 (NZ$38.42 
million) of which the proposed Bank loan would provide US$16.40 million 
(NZ$14.64 million). A further US$14.34 million (NZ$12.8 million) of the 
foreign exchange cost is to be suppliers' credit and the balance will be 
provided by the New Zealand Government. Savings in foreign expenditure 
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resulting from favorable prices in competitive bidding would be used to 
finance foreign exchange costs of additional but similar items subject 
to review and agreement with the Bank. 

10. The Appraisal Report recommends a loan of US$16.4 million to 
the New Zealand Government which wo~ld make US$15.9 available to the 
New Zealand Railways. $500,000 would be used for the cost of foreign 
consultants to carry out the transport survey. The loan would be fully 
disbursed by June 30, 1973. The amortization period is set in the 
Appraisal Report at 20 years including a four year grace period which is 
the estimated life of the assets to be financed. However, the term of the 
last Bank loan to the New Zealand Government was shortened in line with 
the Bank's intent to reduce the term of loans to countries which can handle 
more rapid repayment. For the same reason I recommend that the amortiza­
tion period be set at 15 years including a 2~ year grace period, slightly 
longer than the disbursement period. The repercussions of this reduction 
on the Railway's cash flow requirements will be discussed with the Govern­
ment at the time of negotiations. 

11 • I reconnnend that the Government of Nel..r Zealand be in vi ted to 
send representatives to Washington to negotiate a Bank loan of US$16.4 
million for a term of 15 years for the railway project. 

Raymond J. Goodman 
Director 

East Asia and Pacific Department 



Population ( 1 000): 2,820 (1970) 
Per Capita GNP: US$1 ,890 (1969) 

Through 
1963 1964 1965 1266 

Industrial Finance I IBRD 
Industrial Finance II IBRD 

Power I IIRD 32.5 
Power II IBRD 20.5 

Ports IBRD 7.8 
Railways I IIRD 42.0 
Railways II Illill 

Total IBRD 40.3 62.5 

No. 2 2 

Net 

IBRD Loans Outstanding 
- including undisbursed 35.1 33.6 96.1 
- excllXiing undisbursed o.o 18.8 41.5 

NEW ZEALAND - PAST AND PROPOSED LENDING THlllUGH FY 1976 
(us$ million) 

F~scal Years 
1967 1968 1969 1970 1971 1972 1973 

8.o 

16.4 

16.4 8,0 

16.4 8.0 

96.1 96.1 90.5 85.5 95.9 98.3 92.1 
59.5 74.0 81.5 8).5 81.3 83.4 88.3 

1974 1975 1976 

15.0 

15.0 

15.0 

100.7 93.9 85.7 
89.1 88.9 85.7 

ATTACHMENT 1 

Total Total Total 
1964-68 1969-73 1972-76 

102.8 24.4 23.0 

4 2 2 

24.4 23.0 

East Asia and Pacific Department 
December 15, 1970 



INTERNATIONAL B.A.l\IK FOR RECONSTRUCT ION .AND DEVEIDPMENT 

INTERNATIONAL DEVEIDPI~ENT AS SOC IAT ION 

OFFICE MEMORANDUM 

TO: Mr. Raymond J. Goodman DATE: November 12, 1910 

FROM: Guenter H. Reif 

SUBJEDT: NEW ZEALAND: Back-to-Office Report on Economic Mission 

1. An economic mission consisting of Messrs. G.H. Reif (Chief), 
J.R. Bumgarner and G.C. Maniatis visited New Zealand from October 4 to 
October 23. Mr. P. Hasan joined the mission during the final week of 
its stay. The principal purpose of the mission was to review the current 
economic position, especially developments since the last Bank economic 
mission in early 1969, and to assess future economic problems and prospects. 
During its visit the mission had meetings with Finance Minister Muldoon 
and Reserve Bank Governor low. 

Economic Growth 

2. New Zealand's economy has recovered fairly rapidly from the 
recession in 1967 and early 1968 when balance of payments difficulties 
led to a slowdown in economic activity and a slight decline in real GNP. 
In most sectors of the economy the trough in the level of activity was 
reached about mid-1968. Since then expenditures both for consumption 
and investment have been rising at an accelerating pace accompanied by 
marked expansion in production, especially in manufacturing. Agricul­
tural production, on the other hand, was affected by a serious, widespread 
drought during the 1969/70 farming season resUlting in lower dairy and 
lamb production. Farm production in all commodities is expected to re­
cover strongly in the current 1970/71 year. The substantial overall 
growth has been stimUlated by a notable increase in export earnings, 
promoted partly by the monetary effects of New Zealand's devaluation in 
1967, but largely as a result of substantially increased volume of exports 
(including some reduction in stocks, e.g. wool) and higher market prices 
for meat. GNP increased by 9.3 percent in money terms during fiscal year 
1969/70 (April 1 - March 31) as against increases of 6.9 percent in 1968/69 
and 4.0 percent in 1967/68. Real output in 1969/70 rose by 5.2 percent 
(1967/68:-0.6%; 1968/69:+1.6%). Per capita GNP is currently about US$1,890 
equivalent. 

3. Almost all indicators point to a continued and strong expansion 
of the economy in the current fiscal year (1970/71) with money GNP likely 
to grow by over 13 percent. During the last six months, inflationary 
pressures have been building up rapidly as a result of soaring prices for 
imported goods, overall buoyant economic activity, and especially by sharp 
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wage increases, brought about by an acute labor shortage. Large export 
earnings, higher personal incomes, restored business confidence in industry 
and commerce, and a liquid financial sector combined to raise significantly 
private consumption and investment. The increase was apparently in excess 
of the economy's ability to satisfy the aggregate demand from domestic 
resources of manpower and industrial capacity. During April-September, 
1970 prices rose by about 3.4 percent and for FY 1970/71 as a whole a 
price rise of between 6 to 7 percent (GNP deflator) is now considered 
likely. Real GNP growth in FY 1970/71 would thus be around 6 percent, 
which is well above the annual 4.5 percent growth targeted by the National 
Development Conference. 

Labor Shortage 

4. Since the last economic mission the economy has moved, for the 
time being at least, from a situation :where the prime constraint on economic 
growth was the shortage of foreign exchange to a situation where a serious 
labor shortage, particularly of professional, technical, and managerial 
skills, is a major growth constraint. One contributing factor has been 
the ·emergence of a considerable net emigration (10,000 persons a year 
during FY 1 s 1967/68 and 1968/69), largely to .Australia. The New Zealand 
Goverrnnent has recently stepped up considerably its immigration promotion 
policy and net emigration has been, at least temporarily, substantially 
reduced. However, the brain and skill drain from New Zealand, attracted 
by higher salaries and greater opportunities elswhere -vJill continue to be 
a major problem, especially because of the proximity of Australia's booming 
economy with its rapidly rising wage level. 

Wage-Cost Inflation and Anti-Inflationary Measures 

5. During the first half of FY 1970/71, salary and wage payments 
are estimated to have grolvn at an annual rate of about 15 percent. The 
Government was obviously surprised by the extent of the present wage-cost 
inflation, which threatens to erode the competitiveness of export industries. 
In addition, there apparently was a breakdown of the arbitration machinery 
and of the communication between Government and the unions, whose unusually 
high wage demands were well in excess of productivity and even price in­
creases. 

6. Earlier anti-inflationary fiscal and monetary measures taken when 
the 1970/71 budget was introduced proved inadequate. Government expendi­
tures in FY 1970/71 are now forecast to be 16.4 percent above the 1969/70 
figure (as compared to a 9.2 percent increase in the original budget) 
mainly on account of higher wages and salaries in the public sector. 
Shortly after the mission left the Government announced a series of more 
stringent anti-inflationary measures. The main fiscal measure is a 
temporary surcharge of 3-1/3 percent on all personal income tax, payable 
on income derived during FY 1970/71 and FY 1971/72. For taxpayers subject 
to PAYE deductions this will be in the form of a 10 percent surcharge 
effective from December 1, 1970 until July 31, 1971. The Government also 
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announced a stiffer posture on the wage issue and initiated discussions 
with employers and employees on methods to avoid future excessive wage 
movements. Other measures include increases in tobacco taxes, a 7 cent 
per gallon increase in gasoline prices, nationwide controls in building 
construction, higher minimum deposits on hire purchase of most consumer 
goods, and an increase to 15 percent, as of FY 1971/72, in the required 
Government stock ratio for f:inance companies. Also, trading bank lending 
to the non-export sector was further restricted. .As previously annotmced 
railway freight rates will be raised 12 percent from December 1, 1970 and 
fares 10 percent from February 1, 1971. Also postal charges will be 
increased as of December 1, 1970, so as to yield NZ$20 million additional 
revenue in a full year to meet rising costs. 

7. It is a matter of regret that the Government did not follow 
suggestions (e.g. from the reputable Monetar,y and Economic Council) to 
remove more rapidly import and exchange controls or at least to permit 
additional imports under the existing quotas. Government continues to 
repeat in general terms, its intention to follow a trade liberalization 
policy. Augmenting domestic supplies by imports would have been, under 
present conditions, an effective anti-inflationary instrument by mopping 
up excessive domestic danand. More rapid trade liberalization also would 
have increased competitive pressures in the New Zealand market and thus 
contributed to a faster restructuring of the manufacturing sector. In 
general, the dismantling of import controls, after considerable progress 
having been made in the past, is currently bogged down in detailed studies 
on individual items purportedly to ensure adequate tariff protection after 
the quotas are discontinued. The Government could, however, use the current 
good balance of payments position to move more expeditiously towards the 
removal of most remaining controls while still providing for adequate 
protection of efficient domestic industries. With such action, efficient 
industries should be able to obtain an increasing share of available labor 
and capital resources. 

8. In this context, it is questionable whether the promotion of 
immigration should be the major policy to alleviate the labor shortage, 
which is concentrated largely among the higher skills, considering current 
recruitment difficulties of skilled labor overseas and particularly the 
large-scale investment in housing required to settle the immigrants. 
Removal of protection from labor-intensive industries (e.g. textiles) and 
the abolition of employment restrictions (e.g. for female workers, addi­
tional shifts, overtime, etc.) would contribute to a better allocation of 
the available labor resources. 

Balance of Payments 

9. New Zealand's balance of external transactions has improved in 
the last two years, although the terms of trade have been deteriorating 
more rapidly due to rising import prices, quite apart from the impact of 
the devaluation. During the trading year 1969/70 (July 1 - June 30), 
merchandise exports increased by 16 percent to a total of NZ$1.16 billion, 
mainly because of a 31 percent rise in meat exports. These gains more than 
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offset a substantial rise in imports and also a large NZ$214 million 
deficit on invisible transactions. The current account showed a NZ$62 
million surplus for trading year 1969/70 compared to a surplus of NZ$50 
million in 1968/69. Figures on a yearly basis for July and August 1969/70 
showed a sharp decline in this surplus due to strongly rising imports. For 
September, however, external transactions on current account again had a 
surplus of arotmd NZ$30 million. The capital account ended the year to 
June 1970 with a deficit of NZ$32 million because of Government net capital 
repayments of NZ$39 million and net Governrrmt investment abroad of NZ$6 
million. International reserves reached NZ$345 million at the end of June 
1970, compared with NZ$325 million a year before, and only NZ$182 million 
in June 1967. The current level of reserves would finance about 4~ months 
worth of imports, at the 1969/70 rate. 

10. Overseas private direct investment in New Zealand has sb:>wn no 
definite trend but has fluctuated quite sharply. The peak inflow of 
NZ$62.8 million during FY 1965/66 fell to about half of this figure during 
the following three years due to U.K. and U.S. restrictions on capital out­
now and the economic downturn in New Zealand. There was some improvement 
in FY 1968/69 and preliminary figures for FY 1969/70 show a further uptrend 
with overseas investments concentrated in manufacturmg and wholesale and 
retail trade. 

11. Balance of payments prospects for the next one or two years 
appear relatively favorable despite some further likely deterioration 
of the terms of trade. Short-term prospects for agricultural exports, 
which still account for 85 percent of export earnings, have improved with 
the exception of wool. In dairying, markets for skim milk po1-rder and 
casein look buoyant after recent cuts in EEC subsidies and prospects for 
butter appear considerably better after two recent and substantial price 
increases on the U.K. market. The U.K. market for cheese is likely to 
remain stable and gains in the Japanese cheese market may offset possible 
quota reduction in the U.S. Meat production continues to increase with 
more farmers diversi~ing into beef, or emphasizing sheep meat production 
rather than wool. Meat export markets are currently good and should remain 
so, assuming that quota and sanitary restrictions do not further restrict 
the U.S. market and new markets in Asia, Europe and the Middle East can be 
successfully penetrated. In addition, manufacturing and forestry exports 
have been expanding very fast, although the absolute amounts are still 
relatively small. The financing of a. relatively small current account 
deficit should not pose serious difficulties for New Zealand even though 
it has sizeable repayment obligations in the next few years. New Zealand's 
creditworthiness is not in question with a current debt service ratio of 
about 5 percent of export earnings on total public and government guaranteed 
debt. 

Government Overseas Borrowing 

12. The New Zealand Government .did not borrow from abroad during 
FY 1969/70 largely because of the favorable balance on current account, 
but also because it considered the international interest rate level too 
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high. A planned 100 million Deutschmark loan was shelved when the German 
capital market was closed temporarily in late 1969 after tte DM revaluation. 
On the contrary, the Government was able to repay the bulk of short-term 
official debt incurred during the balance of payments crisis in 1967/68 
and borrowing prospects for the near future have improved. 

13. Borrowing has successfully been resumed in FY 1970/71. In July 
1970, a US$40 million revolving credit facility was arranged for seven 
years by the New Zealand Government with a consortium of European banks, I 
under which the interest is reviewable every six months and the currenc~ 
drawn is at the borrower's option. Half of the credit was drawn in July, 
the other half in September 1970. The interest was 8-9/16 percent for the 
first and 7-9/16 percent for the second tranche. Another Swiss franc 40-50 
million loan (?~percent; 15 years) is firmly expected for the last calendar 
quarter of 1970. The German capital market is likely to be open for a DM 
80-100 million loan (NZ$20-23 million) in the first quarter of calendar 
1971. This means that the projected borrowings (excluding IBRD) of NZ$44 
million in FY 1970/71 have not only been secured but even part of the planned 
borrowing for FY 1971/72 may already be covered. A small Dutch guilder loan 
is under negotiation. In addition, the U.K. Govermnent has tentatively 
assured New Zealand that, barring extraordinary strains on the U.K. balance 
of payments, it will permit conversion of loans falling due in FY 1971/72 
in the amount of NZ$)1.6 million. This would considerably increase Govern­
ment net borrowing in 1971/72. 

Prospects 

14. The New Zealand Government appears greatly preoccupied at the 
moment with the problems arising from the vJage-cost inflation. The focus 
of the measures taken to deal with these problems is clearly on the short­
run. It is difficult to escape the impression that judgments on long term 
economic policies are being kept somewhat suspended until the outcome of 
tbe U.K.'s negotiations on entry into the E.E.C. To some extent this is 
understandable because the outcome of these negotiatons is highly uncertain 
and Nelv Zealand does not wish to jeopardize its economic relations with the 
U.K. until confronted with the certain need for change. On the other hand, 
there is a growing awareness of the need for a re-structuring and re-orienta­
tion of Ne1-1 Zealand 1 s exports irrespective of the outcome of the Brussels 
negotiations because such a heavy dependence on the U.K. market and a limited 
number of a3ricultural exports is inherently too risky. 

15. In addition to a diversification of agricultural exports and 
markets the expansion of export-oriented manufacturing output has clearly 
good prospects. Manufactured goods exports, though still small, have been 
growing rapidly. Positive economic policies to encourage the shift towards 
industrial exports, new agricultural products and non-traditional markets 

!7 Eurodollars, Dutch guilders, Deutschmarks, and Swiss francs. 
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are clearly indicated. A cornerstone of these policies should be the 
elimination of reliance on import controls as soon as possible, thus 
exposing industry to international competition. Import liberalization 
would also help dampen domestic price increases by squeezing the profits 
of domestic manufacturers and encouraging them to resist wage increases. 
Finally, it would result in a generally better allocation of resources, 
especially labor. 

16. Provided the Government shows determination in reducing the 
hold of inefficient industry on domestic markets, and provides encourage­
ment for new economic initiatives and drives, the annual growth target of 
4.5 percent set by the National Development Conference may be attained even 
though labor supply is very much more of a constraint than originally envi­
saged. A critical element in reaching this target would be an increase in 
private investment to exploit new opportunities for exports. This in turn 
would require a substantially larger net external capital inflow than at 
present. 

Cleared with & cc: Messrs. Gilmartin 
Hasan 
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Street 
Tims 
Burn garner 
Maniatis 
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Kamarck/Stevenson 
.Adler 
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MEMORANDUM TO THE LOAN COMMITTEE 

Colombia - Second Telecommunications Project 

1. The Committee is requested to consider, without meeting, the 

attached memorandum dated December 11, 1970 from the South America 

Department, entitled "Colombia - Proposed Loan for the Second Tele-

communications Project" (LC/0/70-127). 

2. Comments, if any, should be sent to reach Mr. Roessler (ext. 

2192) by 5:00 p.m. on Wednesday, December 16. 

3. It is planned then, if the Committee approves, to inform the 

Government and representatives of TELECOM that the Bank is prepared 

to begin negotiations for the proposed loan on the terms and conditions 

referred to in the attached memorandum. 

David Pearce 
Secretary 
Loan Committee 
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LOAN COMMITTEE 

}~morandum from South America Department 

COLOMBIA - Proposed Loan for the Second Telecommunications Project 

1. Attached is the draft Appraisal Report No. PU-57 recommending 
a Bank loan of US$13 million to the Empresa Nacional de Telecommunicaciones 
(TELECOI"i) to help finance the Second Telecommunications Project. 

~nding Program 

2. The proposed loan would be the second made to Colombia as part 
of the FY 1971 lending program, which comprises eight projects. (See 
attached five-year lending program.) Loan negotiations for the proposed 
Caqueta Land Colonization Project are expected to begin in January. 
Negotiations for the following projects were initiated but not concluded 
in FY 1970 because of unresolved project problems: Palmira Water Supply 
(US$2 million), Bucaramanga Sewerage and Erosion Control (US$6 million), 
and Development Finance Institute (US$5 million). Steps are being taken 
to bring about a resumption of these negotiations in the near future. 

3. · Appraisal Reports for the Developnent Finance Com:pgnies Pro-
ject (US$30 million) and the Second Atlantica Irrigation Project 
(US$3.8 million) are in preparation. The appraisal mission for the 
Second Bogota Water SupPly Project (loan amount to be determined) is 
presently in the field. 

The Economy 

4. The Colombian economy continued to perform satisfactorily, under 
prudent management by the authorities. The rate of growth of GDP was 6.5 
percent in 1969, and is expected to be at least 7;. percent in 1970. With 
respect to fiscal performance, total public savings increased in real 
terms at an average rate of 10.6 percent in 1966-69. The central govern­
ment surplus on current account, which represents three-quarters of public 
savings, increased by 21 percent in the first semester of 1970. Total 
public investment increased in real terms at an average annual rate of 
21 percent in 1966-69, and the increase planned for 1970 was 35 percent. 
Central government investment, which accounts for about half of total 
public investment, increased by 24 percent in the first three quarters of 
1970. The Government is aiming to increase minor exports (other than 
coffee and petroleum) by 25 percent annually, and this target was exceeded 
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in 1968 and 1969. However, in the first eight months of 1970, these ex­
ports were only 8 percent higher than in the same period of 1969. The 
Government is responding to this by adopting a policy of moving the ex­
change rate faster than the cost of living index, and is seriously con­
sidering an increase in the extent of the subsidy to minor exports granted 
through tax relief certificates. With respect to monetary policy, the 
net credit of the central bank remains consistently well below the credit 
ceilings agreed with the IMF as conditions of their standby. 

The Project 

5. The proposed loan would be the Bank's second lending operation 
in the Colombian telecommunications sector. The first was the US$16.0 
million loan made in 1967 to TELECOM. It helpedfinance a modern long­
distance network and the improvement and expansion of local and inter­
national telephone, telegraph and telex services. The full amount of 
this loan has now been committed and is expected to be disbursed by 
December 1971, one year after the original Closing Date. The proposed 
project would help finance part of TELECOM's next four-year expansion 
program. Its total cost is estimated at US$28.2 million and its foreign 
exchange cost at US$16 .2 million. The proposed Bank loan of US$13 mil­
lion would finance part of the foreign exchange costs, with the balance to 
be covered by suppliers credits. The latter will be attached to a small 
amount of long-distance and telex equipment which for reasons of standard­
ization has to be procured from specific sources. The Bank funds would be 
used mainly to provide for 30,000 local service lines in areas where little 
or no local services exist and for the expansion of the long-distance net­
work to alleviate present congestion and to cover the estimated demand 
until 1975. The project, which is expected to have an internal rate of 
return of 26 percent, would make an important contribution to the eco­
nomic development of Colombia by increasing the efficiency of operations 
in administration, industry and commerce. By continuing its association 
with the Colombian teleconmrunications sector, the Bank would have the 
opportunity to further strengthen the proposed Borrower's management and 
to support the consolidation of the sector in which 61 local telephone 
companies serve a total of only 564,000 subscribers. 

6. The financial projections in the Appraisal Report assume that 
during the foreseeable future no tariff increase will be necessary to 
meet the financial requirements of the enterprise and to produce an 
adequate rate of return. Nevertheless, TELECOM will be seeking such an 
increase shortly. In any event, the loan documents will contain a rate 
covenant providing for a minimum rate of return of 10 percent based on 
properly revalued assets and for Bank approval of any reduction in tariffs 
during the construction period. 

1. After the return of the appraisal mission, TELECOM purchased, 
with the concurrence of the Bank, the North Santander Departmental Tele­
phone Company, In order to meet requirements in the Santander Depart-
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ment, TELECOM plans to initiate an expansion program consisting princi­
pally of a new 12,000-line exchange which would replace the existing, 
largely antiquated, 5,800-line equipment (the salvable portion of which 
would be used for expansion of other small exchanges). TELECOM has re­
quested us to increase the amount of the loan by US$1.6 million to fi­
nance the estimated foreign exchange costs of the program. The proposal 
appears feasible, but its technical and financial aspects still have to 
be reviewed in detail. Should the outcome of this review be positive, 
which we expect to know before the completion of loan negotiations, I 
shall so inform the Chairman of the Loan Committee and recommend an in­
crease of the proposed loon to include the foreign exchange cost of 
the Santander program. 

Rec onunendat ion 

8. I recommend that the Government and TELECOM be invited to send 
representatives to negotiate a loan of US$13 million for the Second Tele­
communications Project on the terms and conditions set forth in the draft 
Appraisal Report. 

Attachment 

Gunter K. Wiese 
Deputy Director 



COLOM AI A: Bank/IDA Lending Program, FY 1967-75 

(US$ Millions) 

Total 
FY 1949 Total 
through FY 1971 

1967 1968 1969 1970 FY 1970 1971 1972 1973 1974 1975 to 1975 

AGRICULTURE l/9.0 l/17.0 l/18.3 6/71.0 6/61.3 

-rr vestock III 15.0 
Livestock IV 
Agricultural Credit II 15.0 
Agricultural Credit III 
Caqueta Land Colonization 7.5 
Atlantico Irrigation II 3.8 
Cesar Irrigation I 10.0 
Cesar Irrigation II 10.0 

EDUCATION l/7.6 l/6.5 2/14.1 2/20.0 

Education III 10.0 
Education IV 10.0 

POWER 1/ 18. 0 1/18.0 1/52 .3 18/294.1 l/15.0 
Interconnection Hydro 15.0 

TRANSPORTATION 2/35.5 l /32 .0 ll/230.2 3/57.0 
Highways VII 27 .o 
Highways VIII 20.0 
Railways VI 10.0 

WATER SUPPLY AND SEWERAGE l/14.0 l/18.5 2/32.5 5/98.0 
Bucaramanga Sewerage and Erosion 

Control 6.0 
Medium-Sized Cities I 20.0 
Palmira Water Supply 2.0 
Medium-sized Cities II 25.0 
Bogota II 45.0 

DEVELOPMENT FINANCE OOMPANIES 1/12.5 l/25.0 3/62.5 4/95.0 
Development Finance Institute 5.0 
DFC IV 30.0 
DFC V 30.0 
DFC VI 30.0 

INDUSTRIES AND MINING l/30.0 

TELECOMMUNICATIONS l/16.0 1/16.0 1/13 .o 
Telecommunications II 13.0 

UNALLOCATED 19.0 10.0 35.0 15.0 4179.0 

TOTAL 25.0 44.5 103.1 127.6 44/750.4 112.3 86.0 80.0 80.0 80.0 26/438 • .3 

(Of which IDA) (l/19.5) 

South America Department 
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Memorandum from the Europe, Middle East and North Africa Department 

UNITED ARAB REPUBLIC -- Proposed Credit for a Railways Project 

I. Introduction 

1. Attached for consideration by the Loan Committee is Appraisal 
Report No. PTR-69 entitled "Appraisal of Rail~v ays Project" which recom­
m~~ds an IDA credit of US$24.0 million to help finance the track renewal 
and telecommunications and signalling part of the investment program of 
the Egyptian Railways. 

2. The proposed credit would be the third Bank Group operation in 
the United Arab Republic. In 1959, a loan of $56.5 million (243-UAR) was 
made to the Suez Canal Authority primarily for widening and deepening of 
the Canal. In 1970, the Executive Directors approved a $26 million credit 
(181-UAR) to cover the foreign exchange costs of a tile drainage program 
designed to lower the water table and reduce salinity on approximately 
one million acres of irrigated land in the Nile Delta. The credit is 
not yet effective due to difficulties in selecting a suitable team of 
consultants to assist in carrying out the project. Negotiations with 
the consultants are now nearly completed. In the meantime, preparation 
of bidding documents and other items required for project implementation 
are proceeding satisfactorily. 

3. The long interval between the 1959 and 1970 operations was due 
to a variety of circumstances. In the early 1960•s, most foreign and 
local commercial, industrial and financial enterprises were nationalized, 
and compensation questions took some time to resolve. In 1966 the UAR 
defaulted on its debt obligations to Western countries and the l}W (al­
though it maintained its payments to the Bank). In 1967 at a time when 
most of these arrears were about to be rescheduled, including those with 
the IMF and the US, the June war intervened. Since then, rescheduling 
agreements have been concluded with all but one of the UAR•s Western 
creditors, the exception being the United States. 

4. The Nile Delta Drainage Credit was presented to the Executive 
Directors in March 1970 in the expectation that a debt rescheduling 
agreement between the UAR and the United States would soon be concluded. 
In Spring 1970 the US agreed to a UAR proposal which provided for pay­
ments o£ the rescheduled debt (which would then have amounted to about 
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$123 million) to begin July 1, 1970. The UAR failed to sign an agree­
ment, however, citing severe balance of payments problems as the reason. 
It proposed instead to begin payments on July 1, 1971, an offer which 
the United States found unacceptable. The UAR has so far not made 
another offer but contacts between the two governments have been con­
tinuing. Meanwhile, the Association has informed the UAR Goverrunent 
that preparation of the Railways project is progressing but that the 
presentation of the proposed credit to the Executive Directors could 
only take place if the debt rescheduling issue is settled. The project 
is now being presented to the Loan Committee in order to enable us to 
proceed to negotiations soon, in the hope of early progress on debt 
rescheduling. 

5. Future lending activities will depend in part on the degree of 
cooperation and communication established with the new Government formed 
in November 1970. A new Minister and Deputy Minister of Economy and 
Foreign Trade have been appointed and a new post of Deputy Prime Minister 
for Economic and Financial Affairs introduced and assigned to the Minister 
of Industry, who retains that portfolio. Until this relationship has been 
clarified the lending program (Attachment 2) can only be considered as 
tentative. The program is concentrated in the priority sectors of trans­
portation and agriculture for which the prospects of achieving policy 
improvements over time are somewhat more promising than in other sectors. 

II. The Economy 

6. An economic report entitled "Current Economic Position and 
Prospects of the United Arab Republic,. (EMA lOa) was distributed to the 
Executive Directors in August 1969. The report of the mission which 
visited the UAR in May/June 1970 has been reviewed by the Economic Com­
mittee and sent to the Government for comments by December 15. The 
findings of the 1970 mission indicate that the economy of the UAR has 
performed moderately well in the short term. In both 1969 and 1970, 
real GDP rose by 4.4 percent and export earnings by 23.4 percent in 1969 
and 7.5 percent in L970. The expansion of economic activity was accom­
panied by a substantial reduction of unused capacity in the industrial 
sector. The main factors in the growth of export earnings were an expan­
sion of oil production, favorable cotton prices, an increase in non­
traditional exports such as fruits and vegetables and some revival of 
tourism. Improved foreign exchange budgeting made possible a further 
reduction of imports without much affecting the availability of essential 
raw materials. 

7. Nevertheless, the longer term prospects are somewhat less 
encouraging. A shift in priorities to defense has resulted in a decline 
in total investment from 16 percent of GDP in 1967 to 12 percent in 1970 
while at the same time defense expenditures have risen from 8 percent of 
GDP to 19 percent in the 1971 budget, or from $480 million to $1,265 mil­
lion equivalent. Considerable efforts have been made to mobilize additional 
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resources, both within the country and abroad. However, since internal 
mobilization had already reached a high level before the war -- the 
ratio of government revenue to GDP was 24 percent in 1967 -- the margin 
which could be added to budgetary income is rather small. The diffi­
culties in mobilizing resources for investment and the general political 
uncertainty have led to deferment of the almost completed 1971-75 Develop­
ment Plan and adoption of an unrelated one-year plan with significantly 
lower growth targets. If public consumption continues to receive priority 
over investment, and if foreign aid cannot be significantly increased, per 
capita GDP could fall after 1973, bearing in mind that the growth of popu­
lation has n6t slowed down perceptibly in recent years (2.5 percent). On 
the other hand, if a reallocation of resources from public consumption to 
investment occurs, prospects are likely to be rather more favorable. 
Nevertheless, to achieve a growth rate of even 5 percent in 1975, the 
UAR would have to achieve a marginal savings rate of 35 percent and 
foreign loans would have to increase by about 50 percent assuming that 
Arab assistance under the Khartoum Agreement of about $250 million 
annually will be maintained in lieu of lost Suez Canal and tourist 
earnings. 

8. Apart from Arab assistance, recent capital flows to the UAR, 
including aid from Eastern Europe, have been limited. As a result the 
capital account on the balance of payments (excluding Arab aid) has 
changed from a net inflow of over $150 million in 1967 to a net outflow 
of some $30 million in 1969. The debt structure is unfavorable and three 
quarters of the existing debt (95 percent of the debt to Western creditors 
~~d 55 percent of the debt to Eastern Europe and China) falls due by July 
1975. As a result the debt service ratio is about 23 percent and unlikely 
to decline significantly in the near future. 

9. It is not clear how the death of President Nasser will affect 
economic prospects in the UAR. The new Government of President Anwar 
Sadat and Premier Mahmoud Fawzi has publicly stated its intentions to 
prosecute the war effort with full vigor. At the same time, measures 
have been taken to deal with urgent development problems, including 
municipal water supplies, urban transportation and the railways. The 
Cabinet formed in November 1970 has been reorganized in an attempt to 
improve the efficiency of government and its responsiveness to public 
needs. 

III. The Project 

10. The deterioration in the overall rate of investment is parti­
cularly serious for the Rail~ays which has already suffered from under­
investment for over a decade. Due to lack of funds, the Railways' physical 
properties are run down and many are obsolete. Currently almost half of 
all tracks on main lines and three-quarters of sidings are over-age; sixty 
percent of all freight cars are more than twenty years old; marshalling 
yards have not been improved for sixty years; and signalling and telecom­
munications installations are generally obsolete ~~d inefficient. Despite 
the high managerial and technical competence of the Railways organization, 
serious accidents have begun to occur and speed restrictions have been 
imposed on several major lines, further limiting -capacity. 
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11. Despite these serious limitations, the Egyptian Railways is 
being asked to handle an increasing volume of traffic. Passenger traffic 
has increased by 33 percent since 1965. Freight traffic, after a steady 
decline from 1964 due primarily to completion of major earthworks for the 
Asv1an Dam and loss of over 400 km of lines from the 1967 war, increased 
about 9 percent during 1970. Because of the unique geography of Egypt, 
the Railways can be expected to remain the most important long-distance 
carrier for some time. Agricultural, commercial and industrial activity 
is concentrated in the Nile Delta and along a narrow strip 2-6 miles wide 
following the River Nile 450 miles to Aswan. The relatively long distances 
which freight traffic in the UAR must move and the increasingly large pro­
portion of bulk commodities being carried make the Railways especially 
important. Development of the industrial complexes at Aswan and Helwan 
and the fertilizer industry at Qena, as well as the exploitation of mineral 
deposits (especially iron ore, coal, bauxite, manganese and phosphates) will 
require substantially increased service from the Railways. H~vever, without 
major rehabilitation and new investments, the Railways could become a serious 
bottleneck to further economic development. A comprehensive transport survey 
would be necessary to determine the economic role of the various modes of 
transport and a coherent investment strategy for the sector. Because of 
current difficulties in making long-term traffic projections, however, a 
survey could not be successfully undertaken at this time. N evertb.eless, 
the proposed project can be justified without having the results of the 
survey as it aims at rehabilitating the system and assumes modest traffic 
increases. 

12. The project itself as defined in the appraisal report comprises 
four years (1971/72-1974/75) of a six-year investment program for the 
Egyptian Railways. The proposed credit would finance the foreign exchange 
costs of: 

a. the first three years of the track relaying investments 
included in the project and track work related to signal­
ling and telecommunications; and 

b. signalling and telecomrmmications equipment and installation 
on two heavily travelled railway sections (Cairo) -- Kobri 
El Leimoun-El 1-Iarg-Gabl El Asfar and the Caire-Giza and 
Aussim. 

The exact size and composition of the project is still to be discussed with 
the Government and the Railways (see Section IV belmv). Track relaying and 
signalling and telecommunications equipment which would be financed under 
the credit are the highest priority items in the Egyptian Railways' invest­
ment program. 

13. Procurement would be through international competitive bidding. 
The borrmver would be the UAR Government, which would relend t.he proceeds 
of the credit to Egyptian Railways at 4.5 percent, the standard borrowing 
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rate for public sector enterprises in Egypt, with repayment over 15 years. 
Egyptian Rail~.veys is competent to carry out the project, and all civil 
engmeering works would be undertaken by Egyptian Railways a own work 
forces. 

14. The project is designed to enhance the efficient operation of the 
Railways by reducing present operating costs, and improving service levels 
and safety. An assessment of the part of the total economic benefits which 
would likely accrue to the Railways in the for.m of increased net revenues, 
based on conservative traffic forecasts, gives an economic return of about 
14 percent on the modified investment program described in paragraph 16. 

IV. Major Issues 

15. When the proposed project was originally appraised in November 
1968, the Railways had prepared a six-year investment program costing about 
$329 million. In mid-1970 Egyptian Railways submitted to the Government 
and sent to the Bank a revised six-year program covering the year 1970/71 
and the five-year period 1971/72-1975/76 for incorporation in the UAR Five­
Year Plan 1971-1975. The revised program was estimated to cost $505 mil­
lion. The Government has not approved the investment program, probably 
on the smne grounds that the Development Plan was deferred -- the unsettled 
political situation and the shortage of resources for investment. Conse­
quently, there is no detailed financing plan for the $505 million progrrun. 
HO't-Jever, the Egyptian Railways has estimated that if such a program were 
to be financed, it would be required to borrow $389 million over the six­
year period (in addition to the proposed credit), almost tripling its total 
outstanding debt and resulting in debt payments of $61 million in 1977/78, 
equivalent to roughly 70 percent of its gross operating revenues for FY 1969. 

16. For this reason the Association staff considers the program un-
realistic and has prepared a modified investment program which it believes 
would be within the financial capabilities of the Railways and would, at 
the same time, represent approximately the minimum technical program neces­
sary to break the cycle of under-investment. The modified program has not 
been discussed with the UAR Government or the Egyptian Railways. Agreement 
on an investment program and financing plan is·, therefore, the major issue 
to be resolved before or during negotiations. The modified six-year pro­
gram v.Jould require investments of US$201 million, with a foreign exchange 
component of $77 million. It reflects the stated priorities of the Railways 
and includes the full track renewal program (to which the Railways give 
highest priority) and the most important items of the signalling and tele­
communications component proposed in the larger investment program. The 
major items deferred in the modified program include items of slightly 
lower priority such as motive power and rolling stock, maintenance and 
repair facilities, some signalling and telecommunications (SSTT) items 
and training and research facilities. The program could, of course, be 
expanded if and when additional investment funds become available on 
reasonable terms. 
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17. The project as def ined in t he draft appraisal report would com­
prise the four years 1971/72-1974/75 of the modifi ed progr&~ plus a small 
amount of local currency expenditure for completion of SSTT installation 
in the fifth year. Total project cost would thus be $144.0 millicn with 
a foreign exchange component of $57.6 million. The proposed credit of 
$24 million would finance only 17 percent of total costs and 42 percent 
of the foreign exchange requirement. The balance of foreign exchange 
amounting to $33.6 million ~ould have to come from suppliers' credits 
(about 54 percent) and from government reserves. The Gover nment would 
also be required to provide about $4? million in local currency loans. 
During discussion of a modified investment program, there might be some 
advantage in redefining the proposed project to cover a somewhat shorter 
period of time than the four-year period presently proposed. This would 
increase the relative contribution of the IDA credit to total project 
investments and facilitate consideration of an additional project for the 
Railways about FY 1973. 

18. Apart from the definition of the investment program, the other 
recommendations contained in the appraisal report, which relate mainly to 
the financial structure and position of the Railways, are not expected to 
pose unusual problems for negotiations. Implementation of these recom­
mendations would have an important bearing on the financial autonomy of 
the Railways by seeking agreement on the charging of commercial rates for 
government traffic, clarifying the Government's position on appropriation 
of net revenues of the Railt·lays, and the settlement of mutual debts by the 
Government and Railways. The recommendations would also seek agreement on 
the introduction of a more effective cost accounting system and traffic 
forecasting for the Railways, essential first steps for the eventual prep­
aration of a full transport study in the UAR (see paragraph 11). 

V. Recommendations 

19. On the basis of the foregoing I recommend that: 

a. as soon as the debt rescheduling question permits, the 
Association enter into negotiations for a credit of 
$24 million on terms and conditions as recommended in 
the appraisal report; and 

b. in the meantime and in order to reduce the risk of pro­
tracted negotiations, discussions be held with the Govern­
ment and the Railways authorities to agree on an investment 
program and financing plan for the project. 

Attachments: 1. Appraisal Report 

Mllnir P. Benjenk 
Director 

Europe, Middle East and North Africa 
Department 

2. Five-Year Lending Program 



Population: 32.5 m. I ' UHl'!'ED .lRAB REPUBLIC - ACTUAL AND FROPQSED IENDIHGI '!BROUGH FY 1976 
Per Cap. Inc.: $173 

($ millions) I I 

Fiscal Years Through 
1963 1964 1965 1966 1967 1968 1969 1970 19n 1972 1973 

Agricul Ulr a1 ere di t IDA 
Drainage I IDA 26.0 
Drainage II IDA 
Drainage III IDA 
Rec1amotion I IDA 20.0 
Reclamation II IDA 

Industry I IDA 20.0 
Indmtey II IDA 

Population IDA 3.0 

Tourism IDA. 

Railways I IDA 24oO 
Railways II IDA 25.0 
Inland Waterways IDA 7.0 
Urban Transport IDA 
Suez Canal Authority IBRD 56.5 

GROSS PROGRAM IDA 24.0 30.0 45.0 

No. 1 3 2 

NEI' PROGRAM IBRD 56.5 
IDA 26.0 24.0 30.0 40.0 

Total 56.5 26.0 24.0 ~ 40.0 - -No. 1 1 1 3 2 

IBRD Loans Outstandi!l 
- includi~ undiSbursed 51.0 49.2 45.2 41.2 37.5 33o5 29.5 2$o0 19.0 l4o0 8.0 
- excluding und:is 1:11 rsed 51.0 49.2 45.2 41.2 37.5 33o5 29.5 2$o0 19.0 14.0 8.0 

IDA Credits OUtstandin~ 
- including undisbUrse 26.0 $0.0 BOoO 120.0 
- exc1u:iing undisbl rsed 0.3 6.9 30.7 

1974 1975 1976 

20.0 

25.0 
25.0 

30.0 

25.0 

10.0 

30.0 

55.0 60.0 so.o 

2 3 2 

40.0 55.0 55.0 
40.0 55.0 5$.0 - - -

2 3 2 

3o0 
3.0 

160.0 215.0 270.0 
66.1 117.1 166.1 

Attachment 2 

Tot&! Total 
1964-68 1969-73 

12$.0 

7 

- 120.0 -- -
7 

Europe, Middle East and 
North Africa Department 
Noveni:>er 23, 1970 

Total 
1972-76 

240.0 

12 

220.0 

12 
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Memorandum from the Eastern Africa Department 

ETHIOPIA - Second Education Project 

1. The proposed project is designed to assist in replanning the 
Ethiopian education ·· system to expand teacher training and agricultural 
education, and to provide extensions to some secondary schools in 
order to increase the scope for double shift working. If approved, 
this would be the second IDA credit for education in Ethiopia. The 
Associa:ti:on first assisted education in Ethiopia in 1966 when a 
credit of US$7.2 million was extended to help finance expansion of 
secondary education, teacher training and technical education. This 
project which is expected to be satisfactorily completed by the end 
of 1971, has also aided the introduction of comprehensive curricula 
and the teaching of practical subjects at the secondary level. 

2. In December 1968 a UNESCO project preparation mission assisted 
the Imperial Ethiopian Government (IEG) in preparing a second project 
for Bank Group financing. In October 1969 a pre-appraisal mission 
visited Ethiopia to discuss the project with the government. In 
February-March 1970 the project was appraised. The Appraisal Report 
entitled "A Second Educaticm Project in Ethiopia n(PE-22) dated 
December 4, 1970 is attached. It recommends that, subject to the 
conditions set forth in paragraphs 6.01-6.02, the proposed project 
is suitable as a basis for an IDA credit of US$8.0 million. I 
support this recommendation. 

3. To date we have made eleven loans to Ethiopia totalling 
$97.8 million and five credits totalling $35 million. Seven loans 
are fully disbursed. A memorandum concerning a proposed IDA credit 
of $4.3 million for a dairy development project was approved by 
the Loan Committee on November 30, 1970. In addition a proposed 
IDA credit of $6 million for a coffee processing project and a proposed 
Bank Loan of $7 million for a water and sewerage project in Addis 
Ababa are expected to be considered by the Executive Directors in FY 
1971. The 1972-76 lending program for. Ethiopia reviewed with Mr.McNamara 
in October is be~1g revised as a result of that review to provide for net 
lending at the increased level of $190 million and will be discussed 
again with Mr. McNamara in December. Since it is still being formulated 
the detailed program is not attached. 

The Project 

4. Lack of adequately trained manpower at all levels is one of 
the main constraints to Ethiopian economic growth. The situation is 
characterized by two contrasting features: (a) insufficient supply of 
qualified middle and high level manpower; and (b) growing unemployment 
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of general secondar,y and technical school graduates. These problems 
stem in part from an educational system which is not geared to meet 
the country's manpower needs. The educational system as a whole 
requires a critical examination. However, infor.mation on the 
existing labor force, wage employment and future manpower requirements 
is inadequate. Therefore, the project provides finance for both an 
education sector review and a manpower survey. The sector review 
would: (a) analyze the system's capacity to promote economic, social 
and cultural development; (b) recommend improvements and expansion of 
the system within the limits of the country's financial resources; 
and (c) identify priority investments in education. The manpower 
survey would provide the quantitative economic objectives to be 
fulfilled by the education and training system. The present project 
proposals are designed to assist in meeting obvious priority needs 
pending the results of these studies. 

5. The proposed project would assist in meeting Ethiopia's 
need for trained teachers through the provision of two new primary 
teacher training institutes, an addition to one existing institute, 
and a ne't-J" junior secondary teacher training institute. At the primary 
level, training requirements will amount to about 2, 800 teachers per 
year by 1979/80, of which the existing teacher training institutes 
can supply only 1 ,400. At the junior secondary level, the new 
institute is expected to enable the percentage of qualified Ethiopian 
teachers to increase from 33% now to about 90% by 1979/80. In addition 
the project will finance an Academy of Pedagogy designed to train 
Ethiopian educators to staff the primary teacher traL~ng institutes, 
to train primary school supervisors, and to develop curriculum research 
so as to make primary education more relevant to Ethiopian needs. 

6. Ethiopia's continuing economic development chiefly depends 
upon improving agricultural output and efficiency. Current government 
projects in agricultural education and training affect only a small 
proportion of the four million farm families in the subsistence sector. 
The proposed project provides finance for (a) three new agricultural 
training centers each of which would train 40 field assistants at a 
time in nine-month practical courses; and (b) additional facilities 
at two existing agricultural institutes, permitting enrollment to 
increase from 300 to 390 students. While the above represents only 
a beginning in meeting Ethiopia's needs for expansion of agricultural 
education and training, it is all that can be done at this time without 
delaying other project items. A project in agricultural education 
has been added to the FY72 lending program and arrangements for 
preparation of this project are currently under review. 

7. The Ethiopian Government requested that IDA finance 5,960 
school places in new secondary schools in addition to 4,240 places to 
be provided through extensions to existing schools. However, it was 
decided at a Special Loan Committee meeting on November 20, 1970 that 
pending the results of the manpower survey and educatianal sector review 
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(a) the present project should contain only 4,240 secondar,y places as 
recommended in the attached appraisal report, but (b) the necessar.y 
project preparation should be started to permit the FY72 agricultural 
education project to include the provision of post-primary practical 
training (emphasizing agricultural training) for about the same 
number of students in about the same areas where new secondary schools 
had been requested. 

8. The total cost of the project is estimated at US$11.2 million 
equivalent with a foreign exchange component of US$6.1 million or 55% 
of the total. The proposed loan of US$8.0 million would finance 
71% of the total cost which would provide for the foreign exchange 
component and US$1 .9 million of local expenditure. The proposed 
financing of local expenditure is considered to be justified since 
even given a reasonable increase in Ethiopia's efforts to mobilize 
domestic resources at least half of its public investment program 
should be financed externally. Since parts of the program are not 
suitable for foreign assistance, those projects that can be assisted 
externally must include a percentage of financing high enough so as 
to maintain the 50% average for the total investment program. In 
addition financing of local expenditure is also required in some cases 
to permit a balanced investment program since otherwise a number of 
priority projects with low direct foreign exchange requirements would 
have to be deferred. 

9. As in the case of the previous Bank group financed education 
project, the administration of the project would be handled by a special 
unit within the Ministry of Education. In addition, a consultant fir.m 
of architects would be employed to design and supervise construction 
of those project items that would not be designed by the project unit. 
Contracts for construction, as well as for furniture and equipment, 
would be grouped in appropriate bid packages and awarded through 
international competitive bidding. 

10. In order to avoid delays in project implementation the 
Government in July 1970 r~quested perm:i.s·sion to proceed with the 
preparation of the designs for the Junior Secondary Teacher Training 
Institute and the Academy of Pedagogy, and the recruitment of 
experts to begin work on the manpower survey. With the concurrence 
of the Deputy Chairman of the Loan Committee, I informed the Government 
that, subject to the approval of the Executive Directors, we would be 
prepared to include in the proposed second education project provision 
for retroactive financing of expenditure on the above items. 

Economic Situation 

11 • An Economic Report on Ethiopia (AE-9) was distributed to 
the Executive Directors on October 22, 1970, (Secretary's Memorandum 
R10-199). The main conclusions were summarized in my memorandum 
to the Loan Committee entitled "Ethiopia - Addis Ababa Dairy 
Development Project" dated Nov~~ber 24, 1970. 
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Recommendation 

12. I recommend (a) that the Association invites representatives 
of the Government of Ethiopia to negotiate a proposed credit of 
$8.0 million equivalent for a second education project substantially 
on the terms and conditions set forth in paragraphs 6.01 and 6.02 of the 
appraisal report; and (b) that the proposed credit provide for retro­
active financing of up to $100,000 for consultants services related to 
the manpower survey and for professional services related to the design 
of the Academy of Pedagogy and the Junior Secondar,y Teacher Training 
Institute. 

Attachment 

Michael L. Lejeune 
Director 

Eastern Africa Department 



Last Economic ~ission Attachment 1 

January-February 1970 

ETID:OPIA 

INDICATORS OF DEVELOPMENT 

3C · )~·F_~:::IC AND STRUC TIJRAL INDICATORS Unit 1951-60 1961-65 1966..69 1970-74 

1. Gross Domestic Product % change 4.4 4.5 5.5 
(in 1961 prices) 

2. Hanufacturing Output % change . 16.4 l6 .5 12 .o 
3. Agri~ultural Output % change 2.0 2.2 2.8 
4. Imports of Goods and NFS % change lS.O 1.0 6.4 
s. ~ports of Goods and NFS % cmnge 12.6 3.2 6.0 
6. Domestic Price Level % change 3·1 1.5 

1S61 1966 197dl- 1975~ 
I 

7. Gross National Savi~s % GDP 10.9 9.7 12.0 13.8 
8. Resource Gap % GDP 0.6 2.0 1.5 1.7 
9. Net Factor Payments Abroad % GDP 0.2 0.1 0.5 o.s 

10. Gross Domestic Investment % GDP 11.7 11.8 ~14 .o 16.0 
11. Debt Service % Export 3.0 6.1 .,,: ... 9.5 10.0 
12. Central Government Current Revenue % GDP 8.0 9.6 9.5 12.0 
13. Central Government Current Surplus % GDP o.8 1.3 0.8 1.5 
1.4. Public Expenditure on Social Services %GOP 1.5 2.1 2.) 3.5 
lS. 11ilitary Expenditure % GDP 1.8 2.1 2.2 2.0 
16. Manufacturing Output % GDP 16.5 l2 .o 12.0 
17; Erler gy Consumption million tons 
18. Fertilizer Consumption .000 tons 

SOCIAL INDICATORS 

19. ?opulation Growth Rate % 1.8 2.1 2.3 
20. Urban Population Growth Rate % 
21. Birth Rate per 1,000 
22. Family Planning Acceptors '000 
23. Income of: Highest quintile % Total income 

LCMest quintile % Total inco:oo 
24. School Enrolment: Primary and % school-age 

Cecondary population 13.0 
25. Literacy ~te % adult population 
26. Unemployment Rate % labor farce -;; .. / , ·.-~ .. 

27. Population per hospital bed . Number 3,400 

---

Eastern Africa Department 

September ?.5, 1970 
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Memorandum from the Western Africa Department 

Nigeria - Western State Cocoa Pro·ject 

1. Attach~d is an Appraisal Report (No. PA-69) dated November 
16, 1970, recommending a loan of $8.6 million equivalent to the Government 
of Nigeria to assist in the expansion and improvement of cocoa production 
in Western State. The proposed loan will be the first for agricultural 
development in Nigeria. 

2. One loan, for $10 million equivalent, has been extended to 
Nigeria during FY1971 and this was made to the Nigerian Industrial De­
velopment Bank. The lending program for the balance of FY1971 includes 
a $25 million loan for federal and state highways; a mission was sent to 
Nigeria on November 23 to appraise this project. A Rehabilitation Program 
loan of up to $80 million is also included in the FY1971 lending program 
proposed to management for approval 'ffi.'ts Lending Program through FY1976 . . . . 
J.S attached. 

Background 

3. Nigeria is the world's second largest producer of cocoa and 
over the last ten years has produced on average 17 percent of world pro­
duction. This has represented about 18 percent of Nigeria's foreign 
exchange earnings; 95 percent of this cocoa has been produced in Western 
State. 

4. In the early 1960•s, production increased due to replantings and 
effective pest and disease control programs introduced by the government 
in the early 1950's. During the last five years, however, production has 
been fairly static reflecting lack of husbandr,y and new plantings during 
the latter half of the 1960•s resulting from considerably reduced world 
and producer prices and from neglect during the civil war. Some 70 
percentoJr.~stern State cocoa trees are now more than thirty years old 
and a substantial decline in yields can be expected unless new plantings 
and replanting schemes are instituted. 

5. Nig~ria has accorded high priority to agriculture in its Second 
National Development Plan, 1970-74, and in order to retain its share of 
the expanding world cocoa market it recognizes the need to offer inducements 
to encourage substantial replantings and new plantings by smallholder 
farmers. The proposed project is designed to help achieve these objectives. 

The Economy 

6. Nigeria has emerged from the civil war with her unity and resources 
base intact; with the petroleum bonanza becoming a reality, the potential 
for economic development appears greater than ever before. Realization of 
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this potential will depend on continued political stability and on 
prudent use of the fast increasing fiscal and foreign exchange revenues 
in the face of the needs of reconstruction and development in what is still 
a large and poor countr.y. 

7. The war caused major losses in production and serious damage to 
the country's infrastructure. Growth of GDP is estimated to have dropped 
from about 5 percent per annum in the three years prior to the disturbances to 
minus 6.6 percent in 1967/68, resuming an upward trend in 1969/70 at 2.6 
percent. Rehabilitation of damaged infrastructure is expected to cost 
about US$ 840 million. Sharp declines in investment, par ticularly in the 
private sector, resulted in substantial losses in terms of economic growth 
foregone. The sectors affected most by the war were petroleum, manu­
facturing and transport. Outside the war affected areas, however, economic 
activity continued much as usual and manufacturing production spurred by 
wartime import restrictions actually increased sharply. 

8. The direct budgetar.y cost of the war is also estimated at about 
US$ 840 million, taking up virtually all of the Federal government's revenues 
over the war period. The government took stringent measures to increase 
taxes and reduce non-essential expenditures, and to curtail imports by 
raising tariffs and imposing direct controls. However, these measures did 
not suffi~ · ~Gr: raise all the resources required. The government increas­
ingly resorted to deficit financing which beginning in 1969 was accompanied 
by rising money supply and the emergence of inflationary pressures. A 
substantial part of the sharp increase in money supply was associated with 
the remonetization of the for.merly rebel-held areas. At the same time 
domestic food supplies and other goods had to be diverted to these areas. 
Consequently, the consumer price index for low income urban families -
admittedly only partly representative of the general price level - since 
January 1969 has increased at an annual rate of 15 percent. 

9. The government deliberately refrained from incurring long-ter.m 
debt for financing militar,y imports. All such imports apparently were 
paid for in cash. However, in order to make ends meet, the government 
resorted to delaying payments for commercial imports and barring remittances 
of investment income. Together, these two items amounted to about US$ 220 
million by the end of April 1970. Foreign exchange reserves, already low 
at the beginning of the war, fluctuated but little throughout the emergency, 
having stabilized since then at a level barely equivalent to two months 
of current merchandise imports. 

10. The government has just adopted a reconstruction and development 
plan covering the period April 1, 1970 to March 31, 197&. The plan anticipates 
total investment expenditures of $4·;) billion, of which about half would 
be in the public sector where transport, agriculture, industr,y and education 
are emphasized. vlliile the Plan's strategy appears sound, its investment! 
and saving targets, especially for the first two years, appear over­
optimistic. However, even assuming considerable slippage in public invest­
ment expenditures, the foreign exchange gap during the first two years in 
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particular is likely to be higher than the $240 million projected·-.. in the 
Plan as private capital inflow has probably been overestimated and impor~s 
of consumer goods and raw materials probably underestimated. 

11. Nigeria's external public debt currently is low and favourably 
structured* of the debt outstanding at the end of March 1970, only about 
10 percent represented suppliers' credits. Debt service payments in 1970 
are estimated at 7 percent of probable foreign exchange earnings. Hence, 
and in view of the expected rapid rise in foreign exchange revenues from 
petroleum, Nigeria is creditworthy for substantial amounts of borrowing on 
conventional terms. 

The Project 

12. In April 1965, a loan of $4.6 million for a cocoa planting and 
replanting scheme in the Western Region (now Western State) of Nigeria was 
negotiated but due to the outbreak of civil disturbances, culminating in 
the civil war the loan was deferred. The current project is a revision 
and extension of that project. 

13. The project provides for the planting of 24,000 acres of new cocoa, 
and replanting of 18,000 acres currently under old cocoa trees~rpducing 
uneconomic yields, and the provision of pesticides, fertilizers and improved 
planting materials. Farmers engaged in new planting would be~~iven credits 
and those replanting would receive grants. 

14. A Project Unit to administer the project would be established 
within the ~finistr,y of Agriculture and Natural Resources of the Western 
State government, and some 450 agricultural superintendants, agricultural 
assistants, and special labourers would be trained in modern methods of 
cocoa production. Vehicles and equipment required for the preparation of 
a second stage project for cocoa ~ebabilitation would also be provided. 

15. The project is justified by the economic and financial benefits 
to be derived from the additional cocoa production and by the benefits 
accruing from improved administration, agricultural techniques, tra~g; 
and credit facilities. By 1985, when the project plantings would be in full 
production, the resultant annual output is estimated at 15,000 tons which, 
based on an assumed average long term world price of $0.27 per pound spot 
N.Y., would provide about $9 million in foreign exchange ($7.7 million net). 

16. The net income of the 17,000 participating farmers would be approx-
imately doubled and the financial rate of return on investment to farmers 
engaged in new planting would be 27 percent calculated over a twenty-five 
year life. For replantings the rate would be 37 percent. Based upon current 
export duties, sales taxes, and marketing board surpluses the government 
would recover its investment by 1986 and over the twenty-five year project 
life would earn an estimated total cash surplus of $14 million equivalent, 
representing a yield of about 8 percent on its own contribution. Based on 
assumed yields and a cocoa price of $0.27 per pound, the return to the economy 
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would be 17 percent if the opportunity cost of far.mers' family labour is 
t~~en at zero or 14 percent if it is valued at 3/6d per day, per heado 

17. The existing cooperative structure would be considerably 
strengthened by its employment in the administration of the credit extended 
to farmers. The establishment of a Project Unit and training of extension 
workers would be of particular value in connection with a second cocoa 
project which is likely to develop from the studies and surveys to be 
carried out as part of this project. 

18. The total cost of the project is estimated at $14.1 million 
equivalent. The proposed loan of $8.6 million would finance 61 percent of 
these costs. Western State governme~t would provide $4.95 million (35.3%) 
and the farmers would provide the remaining $0.53 million (3. 7%) in addition 
to family labour. In addition, the government would be required to spend 
a further $4.0 million over the four years following the completion of the 
project to bring to maturity the last acreage planted under the project. 
Subsidies on farm inputs and grants to farmers in the replanting scheme 
would be financed solely out of the government contribution and would absorb 
about 78 percent of it. 

19. Vehicles, tractors, sprayers, tools, fertilizers and insecticides 
valued at about $2.2 million would be procured through international com­
petitive bidding. All other purchases, largely planting materials and 
buildings too small to be suitable for international competition, would be 
procured by local competitive bidding in accordance with existing govern­
ment regulations satisfactor,y to the Bank. About $1.84 million of the loan 
would be used to capitalize interest and other charges during the project 
period. 

Issues 

Local Cost Financing 

20. The project ·has an estimated foreign exchange component of 41 
percent; $5.8 million or 67 percent of the loan would cover these costs. 
The remaining 33 percent of the loan ($2.8 million) would finance one-third 
of the local costs or 20 percent of the total cost of the project. The 
size of the Bank's contribution is reasonable and necessar.y if the Bank is 
to make a significant financial and institution building contribution and 
ensure satisfactor,y organization and execution of the project. Such con­
tribution is further justified by the fact that the project will serve as 
a pilot project which should ensure that an expanded project, currently 
under preparation, will benefit from improved management and operational 
techniques right from the start. 

Conditions of Lending 

21. The assurances to be obtained during negotiations and the conditions 
of Board presentation, effectiveness and disbursement relate to the provision 
of funds, maintenance of pesticides and disease control measures, provision 
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of extension services, auditing, the employment under terms satisfactor.y 
to the Bank of cooperatives for the extension of credit, and the estab­
lishment of a Project Unit, with staff acceptable to the Bank are similar 
to those agreed for the recent Ghana cocoa project and are normal con­
ditions applied to similar loans necessar.y to ensure adequate performance 
and completion of the project. 

Recommendation 

22. I recommend that the Bank invite rep~eaentatives of the Federal 
Republic of N~geria to negotiate a loan of $8.6 million for a term of 
twenty years including eight years of grace substanti~ on the terms and 
conditions set out in paragraphs 10.01 through 10.04 of the Appraisal Report. 

Attachment 

Bruce M. Cheek 
Deputy Director 
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Memorandum from the Western Africa Department 

PEOPLE'S REPUBLIC OF THE CONGO - Proposed Credit for the First Education Project 

Introduction 

1. The Government of Congo has asked for IDA assistance in financing an 
education project including technical assistance for project implementation 
and curricula development. In January-February 1969 a UNESCO mission identifj_ed 
the proposed project, and in October 1969 another UNESCO mission assisted the 
Government in preparing it. The project was appraised in March 1970. 

2. The project would be the fourth Bank/IDA operation in the country, 
and the only one proposed for FY 71. The past projects were: (i) a loan of 
US$30.0 million to the Compagnie des Potasses du Congo for the opening of a 
potash mine (Loan 480 COB, FY 67), (ii) a highway engineering credit of 
US$630,000 (Credit S-6 COB, FY 69), and (iii) a highway improvement credit of 
US$1.5 million (Credit 189 COB, FY 70). The current five-year lending program 
is attached. 

3. Although large investments have been made in industry and mining, tee 
economy is still service-oriented, particularly in the transport sector which 
services the inland countries of Chad and CAR. The public sector is also large. 
(See paras. 8 and 9 below). With the exception of forestr,y exploitation and 
sugar production, agriculture is of a subsistence type and has been unable to 
contribute significantly to export earnings or even to supply the national market 
with sufficient food crops. In the absence of a completed development plan, 
it is difficult to draw up a definite Bank strategy, but it is clear that our 
efforts in the coming five years will have to be concentrated in the transport 
sector, which tv.ill remain vital not only for the econo~ of Congo, but also for 
the CAR, Chad, Gabon and part of Cameroon. In the productive sector, our strategy 
aims at better organization of forestr.y, to make it contribute more effectively 
to the budget and to national investment. 1rJe also plan to assist in improving 
the local food supply through an extension program for traditional farmers. 
In education, we support efforts to adapt the manpower supply to the needs of 
industry, services and a more diversified and market-oriented agriculture. 

The Project 

4. The report "Appraisal of an Education Project, People's Republic of 
the Congo" (PE-21 dated November 9, 1970) is attached. As stated in this report, 
the project consists of: 

(a) the construction of, and furniture and equipment for: 

(i) an elementary vocational training center; 
(ii) a technician training institute; 
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t iii) the addition of 10 laboratories to two senior secondary 
5eneral schools; and 

(iv) an elementary teacher training college. 

(b) technical assistance for project implementation and curriculum 
development. 

The total cost is estimated at US$4.1 million equivalent, with US$2.5 million, 
or 61 percent, of foreign exchange component, and the remaining US$1.6 million, 
or 39 percent, of local expenditures. The proposed credit of US$3.5 million 
equivalent includes the foreign eXchange component and US$1.0 million, or 
62 percent, of local expenditures. 

5. The proposed project differs from the Government request for a number 
of reasons. B,y letter of November 3, the Government is aware of the changes 
we have proposed, and these are being discussed with officials in Brazzaville 
on December 3-4. For one project item, science and technology equipment for 
junior secondar.y general schools, the Government has alreaqy obtained assistance 
form UNICEF. In addition, the project has been changed to adapt it to labor 
market needs, to encourage education reforms and to reduce capital costs by 
US$2.4 million. The project would increase the number of rural artisans, 
industrial technicians and primary school teachers, thus reducing the manpower 
shortage in important economic sectors. This shortage is indicated by the lack 
of high-and middle-level trained Congolese in industry, and by the difficulties 
encountered by development projects in the agricultural and public sectors. 
Even after project implementation, the supply of manpower in these sectors 
will remain below the need. However, in view of the budgetary situation men­
tioned in paragraph 10, this is the largest project practicable. B.y increasing 
the annual supply of qualified primary school teachers, emphasizing curriculum 
development and providing science teaching facilities, the project would also 
improve the quality of primar.y and secondar,r education. 

Execution of the Project 

6. A Project Unit will be set up within the Ministry of Education. This 
Unit would be responsible for the financial and administrative control of the 
project and its proper execution. The Unit would consist of a senior officer 
of the Ministry as project director, and, subject to acceptance of the respective 
nominees by the Association, a project coordinator, an educational advisor and 
a project architect. The establishment of the Unit and the appointment of the 
project director, coordinator, advisor and architect would be a condition of 
effectiveness of the credit. 

Assurances during Negotiations 

7. In the last two weeks we have had further discussions with the Educa-
tion Projects Department on simplifying the sequence of events required for 
project implementation, and have agreed on a timetable differing somewhat from 
that in the Green Cover Appraisal Report. Therefore, assuming that the proposed 
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Credit Agreement wou"'-_d be signed by February 1, 1971, it has been agreed that 
the Government should also provide assurances during negotiations that: 

The Economy 

(a) architects should be appointed for consulting services, sub­
ject to acceptance of the nominees by the Association; 

(b) a technical education and vocational training department would 
be set up in the Ministry of Education within one year of 
signing of the Credit Agreement, i.e. by February 1, 1972; 

(c) two advisor,y committees for the elementar.y vocational training 
center and the technician training institute, respectively, 
would be set up within one year of signing of the Credit Agree­
ment, i.e. by February 1, 1972; 

(d) sites for all project schools would be acquired within one year 
of signing of the Credit Agreement, i.e. by Februar,y 1, 1972; 

(e) the respective curricula for the elementar,y vocational training 
center and the technician training institute would be sent to 
the Association for comment within two years of signing of the 
Credit Agreement, i.e. by February 1, 1973; 

(f) programs for instructor training, student placement and refresher 
courses would be set up in the elementary vocational training 
center within two years of signing of the Credit Agr eement, i.e. 
by February 1, 197 3. 

8. Although unbalanced in its structure, the economy of Congo is reason­
ably lvell endowed with natural resources, particularly in relation to its popu­
lation of slightly less than one million. The annual rate of gro"t-rth of GDP 
during 1964 - 69 was 4 percent in real terms, or 2.4 percent per capita. The 
tertiary sector alone accounts for 57 percent of GDP. This is due to the fact 
that Brazzaville was the administrative center for French Equatorial Africa, 
to the development of government services after independence, and even more so 
to the regional scale of the services provided by Congo in the transport sector. 
The bulk of the Transequatorial Route, a road-river-rail network from Chad 
through the Central African Republic to the sea-port of Pointe Noire, is lo~ated 
in Congo. 

9. Although 57 percent of the population is rural, commercial agriculture 
is little developed. Hm,yever, wood and wood products are a major and growing 
source of export earnings. Other exports consist of large quantities of sugar 
and small quantities of coffee and cocoa. l-1anufacturing is 15 percc-:;nt of GDP, 
and has been encouraged by considerable private investments and the Goverrnnentts 
policy of creating state enterprises, notably for production of cement and 
glass, and processing of textiles and wood. 
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10. ~1e June 1970 economic ~~ssion stated that the principal problems 
were: 

(a) an excessive rate of urbanization, with consequent increase of 
urban unemplo,y.ment, despite an economically unjustified Govern­
ment poli~ of developing employment in the administration and 
the state enterprises; 

(b) low public savings, except in a few profit-making organizations, 
such as the Agence Transcongolaise des Communications (ATC) 
which now operates the Congolese portion of the Transequatorial 
Route; 

(c) recent deterioration of the budget, caused by rising expenditures 
for wages and salaries, and a decline in revenues from import 
duties, caused by import substitution; 

(d) the condition of state enterprises, the managerial and financial 
situation of which should be improved; and 

(e) the absence of a development plan. 

11. Because of severe budgetary constraints, we propose that the Govern-
ment finance only 15 percent of project costs, or 38 percent of local expen­
ditures. Current receipts already amount to 25 percent of GDP, which is 
exceptionally high for Africa. In recent years, tax measures have just been 
sufficient to prevent major current deficits, but have not generated substantial 
budgetar,y savings. Public sector investment expenditures have accordingly been 
financed largely by foreign aid, and autonomous and semi-autonomous public 
institutions. The Congo's public finance situation cannot be expected to 
improve considerably in the next few years. Even if the expansion of the num­
ber of civil servants can be stopped, and if expenditure growth were kept down 
to the unusually low level of 4 or S percent per annum, budgetar,y savings will 
not be larger than 10 to 15 percent of government revenue for some years to come. 

Legal Issues 

12. Since 1967, the Government has nationalized the main infrastructure 
facilities, i.e. a power (~TELCO), a water supply and a river transport company 
(CGTAE). Discussions are underway with UNELCO and CGTAE. In 1969, the Govern-
ment also took over the assets of an inter-governmental regional transport 
agency (ATEC). Agreements have been signed 'tvith CAR and Gabon, two major mem­
bers of the former ATEC. 

13. In September 1970, following social conflicts in the respective com-
panies, the Government nationalized a private and a semi-public sugar and 
related food complex, all under the same management (SIAN). According to the 
Government, this act followed an expected decision by management to cease 
operation. According to management, interference by unions made continuation 
of operations increasingly difficult. 
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14. We intend to ask the Congolese negotiating team for information on 
further developments of the UNELCO, CGTAE, ATEC and SIAN issues. Since we 
know that discussions are underway on these issues, I propose that they should 
not delay the proposed education project. 

Recommendation 

15. I recommend that the Government of the People's Republic of the Congo 
be invited to send representatives to Washington to negotiate a credit of 
US$3.5 million on the terms and conditions summarized in paragraphs 6.01 and 
6.02 of the Appraisal Report, subject to the reformulation of the calendar of 
implementation proposed in paragraph 7 above. 

Bruce M. Cheek 
Deputy Director 
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IVa. CONGO B - 5 YEAR LENDING PROGRAM 

Livestock IDA 
Agriculture Unidentified IDA 

Education IDA 

Power IBRD 

Roads - Sibiti-Zanaga IDA 
Roads II IDA 
Railroad Engineering IBRD 
Railroad Construction IBRD 

" " IDA 

IBRD 
IDA 
Total 

No. 

($ millions) 
Fiscal Year Total Total 

1971 1972 1973 1974 1975 1976 1964-68 1969-73 

2.0 

3.01.1. 

5.o 

5.0 

5.o 
3.0 7.0 
3.0 12.0 
==== ==== 

1 3 

2.0 

6.0 
6.0 

8.0 
6.0 

14.0 = 
2 

3.0 

3;0 
3.0 = 
1 

4.0 

4.0 
4.0 

1 

30.0 13.0 
18.1 

30.0 31.1 

1 8 

1/ Subsequently changed to the original amount of $3.5 million. 

P & B 10/16/70. 



FORM No . 60 
(3-70) 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

I CONFIDENTIAL I INTERNATIONAL DEVELOPMENT ASSOCIATION 

LOAN COMMITTEE 

S _IE 

SEP 0-5 2014 
WBG ARCHIVES 

December 2, 1970 

MEMORANDUH TO THE LOAN COMMITTEE 

Finland - Third Road Project 

1. The Connnittee is requested to consider, without meeting, the 

attached memorandum dated December 2, 1970 from the Europe, Middle 

East and North Africa Department, entitled "Finland - Proposed $13 

Million Bank Loan for the Third Road Project" (LC/0/7D-122). 

2. Comments, if any, should be sent to reach Mr. I.~l. Wright (ext. 

4719) by 1:00 p.m. on t-fonday, December 7. 

3. It is planned then, if the Committee approves, to inform the 

Government that the Bank is prepared to begin negotiations for the 

proposed loan on the terms and conditions referred to in the attached 

memorandum. 

Committee: 

David Pearce 
Secretary 
Loan Conunittee 

- Dl STRI BUT I ON -

Copies for Information: 

Mr. J. Burke Knapp, Vice President, Chairman 
Mr. S.R. Cope, Deputy Chairman 

President 
The Economic Adviser to the President 
Sir Denis Rickett, Vice President Mr. S. Aldewereld, Vice President 

General Counsel 
Director of the Development Services Department 
Directors of the Area Departments 
Deputy Director, Projects 
Directors of the Projects Departments 
Director, Development Finance Companies Department 
Director of the Economics Department 
Contro 11 er 

Mr. M. Shoaib, Vice President 
Directors, other Departments 
Executive Vice President (IFC) 
Vice President {IFC) 



CONFIDENTIAL 

LC/0/70-122 

December 2, 1970 

LOAN COMMITTEE 

Memorandum from Europe, Middle East and North Africa Department 

FINLA!'ID - Prcmosed $13 ~illion Bank Loan 
for t bs Thi:r·d Road Project 

1. The appraisal report on the Third Road Project (PTR-37a), dated 
November 23, 1970, is attached hereto for consideration by the Loan Committee. 

Background 

2. The present total of B~~ lending to Finland is $263.5 million (net 
of cancellations). Between 1949 and 1962 the Bank made nine loans (all fully 
disbursed) mainly for power and industry. Since then we have made two 
loans for roads totalling $48.5 million (both fully disbursed) and, follow­
ing IFC's equity investment of about $160,000 in 1963, four loans totalling 
$63 million to the Industrialization Fund of Finland (IFF), of which $35·3 
million had been disbursed as of October 31, 1970. There are no outstanding 
problems, and performance under the road and IFF loans has been very satis­
factory. 

3· There are no further loans under consideration for FY 1971. The 
Five-Year Lending Program envisages total lending of $107.5 million in 
FY 1971-75 (see Annex). The Bank's net lending (disbursements less repay­
ments of principal) to Finland over "these five years would be only about 
$4 million. In this period, however, the Bank's net contribution would be 
negative, since estimated total debt service including interest will exceed 
disbursements by $40 million, giving an average annual outflow of almost 
$8 million. 

4. Through the previous two road loans, the Bank has played an important 
role in assisting the Government in its efforts to improve transport and 
modernize the organization responsible for roads, the National Board of Roads 
and Waterways (NBR). Prior to the first loan, road design and construction 
works were executed by NBR's own forces and only a limited amount of 
specialized construction was carried out by contract. As a result, the 
works were carried out at high cost and over unduly long periods. The Bank t s 
first road project introduced the principle of competitive bidding on re­
latively large contracts and the use of consultants for road design and 
construction supervision. Since then NBR has adopted these procedures for 
all its works, and it has reorganized its internal operations accordingly. 
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5s The first loan also provided for a study of the transport sector, 
including recommendations for improving each transport mode, transport 
policy and coordination, and for a ten-year investment program. The recom-

mendations resulting from this study have been used effectively by the 
Government to formulate its investment programs and to take steps toward 
improving transport coordination. The significant institutional reforms 
resulting from previous Bank loans culminated in the recent establishment 
of a Ministry of Communications. 

The Pro,i ect 

6. The project was first appraised in May 1969. Construction was 
originally planned to start in 1970 at the beginning of Finland's short 
summer construction season, but unexpected delays in completing detailed 
engineering and bidding documents made the Government realize near the end 
of 1969 that construction could only start late in 1970. The Government con­
sidered it advisable to postpone construction until 1971 in order to take 
advantage of a full construction season and asked the Bank to defer consid­
eration of the project for about one year. In September/October 1970 a re­
appraisal mission visited Finlando Their report is attached and recommends 
a $13 million loan for 25 years including a three-year period of grace. 
Although these terms are reasonable on project grounds, I recommend that the 
term of the loan be reduced from 25 to 20 years in order to conform with 
Bank practice of granting shorter terms to its more developed members. 

1· The total construction cost of the third road project is estimated 
as follows: 

I. Construction of 4-lane expressway 
Tattariharju-Jarvenpaa, including 

(US $ million) 

interchanges and approach roads 20.1 

II. Paving in 1971 of about 910 km of roads 10.4 

III. Contingencies 3·3 

Total 33•.8 . 

8. The proposed loan will finance the foreign exchange component of the 
construction costs, which has been estimated on the basis of detailed 
studies made by NBR. All construction contracts would be awarded on the 
basis of international competitive bidding. Depending upon whether con­
tracts are won by local or foreign contractors, the foreign exchange com­
ponent for the expressway would range from 22 to 47 percent, and for the 
paving program from 24 to 48 percent. 

9. The appraisal mission estimates that about half the contracts for 
both the expressway and the paving program will be awarded to foreign con­
tractors. For the expressway this is about the same proportion as for the 
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two previous projects, but for the paving program the proportion ~f con­
tracts awarded to foreign contractors is expected to be higher (half as 
against one-quarter previously) because of the growing interest of foreign 
contractors and because domestic paving contractors are already heavily 
engaged. The estimated participation of foreign and local contractors 
results in a weighted average foreign exchange component for the project 
of about 39 percent, or $13 million. The proposed loan would cover this 
amount which is slightly above the $12.5 million shown in the present lend­
ing program. Any larger proportion of contracts won by local contractors 
would lead to some local currency financing; however, their actual partici­
pation is not expected to vary significantly from the estimate. It is 
proposed, therefore, that disbursement will be effected on the basis of 
39 percent of payments to construction contractors, even though there might 
be a possibility that the Bank might thus finance a small part of local 
costs. Upon completion of the project, any surplus funds in the loan account 
will be cancelled. 

10. In addition to .. financing the balance of construction costs, i.e., 
$20o8 million, the Government will finance the total cost of land acquisi­
tion and of construction supervision. The cost of engineering and prepara­
toryworks has already been borne by the Government. 

The Economy 

11. A "Memorandum on the Economic Situation of Finland" (EMA-20) was 
distributed to the Executive Directors on April 9, 1970. An economic 
mission visited Finland in September-October 1970 and its report, now under 
preparation, is expected to be distributed to the Executive Directors at 
about the time of the presentation of the proposed loan to the Board. 

12. There has been a sharp upswing in economic activity over the last 
two years follorrlng the devaluation in October 1967 and the subsequent 
stabilization program. The volume of GDP increased by 8.3 percent in 1969 
as against 2.4 percent in 1968 and 2.7 percent in 1967. For 1970 a some­
what lower growth rate (6.5 percent) is expected mainly because output has 
reached capacity in certain sectors. Stable costs and prices have been 
maintained, despite the boom, through a successful incomes policy. Stabil­
ization agreements reached in April 1968 and September 1969 between the 
central trade unions and employers' organizations with the agreement of 
political parties, the Government and the farm producers have limited the 
growth of wage rates to the average growth of productivity. A new agree­
ment for 1971 is now being negotiated. 

13. The boom has emphasized again the structural nature of the country's 
balance of payments problem. In Finland, a high rate of growth of GDP wnile 
generally associated with a high rate of growth of exports, also leads to a 
rapid increase in imports of investment goods, raw materials and consumption 
goods. Exports increased by 21 percent in 1969 and are expected to increaae 
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by 17-19 percent this year. Hm-Tever, the current account has moved from 
a surplus of $64 million in 1968 and $20 million in 1969 to an expected 
deficit of $190 million in 1970. Finland will therefore need further capital 
inflows to sustain its growth over the next several years. Gross external 
capital requirements during the next five years may be expected to be around 
$275 million a ye~. Amortization on existing debt due during 1970-74 aver­
ages over $200 million a year. Government policy has been to raise as 
much long-term capital as possible through bond issues in the international 
mark0~. Five bond loans totalling about $70 million were issued in 1969. 
However, no issues were made in the first eight months of 1970 because of 
the stringent situation in the market. A DM 60 million loan by three Finnish 
paper companies in September.)~ guaranteed by the two largest commercial banks, 
had a poor response partly bc~cause other more attracti-ve loans were floated 
at the same time in the Germa..11 market. The countr.y1 s geopolitical situation 
still remains a s .. )ecial prob]_~-lm for foreig!" invs8tors a11d Finland has to 
pay a pre'Yili:um f;:r.• funds from the cc:.rital market.. In t he cur·rsnt yf:ar, the 
debt service ra.t.j_o is estimat~:d to be 3· 7 percent for :public <!ebt, and 9.4 
percent for pubi:i.c and private debt. Finland's performance has been good, 
and it is considered creditworthy for Bank loans. 

Recormnend~t~.on 

14. I recommend tliat the B~nk invite the Government of Finland to send 
representatives to Washington to negotiate a loan of $13 million for the 
Third Road Project substantially on the condit:i.ons set forth in Section 6 
of the appraisal report except for the term of the loan, which would be 
20 years as discussed above in paragraph 6 of this memorandum. 

Attachment 

M. P. Benjenk 
Director 
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LM/M/70-47 

December 1, 1970 

Minutes of Special Loan Meeting to discuss uEthiopia - Proposed Second Educa­
tion Project" held at 3:00 p.m. on Friday, November 20, 1970 in Conference 
Room B. 

1. Present: Messrs. Cope (Chairman), Aldewereld, Chadenet, Ballantine, 
Lejeune, Burt, Tolley, Gassher, Pennisi and Pearce (Secretary). 

2. Issue: The meeting had been called to consider Mr. Lejeune's 
memorandum of November 20, 1970 which reviewed the background of a pro­
posed second education project in Ethiopia, described the differing views 
of the Eastern Africa and Education Projects Departntents regarding the 
extent of the secondary school component to be included in the proposed 
project pending the completion of a manpower and education sector survey, 
and outlined possible alternative courses of action. The main issue for 
discussion was the number of secondary school places to be provided and 
whether 23 new junior secondary schools should be included in the proposed 
project. 

3. Discussion: The meeting noted that: 

(a) The Ethiopian }linister of Education, in consultation with 
a Bank education mission, had agreed that, on both educa­
tional and budgetary grounds, the rate of expansion in 
secondary schools should be slowed down pending a compre­
hensive study of Ethiopia's manpower and educational needs. 
He had proposed that general secondary enrollment should 
be limited to 115,000 pupils by 1972/73. 

(b) The Minister had also agreed that the number of new 
secondary· school places in the proposed second education 
project should be reduced from 38,000 to 10,200, comprising 
4,240 in extensions to existing schools and 5,960 in new 
schools together with 23 study halls for certain schools 
to permit double shift working. The revised proposal 
represented the Minister's estimate of the minimum invest­
ment required to reduce overcrowding in junior secondary 
schools pending the next phase of expansion, which would 
be determined on the basis of the manpower and education 
studies. 

(c) Following appraisal of the revised project however, the 
Education Projects Department had concluded that additional 
secondary places should be limited to the extensions proposed 
in existing schools (i.e. 4,240 places) together with 23 
study halls, and that the 5,960 places in new schools should 
be excluded from the project. The reasons for the Depart­
ment's recommendation to exclude investment in new schools 
at this stage were described fully in ·Mr. Ballantine's 
memoranda to Mr. Cope of November 4 and 16. 
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(d) The Eastern Africa Department felt that confining all new 
places to extensions of existing schools, while possibly 
a cheaper educational solution, would only exacerbate 
existing rural/urban imbalance in educational opportunity 
and make it more difficult to attract competent manpower 
to the rural areas. New places in the new schools proposed 
by the Ethiopians, on the other hand, would permit students 
receiving secondary education in primary school facilities 
to transfer to schools equipped for the teaching of science 
and practical subjects, and thus make their education more 
relevant to Ethiopia's manpower requirements. 

4. The meeting considered alternative approaches to the problem, in-
cluding specifically a separate project to provide vocational training and 
basic skills appropriate for employment in rural areas. The post-primary 
vocational training centers to be included in a proposed educction project 
in the Congo (Brazzaville) were cited as an example: courses of varying 
durations for boys in agriculture, carpentry and mechanics and for girls 
in home economics. The Eastern Africa Department agreed that an additional 
project along these lines would be an acceptable substitute for the new 
secondary schools which the Education Projects Department wished to exclude 
from the second education project, provided that this additional project 
could be identified, appraised and approved very shortly after the pro­
posed second education project had received Board approval, i.e. before 
the end of FY 1972. The Education Projects Department said that this 
could be done within 18 months. 

5. Decision: It was agreed (i} that negotiations for the proposed 
second education project would proceed on the basis of excluding the 5,960 
places in new secondary schools and (ii) that appropriate action would be 
taken to arrange for the preparation of an additional project to provide 
post-primary practical training (emphasizing agricultural training) in 
the areas where new secondary schools had been requested, in time to have 
the new project ready for approval within 18 months. 

David Pearce 
Secretary 

Cleared by: Messrs. Cope 
Lejeune/Gassner 
Ballantine/Burt 

cc: Participants 
Loan Committee 
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Hemorandum from Europe, l\fiddle East and North Africa Department 

Tunisia - Proposed Loan for a Gas Pipeline Project 

1. Attached is the appraisal report No. PTR-66 dated November 10, 1970 
concerning a proposed loan to Societe Tunisienne de l'Electricite et du Gaz 
(STEG) for the construction of a gas pipeline from the El Borma oil field 
in southern Tunisia to the 300 Kms. distant thermal po't'ler plant being built 
by STEG near the port of Gabes. It recommends a Bank loan of $7.5 million, 
to be made in conjunction with a $2.5 million loan from the Kuwait Fund 
for Arab Economic Development under a joint financing arrangement with the 
Bank. The two loans of together $10 million would cover the foreign 
exchange cost of the project. Its total cost is estimated at $13.6 million. 

Background 

2. Bank and IDA lending to Tunisia to date consists of nine loans and 
five credits amounting to, respectively, $71.5 million and $40 million net 
of cancellations and refundings; the proposed loan would bring the total to 
$119 million. Besides the present project, a credit for a population project 
and loans for an agricultural and a highway construction project are included 
in the present fiscal year's lending program, which tot als $36.5 million. 
The lending program for 1971-1976 is attached. 

The Economy 

3. The last economic mission visited Tunisia in January/February 1970, 
and its report was circulated to the Executive Directors on May 5, 1970. 
The next economic mission was planned for November/December, but at the 
request of the Government has been postponed from November 1970 to March 
1971, by which time the budget will have been completed and further progress 
made in reconsidering economic policies. A small mission will visit the 
country in December, and an updating memorandum on recent economic develop­
ments and prospects will be issued early next year. 
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4. In 1969, real growth of GDP was 4 percent, compared with a projected 
7.6 percent. This shortfall was mainly attributable to basic changes in 
agricultural policies, adverse weather conditions and floods. For 1970, 
the Government has projected a 7.5 percent increase of GDP, principally 
based on a recover.y of output in agriculture and mining and a higher level 
of activity in manufacturing, construction and public services (mainly 
education). Despite a likely further deterioration of the external current 
account, and lower agricultural production than originally expected, the 
balance of payments is expected to show a surplus close to projections 
resulting from increased public capital inflows. 

5. Tunisia's internal and external financial position calls for further 
efforts to improve economic performance, particularly with regard to domestic 
savings, exports and investment productivity. At the last CPP review, the 
Economic Committee expressed concern about Tunisia's external debt position. 
Furthermore, it felt that, on the basis of the Government's inability to 
keep down the rate of growth of current expenditure and improve domestic 
savings performance, there was no justification for local currency financing. 
However, the new Prime Minister has announced that he is determined to limit 
the increase of the recurrent budget to a maximum of five percent and bring 
about increased savings in the public sector 

The Borrower 
6. STEG is a state-owned company created in 1962 to take over and operate 
the assets of seven foreign utility companies which were nationalized in 
that year. Mr Woods served as conciliator in the ensuing compensation 
dispute which was settled in 1967. Payments of the agreed amounts were 
initially delayed, but are now being made on schedule. STEG has a monopoly 
on the generation, transportation and distribution of electric power. 
This would be the first Bank · · · loan to STEG, the Bank having declined to 
consider a loan in the mid-sixties because of the compensation dispute. 
The Kuwait Fund has made two previous loans to STEG, the first in 1963 for 
$11.2 million and the second in 1967, for $12.9 million. Both loans, which 
have been fully disbursed, were for the purchase and installation of 
electricity generating equipment and transmission lines. STEG's performance 
under both loans has been satisfactory to the Kuwait FUnd. 

1. \ihile STEG is now an efficiently managed institution, it is beset by 
longstanding problems relating to staffing and to accounting procedures. 
Excessive recruiting in the early years of its existence led to a 
situation of overstaffing whi~h, until recent times, has proved difficult 
to come to grips with. Moreover, since records, particularly accounting 
records, were inadequately kept, the management has not had at its 
disposal the statistical and accounting information required for efficient 
conduct of the company's affairs. STEG's present management is, however, 
determined to resolve these problems. A recently developed program of 
retraining, early reti"remen.t and a change in recruitment policies is already 
showing results, although it will not be until 1975 that a satisfactory 
staffing position will have been reached. Furthermore, STEG retained 
qualified auditors in 1969 and has made arrangements for the secondment 
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of a senior accountant from Electricite de France. Conditions regarding 
improvement in manpower utilization and collection of management control 
data would be attached to the proposed loan. 

The Project 

6. The project will essentially consist of the procurement and installation 
of: (a) compressors and a gas treatment station as well as ancillary 
facilities at the El Borma oil field; and (b) a 294 Km transmission pipeline 
to the Gabes power plant now under construction with bilateral French 
financing. The plant will consist of two 30 MW thermal generators, and is 
required to meet the increase in power demand expected:-.~ by the 1972-73 winter 
season. The works, including the proposed project, have been scheduled 
accordingly. 

9. The internal economic return of the plant and pipeline taken together 
is estimated to be well in excess of 25 percent. The proposed project would 
permit almost entire reliance on natural gas as fuel until 1979, but the 
declining supply of natural gas and the growing electricity demand will 
necessi1a te a substantial use of fuel oil from 1981 onward. It is estimated 
that by 1986 the El Borma field will have reached its economic limit of 
production. This, in turn, defines the life of the project although it 
is not excluded that gas operation could continue beyond that date. 

10. The natural gas produced at El Borma in association with oil extraction 
is presently being flared, but can be profitably used as fuel for the Gabes 
power station. Without the proposed project, investments for fuel oil 
storage and pumping facilities would have to be made much earlier and the 
gas pipeline will provide the least cost method of supplying fuel to STEG's 
generating plant at Gabes. This is demonstrated by the following analysis. 
Based on an economic life of 16 years and a minimum price for fuel oil, the 
difference in costs between fuel oil and natural gas is reduced to zero at 
a discount rate of 10.6 percent. Several factors could cause an increase 
of this ra.te, e.g. availability of gas for a further three years would 
increase the discount rate to 12 percent, and an increase of 10 percent in 
the cost of fuel oil to 12.6 percent. 

11. No domestic suppliers exist for the goods to be procured under the 
proposed loan. The proposed Bank and Kuwait Fund loans would include 
retroactive financing of engineering studies with a foreign exchange cost 
of $380,000. Retroactive financing of the pipes (already on order) or 
construction of the pipeline (bids to be opened on December 9, 1970) might 
also become needed if presentation of the loan to the Executive Directors 

(presently scheduled for January 26, 1971) was delayed, but the Kuwait FUnd 
has indicated its willingness to finance pa:Yments on goods and services (other 
than the studies) to be made ·prior to approval"' of tne Barlk 1-na.n. 
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12. The Tunis ian-Algerian border adjoi ning the El Bonna oil field is 
presented as undemarcated in the map G.n..11exed to the appraisal report. However, 
the border was recently demarcated in in:plemontation of a treaty concluded 
between the two countries in Jan~ary 1970, which left the Tunisian side of 
the oil field intact. This will be reflected in the map to be attached to 
the grey cover appraisal report. 

Financial Situation 

13. STEG's long-term financial position is basically sound, but it will 
face a cash squeeze, particularly in 1971 and 1972, as a result of its 
expansion program. To overcome this situation, STEG and the Govern~ent have 
suggested that either: (a) the grace period of the Bank./Kuvlai t Fund loans 
be extended beyond the disbursement period; (b) the repa,yment period be 
extended beyond the life of the project; or (c) the Bank and the KuvJait Fund 
finance part of the proje~t•s local costs. The first two proposals would not 
solve the problem in 1971 and 1972. The third one is not acceptable since it 
would result in a lowering of the contribution of domestic savings to this 
investment, at a time when the general economic situation clearly demands an 
improvement in such savings (para 5). 

14. The appraisal report recommends a 5 percent increase in the elec:trici ty tariff 
which would be a step in the right directior.., but would not be suffir.!ient. A 
larger increase does not seem appropriate b~~cause it would have to be 
immediate and very large t.o cover the needs 0f 1971 and 1972, and a reduction 
in tariffs might then become necessary in 19'13 or later. In these ci rcumstan­
ces, we would explore during negotiations which of the follovting solutions 
could be acceptable (alone or in combination): (:L) an increase of STEG's 
capital; (ii) a Government medium-term loan to STEG; and (iii) the provision 
of overdraft facilities for STEG. 

Joint Financi11g Jl .. rrangements 

15. The proposed loan would be the first made by the Bank under a joint 
financing arra~gement with the Kuwait Fund. A preliminar,y agreement has been 
reached regarding the modalities of this arrangement. They are hereby 
submitted to the Loan Committee for consideration and would, subject to the 
Loan Committee's approval, form the basis for a formal understanding to be 
agreed upon during loan negotiations: 

a) The Bank would finance 75 percent and the Kuwait FUnd 25 percent of 
the project 1 s foreign exchange element, which is estimated at $10 
million. No local cost financing is envisaged. The loans would 
have identical repayment periods (16 years, including 3 years of 
grace), but the rate of interest on the Kuwait Fund loan would be 
4 percent. 
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b) Both parties would share responsibility for project superv1s1on. 
Wlienever feasible, the timing of supervision missions would be 
coordinated and, under all circumstances, full exchange of 
information regarding the findings of the respective supervision 
missions .. would take place. In view of the Bank's larger share 
in the loan and the Kuwait Fund's more limited staff resources, it 
would be reasonable to expect that the Bank will assume the largest 
part of the supervision work. 

c) The Bank's guidelines with respect to procurement would be followed. 

d) As to disbursements, the Kuwait Fund has requested that its payments 
be made pari passu with those of the Bank. Each lender would 
examine withdrawal requests and disburse separately on the basis of 
a statement from the Borrot-1er that there is no basis for the other 
lender to refuse disbursing its share. A period of 15 days from 

I the date . · of withdrawal requests would be provided to permit 
consultation between the lenders in cases where an objection to 
disbursement might exist. On each withdrawal request the B8.nk would 
. disburse 75 p.ercent g.nd the Kuwait Fund. 2'5 percent. 

e) The exchange of information and consultation, would be similar to 
that provided for in the Administration Letter exchanged between 
the Bank and SWeden in connection with the.-first Tunisia Water 
Supply Project (581-lUN). In essence, it stipulates that both 
parties shall keep each other currently informed of the progress 
of the project and consult with each other before taking any 
action which is outside the normal course of loan administration. 
Each party retains its right to continue disbursements under its 
respective Loan Agreement in case of suspension or cancellation 
under the~her Agreement, but both parties shall afford each other 
opportunity to consult t-1i th respect to intentions for modifications 
in the Loan Agreement, or suspension or termination of the Loan. 

Recommendation 

16. I recommend that the Bank enter into negotiations along the lines and 
on such conditions as proposed in Chapter 7 of the Appraisal Report and in 
this memorandum. If the Committee agrees, I propose to invite STEG and 
the Government of Tunisia to start negotiations on December 10, 1970. 
The Kuwait Fund would also be invited to participate in the negotiations. 

Attachments 

Munir P. Benjenk 
Director 
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TUNISIA - 5 YEAR LENDING PROGRAM 
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Fiscal Year Total Total 
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IBRD 4.0 
IDA 3.0 

· IDA 15.0 
IBRD 10.0 
IBRD 3.0 

IBRD 10.0 
IBRD 10.0 
IBRD 10.0 

IDA 9.0 
IDA 10.0 

IBRD 5.0 
IDA 5.0 

IDA 4.0 
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IBRD 18.0 
IDA 15~0 
IBRD 6.0 
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IBRD 4.-o 
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IBRD 5.0 
IDA 5.0 

IDA 7.0 

IBRD 10.0 

IBRD 28.0 18.0 24.0 20.0 15.0 10.0 34.0 112.8 
IDA 7.0 12.0 13.0 15·. 0 15.0 15.0 19.0 51.0 
Total 35.0 30.0 37.0 35.0 30.0 25.0 53.0 163.8 
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Memorandum from the Eastern Africa Department 

Ethiopia: Addis Ababa DairJ Development Project 

1. In January 1970, the Imperial Ethiopian Government applied for 
an IDA credit to assist in financing a Dairy Development Project designed 
to increase the supply of milk in the Addis Ababa area. If approved, th:i.s 
1illl be the third IDA credit for agricultural development in Ethiopia. 
The previous credits were for the Wolamo Agricultural Development Project 
(US$3. 5 million) made in November 1969, and the Humera Agricultural 
Development Project (US~3.1 million) made in May 1970. 

2. This project, which was prepared by a Project Preparation 
Commission of the Imperial Ethiopian Government with the assistance of 
our Permanent ¥~ssion in Eastern Africa, was appraised in April 1970. 
The Appraisal Report entitled "Addis Ababa Dairy Development Project 
(PA-68) dated November 12, 1970 is attached. It recommends that, subject 
to the conditions set forth in paragraphs 6.01 to 6.04, the project is 
sui table for an IDA credit of US$4. 3 million equivalent. This would bring 
our total lending to Ethiopia to US$137 .1 million, including US$97 .8 million 
Bank loans and US$ 39. 3 million IDA credits. 

The Project 

3. The proposed project is aimed at increasing dairy production 
in the Addis Ababa area, by providing for development of approximately 
110 large and 240 small dairy farms, with a total of approximately 7,000 
dairy cows. The project work would consist of: importing and breeding 
dairy cattle for these farms, providing technical, veterinary and artifi­
cial insemination services to participating farmers, providing credit 
to farmers for improved cattle and on-farm development, as well as develop­
ing additional facilities for the collection, processing and marketing 
of milk in the area. In addition it would provide for employment of 
consultants to carry out feasibility studies and to help the Government 
prepare a second comprehensive livestock development project, which is 
included in the Five-Year Lending Program for FY 1972. The 197.2,.;. 7-6 lending 
program is being revis·ed to provide for ind"eased net lending of $190 rr.d.llion 
and will be reviewed again w.i. th Mr. McNamara in December. 

L... A fully autonomous cot1)ora-tti.on, the Addis Ababa Dairy Development 
Gorporation (ADDC), would be established to handle the administration of· 
the project ·:md the credit operations under· the project. The draft charter 
of ADDC is beiing p.repar.ed, based on suggootions made by the Bank, and 
we intend to hold negotiations immediately after receiving the draft charter 
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from the Gover.nment. The corporation would be legally est~blished before 
Board presentation. The recruitment of six senior management and profes­
sional staff for ADDC would be a condition of effectiveness. In order 
to facilitate this recruitment and reduce the likelihood of delay in 
effectiveness of the proposed credit, it is proposed that retroactive 
financing of up to $20,000 be provided to permit early recruiting for 
these positions. Of the six positions we will suggest that at least 
the General ].V'anager and the Production Manager be recruited by the time 
of Board presentation. Looking further into the future, it is proposed 
that when the new Agricultural and Industrial Development Bank (AIDE) has 
gained sufficient experience, an assessment will be made as to the desir­
ability of transferring credit operations under the dairy project from 
.ADDC to AIDE. 

5. The Appraisal Report recommends that the legal. documents should 
provide that "a Production ¥.tanager, acceptable to IDA, would be recruited 
internationally on terms and conditions acceptable to IDA11 {see paragrapP,s 
3.30 and 6.02(g) of the Appraisal Report). It may well be that no suitable 
Ethiopians will be found and an expatriate will have to be recruited. The 
Ethiopians usually have no reluctance about having foreigners, so there 
seems little reason to use language which may irritate officials or the 
members of Parliament who have to ratify the agreement. IDA 1s interest 
can be adequately protected with a provision that "a qualified and 
experienced Production Manager, mutually acceptable to the Borrower, ADDC 
and IDA be recruited and appointed on terms and conditions acceptable 
to IDA", backed up by a clear understanding with the Ethiopians that 
this means that a foreigner may have to be recruited. I p~opose to 
negotiate this matter in this way. 

6. The total cost of the project is estimated at US$6.3 million. 
The proposed credit of US$4.3 million would finance approximately 68% 
of the total cost; the Government and ADDC would provide US$1.5 million 
equivalent and the farmers would contribute the remaining US$0.5 million. 

7. The foreign exchange component of the project cost is estimated 
at US$3.3 million or 53% of the total. It is proposed that the credit 
cover this amount plus US$1.0 million of local expenditure. The main 
justification for local currency financing in Ethiopia is given below 
in the section on the Economic Situation (particularly paragraph 13). 
The project is of high priority; it provides the beginnings of a modern 
dairy industry, and its success is crucial both to the expansion of an 
industry with high potential and to raising the supply of needed high 
protein food in Addis Ababa in the near short run, and later on, in other 
parts of the country. 

8. The estimated financial rates of return to participating farmers 
are estimated to range from about 17% for breeding ranches to 21% for 
small dairy farms. These estimates are based on retail milk prices of 
US$0.20 equivalent per liter in the initial years of the project, declining 
gradually to US$0 .16 equivalent after 10 years. This latter price is 
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no higher than the retail milk price in most West European countries and 
it is considerably below the price in most other African cities. On the 
basis of a US$0.16 retail milk price the economic rate of return on the 
project is estimated at approximately 12%. The above figures are based 
upon the assumption that the dair,y cattle needed for the project will 
have to be purchased at European prices. If it turns out to be possible 
to purchase all or some of the cattle from Kenya, the economic and 
financial return on the project will be higher. 

9. Demand for milk in Addis Ababa exceeds supply, and a rationing 
system for retail sales is in effect. Daily milk sales vary between 
13,000 to 25,000 liters due to seasonal fluctuation in supply. Average 
per capita milk consumption ·in Addis Ababa is only about 10% of the level 
in Nairobi and 20% of the level in Asmara. The proposed project is estimated 
to increase milk supply by 31,000 liters by 1980, compared with a conser­
vatively estimated 1980 demand of .59,000 1i ters. 

10. After completion of the Appraisal Report, we were informed that 
the Government has already started preparatory work on the next livestock 
development project based on recommendations of a livestock sector review 
mission organized by PMEA which visited Ethiopia in April/May 1970. The 
Government needs assistance in carrying out the preparatory work, and 
in order to avoid possible delays in the progress of this Work, J: 
recommend that retroactive financing of up to $.50,000 be provided to 
reimburse the foreign exchange cost of consulting services for this 
purpose as from Janua:cy 1, 1971. 

Possible Future Operations 

11. Additional projects likely to be presented to the Executive 
Directors in fiscal year 1971 are an Education project (estimated at 
US$8 million IDA), a Water and Sewerage project for Addis Ababa (estimated 
at US$7 million Bank) and a Coffee Processing project {estimated at 
US$6 million Bank). 

Economic Situation 

12. .An Economic Report on Ethiopia ( .. AE-9) was distributed to the 
Executive Directors on October 22, 1970 (Secretary's memorandum R 70-199) 
and the following are some of its main conclusions. The Ethiopian econom.y 
started to recover towards the end of 1969 from the depression of the 
late 1960's. The recovery was due to increases in coffee prices which 
started in July 1969 and coffee prices are forecast to remain high for 
about three to four years. Ethiopia can therefore be expected to have 
favorable economic conditions during this period. However, sustained 
long-term higher rates of growth than in the recent past will be likely 
only if there are higher government savings and investment; the tariff 
structure is changed to encourage more efficient industrialization; fiscal 
incentives for non-traditional exports are given; improved marketing and 
a bigger extension effort in agriculture are undertaken; and there are 
some organizational and institutional changes including land reform. 
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13. The level of government investment needed to help realize 
an attainable ~'1!lual growth rate of 5. 5% to 6% would require higher 
levels of government savings. These could be achieved by controlling 
recurrent expenditures on defence and security and increasing 
government revenues. However, the control of recurrent defence and 
security expenditures appears difficult as long as the country's border 
and internal security problems persist. On the revenue side the rather 
narrow monetary income base of the econollzy' limits the country• s taxable 
capacity. However, the revival of economic activity due to the boom in 
coffee prices is having a favorable effect on government revenues. In 
addition the Government recently levied an education tax on urban property 
and personal incomes, as well as an income tax on the hitherto untaxed 
incomes of military personnel. Nevertheless there is still scope for 
further efforts to increase revenues. 

14. Until exports can be diversified to reduce the relative 
importance of coffee substantially, the economy will continue to be 
subject to periods of instability as a result of the coffee cycle. 
Efforts should be made to neutralize this tendency by adopting policies 
aimed at building up reserves in good years, for drawing down in years 
of low export earnings. 

15. The balance-of-payments and debt outlook emphasize Ethiopia's 
need to obtain foreign aid on a scale sufficient, as at present, to 
finance about half its public investment program. In the circumstances 
and because parts of the program are not suitable for foreign assistance, 
aid.: donors should provide well over half the cost of the projects 
eligible for external financing. In particular some financing of local 
expenditure is necessary to carry out a balanced program since a number 
of projects have low, direct foreign exchange requirements and the 
government 1 s capacity to mobilize domestic resources is limited. 

Reconnnendation 

16. I recommend a) that we be authorized to invite the Government 
of Ethiopia to send representatives to negotiate a proposed credit o£ 
US$4.3 million equivalent for the Addis Ababa Dairy Development Project 
substantially on the ter.ms and conditions set forth in paragraphs 6.01 
to 6.04 of the Appraisal Report; the Government would be informed that 
negotiations would be held as soon as a draft charter of the ADDC is 
available; 

b) that the proposed credit provide for retroactive financirg 
of up to (i) US$20,000 to permit early recruiting of management and 
professional staff for ADDC, and (ii) US$50,000 to allow for financing 
of foreign exchange cost of consulting services of a preparation of the 
next livestock development project; and 

c) that the provision concerning the requirements for 
recruitment of the Production Manager of ADDC be as in paragraph 5 above. 

Attachment 

·Michael L. Lejeune 
Director 

Eastern Africa Department 



Last Economi c Mission Attachment 1 

January-February 1970 

ETIITOPIA 

INDICATORS OF DEVELOPMENT 

~c .-::·~ ~ - ~ >:IC AND STRUCTURAL. INDICATORS Unit 1951-60 1961-65 1966...69 1970-7 4 

l. Gross Domestic Product % change 4.4 4.5 5.5 
(in 1961 prices) 

2. Hanufacturing Output % change . 16.4 16.5 l2 .o 
J . Agri~ultural Output % change 2.0 2.2 2.8 
4. Imports of Goods and NFS % ch~e 15.0 1.0 6.4 
5. ~xports of Goods and NFS % change 12.6 3.2 6.0 
6. Domestic Price Level % change 3.7 1.5 

1%1 1966 197dl- 1975~ 
( 

7. Gross National Savings % GDP 10.9 9.7 12.0 13.8 
8. Resource Gap % GDP 0.6 2.0 1.5 1.7 
9. Net Factor Payment~ Abroad % GDP 0.2 0.1 0.5 0.5 

10. Gross Domestic Investment % GDP 11.7 11.8 14 .o 16.0 
11. Debt Service % Export 3.0 6.1 9.5 10.0 
12. Central Government Current Revenue % GDP 8.0 9.6 9.5 12.0 
13. Central Government Current Surplus % GDP 0.8 1.3 0.8 1.5 
~- Public Expenditure on Social Services % GDP 1.5 2.1 2.) 3.5 
l5. Hilitary Expenditure % GDP 1.8 2.1 2.2 2.0 
16. Manufacturing Output % GDP 16.5 12 .o 12 .o 
17.' Energy Consumption million tons 
18. Fertilizer Consumption .000 tons 

SOCIAL INDICATORS 

19. ~opulation Growth Rate % 1.8 2.1 2.3 
20 . Urban Population Growth Rate % 
21. Birth Rate per 1,000 
22. Family Planning Acceptors '000 
23 . Income of: Highest quintile % Total income 

Lowest quintile % Total income 
24. School Enrolment: Primary and % school-age 

Cecondary population 3.0 
25. Literacy ~te % adult population 
26. Unemployment Rate % labor farce 
27. Population per hospital bed Number 3,400 

··--

Eastern Africa Department 

Sept ember ?.5, 1970 

JJ 
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November 23, 1970 

Minutes of Special Loan Meeting to discuss "India - Wheat Storage Project" 
held at 4:30 p.m. on Honday, November 9, 1970 in Conference Room B. 

1. Present: Messrs. Cope (Chairman), Baum, Cargill, Scott, Wapenhans, 
Helmers, Kirk, Clevenger, Dunn and Pearce (Secretary). 

2. Issue: The meeting had been called to consider whether con-
struction of 10 godowns in a forthcoming $15.9 million wheat storage project 
in India, for which a $5 million IDA credit was contemplated, should be 
contracted under international competitive bidding. 

3. Discussion: The South Asia Department stated that, in its view, 
international competitive bidding for godown construction in this project 
was inappropriate for the following reasons: 

(a) The cost of godowns was small and those in this project 
would be scattered over four states in India. 

(b) Experience in godol-.Tn construction was widespread in India 
and the local construction industry should be encouraged. 

4. The Agriculture Projects Department and the Associate Director, 
Projects, on the other hand, argued that international competitive bidding 
was necessary for these reasons : 

(a) It was the general policy of the Bank and IDA to require 
procurement to be financed from a loan or credit through 
international competitive bidding when such bidding was 
appropriate to the execution of the project. 

(b) Exceptions, on grounds of project execution,had been 
confined in the past (i) to certain sectors/projects such 
as agricultural credit, livestock and development finance 
companies, where local procurement through normal trade 
channels (in which foreign firms were adequately represented) 
was necessary or (ii) to certain civil works, where seasonal 
or labor-intensive considerations were decisive and where 
local contractors or force account was the only appropriate 
method. It could not be concluded that international com­
petitive bidding was inappropriate for godowns. 
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(c) In the proposed wheat storage project, foreign firms were 
expected to bid for silo construction contracts and might 
therefore also bid for godown construction contracts. Even 
if this were not the case, the Bank should not decide 
~ priori that foreign contractors were not interested in 
bidding; it should allow the contractors to decide for 
themselves. 

5. Decision: The Chairman said, and the South Asia and Agriculture 
Projects Departments agreed, that it was desirable to encourage inter­
national competition but that the procedures applicable in individual cases 
had to be adapted to circumstances, as was envisaged in the Bank/IDA 
Guidelines. It was therefore agreed that in this case local advertise­
ments in Indian newspapers sent to the embassies of Bank member countries 
in India would provide them with adequate notice. 

Cleared by: Messrs. Cope 
Baum 
tvapenhans 
Dunn 

cc: Loan Committee 
Participants 

David Pearce 
Secretary 
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Minutes of Special Loan Meeting to discuss "Botswana - Shashe Infrastructure 
Project" held at 3:30 p.m. on Monday, November 9, 1970 in Conference Room B. 

1. Present: Messrs. Cope (Chairman), Fuchs, Scott, J.H. Williams, 
Dean, Bailey, Loh, Poncia and Pearce (Secretary). 

2. Issues: TI1e meeting had been called to consider a memorandum dated 
November 9 from Mr. Williams to Mr. Cope which, together with supporting 
memoranda from Messrs. Dean and Loh, reviewed the status of discussions 
with the various parties concerned in the proposed Shashe mining and 
infrastructure project. The memorandum raised three issues for discussion: 
(a) Bamangwato Concessions Limited's (BCL) financing plan, (b) the proposeG 
Guarantee Agreement and (c) the proposed Trust Agreement. 

3. Discussion- Issue(a): In considering BCL's request that its power 
and water costs be reduced partly by a decrease in the required rate of 
return on assets, from 10 per cent to 8 per cent, the meeting noted that: 

(a) While construction of p~Ner and water facilities would be 
undertaken by Canadian and American contractors at prices 
expected to be about 25 per cent higher than those obtain­
able under international competitive bidding, the Canadian 
and American Governments had offered to finance this work on 
very favorable terms, which more than offset the higher 
capital costs. The Government of Botswana, rather than 
BCL, was the appropriate principal beneficiary of these 
arrangements. 

(b) BCL would enter into 25-year power and water supply con­
tracts, in which the rate of return on the capital costs 
would be fixed on a commercial basis; BCL would effectively 
finance the cost of power and water facilities required 
for the mining project by that part of its annual payments 
for power and water which represented the amortization of 
the Government's investment plus a rate of return. 

(c) If it were assumed that the power and water facilities 
were to be constructed through international competitive 
bidding (i.e. at lower cost) financed at normal commercial 
rates (i.e. on terms less favorable than Canadian and 
American financing), there would be an annual cost which 
could be expressed as an interest rate on a 25-year annuity 
on the higher (Canadian and American) actual costs. On 
various assumptions about terms and cost of capital to BCL, 
this interest rate would range from 9.6 per cent to 6.8 
per cent. It was therefore reasonable for the Bank to 
accept power and water contracts to BCL with tariffs calcu­
lated on the basis of an 8 per cent rate of return on assets. 
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4. Discussion- Issues(b) and (c) : The meeting reviewed briefly 
proposed modifications to the draft Guarantee and Trust Agreement s and, 
on the basis of recommendations contained in Mr. Lob's memorandum of 
November 2, agreed that: 

(a) While the Bank preferred joint and several guarantee 
obligations, it would be prepared to accept a several 
guarantee obligation from each shareholder-guarantor. 

(b) Eventual restrictions on the export of copper and nickel 
by the .. Government of Botswana would be included as a 
political risk, thus relieving Metalgesellschaft (the 
purchaser of the metals} of its guarantee obligations 
(Section 3. 04). 

(c) Amax's guarantee obligation would, at its request, 
be subordinated to an existing $60 million loan obli­
gation. 

(d) The Bank could not accept Kalahari, a holding company 
whose main asset was a shareholding in BCL, as a 
guarantor. 

(e) The Trust Agreement could be considered primarily 
a payment mechanism and only secondarily a form 
of additional security. As such, the proposed 
changes in the Trust Agreement were acceptable. 

5. The Chairman approved the recommendations contained in Mr. Williams' 
memorandum and attachments as the basis for forthcoming discussions with 
the parties concerned. 

Cleared by: Messrs. Cope 

cc: Loan Committee 
Participants 

H. Scott 
Dean 
Bailey 

David Pearce 
Secretary 
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Colombia - Caqueta Land Colonization Project 

1. The Committee is requested to consider, without meeting, the 

attached memorandum dated November 17, 1970 from the South America 

Department, entitled "Colombia - Proposed Loan for the Caqueta Land 

Colonization Project" (LC/0/7D-119). 

2. Comments, if any, should be sent to reach Mr. Flood (ext. 2191) 

by 1:00 p.m. on Friday, November 20. 

3. It is planned then, if the Committee approves, to inform the 

Government and representatives of INCORA that the Bank is prepared 

to begin negotiations for the proposed loan on the terms and conditions 

referred to in the attached memorandum. 
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November 17, 1970 

Memorandum from South America Department 

COLO:r.ffiiA: Proposed Loan for the Caqueta Land Colonization Project 

1. Attached is the draft Appraisal aeport No. PA-60 recommending 
a Bank loan of US$7.5 million to the Republic of Colombia to help finance 
the Caqueta Land Colonization Project. The loan funds would be adminis­
tered by the Colombian Institute for Agrarian Reform (INCORA). 

Lending Program 

2. The proposed loan would be the first made to Colombia as part 
of the FY 1971 lending program, which comprises eight projects. (See 
attached five-year lending program.) Loan negotiations for the following 
projects were initiated but not concluded in FY 1970 because of unresolved 
project problems - P.almira Water Supply ($2 million), Bucaramanga Sewerage 
and Erosion Control ($6 million), and Development Finance Institute 
($5 million}. Steps are being taken to bring about a resumption of these 
negotiations. 

3. Appraisal reports for the following projects are in preparation: 
Telecommunications II ($13 million), Development Finance Companies IV 
($30 million), and Atlantico Irrigation II ($3.8 million). The appraisal 
mission~·for the B::>gota 1rJ'ater Supply II project ($40 - $50 million) has been 
scheduled for December. 

The Economy 

4. The Colombian economy continued to perform satisfactorily, under 
prudent management by the authorities. The rate of growth of GDP was 6.5 
percent in 1969, and is expected to be at least 7 percent in 1970. With 
respect to fiscal performance, total public savings increased in real terms 
at an average rate of 10.6 percent in 1966-69. The central government 
surPlus on current account, which represents three-quarters of public 
savings, increased by 21 percent in the first semester of 1970. Total 
public investment increased in real terms at an average annual rate of 
21 percent in 1966-69, and the increase planned for 1970 was 35 percent. 
Central government investment, which accounts for about half of total 
public investment, increased by 35 percent in the first semester of 1970. 
The Government is aiming to increase minor exports (other than coffee and 
petroleum) by 25 percent annually, and this target was exceeded in 1968 
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and 1969. However, in the first eight months of 1970, these exports 
were ooly 8 percent higher than in the same period of 1969. The Govern­
ment is responding to this by adopting a policy of moving the exchange 
rate faster than the cost of living index, and is seriously considering 
an increase in the extent of the subsidy to minor exports granted through 
tax relief certificates. With respect to monetary policy, the net credit 
of the central bank remains consistently well below

11
the credit ceilings 

agreed with the IMF as conditio~of their standby.-

Background of Project 

5. The proposed loan would be the seventh for agriculture in 
Colombia and the third to be administered by INCORA. The first Bank 
loan for an INCORA project was the $9 million Atlantica Irrigation loan 
made in 1967. In 1969, the Bank loaned $17 million for agricultural 
credit to medium-sized farmers in INCORA project areas. Both this proj­
ect and the proposed Caqueta Project were developed in accordance with 
recommendations made by a Bank mission which evaluated INCORA's agricul­
tural development program in Report No. T0-611, of October 1967. 

The Project 

6. The Caqueta Project, located along the eastern foothills of 
the Andes mountains, is designed to consolidate and expand the largely 
spontaneous colanzation already underway in the area. It forms an im­
portant part of INCORA's land settlement activities, the main purpose 
of which is to provide small farmers with an alternative to either con­
tinued existence in one of the traditional rural areas of r~lombia _ where 
subsistence farming predominates, or migration to one of the already over­
crowded cities, where unemployment has reached an average of 14 percent 
of the urban work force. About 3,500 partially established settlers and 
2,800 new settlers would benefit directly from the Project. They would 
operate farms averaging 75 hectares when fully cleared, and would produce 
mainly beef, and also some rice and pork, for the Colombian domestic 
market. Each settler could expect to reach a net cash surplus level 

There may have been a technical breach in the standby agreement 
in that preliminary figures for import registrations have fallen 
$7 million short of the target agreed with the I11F for the 6 
months ended September, and this means that Colombia cannot 
draw until next February, if she makes up this deficiency by 
that date. No drawing is likely to be needed. 
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(above subsistence costs) of about $1,000 per annum at full development. 
The investment costs per settler to the Government of achieving these 
income levels are estimated at US$2,200 and the P.roject would yield an 
economic· rate of return of 17 percent. 

7. Total costs of the P.roject are $20~7 million, of which the 
Bank would finance the estimated foreign costs of $5.1 million and $2.4 
million of local costs (which represents about 32 percent of the Bank 
loan and 15 percent of total local costs of the Project). With this 
amount of local cost financing, the Bank's share of total Project costs 
would still be only 36 percent, which I consider the minimum necessary 
for the Bank to make a significant contribution to the Project. A coun­
try case for local currency financing is presented in the latest draft 
economic report (\~ 200}. The external financing plan requires gross 
annual disbursements of $270 million under project loans in the six years 
1970-75, and this is not likely to be achieved through financing only 
the foreign costs of projects to which external financing can be attached. 
As for public sector finances, public savings are expected to rise, with 
some new tax measures probably being necessary in 1972. Financing of 
some local costs and program lending in Colombia has been handled in such 
a way as to comPlement domestic efforts to increase public savings. 

8. About $4.0 million of the proposed loan would help finance 
the construction of approximately 380 km. of penetration and access 
roads, and $).6 million would assist in financing the. construction of 
primary schools, health centers and administration buildings and the 
procurement of a small amount of vehicles and equipment. This portion 
of the Bank loan would be made available to INCORA by the Borrower on 
a grant basis. The remaining $2.9 million of the loan would finance 
medium and long-term credits to about 3,500 partially established and 
1,000 (of the 2,800) new settlers in the Froject area for farm invest­
ments (fencing, livestock, etc.) and would be on-lent by the Borrower 
to INCORA at 4 percent interest. INCORA, in turn, would on-lend these 
funds to the Colombian Livestock Bank (Banco Ganadero), also at 4 per­
cent interest. The Banco Ganadero would lend them to farmers at an 
interest rate to be determined (see discussion beginning paragraph 11 
below) for terms ranging from seven to twelve years with grace periods 
between three and seven years. The exchange risk on these funds would 
be borne by the Borrower and the credit risk by the Banco Ganadero. 
Seasonal credit (to be financed entirely by the Borrower) would be made 
available through the Caja Agraria, Industrial y Mi.nero ("Caja ' ) at 8 
percent interest to the farmers but with INCORA assuming the credit risk. 
The appraisal report states that funds from the Bank and the Borrower 
to be used for farm credit would be made available to INCORA in the form 
of a permanent loan. In agreement with Agricultural Projects Department, 
however, I recommend that this be changed to provide that, unless the 
Borrower and INCOaA agree to a longer term, repayment to the Borrower 
would coincide with repayments actually received by INCORA from the 
Banco Ganadero and the Caja. 
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9. Highway construction contracts would be awarded on the basis 
of international competitive bidding, but are expected to go all to 
Colombian firms as an adequate number of qualified local contractors is 
available and the contracts are likely to be too small to attract foreign 
firms. Schools would be built on a self-help basis with materials obtained 
by INCORA in accordance with its local bidding procedures. Health centers 
and administration buildings would be built by local contractors selected 
in accordance with INCORA's local bidding procedures. Goods for on-farm 
investment would be procured through normal commerical channels except 
for livestock which would be procured either through normal commercial 
channels, with the approval of the Banco Ganadero, or through the Banco's 
livestock purchase scheme currently in effect in the area. The normal 
commercial channels and the procedures of INCORA and the Banco Ganadero are 
considered adequate to insure competitively-priced goods and services 
for the Project. 

10. The term· of the proposed loan would be 20 years, including 
four years grace. The term on Bank credit projects for Colombia has usually 
been based on the estimated date of the final repayment of the last sub­
loan expected to be made with Bank funds. On this basis, the term of the 
proposed loan would be about 15 years (without allowing for slippage). 
The loan, however, would also include a substantial amount of highway and 
building construction, and ~ have agreed to make loans to Colombia for 
infrastructure projects at a minimum of 25 years. The proposed 20-year 
term results from a blending of the normal terms fbr the two types of 
projects. 

Interest Rate to Sub-Ebrrowers 

11. The interest rate proposed for all medium and long-term farm 
credit in the Project is 8 percent. This is the rate currently applicable 
to supervised credit for small farmers in all. INCORA projects except 
colonization projects and is at the low end of the (8 to 14 percent) scale 
of interest rates generally charged for agricultural credit in Coloribia. 
The present system of supervised credit in INCOaA colonization projects 
is to charge the settlers 8 percent, but not collect the interest in the 
three-year grace period presently prevailing. Instead, simPle interest 
is accumulated and paid in the fourth year and then paid currently through 
the remainder of the seven year-term presently offered; and this brings 
down the effective nominal interest rate to only 5 percent, which is nega­
tive in real terms as compared with a current and expected rate of price 
increases of 7 percent. Under the proposed project, 8 percent would be 
both charged and collected starting in the first year, so that the actual 
and effective nominal rate would be the same. This would yield an 
interest rate that would be just positive in real terms. This is not really 
satisfactory. Some increase in interest rate above the 8 percent level 
would appear to be in order. 
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12. We have,therefore, projected alternative cash flows for settlers, 
with alternative interest rates and patterns of interest capitalization, 
creating a steady annual increase in his net cash surplus which should 
offer an adequate incentive to develop his holding. Regardless of what the 
settler's cash flow may demonstrate, however, I recognize that it may 
be difficult for him to accept a rate higher than 8 percent. The 
settlers who would participate in the Project are accustomed to an 
effective nominal interest rate of 5 percent on long-term loans, and 
even at this rate, according to the appraisal report, only 45 percent 
borrow at all. The appraisal mission believes that there will not be 
a significant reduction in the demand for credit at an 8 percent rate 
collected on a current basis, primarily because the rate charged is 
already 8 percent. The mission believes, however, from its review in 
the field and discussions with INCOUA, that any higher rate would be -
perhaps irrationally - unacceptable to most of the settl~rs. They are 
small, unsophisticated farmers facing the risks associated 1dth the 
development of a new farm over an 8-year period in a frontier area, 
and in the view of the mission, most of them are unlikely to be impressed 
by, or even understand, cash flow projections showing that they can 
afford higher rates of interest. 

13. Under these circumstances, and because (1) the proposed interest 
rate would be substantially higher than the existing effective rate, (2) 
the period of the subsidy is limited to 10 years, after which the settlers 
must move to commercial sources of credit, (3) I see little likelihood of 
any significant distortion in the investment patterns of the individual 
farmers in this particular case, and (4) the beneficiaries will be low 
income farmers, I believe there is an acceptable basis for supporting the 
8 percent rate in thE case. Nevertheless, the effect on the settler's cash 
flow of interest rates higher than 8 percent, with interest capitalized 
for varying periods, has not yet been discussed with the Colombian autho­
rities. In agreement with the Agricultural Projects Department, therefore, 
I have invited the ~anager of INCORA to Washington on November 16 to 
review the interest rate question with him. If as a result of these 
discussions I am satisfied that we would be unable to negotiate a higher 
rate, I will so inform the Chairman of the Loan Committee and recommend 
approval of the 8 percent interest rate. 

Recommendation 

I recommend that the Government and INCOrtA be invited to send 
representatives to negotiate a loan of $7.5 million for the Caqueta Land 
Colonization Project on the terms and conditions set forth in the appraisal 
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report except that: 

Attachment 

(1) The term of relending from the proposed Borrower to 
INCORA would be as stated in paragraPh 8 above; and 

(2) The interest rate on medium and long-term loans to 
settlers should be determined following consultations 
with the Chairman of the Loan Committee after the 
discussions referred to in paragraph Il above. 

Gerald Alter 
Director 



COLOMBIA: Bank/IDA Lending Program, FY 1967-75 

(US$ Millions) 

Total 
FY 1949 Total 

throu~ FY 1971 

1967 1968 1969 1970 FY 1970 1971 1972 1973 1974 1975 to 1975 

AGRICULTURE 1/9.0 1/17 .o 1/18.3 6/71.0 6/6l.j 

Livestock III 
15.0 

Livestock IV 15.0 
Agricultural Credit II 
Agricultural Credit III 
Caqueta Land Colonization 7.5 

Atlantico Irrigation II 3.8 
Cesar Irrigation I 

10.0 
10.0 

Cesar Irrigation II 

EDUCATION 1/7.6 1/6.5 2/lh.l 2/20.0 
10.0 

Education III 10.0 
Edlcation IV 

POWER 1/18.0 1/18.0 1/52.3 18/294.1 l/15.0 

Interconnection Hydro 
15.0 

TRANSPORTATION 2/35.5 1/32 .o 11/230.2 3/57.0 

Highways VII 
27.0 

20.0 
Highways VIII 
Railways VI 10.0 

WATER SUPPLY AND SEWERAGE l/14.0 1/18.5 2/32.5 5/98.0 

Bucaramanga Sewerage and Erosion 
Control 6.0 

Medium-Sized Cities I 
20.0 

Palmira Water Supply 2.0 

Medium-sized Cities II 
25.0 

Bogota II 45.0 

DEVELOPMENT FINANCE OOMPANIES l/12.5 1/25.0 3/62.5 4/95.0 

Development Finance Institute 5.0 

DFC IV 30.0 

DFC V 
30.0 

30.0 
DFC VI 

INDUSTRIES AND MINING l/30.0 

TELECOMMUNICATIONS 1/16.0 1/16.0 1/13 .o 

Telecommunications II 13.0 

UNALLOCATED 
19.0 10.0 35.0 15.0 4/79.0 

TOTAL 25.0 44.5 103.1 127.6 44/750.4 112.3 86.0 80.0 80.0 80.0 26/438.3 

(Of which IDA) (1/19 .5) 

South America Department 
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MEMORANDUM TO THE LOAN COMMITTEE 

Guatemala - Livestock Development Project (LC/0/7D-118) 

After discussions with the Government and the Central Bank of 

Guatemala it is proposed that the Livestock Development Credit Loan 

be made to the Government and not to the Central Bank. The terms 

and conditions referred to in the memorandum to the Loan Committee 

dated November 16, 1970 would remain unchanged. The Appraisal Report 

would be appropriately amended when it is put into grey cover. 

David Pearce 
Secretary 
Loan Committee 
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I1EMORAJJDUM TO THE LOAN COMMITTEE 

Guatemala - Livestock Development Project 

1. The Committee is requested to consider, without meeting, the 

attached memorandum dated November 16, 1970 from the Central America 

and Caribbean Department, entitled "Guatemala - Proposed Bank Loan for 

Livestock Development Project" (LC/0/7Q-118). 

2. Comments, if any, should be sent to reach Mr. Lari (ext. 3877) 

by 1:00 pm. on Thursday, November 19. 

3. It is planned then, if the Committee approves, to inform the 

Government and representatives of the Central Bank that the Bank is 

prepared to begin negotiations for the proposed loan on the terms and 

conditions referred to in the attached memorandum. 

Committee: 

David Pearce 
Secretary 
Loan Committee 
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Memorandum from Central ~erica and Caribbean Department 

GUATEMALA - Pr()posed Bank loan for Livestock Development Project 

1. I attach Report No. PA-39 "Appraisal of Livestock Development 
Project" dated March 17, 1970, recommending a Bank loan of US$4. 0 mil­
lion to the Bank of Guatemala (Central Bank) wi. th the guarantee of the 
Government. Negotiation of the proposed lo~, has been held up because 
of the change of government 'tvhich took place in the summer. 

Background 

2. This would be the fifth loan to Guatemala and would increase 
total lending to US$50.5 million (net of cancellations). The last 
loan, for secondary education, 'tvas signed in December 1968. For Fn971 
the lending program includes also a loan for telecommunications of 
US$4 million (amount still tentative), the appraisal of 'tvhich is to 
take place later this month. A loan for highways of US$10 million 
(amount likely to be reduced), originally scheduled for FY1971, has 
just been slipped into early FY1972. The five-year lending program 
which is to be reviewed by Mr. McNamara in December, is attached. 

3. On October 31, 1970, a total of US$15.0 million remained 
to be disbursed on three loans, two for power and one for education. 
No disbursements have been made on the latter due to several factors, 
namely: delays in the selection of consultants, lack of detailed 
guidelines and adequate follow-up with regard to the preparation 
of the Master Plan, disagreement with the approach of the UNDP-UNESCO 
Technical Assistance mission as to the concept of the Secondary Teach­
er Training School which is included in our project and lack of coor­
dination among the Ministries in~olved and between GoveriLrnent and Uni­
versity. After a combined Area/Projects mission discussed this pro­
ject with the new Government in September 1970, we now expect that 
project execution will be accelerated. 

The Economy 

4. An economic mission visited Guatemala in April 1970. Its 
findings are contained in an economic report which is to be distributed 
to the Economic Committee in late-November. The report observes that 
Guatemala's recent economic growth has fallen short of its potential, 
mainly because of the narrow basis of the agricultural, export-ori­
ented economy, political instability and incapacity on the part of 
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the Government to mount a development policy which would deal effec­
tively with the pressing economic and social problems and bring about 
the required structural reforms. Gross National Product has ine·reased 
during the 1960 1s at about 5 percent .per year on average, but vdth wide 
fluctuations in line with export developments. Monetary policy has 
been cautious, the balance of payments has been kept in equilibrium -
albeit precarious - and domestic prices have stayed about constant. 
Public expenditures, both current and capital, have remained at low 
levels, vdth taxes absorbing only 8 percent of GOP. Large segments 
of the population, which grows at over 3 percent per year, have been 
left in conditions of severe povert.y, plagued by disease and illiter­
acy. The Indians, who represent some 55 percent of the total popula­
tion, remain at the margin of the monetar.y economw. There will be need 
for vigorous diversification policy, supported by institutional changes 
and greatly increased public investment, if the economy is to grow at 
an adequate and sustained rate. 

5. Following elections in March, Colonel Arana became President 
of Guatemala on July 1, 1970. The new Government, which was elected 
on a law-and-order platform and was expected to lean to the right in 
its economic policy, is instead shovdng interest in promoting a pro­
gram of social reforms. It has adopted the 1971-75 development plan 
prepared for the previous Government by an able Planning Council and 
has kept the Council intact, giving it so far considerable authority 
in the formulation ~~d execution of economic policies. The Plan pro­
poses a set of institutional and legislative reforms - in good part 
already initiated by the new Government - and a substantial increase 
in public investment. Our economic mission endorsed its goals and 
general strategy, but cautioned that the financing requirements ~dll 
eventually entail measures going beyond the administrative improve­
ments and minor tax adjustments recommended in the Plan. During our 
discussions of the draft report, the Government accepted most of its 
conclusions but maintained that, if the administrative measures were 
fully effective, no new tax legislation would be needed. It is dif­
ficult to press for ambitious fiscal reforms right away; tax admin­
istration seems in fact to be improving, revenues are quite buoyant -
partly as a result of high coffee prices - and major financial short­
falls are not likely before 1972. Moreover, the Plan may well over­
estimate the speed with which public investments can be increased; 
given the substantial institutional reforms which the Plan itself 
prescribes for the main public spending agencies - especially in agri­
culture - as a prerequisite for enabling them to carr,y out larger pro­
grams, the pace at which justifiable demands on public funds expands 
may well be slower than the Planning Agency expects. 

6. The Plan is well designed to serve two important objectives 
of the Government: the acceleration of growth and a broader distribu­
tion of its benefits. However, the obstacles are formidable: sporadic 
acts of terrorism continue, the opposition of domestic vested interests 
to meaningful reform is bitter and the competence of Government per­
sonnel at all levels is quite limited. Thus, it is far from certain 
how much of these objectives ~dll be achieved. Nevertheless, Guatemala 
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still has a margin of creditworthiness: the debt service ratio is 
around 9 percent, balance of payments prospects for the next few years 
are quite favorable, not only because of high coffee prices for the 
next year or two but also because of the possibility of a US$200-250 
million project with International Nickel going forward (perhaps with 
IFC participation). Moreover, some progress is being made with the 
diversification, e.g. livestock, products, some manufacturing, cotton. 

The Project 

1. The loan under consideration, to be reimbursed in 16 years 
including a 5-year grace period, would be the first agricultural op­
eration of the Bank Group in Guatemala. The project would pro~de 
financial and technical assistance to about 300 commercial beef breed­
ing/fattening ranchers on the Pacific coast to raise Guatemala's cur­
rent low levels of productivity to modern standards. The objective 
of the project is to help Guatemala retain its share of the beef export 
market vdthout further sacrificing domestic consumption, which in recent 
years has dropped considerably. The total estimated project cost of 
US$7.8 million would be jointly financed by the Bank (52 percent) , Gov­
ernment (20 percent, in the form of an interest-free contribution), 
participating credit institutions (8 percent in the form of short-term 
loans for working capital) and ranchers (20 percent). 

8. The proposed Bank loan and the interest-free contribution 
from the Government would be channeled to ranchers through the over­
all banking system by a Livestock Development Fund located in the 
Bank of Guatemala (the Central Bank). Besides the Central Bank, the 
banking system of Guatemala consists of three State Banks, ten Pri­
vate Banks, two of which are foreign, and two Development Finance 
Companies. The Central Bank would carry out its financing with part 
of the proceeds of the Bank loan and an interest-free Government con­
tribution. The blend interest of Bank and Government funds would be 
about 5 percent per annum. On-ranch development sub-loans would be 
extended to ranchers for a term of 12 years, including a 4-year grace 
period, at a 10 percent interest rate and these sub-loans would be 
refunded in full by the Central Bank at 7 percent. The 2 percent 
interest spread would be required to cover the Central Bank's oper­
ating expenses and pay for Technical Services. A Technical Service 
Unit, which is one of the essential features of the project, would 
be established in the Ministry of Agriculture, vdth two agencies 
located outside the capital city, to provide project-related tech­
nical services. 

9. The proposed Bank loan of US$4 million would finance the 
foreign exchru1ge component of about US$2.6 million and US$1.5 million 
of local costs. Bank financing of a relatively large amount of local 
costs is justified in view of the high priority of this project in 
the diversification of the Guatemalan economy. The Bank's share of 
total project costs is in line with what we have been doing in simi­
lar projects in other countries, and if the Bank's contribution were 
to be any smaller it would be difficult to persu~de either the Gov­
ernment or the commercial banks to support the project. 
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10. During recent discussions tvith the Government in Washington, 
various alternatives were explored with a view to satisfying a Gov­
ernment1s request that the project should exclude a few ver.y large 
far.mers who alreaqy have access to long-term credit and technical 
assistance. A tentative agreement was reached to the effect that 
sub-loans to ver.y large ranchers - defined in terms of the size of 
the loans - would carr.y additional charges for technical services. 
This would most likely result in excluding from the project the larger 
ranchers, who reportedly have other and cheaper sources of funds and 
technical assistance and would not be interested in small-size loans. 
We expect to further discuss this as well as other criteria during 
negotiations. In any case, we would leave open the possibility of 
periodic revisions of the criteria finally chosen with a view to 
reconciling the basic aims of the Government with an early disburse­
ment of project funds. 

Recommendation 

11. I recommend that representatives of the Government and the 
Central Bank be invited to negotiate a loan of US$4.0 million on the 
terms and candi tions indicated in paragraph 6. 01 of the Appraisal 
Report. 

Edgar Gutierrez 
Director 
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