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(3-70) 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

I CONFIDENTIAL I INTERNATIONAL DEVELOPMENT ASSOCIATION 

LOAN COMMITTEE 

DECLASSIFIED 

SEP 0 5 2014 
WBG ARCHIVES 

September 10, 1971 

Minutes of Loan Committee r-teeting held on 
Tuesday, August 3f, 1971 at 3 ~ 30 p.m. in 
the Board Room. 

A. Present: 

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

Attending: 

G. Aithnard 
B.A. de Vries 
D. Elz 
P.T. Grosjean 
H.J. Nissenbaum 

B. Ghana - Sugar Rehabilitation Project 

LC/H/71-11 

D.J. Fontein 
D. Gustafson 
J.P. Hayes 
C.G. Helmoth 
D. Richardson 
A. Stevenson 
J. H. t.Jilliams 
E.P. Hright 
Dag F. Wittusen (Secretary) 

C.R. Poncia 
R.E. Rowe 
R. i-Jadst,rorth 
?•1. J. t.Jalden 

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

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

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

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

6. Protection of the Sugar Industry. The Committee noted that: 

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

(ii) There was some criticism of the proposal to obtain 
assurance that the Government would take the measures 
necessary to enable Ghana Sugar Company (GSC) to earn 
a return of at least 7% on capital employed (Appraisal 
Report, 9.02(r)} While a nominal protection against 
imported sugar was acceptable on economic grounds, it 
was questionable how far the Bank should insist on 
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maintaining the financial viability of GSC. Several 
spea~ers maintained that the proposed rate-of-return 
covenant would compromise one of the prime objectives 
of the project, viz. to increase the technical and 
managerial efficiency of the sugar factories, by re­
moving market pressure for reform and in effect guaran­
teeing a certain level of profits. 

7. 
that: 

Financing of Expatriate Management Firm. The Committee noted 

(i) 

(ii) 

(iii) 

1/ Attached 

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

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

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

8. The Committee concluded that: 

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

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

and further concluded that: 

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

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

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

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

E. Adjournment 

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

Cleared by: Messrs. Knapp 
Broches 
Chadenet 
Chaufournier 
~Jads,Jorth/Evans 

Secretary's Department 
September 10, 1971 

Dag F. l.Jittusen 
Secretary 



DEFINITION OF CAPITAL AND CURRII'!T EXPEIIDITURES -· ------·-------~-----· .. . ..-.. 

1. . The distinction between .~apital and~~~~~~ (sometimes referred 
to as _r_~~}l.!_r_e_!!!) expenditure is important in detenninin~ the eligibility 
of items for Bank/IDA financinr,. Hhile Article I of t!le Bank's Articles 
of Agreement refers to 11 facilitating the investment of capital for produc­
tive purposes" and to :rthe encoura~ement of th~ development of \)reductive 
facilities and resources in less developed countries : 7 ~ there is no re­
quirement that the projects financed by the Bank be capital in nature , 
provided that they co~e - within the r,eneral purposes of the Bank set out 
in Article I. The Articles of IDA refer only to -iproviding financin~ to 
meet their [developin3 countries] i!!lportant development requirements." 
There is therefore no legal requirement that the Ban.k should finance only 
capital expenditures? and uheth:~r or not it should do so is a policy 
question. This memorandum takes for ~ranted that Ba~k fina~ce should 
normally be limited to capital ejtpenditures -; but does consider whether in 
special or exceptional circunstances other kinds of expenditure should be 
financed. -

2. Hhile economic literature h3.s dealt extensively ~1ith the subjects 
of c.s.pital, investment and consumption:; and on the .distinction between 
capital and current e~cpenditures~ considerable ambiguities remain and any 
set of definitions is arbitrary to soue extent. Sir.1ilarly ,. national 
accounting and budgetin:.· practices in this fielr:l vary widely from country 
to country and tirne to time. The follo,. 7 ing atte1:1pts to give a practical 
definition of the cor-cepts and to indicate how this definition applies to 
sone of the princip~l types of Bank/I~JA 1Jroj~cts to t-ihich it is relavant. 

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

4. ~~u_r_r:,ent. e:<~penditures are those ~iving rise to benefits 't-7hich 
terminate tvitbin a short period of time , generally one year or less. 
Current eY:penditures must therefore b~ repeated at short ~ · periodic 
intervals. 
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5. Capit_aJ expenditures m2y be for the purchase of the physical 
assets themselves (plant~ machinery and equipment) which, since they give 
benefits over a number of years, are by definitio~ capital in nature. In 
the case of labor, materials~ and services, their classification for Bank 
proje~ts -~~.E_ends on the use to wh~ch th_e_y __ ~~...2_u_! _ . If they are used to 
create an asset which produces a stream of goods and services over a 
pariod, they are ~~pi~a~ expenditures; othe~Jise they are s~~ For 
example, the labor~ steel and other n3terials and services used by a 
borrower to ~.anufacture its olm railt~Jay locomotives are -~-apital expend­
itures, as is the outright purchase by the borrower of the locomotive. 
The labor and ~aterials used, in conjunction with the asset (locomotive) 
which has been created or purchased, to provide current railway services 
(the movement of passengers and goocs) are current exoenditures. Simil·· 
arly, the wages of laborers and exp~nditure~ on gasoline and asphalt . 
as well as depreciation of the contractor's equi~ment, are c~2~t2_~ if 
they are used to build a new road or upgrade an existing road, since 
they create or add to the value of a long-lived asset (the road)~ the 
same expenditures are c~~~e~~ if t~ey are used ·to maintain an existins 
road since they must b~ repeated periodically to keep the road in its 
present condition. If road maintenance is neBlected over a numb~r of 
years~ the capital invested in the road has been consumed, and the ex­
penditures to reconstruct the road may be classified as ~~~t?! since 
they create a new asset. 

6. To continue uith the case of highnay maintenance, whicP illus··· 
trates so~e of the conceptual issues involved, the purchase of assets 
such as maintenance equipment (tractors, ~raders~ rollers) is a c~~~~~l 
expenditure~ the labor ~, gasoline~ asphalt and other materials used with 
the equipment to maintain the road in its present condition are ~urr~~! 
expenditures. The depreciation of the maintenance equi~ment and expend­
itures on its maintenance are ~~~~~nt expenditures. This does notj of 
course) preclude the financinp of the actual replacement of the equipment 
by external borrowing (includine~ if appropriate on other grounds~ further 
Bank loans) rather than internally-generated funds ; whc.t source of finance 
is used for replacement depends on the overall financial position of the 
entity in question. 

Other Illustrat~~~s 

7. Other examples may be ~iven . _~:h e sala.ry o~ an en~ineer design-
in~ or supervising ne~.v roa.d construc:= i on i~ a r''l,·,·d u~1 ..... ,.,v · ~-i t ,1r0 t- 1~~'"' 

salary of an en ~ inPPT 
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8. A permanent increase in the inventory of materials, goods and 
supplies required to reach an initial level of operations, or to expand 
to a hicher level, may also be classified as a c2_P.!,ta! expenditure; there­
after, such expenditures are considered as current. Thus~ the incremental 
expenditures to build up a permanently high~er 1~-;~·ntory of asphalt and 
gasoline necessary for a hi~her level of road maintenance are a canital 
ex-)enditure. as is the initlal stock of textbooks and supplies fo-;--a-;;w 
school. In the case of agricultural credit, short term credit to farmers 
foe the purchase of seasonal inputs is a ~C.!!!'.Je~t expenditure to the 
farmer, but funcs used to initiate such a credit program~ or to expand its 
level, on a lon~ term basis may be classified as capital ex~enditures. 

9. The starting-up expenses of a project~ covering the period until 
incotne fro~ the assets created under the project is sufficient to meet 
expenses~ are sometimes classified as ~~J'ita! and have been financed by 
the Bank, although the same types of expenditure are later treated as 
~':1.!.~~.!1..~~ in effect , the development period for definine capital e:~penditures 
is taken as the time necessary to reach financial equilibrium. This would 
be the case., for exarn.~leJ of t! ·!~. expenditures for feed~ etc. under a live­
stock breedin~~ project until the net-: ranches l-7ere in full production. 

10. Similar considerations ~ay ap~ly in the case of non-revenue 
earning projects. Thu~1 9 the Bank 11as ~ in. exceptional cases, financed a 
declining proportion of the additional current expenditures for an expanded 
highway maintenance pror,ram ~ until such time as the Government's financial 
position would enable it to c.over them. 

11. The foregoing illustrations have all dealt with actual cash 
expenditures rather than economic costs. In the case of livestock projects, 
the withholdinr of cattle from markets durinr: the herd build-up period is 
a capital costs involving the fore3oin~ of possible revenue over a period 
of years~ althou7,h not a cash outlay to t!1e farmer. It ~ay also have a 
forei:.;n exchanee cost') since the 1;·Jithholdino MaY result either in the loss 
of foreign exchange revenue or in an actual forei~n exchange outlay for 
additional im!Jorts to supply the domestic market. It nay be appropriate 
in some cases to take such costs into account in ~easurins the size of 
the farmer's contribution~ the (indirect) forei~n exchange cost of the 
project, and the aD.ount of Bank fina.ncin9;. Hor1:rever, they s~·~ould not · be 
shm·m in the cost estimate table of the appraisal report, ·Hhj_ch is based 
on cash expenditures~ 

12. The classification of .t.echnisal __ ~~IYJS~.§. such as those of con-
sultants and advisers lik.euise depends on the use to which the services 
are put. ~Jost of these services are likely to be _c2.P1.~2J. in nature since 
they are used to prepare studies, train local personnel, give advice on 
the reorganization of institutions, etc. which yield benefits over a number 
of years. On the other hand ~ \·lhile the salary of the expatriate manager of 
a construction project 1:1ay be a capital expenditure, the salary of the 
expatriate mana3er of an on-goin~ enterprise is general ly considered a 
_currep~t. expenditure although conceivably it may involv<' e l ement s of both. 
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13. _I~~tJ:C.~!:.._~<;>.n_ projects are financed by the Bank on the grounds that 
they are an investt~,_ent in human capital vJhich contributes to the economic 
development of the country. Expenditures on school buildings, training 
equipBent, facilities~ and an initial stock of supplies, are all invest­
ments to create a capital asset (the educational system) which produces 
an output of trained manpower. The salaries of the staff of a project 
unit would also be a capital expenditure. On the other hand, from one 
point of viet'l, teachers' salaries are not an element in creatinr. the asset, 
but a _c_!!r_r_e_~ _ expenditure made in conjunction Hith the school system 
towards the annual output of students. From another point of viewi how­
ever, the trained manpov1er t-lhich is the output of the school system is it­
self an asset, yieldine a stream of benefits over the productive life of 
each graduate. In this sense, teachers' salaries uould also be a .c_?pita~. 
expenditure. However this issue is viewed» there are practical objections 
to the Bank's financin~ teachersv salaries. If they were made eligible 
for financing they would be a very larGe element of total project costs~ 
involving largely locel currency expenditure~ It is desirable that the 
Government be in a position to finance these expenditures from its :regular 
bud3et over the life of the project. It would be appropriate ~ however, 
to finance the salaries of expatriate teachers used to train local teachir.~ 
staff, for the reasons indicated in paragraph l2o 

14. In YE~ilJ~ Pla~pJpz~ expenditures on building a clinic 7 on trans-
port equipment ~ and on an initial inventory of ~edical supplies are 
_c_<!P_!_t_al; they create an asset (the fartily planning service) t-Jhich produces 
a strerurr of benefits over time. The expenses of operatinz the clinic, 
including salaries of doctors and nurses~ and pills for current consumption 
are generally considered to be .~1:1.!_~-~E..t· It could.> on the other hand, be 
arr;ued that each pill for exanple is an asset~ albeit a small one, producing 
a streaB of benefits over a numb~~r of years (the costs saved by the preven­
tion of a birth for one day). A further argument could be th?t, Given 
the importance of faMily plannin~ in certain countries and the need to 
start or expand a family plannin~ program on the right b0sis? there may be 
instances in which the Bank could malte a contribution, on a declining 
basis:i to the initial or incremental cost of running a family plannin0 
program. The Bank has not yet made any loans for population purposes, and 
its policy in this field is still under consiJerationo 

Presentation in Appraisal Rc~or~~ 

15. In the preparati9n of appraisal reports, the table on the cost 
estimate of the project should contain only ca_pi1:!:_1._!_ e~~penditures, on a 
cash basis. In projects ~.rhere there are inport<:1.nt related expenditures 
of a current nature (education~ highway maintenance, family planning) 
these should be presented separately in the text!1 and t he tuo sets of 
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figures should not be added toceth~r. In the cost-benefit analysis, 
both capital and current expenditure are taken into account since both 
are necessary to achieve the benefits bein~ measured. 

July 3, 1969 

) 

Harren C. Baum 
Associcte Director, Projects 
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MEMORANDUM TO THE LOAN COMMITTEE 

Central African Republic - Education Project 

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

attached memorandum dated September 10, 1971 from the Western Africa 

Department, entitled "Central African Republic - Proposed IDA Credit 

for an Education Project" (LC/0/71-100). 

2. Comments~ if any, should be sent to reach Mr. Fall (ext. 4744) 

by 5:00 p.m. on Wednesday, September 15. 

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

Government that the Association is prepared to begin negotiations for 

the proposed credit on the terms and conditions referred to in the 

attached memorandum. 

Committee: 

Dag F. Wittusen 
Secretary 
Loan Committee 
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General Counsel 
Director of the Development Services Department 
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Deputy Director, Projects 
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LC/0/71-100 

September io, 1971 

LOAN COMMITTEE . 
'l-1err.or3.ndum from the Western Africa Department 

Gc~ntr. tl" African Republic : Proposed IDA Cred.i t 
f~r an ed~c~tio~ pro~~ct_~ 

1. I n Junn 1970, a UNESCO mission reviewed the educational 
objectives of the Central African Republic (CAR) following a Bank 
reconnaissance mission in December 1969. In February 1971, the 
Government requested IDA financial assistance for an education project 
prepared with the assistance from UNESCO. The attached Appraisal 
Report (PE 34) da·~ed August 31, 1971, proposes a $3.2 million develop­
ment credit to the Central African Republic. I propose to increase 
the credit to $3.5 million for the reasons set out in paragraph 8. 

2. The proposed project would be our third operation in the 
CAR. A $4.2 million credit for the Bangui-M'Bai'ki road construction 
and a $4.3 million for highway maintenance were respectively signed 
in April 1 969 and June 1 970. On both projects execution has been 
slow at the beginning. However, the closing dates of March 31, 1973 and 
June 30, 1975 for respectively the road construction and the highway 
maintenance can still be met. 

3. The five-year lending program is attached. A cotton develop-
ment program has been prepared and could possibly be considered for 
IDA financing in FY 1973. No other project is scheduled for FY 1973, 
but preparation work is under way in transportation and livestock. 

The Economy 

4. An economic report (AW-16,a) dated May 27, 1970 distributed 
to the Executive Directors in June 1970 is being updated by an economic 
mission which visited the CAR in lVlay 1 971 • The updated version will 
be issued before Board presentation of this credit. 
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5. '.:'he CAR economy has good economic potential based on diamonds, 
cotton, c~ 'fee, and uranium. Although coffee production has stagnated, 
cotton production had increased by 18 percent in 1968/69, and diamond prod­
uction by 1 7 percent in 1 968. Exports in the period 1966/70 had been 
higher than in any earlier period. They were eA~ected to increase during 
1971-73 because of the expected continued increase in cotton production 
and the export of over 500 tons of uranium ore per year, starting at 
the end of 1972. A CFAF 8 billion ($29 million) investment program 
to be spread over four years (1969-72) was under way for the uranium 
mining and processing plant. This investment of CFAF 2 billion 
annually, which was not included in the four-year Plan, corresponds to 
about 25 percent of the annual investments, public and private, under 
the Plan. 

6. The CAR Government,however,faces increasingly serious fin-
ancial difficulties. The budget which until 1966 had been in surplus, 
is shoWing growing deficits. This deterioration is largely due to a 
rapid increase of expenditures for administration, education and 
defense and to a slower growth of the eccno~ since 1966. The need 
for corrective action was discussed during the negotiations of the 
Highway maintenance Credit in l'-1ay 1 970, and again during the econo-
mic updating mission in May 1971. There are indications that the Govern­
ment recognizes the need for remedial action. Some measures to restrain 
current expenditures introduced during the preparation of the 1970 
and 1971 budgets were a step in the right direction; restriction 
on all new recruitment and enforced retirement of civil servants at 
retirement age, withdrawal of government vehicles from ministers and 
senior officials, reduction both in number of students sent abroad and 
in the amount of scholarships given at home, and reduction of travel 
abroad and embassy personnel were timely taken. The Government also 
demonstrated its willingness to increase development expenditures 
by earmarking $1.6 million in the Road Fund in 1970 and committing 
itself for the same amount in 1 971 , in order to be able to meet recurrent 
maintenance cost generated by the $4.3 million IDA credit for highway 
maintenance. 

7. However,the cumulative effect of the above mentioned measures, 
will prove insufficient in 1971 to further improve the budgetary situation. 
They will not be sufficient either because cotton, coffee and diamond 
productions will remain below previously attained levels, and because 
the production of uranium which 't-Tas expected early 1 972 will be delayed 
because of technical difficulties encountered during project implementation. 
In a letter dated July 12, 1971 we drew again the Goverrunent • attention 
to that situation. During negotiations of the project and discussions 
during the Annual Meeting, we will seek agreement to a program of financial 

···· ... : 
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reform. t-·h-:le financial difficulties have not so far affected progress 
of OUT P3,s'f. Jperations as the Government has assigned the required funds 
to what t l(.f consider to be high priority projects, continued deteriora­
tion would clearly limit our ability to proceed with our longer term 
program; v:re will make it clear to the Government that the amount of 
finance .~~ ~~n provide will depend on their own performance. 

8. Even with improved performance in public fi.nance, it can hardly 
be expec ~- c:. d that sigr-.ificant budgAt savings can be dE .v·~ loped during 
the 19?1 and 1972 budgE:ts. Therefore, ~D!1. must be prepared to finance 
a large part of the project costs including, incvita.bly, a considerable 
pro:)ortion of local expenditures. In the past IDA f ln:J.nced up to 88 
percent of total project, net of taxes, but only cov6ring the foreign 
exchange component. For the proposed educational proje ct, in which 
the foreign exchs.nge cost represents 65 percent of t~H~ pro jo0t cost net 
of t::-xes ·' we propose finaming of 87.5 percent of ca.:v! tal c.: Puts 
exelusivc of ilr:port duties an:l local t ax0s , or about 50% o:L t otal cost, 
ir:c-.luding the ad<ii tin~al recu .. "t'rent expe11di tures required during the 
implementation period. (see para. 14) 

The Proj '?~ 

9. The proposerl project would assist in the imrlementa.tion of 
the gover,t'tlcnt educational pclicy by (a) proviC..i.ng loJ.Jer sPcondary 
f ac:l.lities for t.he tea(~hing of a broader curriculum; (b) arlding science 
a l!.i practical subject rooms to four existing lycees; (c) irr:j_)rov:ing the 
f[.~ilities for technical and conunercial courm-;s; (d) establishing a 
Tcelcher College, ENS.? to tra.in secondary school teacb.ars; (e) helping 
with the p:repa.rai:.ion of a long-term educational development plan. 

1 0. The pro;}ec·L ':Jould consist of: 
(a) t!L:lstr'-v!tion of and furni ture and equipment for: 

(i) foar new lower seconda1·y schools and extension of 
an existing one; 

(ii) additional facilities for science and practical 
subjects in four lycees; 

(iii) extension to the technical lycee; 

(iv) a new secondar,y teacher training college; 

(b) A unit for the implementation and overall supervision of 
the project. 

(c) The preparation and implementation of plans for: 

(i) Cost-saving devices in the framework of a long-term 
plan for the education and training s.ystem. 
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(ii) Training of secondar,y school teachers for practical subjects; 

(iii) Scheme for the training of technical and commercial 
teachers. 

11. To assist in the preparation of a long-term educational plan, 
the project would establish an education project unit and provide the 
services of an educational economist for one year to advise on educational 
finance and cost-saving devices. To ensure proper implementation, the 
project would include the services of an educator-administrator as 
adviser to the project director (three may-years), and a project architect 
(three man-years). Qualified counterparts should be assigned to work 
with all foreign experts. · 

12. The proposed credit lvould finance: 

(a) 65 percent of the cost of civil works 

(b) 80 percent· of c os:t -:-o;r. ·;the· · f'urrii ture and equipment 
, ·if procured abroad or ·65 percent of the c·ost 
if procured locally and 

(c) 80 percent of the cost of the project administration and 
technical assistance. 

13. Contracts for civil works and procurement of furniture and 
equipment would conform to the Bank/IDA guidelines on internation~l compet­
itive bidding. Domestic manufacturers would be allowed a preferential 
margin equal to the existing rate of import duty or· 15 percent of the 
c.i.f. cost of competing imports, whichever is lower. The preferential 
treatment would be applied also to manufacturers from other countries 
of the Economic and Customs Union for Central Africa. o(UDEAC). 

14. The total project cost is estimated at about $5.0 million 
of which $2.6 million would be foreign exchange and $1.0 million, or 
20 percent, import duties. T~e proposed credit of $3.5 million would 
cover the foreign exchange costs plus about $0.9 million of local ccets 
i.e. 87.5 percent of total cost, exclusive of import duties and other 
local taxes. The Government's contribution of 30 percent of total 
cost, of which 20 percent t~ll be in the form of releasing taxes, cons­
titues an adequate domestic effort, together with the increased recurrent 
costs of about $0.7 million annually which will be required by the 
proposed project. 
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Issues for the attention of the Loan Committee 

15. The CAR Government has undertaken a series of nationalizations 
on which the status of settlement is as follows: 

(a) In 1967 Societe Equatoriale d'Energie Electrique (SEEE); 
agreement has been reached; 

(b) In i 967 Union Electrique d•Outre Mer (UNELCO). The 
Government recognized the principle of compensation, 
but settlement has not been reached on the evaluation of the 
assets; ·since April 1970, we have received no information 
on this issue; 

(c) The Agence Transequatoriale des Commu~cations (ATEC). 
In 1969 the Government withdrew from the convention 
establishing the Agence Transequatoriale des Communications 
(ATEC), a multi-national transport agency jointly established 
with the Congo (B), Gabon, and Chad. The Government took 
over ATEC•s transport facilities located on its territory 
and set up a national agency, A.gence · • Centrafricaine 
des Communications fluviales (ACCF), to run them. ACCF 
is continuing transport services to the former ATEC 
partners under a series of bilateral agreements which have 
led to satisfactor,y cooperation. 

(d) 'While 't'lithdrat-ling from ATEC, the Governments of the CAR 
and Congo(B) nationalized the Compagnie Generale des 
Transports en Afrique Eqtmtoriale (CGTAE). Both Govern­
ments have reached a common position on the outstanding 
issue concerning the valuation of the assets of the 
company. Discussions between c. A. R., Congo (B), and 
the Company resumed in February 1 971 and then broke·, off. 
In March 1971 the Company made a compromise proposal and 
in May informed us about· the lac·k of response from the Congo 
Government. 1~ have received no subsequent information. 

(e) Mining Companies: In 1969, the three diamond mines in the 
CAR were closed by the Government in a dispute over mining 
rights. The discussions between the Government and the 
Diamond Distributors, Inc. (DDI) broken off in November 
1970, started again in March 1971. An agreement was 
reached upon, resuming the activities of DDI as soon as 
a suitable mining code non under preparation is available 
and the DDI is able to raise $600,000, the necessary sum 
for reopening of the mines. 
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27. From the above, it is evident that there has been some progress 
in the settlement of nationalization disputes. The othevs are still 
too recent to consider the lack of final agreement. 1rJ'e propose, 
however, to press the delegation to sp~ed up negotiations and reach 
an agreement. The influence we have had in bringing about solui_.ion 
in the diamond disputes justifies this course of action. 

28. Aside from the nationalization disputes, an other issue 
is the .l:udgetar.r situation. In a letter dated July 12, 1971, we drew 
the attention of the Government to the fact that a continued budgetar,y 
deficit would endanger our operations in the country. During negotiations 
of the nroposed credit, if no decisive commitment on the control of 
recurrent expenditures is reached, we might have to cmsider reducing 
the pace of our operations after FY72, pending evidence of improvement 
in economic policy•tnaking. 

_..J Recommendations 

30. I recommend that the CAR Government be invited to send 
representatives to Washington to negotiate :a credit of $3.5 million for 
this project otherwise on the terms and conditions outlin€d in para­
graphs 6.01, 6.02 .l and 6.03 of the attached Appraisal Report. 

Attachment. 

Roger Chaufournier 
Director 
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Mauritania - Proposed Livestock P~oject 

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

attached memorandum dated September 9, 1971 from the lvestern Africa 

Department:) entitled 'iMauritania - Proposed Livestock Project" 

(LC/0/71-99). 

2. Comments, if anylil should be sent to reach 1'-fr. Adams (ext. 4736) 

by 5:00 p.m. on Tuesday, September 14. 

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

Government that the Association is prepared to begin negotiations 

for the proposed credit on the terms and conditions referred to in 

the attached memorandum. 
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Secretary 
Loan Committee 
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Nemorandum from the Western Africa Department 

¥illURITANIA: Proposed Livestock Project 

I. BACKGROUND 

1. Attached is an appraisal report (PA-102 ), dated .A~gust 31, 197.1., 
recommending an IDA credit of US$ 3.4 million equivalent to the Islamic 
Republic of Mauritania. 

2. The proposed credit would be the Bank Group's fifth operation 
in Mauritania. In 1960 the Bank made a loan (249-FR) of US$ 66 million, 
to Mines de Fer de Mauritanie (MIFERNA), for the exploitation of iron ore; 
in 1964 an IDA credit (69-MAU) of$ 6.7 million was granted for a road 
construction project in which FED also participated ~ in 1968 IFC invested 
US$ 20 . 0 million in Societe Miniere de Ma~ritanie (SOMIMA), a company that 
is operating a copper mine ; and in 1969 an IDA credit (159-MAU) of US$ 2.5 
million equivalent was made for a highwa,y maintenance project. 

3. The five-year lending program (copy attached) calls for financing 
of small projects in agriculture, livestock, fisheries, education and 
transport. The next project is likely to be for improvement of the 
Nouadhibou fishing port. 

II. THE ECONOHY 

4. An economic report was circulated in July 1971. It concluded 
that Mauritania, being an extreme case of dual economy, has three major 
economic potentials: mining, livestock and fishing. However, rapid 
growth of the mining sector has only limited impact on economic develop­
ment, since nearly half of its value added is transferred abroad, and since 
the privately-owned mining companies employ a limited number of Mauri­
tanians. Economic growth will therefore be greatly determined by what 
actions will be taken to better exploit the growth potential in fishing 
and livestock. To allow implementation of a public development program 
of a size judged necessar.y, without creating budgetary problems, external 
aid should continue to be on concessional terms, except for projects 
that will create no demand on Government resources. The share which 
Mauritania would be able to contribute towards the cost of foreign-financed 
projects is on average well below the local cost component, particularly 
for projects in the rural sector. The Bank Group - together with other 
providers of foreign loan aid - should therefore be prepared to cover a 
substantial part of local expenditures and in certain cases of operating 
costs. 
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III. THE PROJECT 

5. The proposed project, covering a four-year disbursement period, 
would comprise three main components as follows: 

(a) Wells: including (i) reconstruction and/or repair of 
approximately 300 pastoral v-;ells .~ (ii) establishment of 
two well-maintenance teams ; and (iii) explorator,y drilling 
for. water at 10 sites within a sector of the Project 
area where there is inadequate information on ground water 
supply. 

(b) Animal Health: involving the strengthening of the 
Livestock Service of the Ministry of Rural Development 
to enable it to carry on a campaign to vaccinate animals 
in the Project area against the important endemic diseases. 

(c) Firebreaks: involving provision for equipment and organi­
zation for regular maintenance of approximately 6,500 km. 
of firebreaks within the Project area. 

6. The repair and reconstruction of the proposed 300 wells would 
provide an adequate network for optimum use of pasture in the project 
area, in which over 40 percent of the country's cattle population is 
concentrated. The continuation of vaccination of cattle against endemic 
diseases will prevent recrudescence of rinderpest, which can cause mortal­
ities of up to 50 percent of individual herds, and of contagious bovine 
pleuropneumonia. The rehabilitation and maintenance of the network of 
firebreaks will substantially reduce the present 40 percent average annual 
grass fire destruction ·or available pastures in the project area. 

1. The project would be the responsibility of the Ministry of Rural 
Development. The ~linistr.y of Civil Works and Labor and the Hydrological 
Services within the IvJinistry of Equipment would be concerned with some 
aspects of the Project. A Project Coordinating Commission would be appointed 
to advise on certain aspects of the wells and firebreaks component of the 
project, as well as on terms and conditions of engagement of well consul­
tants. The legal arrangements for establishing interministerial cooperation 
will be discussed during negotiations. 

8. Total costs of the project are estimated at about $US 4.8 million 
equi valent, comprising US$ 3 .• 1 million capital costs and US$ 1. 1 million 
operating costs during the four years of project execution. The IDA 
credit would cover the foreign exchange component of the investment costs 
(US$ 2.5 million equivalent) and an annually declining proportion of 
operating costs (from 80 percent in the first year to 20 percent in the 
fourth year) totalling about US$ 0.9 million equivalent over the disburse-
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ment period. The combined Government contribution to investment costs 
and operating costs would reach a peak of $492,000 during the fourth 
year of project execution. 

9. Contracts for well repair, reconstruction and purchase of 
vehicles would be subject to international competitive bidding. Vaccines 
are likely to be purchased from a veterin~ laborator,y in Dakar. 

10. French bilateral aid agencies are contemplating financing animal 
health programs in the Project area. Discussions with a view to coordina­
tion between the FAc· and IDA-financed project would be held prior to 
presentation of the proposed credit to the Executive Directors. 

11. The appraisal report recommends that additional taxes be 
levied and collected on livestock within the Project area to cover services 
provided to livestock owners under the Project. The Agriculture Projects 
Department argues that inadequate budget provisions since independence 
led to the deterioration of these services in the first place and therefore 
would like to see the incremental taxes to be levied and collected by local 
authorities earmarked for the sustained operation of the well and fire­
breaks maintenance services. 

I propose to seek from the Government an understanding that the · 
yearly budget shall provide for adequate resources to cover tl1e cost · 
of these services, in accordance 1i-Lth an estimate agreed jointly between 
the Government and the Association. I do not favor an earmarking of 
resources limited to a given project area because: 

(i) a tax confined to the Project area could jeopardize project 
implementation because it might incite cattle owners to 
avoid the area; 

(ii) collection would be difficult :, 

(iii) the livestock sector is already heavily taxed in relation 
to the Government services it has been receiving. In 
addition, it is felt that this project alins at restoring 
and developing a major tradit ional activity. It therefore 
is more akin to extensi on actions than to provision of 
public services; 

(iv) the Legal Department has advised that a tax (a) confined 
in its application to a porti on of the territory of the 
Borrower and (b) the proceeds of which are to be earmarked 
for specific purposes, would require the adoption of 
special legislation. 

Questions regarding grazing and watering rights will also have 
to be explored during negotiations. 
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12. Creation of the Project Coordinating Committee (see para. 7) 
would be a condition of effectiveness of the IDA credit, while disburse­
ment of funds under the animal health component would be subject to 
employment of a veterin~ officer acceptable to IDA. 

13. The economic rate of return of the project is estimated at 
about 20 percent. This assumes that, without the project, the number 
of wells in the Project area would decrease to about 200, that the animal 
health component will reduce cattle mortality rates and increase calving 
rates, and that, as a result of protection of pastures from destruction 
by fire, livestock carried in the area could be increased by about 20 
percent. However, achievement of the return is dependent on maintenance 
of the vaccination campaign for at least ten years and of the wells and 
firebreaks for at least thirty years. If these activities are not 
maintained beyond the disbursement period of the credit, the rate of 
return would be reduced to 14 percent. 

IV. RECOOVIENDATICN 

14. I recommend that the Association invite the Government of 
Mauritania to negotiate a credit of US$ 3.4 million for a Livestock 
Project substanti~ in accordance with recommendations set forth in 
Section VI of the Appraisal Report, except for the amendment proposed 
in paragraph 11 of this memorandum. 

Attachments 

Roger Chaufournier 
Director 
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l1inutes of Special Loan Meeting to · consider ?flraq - Telecommunications 
Projece' held at 3:0b p.m. on Friday, August 20, 1971 in Conference 
Room B. 

1. Present: Uessrs. Cope (Chairman), Baum, Benjenk, Armstrong, 
Davar, El-Fishawy, l1itchell, Sathar, Vasudevan and Wittusen (Secretary). 

2. Issue: The meeting was called to consider what the Bank's 
attitude should be if the Government were to disqualify any firm which 
submitted the lowest evaluated bid under the Bank's rules for inter­
national competitive bidding, on the grounds that the firm was on the 
Arab boycott list. 

3. 

Committee: 

Discussion: The meeting noted that: 

(i) During loan negotiations the Government agreed to 
observe the Bank's normal procedures governing pro­
curement. An understanding was reached that there 
should be no specific clause in bid invitations and 
documents excluding consideration of any bid, except 
possibly from Israeli sources. In view of the sensi­
tivity of Bank-Iraqi relations, the Iraqi anxiety 
that Bank procurement procedures should as far as 
possible not disturb Iraqi law (which covers the 
Arab boycott), and the feeling that boycotted firms 
might reasonably be expected not to bid, the question 
of what would happen if a boycotted firm submitted 
the lowest and otherwise satisfactory bid was not 
specifically .raised with the Iraqis. 
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The Bank had made loans in the past to Arab 
nations despite the ex~stence of the boycott. 
Few, if any, boycotted firms had submitted bids 
and no occasion had yet arisen calling for such 
a firm to be disqualified. On the other hand, 
the issue might be raised in principle by the 
Executive Directors; or, since boycotted firms 
were not excluded from bidding, one of them might 
be successful in submitting the lowest evaluated 
bid: Thus the Bank should have a policy on dealing 
with a borrower's decision to disqualify the bid of 
a boycotted firm. 

The via~ expressed by the Public Utilities Projects 
Department was that the Bank should "live with" 
the boycott. The Bank's policy usually respected 
import duty arrangements legislated by Bank borrowers, 
as well as bilateral, regional and international 
preferential and trade arrangements such as Common­
wealth Preference, etc. The Arab boycott could be 
considered a similar treaty. There was also a 
possibility that a boycotted firm might submit an 
unrealistically low bid in order to embarass an 
Arab borrowing member or to try to break the boycott. 
A further question that needed to be considered was 
whether a boycotted firm, if given the ·~ard, could 
carry out the project in an "efficient and economic" 
manner, since difficult relations with the Borrower 
could be anticipated. 

Decision: The meeting concluded that: 

(i) The Arab boycott, which was political in nature, 
should be distinguished from preferential and bi­
lateral trade arrangements which were economic. 
Further, wnile it was possible that a boycotted 
firm might submit an unrealistically low bid, 
the Bank could effectively guard against it through 
the bid evaluation process. 

(ii) If the lowest evaluated bid under the agreed pro­
curement procedures was found to be that of a 
boycotted firm and the Borrower decided not to 
award the contract to that firm, this would preclude 
the Bank from disbursing against the project item. 
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Since understanding on the decision in (ii) above 
had not been specifically reached during negotiations, 
it would be desirable to inform the Government as 
soon as possible. The Area Department undertook to 
apprise the Iraqi Under-Secretary of Planning presently 
in Washington, of the Bank's thinking and inform him 
that the matter would be discussed more fully with 
the Iraqi delegation at the time of the Annual Meeting. 

Dag F. Wittusen 
Secretary 

Cleared by: Messrs. Cope 
Armstrong 
Benjenk 
El-Fishawy 

Cleared in substance by Mr. Baum 

cc: Loan Committee 
Participants 



FORM N_n . 60 
(3-70) 

il 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT ASSOCIATION I CONFIDENTIAL I· 
.U!·' .I A~~D fi'IEJlJ 

LOAN COMMITTEE SEP 0 5 2014 
VIBG ARCPIVES 

September 3, 1971 

d EMORANDUivf TO THE LOAN COivll'1ITTEE 

Uganda - Second Beef Ranching Development Project 

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

attached memorandum dated August 31, 1971 from the Eastern Africa Depart-

ment, entitled "Uganda - Second Beef Ranching Development Project" 

(LC/0/71-98). 

2. Comments, if any, should be sent to reach Mr. Vita (ext. 4918) 

by 5:00 p.m. on Wednesday, September 8. 

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

Government that the Association is prepared to begin negotiations for 

the proposed credit on the terms and conditions referred to in the 

attached memorandum. 
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Dag F. Wittusen 
Secretary 
Loan Committee 
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Memorandum from the Eastern Africa Department 

UGANDA: Second Beef Ranching DeveloEment Project 

I. INTRODUCTION 

1. In furtherance of the agricultural diversification strategy 
enunciated in the Second Five-Year Development Plon, t he 
Government of Uganda has initiated a long-term livestock development 
program which emphasizes the introduction of beef ranching on a commer­
cial scale into ttnderutilized and underpopulated areas of the country. 

2. The Beef Ranching Project for which the Association extended 
a Credit (No. 130 UG) of $3 million in October 1968 was the pioneer 
effort under this program. This first project, while concentrating on 
the development of six large ranches, five of which were owned and 
operated by the Uganda Livestock Industries (ULI), a parastatal organi­
zation, also provided for the development of about 40 medium-sized 
ranches. This project, which is ahead of schedule, has been a success, 
and the performance of the medium-sized ranches (owned by cooperatives, 
small companies and indiviQ.uals) in particular has prompted the formu­
lation of the proposed follow-up project which envisages a greater role 
for the medium-sized rancher in the development of the beef industry. 

3. The FY1972-76 Operations Program is attached. 

II. THE PROJECT 

4. The attached appraisal report (No. PA-98) recommends an IDA 
Credit of $6.6 million for the financing of the proposed project which 
is estimated to increase annual beef production by· about 12 percent. 
The project would provide for: 

(a) ranch infrastructure development, including construction 
of perimeter fencing, basic water storage and stock 
handling facilities and feeder roads; 
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(b) credit and technical services to: 

(i) about 140 medium (500 head) sized breeding/ 
fattening ranches, 

(ii) one large (50,000 hectare) steer fattening 
ranch and 

(iii) about 30 small mixed farms; 

(c) training in ranch management for ranch managers, 
technicians and foremen; 

(d) consultant services to assist Government in: 

(i) reorganizing livestock and meat marketing 
services and establishing marketing agencies and 

(ii) preparation of further livestock development 
projects. 

5. The total cost of the project is estimated at $13.4 million 
equivalent. ~fty-one percent of the project financing will be provided 
from sources in Uganda as follows: the ranchers - $1.4 million (10%); 
participating commercial banks - $4.4 million (33%); and the Government -
$1.0 million (8%). The balance, $6.6 million (49%), will be covered by 
the proposed IDA credit, "tvhich t-rould include the entire foreign exchange 
component of $4.6 million and $2 million for local costs. 

6. The project, which will exploit the untapped potential of 
Uganda's natural grasslands, will involve participation of about 13,000 
heads of families. In addition to increasing the supply of beef, the 
project will serve to train a cadre of skilled people capable of under­
taking further rapid expansion of the industry. The economic rate of 
return is estimated at 12 percent. 

III. ISSUES .AND HIGHLI..Qtl!§. 

Ranch Infrastructure Development 

7. Basic improvements, such as access roads, fencing, water 
storage, cattle yards and dips, which are essential for preparing new 
areas for ranching operations, would be carried out by the Government, 
but the total cost would be prorated among the individual ranchers served 
by the improvements who would repay the Government over a period of 
20 years at an interest rate of 8 percent per annum. 
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Since such basic improvements must precede aQY on-ranch investments 
under this project, it is necessary to ensure that this work is fully 
coordinated with the plans for devei:>pment of ind.i vidual ranching enter­
prises. To this end, the Ministry of Animal Industry, G&me and Fisheries 
(Animal Industry) 'tvhich generally undertakes such work, 1vould establish 
an adequately staffed and equipped Infrastructure Devaopment Unit headed 
by a manager with qualifications and experience satisfactor,y to the 
Association. This unit would be placed under the control of the Project 
Director to ensure full coordination. The establishment of such a unit 
and the appointment -of the Unit Manager would be a condition of effective­
ness of the credit. 

On-Ranch Development 

8. The ranchers themselves would contribute in cash and kind 
(mostly cattle) over 20 percent of the on-ranch investments. The balance 
would be financed by loans channeled through commercial banks. 'lhese 
loans would be repaid over a period of up to 12 years (including up to 
5 years of grace) and would carry interest at 8 percent per annum. 

9. The proposed mechanics for the extension of credit to ranchers 
for on-ranch development and working capital are based on those employed 
successfully under the first project. The part of the proceeds of the 
IDA credit to be made available for on-ranch devaopment would be relent 
by the Government in the first instance to the Uganda Commercial Bank 
(UCB), a wholly government-owned institution, under a subsidiary loan 
agreement acceptable to the Association. Under an administration agree­
ment, also to be acceptable to the Association, the UCB would onlend 
funds to participating commercial banks willing to lend to ranchers. 
In addition to being a channel for onlending, the UCB would also operate 
as a participating bank. Individual ranch plans would be appraised by 
the Project Office which would determine the requirement for long-term 
credit and working capital. If that appraisal is positive, the Project 
Office would help the rancher to approach the participating commercial 
bank of his choice and notify that bank how much of the long-term credit 
required would be made available from the proceeds of the IDA credit and 
hence the balance of long-term credit and working capital that would 
have to be provided out of the bank's own funds. It would then be the 
responsibility of the commercial bank to appraise the credit risk. 

10. Under the first project, the credit risk on IDA funds onlent 
to ranchers had been borne by the Government, and the participating 
commercial banks had been allowed a spread of 1.5 percent for their 
services as "disbursement agents "• The credit risk borne by partici­
pating banks was limited to their o1m funds. For the second project, 
the appraisal report proposes that the commercial banks should also take 
on the credit risk for onlent IDA funds and that to compensate them for 
so doing the spread on relending IDA funds be increased to 3 percent. 
(See paragraph 3.30.) 
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Accordingly, if the ranchers select a participating bank other than the 
UCB, UCB 1vould onlend IDA funds to such participating bank at 5 percent 
per annum for lending, together with the bank" a own funds, to the rancher 
at 8 percent. If, hot-rever, UCB is acting as a commercial bank and 
lending directly to a rancher, UCB would receive the same spread of 
3 percent, borrowing the proceeds of the IDA credit from the Government 
at 5 percent. If UCB is onlending to another commercial bank as agent 
for the Government, it would receive one half of one percent as a handling 
fee and thus borrotv the proceeds of the IDA credit from the Government 
at 4!-a percent. 

11. Of the total loans to ranchers (including worldng capital) 
amounting to $8 e~l million equivalent, $4.4 million equivalent would be 
from the commercial banks' own resources. Hence, the credit risk on 
approximately 54 percent of loans to ranchers vrlll be borne by the 
commercial banks. I agree that we should try to encourage the commercial 
banks to increase their involvement in credit for agriculture and live-
stock. Changes in the existing Chattel MOrtgage Law designed to 
strengthen enforceability, which would be a condition of effectiveness, 
will increase the value of the security available to commercial banks. 
But this measure and the offer of a 3 percent spread may not persuade 
them to increase their exposure,and we cannot force them to do so. As 
noted in the Appraisal Report, they have already expressed some reluctance. 
I therefore recommend, and the Agriculture Projects Department concurs, 
that, if we cannot reach an agre~1ent satisfactory to the Association 
and the Government under which the commercial banks, which will be 
represented at the negotiations, would assume the full credit risk on 
onlent IDA funds, we should be prepared to revert to arrangements similar 
to those under the first project. 

Vdxed Farm Development 

12. The proposed project includes a pilot venture into mixed-farm 
development, taking advantage of the management and technical resources 
mustered for the ranching project for monitorjng and evaluating the results 
of such an experiment. About 30 small crop farms would be provided with 
funds required for livestock, pasture improvement, irrigation equipment, 
animal housing and disease control. The total cost of this component is 
estimated at $155,000 of which IDA would provide $95,000. It is hoped 
that the experience gained from this pilot project would enable Uganda 
to plan for a larger scale mixed-farm development project. 

Project Management 

13. As in the case of the first project, overall management and 
coordination 1illl rest with the Project Office headed by a Project 
Director with qualifications and experience acceptable to the Association. 
A Project Committee, which consists of representatives of the various 
ministries involved would continue to provide guidance and assistance 
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to the Project Director. 'lhe Project Committee would be enlarged by 
including representatives of the Ministries of Finance and Planning and 
the Project Office would be strengthened by the addition of at least 
seven additional credit officers to process and supervise loans to 
ranches. In addition, as mentioned in paragraph 1 above, the Ranch 
Infrastructure Development Unit would be placed under the control of 
the Project Director, so as to ensure adequate coordination. 

11a.rketing and Pricing Policy 

14. The increased production of beef resulting from the proposed 
project would be fully absorbed by the domestic market. Given the emphasis 
in this project on increasing the production of beef in hitherto under­
populated areas, an effective system to process, store, transport and 
distribute beef is essential. The Government has decided, in principle, 
to establish a Meat Commission with regulatory powers in respect of 
marketing of livestock, meat and dairy products, including pricing and 
import policy. '1his policy making body would be provided vrl. th technical 
support by a Livestock Marketing Division to be established within the 
Ministry of .Animal Industry. 

15. The proposed credit provides for consultants to survey and 
formulate recommendations on the reorganization of the marketing services 
and the operations of the Meat Commission, covering processing, storing, 
transport, grading and pricing and the policy, investment and control 
measures required. The members of the Meat Commission and the heads of 
the Meat Commission and the Livestock Marketing Division must be active~ 
involved in this exercise,and the consultants would not be retained until 
these two entities had been established and their respective heads appointed. 

16. In February 1971 the Government established a maximum retail 
price ceiling on a number of commodities including meat. If enforced, 
this regulation, which does not differentiate bet"~·teen grades of meat, 
could act as a disincentive to beef production; it is, moreover, contrary 
to understandings given under the first project. As a condition of 
presentation to the Executive Directors, we would require that the 
Government either repeal the existing regulation or modify it so as to 
permit differentiation between grades, pending the consultants' recom­
mendations on the grading and pricing of meat. This may meah a delay 
of probably several months between negotiations and Board action. Some 
delay is, however, desirable in any case before making a decision to 
submit the credit to the Executive Directors {see paragraph 23 below). 

Procurement 

17. International competitive bidding would be followed for the 
procurement of fencing materials and heavy construction equipment requ~ed 
for ranch infrastructure development, totaling about US$75.0, 000. Other 
physical inputs required for ranch infrastructure development, on-ranch 



- 6 -

development and supporting services 't'IThich are not sui t able for bulk 
procurement through international competitive bidding vJould be obtained 
from local suppliers, many of whom represent international manufacturers. 
Competition among local suppliers is sufficiently keen to ensure economic 
procurement. 

18. Procurement of breeding cmrs, bulls and feeder steers is 
dictated by the need to obtain improved breeds indigenous to East Africa 
and adapted to Ugandan conditions. Procurement would therefore be confined 
to Uganda and to Kenya, which has traditionally been a supplier of livestock 
to Uganda. 

Training Program 

19. The proposed credit provides fundsfor expanding the ongoing 
program for overseas training in ranch management and introducing an 
on-ranch training scheme in Uganda for foremen and technicians. This 
program would produce about a 100 trained personnel within four years. 
The plans and curriculum for the training program would be prepared by 
the Project Director and submitted to the Association for approval before 
the program is initiated. The Appraisal Report (paragraph 3.25) recommends 
that a deadline of nine months after effectiveness be specified for the 
submission of this program. There is no reason why preparation of the 
training program should not go ahead as soon as the credit is signed and 
delays in effectiveness are no reason for perwitting delay in preparing 
the program. I therefore reconunend, ~d th the agreement of the Agriculture 
Projects Department,that the deadline should be one year after credit 
signature. 

IV. COUNTRY SITUATION 

20. Volume I of a report entitled '~conorrlc Developments in East 
Africa" (Report No. AE-16a) v1as distributed to the Executive Directors 
on July 16, 1971. Section D of this volume revievrs economic developments 
in Uganda. 1·hile, as the report noted, the management of public finances 
was generally sound during the first four years of the Second Five-Year 
Plan (1966-1971), a considerable deterioration occurred in 1970/71. 
Capital expenditure, in part due to large-scale military pro•::.~..rement by 
the nev1 government, was higher than anticipated. The recurr~;~~lt budget 
surplus and medium- or long-term borrowing Here inadequate t'J meet this 
increased expenditure, and there was a large net deficit which was covered 
by short-term borrowing mainly from the Bank of Uganda. 

21. The 1971/72 budget estimates, if maintained in practice, would 
certainly help to restore financial stability. However, 28 percent of 
the reduced capital budget has been allocated for defense, at the expense 
of funds for projects of a development nature. It is moreover known ~~at, 
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after the coup, there was a considerable amount of unauthorized spending, 
mainly by the military. Tile finance }linister is trying very hard to keep 
control overall government spending; his problem is essentially to 
control spending by President Amin himself, who is reported to have 
recently made a number of commitments to purchase ar.ms, including jet 
aircraft. 

22. The deterioration in the fiscal situation was accompanied by 
a worsening of the balance of payments and a decline in foreign exchange 
reserves from $82 million in September 1970 to $53 million in April 1971. 
In June this year, the Government entered into a $10 million Standby 
Agreement with the Il"W' undertaldng to limit borrowing from the banking 
system, to avoid further commitments of contractor finance or suppliers' 
credit and to maintain at least an agreed minimum level of external 
assets, including SDR 1s. Both the Government's short-term borrowing from 
the Central Bank and the Bank's external assets are now close to the new 
limits. lrJe have already, and shall continue, to express our concern to 
the Ugandan authorities and made clear that their performance and the 
progress of our lending operations are closely related. 

23. Tile economic situation in Uganda is obviously difficult. 'Ihe 
political situation is uneasy and, if incidents such as the reported 
recent border slcirmish between Tanzanian and Ugandan troops continue, 
the repercussions both within Uganda and "td thin East A.f.rica could have 
a serious effect on Bank Group operations • lrle therefore intend to keep 
in close touch with the situation, in cooperation with the FUnd. A 
mission will go to Uganda before the end of 1971 and in any event prior 
to a decision to present this project to the Executive Directors. 

24. The latest Country Program Paper for Uganda (¥arch 18, 1971) 
justifies financing for some local expenditures on the grounds that the 
arnount of foreign aid which Uganda can use effectively exceeds the 
foreign costs of priority projects suitable for external financing. 

V. REC011NENDATION 

25. I recommend that the Association invite representatives of the Republic 
of Uganda to negotiate a credit of $6. 6 mill ion equivalent for a Second 
Beef Ranching Development Project substantially on terms and conditions 
set forth in the Appraisal Report, subject to the modifications proposed 
in parag;raphs 11 and 19 of thls memorandum. 

Attachment: Five-Year Operations Program 

J. H. ~lilliams 
Deputy Director 
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20, 1971, on the interest rate at which CNCA would relend Bank funds. The 
Agriculture Projects Department had recommended an 8% relending rate, while 
the Area Department, maintaining that 8% was unacceptably high to the 
Government, had recommended a lower rate. The issues for discussion were: 

3. 

Committee: 

(i) at what relending rate should the Bank's funds be 
employed, and 

(ii) whether to insist that CNCA charge this interest 
rate on all its lending operations. 

Level of Relending Rate. The meeting noted that: 

(i) To ensure the efficient allocation of resources, the 
relending rate should bear some relation to the real 
cost of capital. The cost of capital, rate of return 
from the project and relative financial strength of the 
beneficiaries (mainly large farmers) did not justify 
a less than 8% relending rate. The Area Department, 
however, stated that the problem was not misallocation 
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of loan capital in agriculture but its low volume. 
Raising the interest rate was likely to discourage 
private investment in agriculture. 

The Area Department further maintained that increasing 
CNCA 9 s lending rate from 6 1/2% to 8% for medium-term 
agricultural loans, making them more expensive than 
industrial loans, would be unacceptable to the Govern­
ment. BNDE presently lends at 9% to industrial borrowers 
but the Government' pays the borrower a refund of 2%, 
making a net rate of 7%. If the Bank insisted on an 
8% relending rate for CNCA the Government was certain 
to insist on similar rebates for agricultural loans. 

The general structure of interest rates in Morocco 
had remained unsatisfactory for some time and at 
some point the Bank should insist that the rate 
structure reflect more properly the cost of capital. 

Several times in the past the Bank had been dead­
locked with the Government on the same issue. It 
would be unfortunate if the Bank made a strong stand 
on the issue only to back dm~ again. 

Uniformity of Interest Rates. The meeting noted that: 

(i) 

(ii) 

(iii) 

If the short-term interest rate remained 6% and 
the medium-term rate was set at 8%, farmers might 
borrow short-term and invest long-term. This might 
upset the financial structure and be cumbersome to 
administer. 

Uniform interest rates on project and non-project 
funds would contribute to a more efficient appli­
cation of project funds. Similar projects in other 
countries indicated that when a lower rate than that 
charged for project funds was available, project 
funds might remain largely unused. 

On the other hand, it might not be possible to get 
CNCA to adjust its lending rates on non-project 
funds. CNCA might want to employ a differential 
rate structure or other means to provide selective 
incentives for agricultural investments. 
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Decision: The meeting concluded that: 

(i) Bank funds should be relent at 8% interest rate 
without subsidies or rebates. 

(ii) The Bank should press CNCA to make corresponding 
adjustments on its rates for other lending operations. 
But the Bank should not insist on an across-the-board 
inc~ease of rates for all lending as long as CNCA 
advanced proposals which would ensure the prompt 
utilization and efficient allocation of the loan 
proceeds. 

Dag F. Wittusen 
Secretary 

Cleared by: rfessrs. Knapp 

cc: Loan Committee 
Participants 

Bro ches I El-Fis hawy 
Benjenk/Asfour 
Stevenson 
Wapenhans 
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1. The Committee is requested to consider, without meeting, the 

attached memorandum dated August 30, 1971 from the l~estern Africa Depart-

ment, entitled "Dahomey - Proposed Credit for a Cotton Project" (LC/0/71-97). 

2. Comments, if any, should be sent to reach Mr. Schott (ext. 4758) 

by 5 :00 p.m. on Thursday, September 2. 

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

Government that the Association is prepared to begin negotiations for 

the proposed credit on the terms and conditions referred to in the 

attached memorandum. 
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Memorandum from the Western Africa Department 

Dlili0I"IEY: Proposed Credit for a Cotton Project 

Introduction 

1. Attached for the consideration of the Committee is Report 
No. PA-99 entitled 11 Dahomey-Zou-Borgou Cotton Project. 11 It recom..­
mends an IDA credit of US$5.7 million. In 1969 the Government of 
Dahomey requested IDA financing for an agricultural development pro­
ject based on cotton in the districts of Zou and Borgou. The pro­
ject was prepared by P~lA during 1969 and 1970 with the assistance 
of the Government, CFDT (Compagnie Frangaise pour le Developpement 
des fibres Textiles) and SATEC (Societe d'Aide Technique et de 
Cooperation). The project was appraised in January, 1971. 

2. The proposed credit would be IDA 1 s third operation in 
Dahomey. In March, 1969, IDA made a credit of US$4.6 million for 
the development of oil palm and food crop production (Hinvi Agri­
cultural Project, Credit No. 144-DA), which became effective on 
August 5, 1969. Several important problems have beset this project 
and a memorandum proposing corrective measures was submitted to 
Mr. Knapp on August 13, 1971. In September, 1970, IDA made a second 
credit of US$3.5 million for a highway maintenance and engineering 
project which became effective on April 8, 1971. Project execution 
is satisfactory. 

The Economy 

3. Dahomey is one of the poorest of our member countries, 
and it has few natural resources that can be quickly or easily 
developed. The country's economic growth in the past decade has 
been very slow. Although progress has been made in solving some of 
its problems in external trade and public finance, the country's 
economic situation is still ver,y serious. 

4. From partial indicators, it appears that for the last 
three years there has been a mild acceleration of the very slow rate 
of growth (4.5 percent a year at current prices during the period 
1960-68) mainly as a result of increased exports and unofficial 
transit trade with Nigeria. Considering the rapid population growth 
(2.8 percent per annum) and the general increase in prices (about 3 
percent per annum), it is most likely that real per capita· income 
has remained stagnant and does not exceed $70. There are, however, 
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some encouraging signs of progress in agriculture. The oil palm 
plantation program has developed favorably and cotton production 
increased more than threefold over the period 1965-66 to 1968-
69; exports of these crops increased rapidly during the last three 
years. On the other hand, little progress was made in the develop­
ment of food crop production in the same period. Expansion of the 
oil palm and cotton programs, in which the Bank Group is involved, 
will continue to be the most important growth factor for Dahomey's 
economy during the coming five years. 

5. Agricultural products represent about 90 percent of 
Dahomey's exports, with palm products accounting for about 31 
percent and cotton for about 14 percent. Cotton production has 
grown rapidly from 1,400 tons in 1964 to 35,000 in 1970. ·rt is 
expected to reach 80,000 tons in 1974. The present project will 
account for about 31,000 tons of this increase. Other agricultural 
exports include groundnuts and some cocoa smuggled from Nigeria. 
At present rice imports amount to about 7,000 tons, valued at 
US$1.0 million. Food crops occupy about 66 percent of the cultiva­
ted area, maize being the main crop. 

6. At the core of Dahomey's economic difficulties is the 
Government budget. Since independence, Dahomey has suffered from 
chronic budget deficits that have been financed through French 
budget support. The main structural reason for this situation is 
personnel expenditures which rose to a very high level in the early 
days of independence and have continued to increase rapidly since 
then. Moreover, school leavers cannot find employment opportunities 
in the private sector and thus exert a constant pressure on the 
Government's recruitment policy. Scaling down current budgetary 
expenditures to match current receipts will remain the basic issue 
of the Government's financial policy in the near future. 

1. The Bank has been concerned about Dahomey's precarious 
financial situation for several years. Hence, before negotiating 
the present project we are seeking agreement with the Government on 
specific actions to improve its budgetary performance. For this 
purpose, a two-man mission is presently visiting Dahomey, and our 
forthcoming economic mission (late 1971 or early 1972) will discuss 
with the Government a program for further measures to improve the 
present tax system and expenditure control. 

8. However, in the long run, only the broadening of the tax 
base is likely to bring about a permanent improvement in public 
finance. In this respect the cotton project, by its important 
direct and indirect effects on the country's growth prospects, will 
make a substantial contribution to the improvement of the Govern­
ment's financial situation. 
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The Project 

9. The project aims at developing cotton production by extending 
cotton growing areas in two large districts, the Borgou and the Zou, from 
29,000 ha. to 59,000 ha. over a four-year period. The number of fnrm­
ers growing cotton would increase from 29,000 to 41JOOO. Production 
of maize and groundnuts, grown in rotation with cotton, is also expected 
to double. In addition, rice production would be developed on some 
3,300 ha. and rice. milling facilities provided. This project would be the 
final phase of a program supported up to now with financial and tech­
nical assistance from France and managed by CFDT in the Borgou and by 
SATEC in the Zou. The present program which started in 1966 represents 
one of the best means, foreseeable at this time, of substantially 
improving the standard o£ living of a large segment of the rural 
population and improving Dahomey's balance of payments. 

10. The project would cover the four-year period 1971~74. Its 
principal components would be: 

a) staffing and equipping the "Societe Nationale AgricoJe 
pour le Coton" (SONACO), which will administer extension, 
credit and marketing services; 

b) establishment of a revolving fund to provide cotton growers 
with seasonal and medium-term credit; 

c) construction of two additional ginneries in the project 
area to increase annual gilli~ing capacity from 43,000 tons 
of seed cotton to 67,000 tons and provision of six small 
rice mills to process 3,600 tons of paddy; 

d) rehabilitation of about 610 km of feeder roads; 

e) execution of field trials to adapt research results for 
practical application; 

f) provision of funds for preparation of an agricultural 
diversification project in the Borgou and Zou districts. 

11. The extension methods will aim at inducing Borgou growers 
successively (i) to use fertilizers in addition to insecticides which 
are mandatory already; (ii) to grow cotton in blocks and observe crop 
rotations; and (iii) to use animal drawn farm implements. In the Zou 
district, most farmers have already mastered stage two above, and due 
to the lack of draught animals in this area, the farmers will generally 
not move to stage three. Fertilizers are presently being subsidized 
by FED, but the subsidy will be phased out gradually. If necessary, the 
Government will continue the subsidies if FED discontinues its support 
policy. Gradual elimination of the subsidies is deemed advisable in 
order to avoid discouraging their use through a sudden price increase. 
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12. Total project costs (including taxes~$350,000, but 
not including import duties from which the project will be exempt) 
are estimated at about US$11.8 million equivalent, of which about 
US$5.4 million will be for agricultural extension and operating 
expenses of SONACO, US$1.5 million for processing plants, US$0.6 
million for the feeder road improvement program, US$0.6 million 
for the research program and crop diversification studies, and 
US$2.7 million for a revolving credit fund to finance seasonal 
and medium term credits for fertilizers~ insecticides and imple­
ments. The balance of project costs consists of a reserve for 
contingencies. The foreign exchange component is estimated at 
$7.1 w~llion or 60 percent of total project cost. The proposed 
credit of 5.7 million would finance 48 percent of the project. 
FAC would contribute $2.9 million, 24.5 percent, and thus finance 
the balance of the foreign exchange component and part of local 
cost. The Government would contribute through FAS $3.2 million 
equivalent or 27.5 percent of total project cost. FAC 1s contri­
bution would be in the form of a grant and $1.0 million of it will 
be used to meet the bulk of project costs in calendar 1971. 

13. Disbursement of the proposed credit would be made against 
(i) 100 percent of the cost of good~c.i.f. Cotonou,imported for 
the project; (ii) 90 percent of the cost of office equipment and 
furniture, building and1yoad construction, a~plied research and 
study; (iii) 39 percent- of the total costs, c.i.f. Cotonou, of 
fertilizers, insecticides and agricultural equipment. Procure­
ment would be by international competitive bidding 1-.1here orders and 
contracts are of a sufficient value to justify this procedure; 
goods and services procured in this way are estimated to have a 
value of US$7 .5 million. 

14. Organization: Overall responsibility for the project 
would rest with the Ministry of Rural Development and Cooperation 
which would delegate operational responsibility to a recently 
established "Societe Nationale Agricola pour le Coton11 (SONACO), 
an autonomous government corporation. The latter's functions will 
include the preparation and administration of programs for cotton 
and other annual crops cultivated by the cotton growers, and it 
will contract with SATEC and CFDT for the necessary management and 
technical assistance. SONACO's Secretary General will be provided 
by CFDT and appointments to key posts in SONACO will be made under 
conditions acceptable to IDA. SATEC and CFDT will each provide a 
chief of operations and administrative and training officers to 
assist in managing the project in their respective districts. 

1/ 39 percent of total purchases of ann~al inputs equals 90 percent 
- of total purchases in the first project year and 90 percent of 

incremental requirements in the following years. 
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15. Both CFDT and SATEC are French public technical assistance 
agencies for agricultural development. CFDT was established especially 
to develop the production and marketing of textile fibers; its 
achievements in developing cotton production in African countries are 
well known. Moreover, an important feature of the project is the 
creation of a joint venture between the Government and CFDT for the 
purchasing, processing and marketing of cotton. Under their con­
tract, CFDT and the Government would place their industrial and 
commercial assets at the disposal of the joint venture although 
they would each keep the ownership of these assets and remain se­
parately responsible for the repayments of any debt incurred to 
finance them. CFDT would manage the joint venture and be respon-
sible to a committee comprising three members appointed by the 
Government and three by CFDT. This agreement will replace an exist­
ing agreement between CFDT and the Government, signed in 1967 for 
ten years. CFDT will receive fixed fees for its services and 20 
percent of profits. It will participate in losses to the extent 
of 25 percent of its cumulative share of profits. Certain unresolved 
legal issues arising out of the above arrangements are being , 
discussed by the mission pPesently visiting D~hom~y. 

16. Stabilization Fund: The Government's share of profits fr0m 
the joint venture with CFDT would be paid into the "Fonds Auto-
nome de Stabilisation et de Soutien des Prix des Produits a 
1 1Exportation11 (FAS), a governmental agency which guarantees mini­
mum producer prices for Dahomey's principal export crops. In turn 
FAS would help finance SONACO's operations as well as accumulating 
sufficient reserves to stabilize cotton prices as required. Pro­
ducer prices would be established in consultation with IDA to 
assure that FASt accounts are maintained on a sound financial 
basis. 

17. The appraisal report states that submission of a plan by 
the Government to strengthen the management and accounting proce­
dures of FAS should be a condition of Board presentation. Although 
the proper functioning of FAS is essential to the operation of the 
project, the deficiencies in that organization are not such as 
Should in any way delay presentation of the project to the Executive 
Directors. Therefore, we feel that it would be sufficient to make 
submission of a plan for corrective action, as well as implemen­
tation of it, a condition of effectiveness. 

18. Credit: Seasonal and medium term credit would be provided 
to participating farmers through a revolving fund managed by SONACO. 
CFDT and SATEC would assure collection of the credits by deducting 
payments from the proceeds of the farmer's cotton sales. Interest 
rates on both seasonal and medium term credit would be about 8 percent. 
It is intended that the revolving credit fund would eventually be 
transferred to the Banque Dahomeenne de Developpement after its 
forthcoming reorganization. 
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19. Rate of Return: Assuming a project life of 20 years, the 
eccnomic rate of return on the project, including the cost of the 
road improvements and the applied research program and taking only 
cotton production into consideration, is estimated at 54 percent. 
If a decrease of 15 percent i~ revenue from either lower yields 
or prices were assumed, the rate of return would fall to about 
33 percent. The project is expected to yteld total net foreign ex­
change earnings of US$27.0 million over the entire project life at 
a discount rate of 9 percent. Some 41,000 farmers of whom 12,000 
would be new cotton growers, would benefit from the project; and, by 
the end of the project development period, the increase in the 
average annual net cash return to new cotton farmers is expected 
to reach about $100. 

Recommendation 

20. I recommend that representatives of the Republic of 
Dahomey be invited to negotiate a credit of US$5.7 million equiva­
lent to assist in the financing of this project, substantially in 
accordance with the terms and conditions set forth in paragraphs 
9.01 through 9.04 of the appraisal report, with the exception that 
the condition of Board presentation contained in paragraph 9.02 (b) 
be made a condition of effectiveness as stated in paragraph 17 above. 

Attachment: Five-year Lending Program 

Roger Chaufournier 
Director 
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Memorandum from the Western Africa Department 

GHANA - Proposed Sugar Rehabilitation Project 

1. Attached is an Appraisal Report (No. PA-100) dated August 161 
1971, recommending _Bank Group assistance of up to US$16 million to the 
Government of Ghana to help finance the rehabilitation of the Ghanaian 
sugar industr.y. The proposed Bank Group assistance would be the first 
operation out of an expected three in Ghana in the current fiscal year. 
An education project was appraised last Februar,y and is scheduled to be 
submitted to the Ex:ecutive Directors early in 1 972. A road rehabilitation 
project will be appraised in September. Last June, IDA approved a 
credit of US$7.1 million for the expansion of power distribution facilities; 
it was the only Bank Group operation in FY 1971 • 

2. The proposed Bank Group assistance for the sugar rehabilitation 
project would be the third for agricultural development, following IDA 
credits of $8.5 million for the rehabilitation and replanting of cocoa 
and of US$1 • 3 million for a fisheries project. Attached is a table sum­
marizing a proposed 5-year lending program for the period FY 1972-76. 
It is intended to submit this program for approval of the President in 
connection with the next countr.y program review for Ghana in November. 

The Econom.v 

3. An economic mission visited Ghana in April 1971 and its 
report is about to be completed. It is designed primarily as background 
documentation for the next debt conference between Ghana and her credit­
ors, to be held sometime before mid-1972, possibly before the end of this 
year. The report focuses on balance of payments prospects, Ghana's debt 
situation, preparation of a medium-term development plan, sectoral 
development strategies, as well as on recent developments and performance 
during the last year. Discussions of the draft report are to be held in 
Ghana in mid-September. 

4. 'Ihe preliminary conclusions of the mission confirm that Ghana's 
balance of payments position continues to be a major constraint on 
development. The recent fall in cocoa prices has exacerbated the situation 
and debt service payments remain heavy. Moreover, the Government 1 s attempt 
last year to eliminate cumbersome licensing restrictions on imports led to 
a substantial increase in imports. At the same time, the Government has 
made progress towards promoting new exports as well as import substitution. 
Nevertheless, the short term balance of p~ents outlook is exceedingly 
tight. But even in the longer term, Ghana 1 s export growth will be slow 
and its large external financing requirements will have to be met to a 
large extent by external loans on concessionary terms. Ghana remains only 
marginally creditworthy for lend:ing on conventional terms. 
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5. In announcing the budget for Fi 1972, the Govermnent outlined 
a number of important polic.y measures designed to promote agricultural 
production, to diversify exports and control imports, to raise additional . 
revenues and to check the growth of current expenditures. An increase 
in the discount rate from st~ to 8 percent plus various other monetar,y 
levies supplement the Government's action on the fiscal and balance of 
payments side. 1·Jhile the impact of these policy decisions has not yet 
been fully asses.sed, they are an important step towards accelerating 
economic growth while attempting to maintain internal and external sta­
bility. They conform largely to the measures recommended by the Bank and 
bilateral donors in connection with the Consultative Group Meeting last 
December. They are an encouraging sign after a period of some indecision 
in economic management. 

The Project 

6. The project is designed to stimulate the production of a commo-
dity which is at present almost entirely imported and for whiCh fairlY 
rapid demand growth is forecast • Ghana's sugar :industry was started 
under the Nkrumah regime with two sugar producing units, one at Asutsuare 
and one at Komenda, each with plantations and factories and surrounded by 
outgrowers. It began operations in 1 967. Despite relatively good agri­
cultural conditions, the enterprises have failed, mainly through poor 
planning and execution of the industry, and inadequate management. As a 
result, factor.y efficienc.y has been very low, and production has been 
only a fraction of capacity. Very heavy financial losses have been carried 
by the central government since the start of production. 

1. Sugar consumption in Ghana has continued to grow despite a 
rising price trend since 1967 and restrictive import licensing require­
ments until early 1970. In 1969, total consumption of sugar reached 
71,000 tons or over 8 kilograms per capita, compared to 4.5 kilograms 
in 1963. This level of consumption is about 2 kilograms below the average 
for Africa but is expected to continue to increase, so that total consump­
tion in 1978 would be around 1 00,000 tons. In the absence of the rehabili­
tation and efficient operation of the industry, practicallY all the sugar 
would have to be imported at an estimated cost of US$160 per ton, i.e., 
a total cost of $16 million per annum. 

8. The proposed project would provide funds and necessar.y technical 
expertise to rehabilitate the existing factories and plantations as well 
as to improve the outgrowers' schemes. Funds for studies of further expan­
sion are included in the project, which in its present form should be seen 
only as a first phase. The project aims to expand cane production to meet 
factor,y capacities. Specifically, the project would comprise replanting 
9,200 acres of estate cane, expansion of estate acreage by 2,800 acres 
and farmers' acreage qy 3,800 acres. Under the project, field and 
factor,y machinery and equipment would be rehabilitated, efficient manage­
ment provided and Ghanaian personnel trained. Credit would be provided 
to the cane farmers through the Agricultural Development Bank which itself 
would receive technical assistance to re-organize its credit accounting 
and control methods. 
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9. The project will be managed b,y the to-be-formed Ghana SUgar 
Company (GSC), an autonomous public corporation which would take over 
the existing f actories and estates from the Sugar Division of the Ghana 
Industrial H:Jl d:ing Company (Gll!OC) m order to improve the present manage­
ment cont r ol of Ghana's sugar industr.v. A major cost to the project will 
be the empl(1y.nent of an experienced expatriate management team to train 
Ghanaians ~ld to run the new company. This is considered essential to the 
success of t he enterprise. 

10. The project is justified by the benefits anticipated from the 
additional sugar to ·be produced, by its foreign exchange savings, and 
substantiol indirect benefits. Sugar production under the project should 
increase ~rom about 2,600 tons before implementation to 44,700 tons by 
1977/78. The increase is due both to higher cane supplies and an improve­
ment in sugar recove:cy. The expected growth in consumption of sugar, 
however, will mean that despite this increase imports will still be on 
the level of those in 1967, but the share of domestic production in total 
consumption will rise from 3 percent to 43 percent. 

11. The economic rate of return for the p~oject is estimated at 
14.5 percent for the two estates and factories jointly. Using a shadow 
wage of N¢0.50, i.e., two-thirds the official minimum wage, to reflect 
the low productivity of alternative occupations and the under-employment 
in Ghana, and a shadow exchange rate of US$1 = Nt1.50, the rate of return 
is 18 percent. If the estimated benefits were reduced by 1 0 percent the 
rate of return would fall to 12 percent. In all these calculations, the 
assumptions may be considered conservative, especially those for cane 
yields, and sugar recover.y. The project's economic justification has been 
calculated by considering the investments made in the past at Asutsuare as 
"sunk costs " . 

1 2 • The free world market price of raw sugar in the late 1970 1 s is 
estimated at US~4.5 per pound f.o.b. Caribbean ports. This corresponds to 
a c.i.f. Ghana price for refined sugar of US~7.2 per pound or Nt164.5 per 
ton. The following decade the price is assumed to rise to the upper limit 
of the present International Sugar Agreement range, giving a Ghana import 
price of Nt182.8 per ton. Using these prices and a discount rate of 11 
percent, the present worth of the net foreign exchange benefits for the 
life of the project would amount to US$12 .5 million. Comparing this with 
the local costs of the project, also discounted at 11 percent, the effect­
ive rate of exchange for the project equals Nto.6o per U. S. dollar, which 
is 70 percent more favorable than the official rate of N¢1 .02 per U. s. 
dollar and 150 percent more favorable at the shadow exchange rate of N¢1 • 50 
to per ·u. s. dollar. 

13. other significant benefits of the project include: the employ-
ment of about 6,700 estate and farm workers of whom about 5,000 would be 
liable to lose emplqyment if the alternative of closing the industr.y were 
taken; the conversion of a cash deficit in the sugar industry to an annual 
cash income of about N,t3.5 million. (The financial rate of return for GSC 
is estimated at an acceptable 13 percent.) The net gain to Goverrunent 
revenue, assuming current levels of duties on sugar imports, would be 
about N¢2.8 million per year. The ADB, whose activities are crucial to 
the Government's agricultural policies, will be significantlY strengthened 
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by participation in the project (discussed in paragraph 26) and the benefits 
of the planned improvement in ADB procedures will accrue to the sector as 
a whole, not merely to the sugar farmers. 

14. Finally, the successful rehabilitation of the two estates and 
factories will, over the medium term, establish experience and expertise 
needed to expand the industr.y and reduce its costly dependence on foreign 
know-how. Such an expansion should result in a lowering of overhead costs 
and, more importantly, bring production to the point where it can meet the 
gro-wth of consumption .• 

15. The proposed credit would be re-lent to GSC at 7~ percent 
with a 25-year repayment period including 5 years grace, and to ADB at ~ 
percent pep~able over six years. ADB would on-lend to farmers at 9 per­
cent. 

16. Equipment and materials valued at about US$7.6 million will be 
subject to international competitive bidding. Civil works worth US$4.7 
million will also be subject to international tender, but it is expected that 
local firms will win most of the civil works contracts which include irri­
gation, factacy improvements and housing. 'Ihe expatriate management contract 
will be negotiated. 
' 
Financing 

17. The total cost of the project is estimated at US$22 million. 
The foreign exchange component amounts to US$16 million or 73 percent of 
total cost. .Almost one-third of the foreign exchange cost represents 
the capitalized cost of the management team which is crucial for 1·unning 
GSC. The financing plan for the project has not been finalized in the 
Appraisal Report pending a decision on possible parallel financing b,y the 
U. K. or the Netherlands. Recently, the Government has approached a Dutch 
firm (HVA) for providing the management team. HVA's response appears to be 
favorable and the compaQY is even considering investing a minor amount of 
equity in GSC. It is not clear whether the Dutch Government would be pre­
pared to provide long term financing out of its aid program to meet all or 
part of the management costs in foreign exchange. U. K. financing would 
only be available on a tied basis for the equipment component of the pro­
ject. 

18. In the light of these considerations and on account of Ghana's 
extremely difficult balance of p~nts situation, it is proposed that 
Bank Group financing be provided in the amount of about US$15 million (i.e. 
the estimated foreign exchange component shown in the project cost table 
less about US$1 million which is now considered to be properly allocated 
to op~rating costs) to cover the entire foreign exchange cost if bilateral 
financing would not become available. 'Ihis would be a relatively high pro­
portion of Bank Group financing but would be fully justified on balance of 
payments grounds. 
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For the same reason, it would be preferable to provide all the financing 
on concessional terms. However, given the limitation on IDA resources 
and contemplated IDA financing of two other projects in FY 1972, the 
Chairman of the Loan Committee has proposed joint Bank/IDA financing, on 
a 50/50 basis. Efforts to secure parallel financing will continue and it 
is understood that in this event the amount of Bank Group financing would 
be reduced accordingly. It is proposed that the Bank loan be on extended 
terms - 35 years including ten years of grace. Even such terms on an in­
dividual project basis would be somewhat harder than those compatible with 
our assessment of Ghana's creditworthiness position and with the posture 
we propose to take at Ghana 1 s debt rescheduling meeting late this year or 
early in 1972. However, the blending envisaged in our 5-year lending program 
would result in average terms which are compatible with Ghana's position. 

ISSUES 

Financing sugar expansion and the issue of protection 

19. 'Ihe major purpose of the project would be to expand sugar 
production as a measure of import substitution. All of the sugar produced 
is intended for domestic consumption. 

20. On a worldwide basis, the past sugar surplus is disappearing 
and consumption continues to rise • Production expanded during the 196o 1 s 
but not as rapidly as did consumption. Prices have been increasing. At 
this stage, therefore, there is scope for some additional investment to 
expand sugar production without undue effects on the world market situation. 
Some share of such investments are justified in the developing countries 
where production in the 1960 1 s expanded far less than in the developed 
countries and where consumption expanded at a greater rate than production. 

21. Ghana's growth prospects and balance of payments outlook in 
the short term rely heavilY on substantial reduction in imports because of 
the limits on possible export growth, as well as the fluctuations in the 
world cocoa market. Sugar is one of the commodities which can be produced 
viably with the possibility of substantial economies in foreign exchange. 

22. Sugar production costs are difficult to compare between countries 
because of exchange rate distortions, and partly also for technical reasons. 
Within the context of these limitations, production costs for the project 
are comparable to those in Nigeria and Zambia, and below the projected 
c. i. f. price of imported refined sugar. At the official exchange rate, 
production costs would amount, at full production, to $150 per ton at 
Asutsuare and $167 per ton at Komenda, falling by $5 and $6 per ton respect­
ively by 1980 - 1981 due to reduction in management costs. These costs 
compare with $145 per ton in Zambia and $155 in Nigeria currently. 

23. Adding the cost of debt service and a small profit margin raises 
the ex-factor.y price for project sugar to around $186 equivalent per ton. 
This compares with, for example, $176 per ton ex-factor.y at the IFC 
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supported Metahara project in Ethiopia. Based on this ex-factor,y price, 
which corresponds to Nt190 per ton, project sugar would cost Nt19J.5 per 
ton at Accra warehouse. Taking into consideration a 2.5 percent price 
advantage over imported sugar on commercial grounds as outlined in the 
appraisal report, the Accra warehouse price for imported sugar would have 
to be N~198 per ton. At the projected price for imported sugar of US.tl. 2 
per pound, the warehouse price Accra would be N¢170 per ton and therefore 
require a duty of N¢98 per ton. This corresponds to 17 percent of the 
c.i.f. price. Present duties amount to N,e!44 per ton. This level of duty, 
although providing a protective margin, is in fact no more than. is required 
to restrain importation of sugar to levels consistent with foreign exchange 
scarcity and to provide a source of revenue for the Government. 

24. Production of sugar in Ghana is thus justi.fiable in Ghana given 
current forecasts of import prices. The onlY cheaper source of sugar is 
bilateral supplies of Cuban sugar via USSR barter arrangements • These 
arrangements are not always advantageous to Ghana and in any case are not 
usually suf'ficient or dependable methods of importing sugar. 

25. For reasons of simplicity the appraisal rep~rt recommends a 
protection system of fixed levies per ton. The Goverr~~nt m~ prefer to 
set up a Sugar Board to control importation and prices but it is felt 
that this arrangement is more costly and administratively problematic than 
is justified. A Sugar Committee is, however, recommended to advise on 
producer prices for cane, GSC pricing policy and the fixing of the levy. 

Agricultural Development Bank 

26. Events during the implementation of the fisheries credit 
and the appraisal of the cocoa rehabilitation project have revealed that 
ADB's loan control and accounting procedures aro exce·2dingly ~Jeak. This 
issue was sidestepped in the cocoa project by insulat:iLg .tbe credit dis­
tribution from the main body of ADB. However, s :L,ce ADB is Ghana 1 s major 
institution for channeling agricultural credit a~d since it has over the 
years gained useful experience and the confidence of farmers, its proce-
dural problems deserve to be remedied so that it can fulf~ll its functions 
without running into the serious difficulties with debt recover.y into which 
it is now heading. The appraisal report recommends linking this project 
with the provision of technical assistance to the .ADB as a condition of the 
project and of on-lending the proceeds of the credit through ADB. Strengthen­
ing of .ADB is also essential for expanded Bank Group lending to the agricul­
tural sector. 

27. The appraisal report stipulates two conditions to be met before 
invitation to negotiate: the formation of GSC with regulations satisfactory 
to IDA; and the appointment of a management firm for GSC. A mission is 
going to Ghana in early September 1971 to discuss the appraisal report and 
all relevant issues with the Government. Subject to reaching agreement on 
these issues, it is expected that negotiations could start in November. 
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Recommendation 

28. I recommend that the Bank and the Association invite repre-
sentatives of the Republic of Ghana to negotiate a maximum loan of US$7 
million and a credit of US$8 million on the terms and conditions set forth 
in paragraphs 9.02 and 9.03 of the appraisal report, after the two condi­
tions in paragraph 9.01 (and outlined above in paragraph 27) have been met 
by the Government. Should bilateral financing become available, the loan 
and credit would be reduced accordingly. 

Western Africa Department 

Roger Chaufour.nier 
Director 



GHANA - 5-YEAR OPERATIONS AND LENDING PROGRAM 

(By Fiscal Year, in $ Millions) 

OPERATIONS PROORAM 1972 1973 1974 1975 1976 

Livestock Development IDA 2.0 
Cocoa II Ashanti Region IDA 8.0 
Agriculture - Oil Palm IDA 5.0 
Sugar Development ) IDA 8.0 

) IBRD 8.0 
Armual Crops IDA 6.0 
Armual Crops II IDA 5.0 
Agriculture - Unidentified I IDA 10.0 
Agriculture - Unidentified II IDA 10.0 
Agricultural Credit IDA 5.0 
Fisheries II IDA 2.0 
Telecommunications I IBRD 4.0 
Telecommunications II IBRD 8.0 
Power Distribution EOG III IDA 8.0 
Power Generation IBRD 10.0 
Industry (NIB) IDA 4.0 
Industry Unidentified IDA 5.0 
Education IDA 7.0 
Education II IDA 8.0 
Road Rehabilitation I IDA 10.0 
Road Rehabilitation II ) IDA 8.0 

) IBRD 8.0 
Road Construction IDA 10.0 
Port Improvement IDA 4.0 
Sewerage IDA 5.0 
Water Supply II IDA 8.0 
Water ~~pply III IDA 6.0 

OPERATIONS PROGRAM IBRD 8.0 4.0 10.0 8.0 8.0 
IDA 25.0 29.0 29.0 30.0 .31 .o 
TOTAL 33.0 33.0 39.0 38.0 39.0 

NO. 3 6 6 5 5 

LENDmG PROGRAM IBRD 8.0 
IDA 25.0 25.0 30.0 30.0 30.0 . 
TOTAL 33.0 25.0 30.0 30.0 30.0 

NO. 3 5 5 4 4 
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MEr'10RANDUM TO THE LOAN COHMITTEE 

People's Republic of the Congo - Hight·.ray Maintenance Project 

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

attached memorandum dated August 26, 1971 from the Hestern Africa 

Department, entitled ~~People's Republic of the Congo - Proposed Credit 

for a Highway Haintenance Projectu (LC/0/71-95). 

2. Comments, if any, should be sent to reach ~!ro Storch (ext. 4743) 

I'- by 5:00 p.m. on Tuesday, August 31. 

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

Government that the Association is prepared to be~in negotiations for 

the proposed credit on the terms and conditions referred to in the 

attached memorandum. 

Dag F. Hittusen 
Se;cretary 
Loan Corr.mittee 
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LOAN COMMITTEE 

Memorandum from the Western Africa Department 

. PEOPLE'S REPUBLIC OF THE CONGO -
Proposed Credit for a Highway Maintenance Project 

1 • Attached is an appraisal report on a highway maintenance 
project in Congo (B). The total project cost is equivalent to about 
US$4.0 million, and the foreign exchange component of approximately 
$3.1 million would be financed by IDA. The proposed IDA credit would 
actua~l.y amount to $3.7 million, since it is to include $600,000 for 
refunding the outstanding balance of Credit 86-COB. This project would 
be the third Bank Group lending operation for highways in Congo (B). 
It is based on studies financed under the IDA highway engineering Credit 
(s6-COB) of FY 1969 which also provided detailed engineering for 
an IDA highway improvement Credit (189 COB) of FY 1970. There will 
be another project in the transport sector later this year, for 
engineering and improvement of the railway. 

2. The dominant feature of the Congolese economy is its position 
as an inter-regional transport center. Bank strategy is focusing on 
transport because it constitutes the major bottleneck to economic 
development in general, and to the development of forestry and market 
agriculture in particular. 

The Economy 

3. Economic growth in recent years is estimated at about 
4.5% per annum in real terms. In 1 970 the gross domestic product 
(ODP) per caoita was about US$255 equivalent. Tim her ~"'{traction is 
the major industr.y accounting for almost 60% of total export earnings. 
Except in the region of the Niari Valley, along the CFCO railway, the 
development of agriculture has been limited, especially in the vast 
northern region which presents difficult problems in transport and 
communications. The service sector, particularly transport, has grown 
rapidly and accounts for about 30% of GDP. The manufacturing 
and mining sectors have grown in··tmportanc·e in recent years, and their 
share of GDP is estimated at about 15%. In terms of investment, the 
main industrial venture is the potash mine and refiner,y of the CPC 
(Compagnie des Potasses du Congo) near Pointe Noire. The CPC, which .. ::.. . ·­
received a Bank loan (480 COB) of US$30 million in 1967, started 
production in mid-1969. Output has been less than expected and, in 1970, 
was still limited to about 25% of planned capacity as a consequence of major 



- 2 -

mining difficulties; the possibility of developing a viable 
operation is now discarded and prospects of continued exploitation, 
even at the present reduced rate, are uncertain. 

4. Congo's budgetar.y performance has traditionally been ver,y 
good; but there have been signs of deterioration in recent years, 
essentially because of steady increases in current expenditures and 
losses of inefficient state enterprises. Public savings decreased 
from CFAF 1.5 billion in 1968 to CFAF 0.7 and 0.8 billion in 1969 
and 1970, notwithstanding the Government's deliberate intention to 
increase them and despite successful efforts in raising revenues. 
This is cause for concern since the declining current surplus is 
accompanied by a considerable increase in unpaid bills, and by the 
use of all available Treasury resources including maximum drawings 
on the resources of the Central Bank. We have discussed these 
matters with the Government, which is now considering specific 
measures to reverse the present trend. Whatever success the Government 
has, external assistance should be essentially on concessional 
terms until the expansion of oil production, which gives good promise, 
can have a significant impact on the country's financial and 
balance of payments position. 

The Project 

5. The backbone of Congors transportation network is its 
railway and waterway ststem, which not only carries the bulk of 
the freight and passenger traffic of Congo (B), but also serves 
large volumes of transit traffic for neighboring countries. The 
highwqy network constitutes a feeder to this system and plays 
a vital role in ensuring communication vdth sparsely populated 
regions of the interior. Although the highway network is rather 
extensive, most of the roads have low design standards and are in 
very poor condition. Traffic volumes are light and major upgrading 
cannot be justified at present. Improved maintenance is clearly 
the first measure to be taken to satisfy the urgent needs of road 
transport. 
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6. The project consists of a four year highway mai ntenance program 
(1972-1975) to be implemented with the assistance of consultants, 
providing for: 

(1 ) reorganization and strengthening of the road maintenance 
or ganiza ti on; 

(2) comprehensive training of personnel; 

(3) overhaul of the existing equipment fleet and procurement 
of supplemental equipment; 

(4) extension and renovation of workshops for the maintenance 
of equipment. 

The main objective of the program is to improve the condition of the 
roads through more efficient use of resources devoted to maintenance. 

7~ The project's internal economic rate of return is estimated 
'to be about 22%, assuming .-an annual traffic growth of 6%. The rate 
of return remains acceptable when tested with low estimates of future 
traffic growth and road user savings. The project's return remains . 
satisfactory if the cost of supplemental technical assistance, which ' 
might be required after the four-year period of the project, is added 
to the project cost. 

8~ Total cost of the project is estimated at $3.95 million. 
The foreign exchange component, to be financed entirely by IDA, is 
$3.1 million representing 78% of project costs. The Government would 
cover the local expenditures estimated at $0.85 million, which includes 
$0.4 million for taxes. We propose that this credit also be used 
as the occasion for refunding the outstanding balance of $0.6 million 
under the Highway Engineering Credit (56-COB) made in FY 1969. Studies 
financed under that earlier credit have been completed _and served as 
a basis to prepare this project. The total amount of this credit 
would thus be $3.7 million. 

9. r Additional recurrent expenditures called for under the project; 
which are to be borne by the Government, will total about US$1 .1 
million over a five-year period (1 972-1976). · We will require the 
Government to confirm that the annual budgetary allocation for highway 
maintenance will be ~equate. 

10. Procurement will be in ad~ordance with Bank/IDA guide~ines. 
Proceeds of the IDA Credit should be completely disbursed by June 30, 
1976. 
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11. The Government entity executing the project will be the Regie 
Nationale des Transports et des Travaux Publics (RNTP). The Ministry of 
Transport and Public Works has final authority over the RNTP which is 
entrusted with responsibility for administration, maintenance, and 
improvements of the classified highway network. We have asked FAC 
to confirm its intention to maintain its assistance to RNTP at present 
levels throughout the four-year period of the project and to coordinate 
its activit.~s with the technical assistance to be provided urrl er 
the project. 

Issues for the attention of the Loan Committee 

1 2. In 1 969 the Goverrunent withdrew from the convention establishing 
the Agence Transequatoriale des Communications (ATEC) a multi-national 
transport agency jointly established 1~ti1 the c. A. R., Gabon, and Chad. 
The Government took over ATEC's transport facilities located on its 
territory and set up a national agency, the Agence Transcongolaise des 
Communications (ATC), to run them. ATC is continuing transport services 
to the former ATEC partners under a series of bilateral agreements 
which have led to satisfactory cooperation. 

13. In addition to the issue of ATEC-ATC, the Congolese Government 
has undertaken a number of nationalizations on which the status of settle­
ment is as follows: 

(a) Societe Equatoriale d'Energie Electrique (SEEE) -­
Agreement has been reached. 

(b) Union Electrique d'Outre-Mer (UNELCO) -- The Government 
has recognized the principle of compensation, but settle­
ment has not been reached on the evaluation of assets; 
the last time we received information on this issue was in 
April 1970. 

(c) Compagnie Generale de Transports en Afrique Equatoriale 
(CGTAE) --The Governments of Congo (B) and c. A. R., 
who both nationalized CGTAE, have reached a common positian. 
The outstanding issue concerns the valuation of the assets 
of the Company. Discussions between Congo, C. A. R., and 
the Company were resumed in February 1971 and then broken off. 
In !Vhrch 1 971 the Company made a compromise proposal and 
in May informed us about the lack of response from the 
Congo Government.. We have received no subsequent information. 

(d) Societe Industrielle et Agricole du Niari - Societe 
Sucriere du Niari (SIAN - SOSUNLAR~)- rhe Government has 
endorsed the outstanding debts and has recognized the 
shareholders • right to compensation. Before the start of 
negotiations, the Government must receive from the Company 
the financial data and balance sheets up to September 25, 
1970, the date of nationalization. Agreement has been 
reached with CCCE on the payment of all obligations and 
with COFACE on its short term debts. 
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14. From the above it is evident that there has been some progress 
in the settlement of nationalization disputes. However, we do not ha.ve 
any recent information on UNELCO, CGTAE, and SIAN-SOSUNIARI. When nego .... 
tiationa a.re authorized, we will writ-e immedia.tly to the Government 
requesting the latest information on the nationalization issues out ... 
standing and indicating tha.t this subject will be discussed during 
negotiations. 

RecOlTllTl.enda.t ions 

15. I recommend that the Congolese Government be invited to send 
representatives to Washington to negotiate a. credit of $3.1 million for 
this project on the terms and conditions set forth in the attached 
Appraisal Report. I also recommend that the total amount of' the proposed 
IDA credit be $3.7 million in order to refund the outstanding balance of 
$6oo,ooo under the Highway Engineering Credit (S6-COB). 

Roger Chaufournier 
Director 
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GNP PER CAPI I 230 
IVA CONGO 8 • ~ YEAR OPERATIUNS AND LENOlNG fRUGRAMS 

(dY FISCAL YEAR ·• AMOUNTS IN S MILLIONS) 
OPERATIONS PROGRAM 
•••••••••••••••••• 
7•COB•AL•01 
7•COB•TH•03 
7•COB•TH•04 
7•COB•TR•01 
7•COB•TR•02 

LIVESTOCK 
ROAOS•SIBITI•ZANAGA 
ROADS Il 
RAILROAD ENGINEERING 
RAILROAD CONSTRUCTION 

····---------------------1964•66 1969•73 1972•7& 
········-·--··-···--·-··· 

IBRD 30a0 
lOA 16•3 19•7 
TOTAL 30•0 16•3 19•7 ·----- ------· --····· ------ --····· -·-----NO 1 6 5 

lENDING PROGRAM ( 31 9/71) 
----················------· 
IBRD 30eO 
lOA 14•6 18•0 
TOTAL 30•0 14•6 18•0 ...... ........ ------------- ....... 

-------NO 1 6 5 

p & 8 08/13/71 

1972 1973 1974 1Y75 1976 ··-- • ••• • ••• • ••• •••• 
IDA 2t0 
IDA 3•1 
lOA· 4t0 
IDA 5e6 
lOA 5e0 

.... ---- ---- ---- .... 
lt~HO 
lUA 8t7 2•0 s.o 4eU 
IUTAL 8•7 2e0 s.o 4tU 

•••••• ····-- --···· ····-- ...... 
•••••• •••••• ------ -·--·- ······ 

NU 2 1 1 1 

1SFCD 
IDA 7t0 2•0 StU lttU 
lOTAL 7.0 2·0 s.o 4eU 

• ••••• . ..... ------ ····-- ----·-...... ·-···- ------ ...... ·-----HU 2 1 1 1 
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Uinutes of Loan Committee l1eeting held on 
Friday, August 13, 1971 at 4 :00 p.m. in 
the Board Room. 

A. Present: 

J. Burke Knapp (Chairman) 
S.R. Cope 
A. Brocbes 
~T.C. Baum 
!.P.M. Cargill 
V.C. Chang 
R. Chaufournier 
R.J. Goodman· 

In Attendance: 

D. Bah! 
R.H. Cassen 
G.F. Darnell 
W. Diamond 
L.J . C. Evans 
S.C. Hardy 
H.L. Hoffman 
B. B. King 

E. Gutierrez 
J. P. Hayes 
C.G. :.felmoth 
D. Richardson 
P. Sella 
G.K. Wiese 
J.H. Williams 
J. Chaffey (Acting Sec.retary) 

s.s. Kirmani 
A.D. Knox 
L.J . Lind 
J.C. Lithgow 
S. N. Hcivor 
l,Y . p . Thalwitz 
D. l! . t\fittusen 

B. International Competitive Bidding for Civil Works 

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

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

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

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

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

C. Labor-Intensive Hethods 

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

4. The Chairman said that it lias assumed that the Bank would be 
prepared to assist in financing the additional financial cost of a project 
arising from the choic.e of labor-intensive design or the payment of wage 
subsidies. This would often m.ea:::.: an i ncrease in t .L.e local expe:1diture 
fi~ancing element, ~vhich would have to be examined on its merits. 
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D. Encouraging Local Contr~cting Industry 

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

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

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

E. Suitability for International Competitive Bidding 

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

F. Adjournment 

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

Secretary's Department 
August 24, 1971 
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The attached revised minutes of a Speci al Loan 

Heeting to discuss "Iran - Pipeline Project rv held on 
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August 20, 1971 

Minutes of Special Loan Heeting to consider "Iran - Pipeline Project " 
held on August 11, 1971 in Conference Room B. 

1. Present: ~lessrs. Knapp {Chairman), Cope, Broches, Baum, Cargill, 
Elliott, Eschenberg, Geolot, Lecuona, Loos, Melmoth, van der Meer and 
Chaffey (Acting Secretary). 

2. 

3. 

Issues: The meeting considered: 

(i) whether there could be effective international competitive 
bidding for the Rey-Tabriz pipeline if Ahwaz Pipe t1111 
Company, a wholly- owned subsidiary of the beneficiary of 
the loan, were permitted to participate in the bidding and, 
if so 

(ii) whether a margin of preference should be extended to Ahwaz 
as a local supplier, and 

(iii) whether it would be feasible to make the loan directly to 
the National Iranian Oil Company. 

Discussion: The meeting noted that ~ 

(i) One of the objectives of the project was to help steer 
NIOC towards better forward planning and management 
control. 

(ii) Ahwaz had made unsuccessful bids in competition with 
other suppliers for previous NIOC pipeline contracts. 
There appeared to be no special advantage that Ahwaz 
could gain through its association with NIOC at the 
tendering stage ; the adjudication was strictly neutral 
under the supervision of consultants; at the execution 
stage, if Ahwaz were awarded the contract, although a 
situation might conceivably occur in which there could 
be a conflict of interest with NIOC, this was thought 
to be unlikely and could be handled by proper project 
supervision. 

(iii) ~~ether other companies would bid if they knew that 
Ahwaz was tendering was not known but was probable. 
However, they should be advised in the tender documents 
that Ahwaz was eligible to participate. 
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(iv) With regard to preference for domestic suppliers, the 
special circumstances of this project were first that 
the cost of the pipe for the proposed Rey-Tabriz line 
amounted to about 30 percent of the total foreign ex­
change costs of the project; secondly that there was 
normally low value added in the domestic production 
of pipe - about 27 percent in this case depending on 
the capital depreciation schedule employed. 

(v) While it was recognized that 15 percent preference 
for domestic suppliers sometimes had an inequitable 
effect, the Bank had no policy guidelines on the use 
o~ a sliding scale of preferences. 

(vi) NIOC and Ahwaz normally procured from abroad duty-free 
which suggested that there was no basis for the Bank 
to give protection to Ahwaz. NIOC had not requested 
the 15 percent preference, but the Government had done 
so. 

(vii) On the question of who should be the recipient of 
the proposed loan, the Bank would strongly prefer 
to lend directly to NIOC in order to establish a 
closer relationship with them. Legislation will 
be required to enable the Government to guarantee 
NIOC's borrowing abroad. 

4. Decision: The meeting concluded that: 

(i) International competitive bidding procedures would 
not be prejudiced by the participation of Ahwaz 
provided that there was full disclosure of the 
situation to all interested parties. 

(ii) Bearing in mind the decision in (i) above, if NIOC 
customarily purchased abroad without paying import 
duties there would be no case for granting a 15% 
preference to Ahwaz. 

(iii) The Bank should make clear to the Iranian Government 
its ·preference for lending directly to NIOC. 

J. Chaffey 
Acting Secretary 

Cleared by: Messrs. Cope 

cc: Loan Committee 
Participants 

Broches 
Baum 
F.;schenberg 
van der Meer 
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Attached for information are the Minutes of a Special Loan 
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August 19, 1971 

Minutes of Special Loan Heeting to consider "Iran - Pipeline Project" 
held on August 11, 1971 in Conference Room B. 

1. Present: Messrs. Knapp (Chairman), Cope, Broches, Baum, Cargill, 
Elliott, Eschenberg, Geolot, Lecuona, Loos, Melmoth, van der Meer and 
Chaffey (Acting Secretary). 

2. 

3. 

Issues: The meeting considered: 

(i) whether there could be effective international competitive 
bidding for the Rey-Tabriz pipeline if Ahwaz Pipe }fill 
Company, a wholly-owned subsidiary of the beneficiary of 
the loan, were permitted to participate in the bidding and, 
if so 

(ii) whether a margin of preference should be extended to Ahwaz 
as a local supplier, and 

(iii) whether it would be feasible to make the loan directly to 
the National Iranian Oil Company. 

Discussion: The meeting noted that: 

(i) One of the objectives of the project was to help steer 
NIOC towards better forward planning and management 
control. 

(ii) Ahwaz had made unsuccessful bids in competition with 
other suppliers for previous NIOC pipeline contracts. 
There appeared to be no special advantage that Ahwaz 
could gain through its association with NIOC at the 
tendering stage; the adjudication was strictly neutral 
under the supervision of consultants; at the execution 
stage, if Ahwaz were awarded the contract, although a 
situation might conceivably occur in which there could 
be a conflict of interest with NIOC, this was thought 
to be unlikely and could be handled by proper project 
supervision. 

(iii) Whether other companies would bid if they knew that 
Ahwaz was tendering was not knotvn but was probable. 
However, they should be advised in the tender documents 
that Ahwaz was eligible to participate. 
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(iv) t~ith regard to preference for domestic suppliers, the 
special circumstances of this project were first that 
the cost of the pipe for the proposed Rey-Tabriz line 
amounted to about 30 percent of the total foreign ex­
change costs of the project; secondly that there was 
normally low value added in the domestic production 
of pipe - about 27 percent in this case depending on 
the capital depreciation schedule employed. 

(v) k~ile it was recognized that 15 percent preference 
for domestic suppliers sometimes had an inequitable 
effect, the Bank had no policy guidelines on the use 
of a sliding scale of preferences. 

(vi) riOC and Ahwaz normally procured from abroad duty-free 
which suggested that there was no basis for the Bank 
to give protection to Ahwaz. NIOC had not requested 
the 15 percent preference, but the Government had done 
so. 

(vii) On the question of who should be the recipient of 
the proposed loan, the Bank would strongly prefer : 
to lend directly to NIOC in order to establish a 
closer relationship with them. Legislation would 
be required to enable NIOC to borrow directly from 
abroad and to authorize the Planning Organization, 
in that circumstance, to provide the guarantee. 

Decision: The meeting concluded that: 

(i) International competitive bidding procedures would 
not be prejudiced by the participation of Aht-1az 
provided that there was full disclosure of the 
situation to all interested parties. 

(ii) Bearing in mind the decision in (i) above, if NIOC 
customarily purchased abroad without paying import 
duties there would be no case for granting a 15% 
preference to Ahwaz. 

(iii) The Bank should make clear to the Iranian Government 
its preference for lending directly to NIOC. 

J. Chaffey 
Acting Secretary 

Cleared by: Messrs. Cope 

cc: Loan Committee 
Participants 

Broches 
Baum 
Eschenberg 
van der Meer 
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INTERNATIONAL CO~~ETITIVE BIDDING FOR CIVIL WORKS 

Introduction 

1. During a recent discussion by the Executive Directors of an 
Indian irrigation project (Pochampad), I indicated that I would review 
the Bank's!' policies with respect to international competitive bidding 
for civil works and advise the Directors of any changes in this policy 
which I considered desirable. This paper presents the results of the 
review, and discusses various possible modifications of our policy. 

2. The criteria which I believe should guide our policy in this 
field, and which have been used in this paper to analyze various alter­
natives, were set forth by several of the Directors during the Pochampad 
discussion. In brief, they are: 

a) to help ensure the economical and efficient execution of 
Bank projects; 

b) to provide equitable treatment of all the Bank member 
countries; 

c) to provide the optimum use of the local resources of 
the borrowing country; and 

d) to promote the sound development of a local contracting 
industry. 

3. This paper first describes the Bank's present policy with re­
spect to international competitive bidding, including the circumstances 
under which exceptions to intennational bidding are accepted. It then 
considers a number of possible modifications to the policy, designed to 
improve the use of local resources and to help develop the local con­
tracting industry, and presents some conclusions. 

Part I: Bank Policy on International CoWPetitive Biddin~/ 

4. It is the general policy of the Bank to require that procure­
ment financed by Bank loans and IDA credits be effected on the basis of 
international competitive bidding. This policy, which applies equally 
to equipment and to civil works, has been endorsed by the Executive 
Directors on various occasions. The Articles of Agreement of the Bank 
or IDA do not refer specifically to international competitive bidding. 

!/ All references to the Bank apply equally to IDA. 

11 This section draws heavily on a paper "International Competitive 
Bidding and Preference for Domestic Suppliers" (SeeM 71-111 cir­
culated to the Executive Directors for information on March 1, 1971). 
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With respect to procurement, the Bank's Articles provide (Article III, 
Section 5): 

"a} the Bank shall impose no conditions that the proceeds 
of a loan shall be spent in the territories of any 
particular member or members." 

"b) the Bank shall make arrangements to ensure that the 
proceeds of a loan are used only for the purposes for 
which the loan was granted, with due attention to 
considerations of economy and efficiency and without 
regard to political or other non-economic influence 
or considerations." (Underlining added) 

Article V, Section .1 of the IDA Articles virtually duplicates this lan­
guage. The report of the Executive Directors on the Articles of Agree­
ment of IDA is more explicit, however, and states in paragraph 18 that: 

"Section l(g) of Article V provides that the Association, 
in making arrangements with respect to the use of the 
proceeds of any financing, including currencies accepted as 
supplementary resources, shall give due regard to considera­
tions of competitive international trade. It is expected that 
the Association, like the Bank, will require that the choice 
of equipment and services to be purchased with funds supplied 
by the Association shall normally be determined on the basis 
of international competition." (Underlining added) 

5. The subject of international competitive bidding was last 
reviewed by the Executive Directors in a full discussion in 1965, in 
conjunction with a memorandum of the President on preference for domestic 
suppliers. The text of the decision approved by the Executive Directors 
(paragraph 9 of Minutes of Meeting of December 14, 1965) states inter 
.!!!!!!.: 

"a) 

"c) 

the principle of international competition reflects the 
interests of all members in that it encourages borrowers 
to carry out their projects economically while providing 
an opportunity for members generally to supply goods and 
transportation and other services for projects financed 
out of loans and credits ••• " 

the Bank and IDA would ordinarily require that borrowers 
make their purchases on a competitive basis, including 
broad international bidding, in all cases in which it 
was appropriate and take due account, in addition to price, 
of such considerations as delivery dates, quality and 
performance." 

6. Pursuant to this general policy, the Bank's'tuidelines for 
Procurement under World Bank Loans and IDA Credits" of August 1969 
(circulated to the Executive Directors with document Sec}1 70-340, dated 
July 24, 1970) provide: 
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"The International Bank for Reconstruction and Development 
(the Bank) and the International Development Association 
(IDA) are required by their Articles of Agreement to ensure 
that the proceeds of their loans and credits are used with 
due attention to considerations of economy and efficiency. 
For this reason, and as cooperative international institu­
tions, the Bank and IDA require their borrowers to obtain 
goods and services (other than consultants' services) through 
international competition open to all member countries of the 
Bank and to Switzerland unless another procedure, more appro­
priate to the circumstances, has been agreed between the Bank 
or IDA and the borrower ••• " 

7. In practice the large majority of the procurement financed by 
Bank loans and IDA credits has been carried out through international 
competitive bidding. When such bidding has not been followed with respect 
to the whole or a part of the goods and services financed by a loan or 
credit, it has been because special considerations such as one or more 
of the following obtained: 

a) the nature of the civil works was such, due to considera­
tions such as seasonal weather, the dispersion of work 
sites, or the need to coordinate closely with on-going 
operations, that local contracting or the use of the bor­
rower's own labor force was more appropriate and 
economical; 

b) the size of the contracts for individual civil works was 
too small for international tenders. Whenever possible, 
however, individual civil works contracts are grouped 
into packages of sufficient size to interest foreign 
firms, and bidders are given the option of bidding for 
individual contracts or for the package as a whole; 

Q procurement of equipment was done by individual sub­
borrowers (e.g. farmers) in amounts too small to be 
appropriate for international tendering. Loans for 
agricultural and livestock credit are often in this 
category. Bulking of purchases to permit international 
tendering is done where practicable; in all other cases, 
local procurement by the farmers through normal commer­
cial channels is followed, provided: 

i) an adequate choice among several makes of equip­
ment, including foreign, is available to the 
farmer; 

ii) the individual farmer can exercise a free choice; 
and 

iii) maintenance and service arrangements are adequate. 
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d) standardization of equipment from a single source of 
supply, particularly of licensed, patented or propri­
etary items, was an overriding consideration in the 
interest of economizing on costs of inventory, main­
tenance, and staff training; 

e) in rare cases, the emergency nature of the works pre­
cluded recourse to international tendering; or 

f) professional services (e.g. consultants) were being 
provid~d. Consultants are usually selected according 
to the process outlined in the Bank's Guidelines on 
"Uses of Consultants by the World Bank and its Bor­
rowers"!/, which does not entail competitive pricing. 

8. In the case of loans to development finance companies, the 
Bank does not insist on formal bidding arrangements. First, private 
entrepreneurs are the principal beneficiaries of loans to DFCs. They 
may be relied on, in their own interest, to exercise economy and 
efficiency in the choice of equipment; and, in making their choice, 
they are generally guided by experience in the business and by competi­
tive shopping. Second, most contracts involved in DFCs' operations are 
relatively small, and arrangements for bulk procurement are not practi­
cable. Third, most DFC sub-loans are to finance the expansion of 
existing capacity in plants already committed to a particular type or 
brand of equipment; in the case of larger projects, special procurement 
arrangements often exist. For these reasons, the general application 
of formal competitive bidding procedures is not appropriate. On the 
other hand, care is taken to achieve the objectives of the Bank's 
policies in this regard. The Bank expects DFCs to follow appraisal pro­
cedures which include critical assessment of the quality and price of 
the goods they finance, to require evidence that their clients have 
shopped, and to evaluate the results of that shopping. The Bank's 
administration of loans to DFCs includes efforts to insure that DFCs 
are performing these tasks adequately. 

9. The Bank's policy, by making possible widespread competition 
among foreign and domestic firms, has encouraged the economical and effi­
cient execution of Bank-financed projects. It has been applied flex­
ibly to make possible alternative procedures where international procure­
ment was not suitable. International competitive bidding has provided 
an equal opportunity for all Bank member countries to participate in 
the business arising from Bank projects, and has been a significant 
factor in the ability of the Bank to obtain funds for its operations. 

10. Most countries impose duties on imported manufactures with a 
view to encouraging local industry. The Bank, in deciding the basis on 
which bids for goods of local and foreign manufacturers are adjudicated, 
normally limits the protection given to local manufacturers to 15% or 
the actual rate of customs duty, whichever is lower. The Bank has 
hitherto not agreed to any preference being given either to local con­
tractors engaged in civil works or to the use of local labor by contractors, 

!/ Copies of this document are available from the Information and 
Public Affairs Department. 
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whether local or foreign, nor, save in exceptional circumstances, has 
the Bank agreed to the exclusion of foreign firms from bidding for 
civil works of a kind likely to attract foreign competition. I do not 
believe that it is in the long term interest of members of the Bank, 
whether developed or developing, to abandon the principle of international 
competitive bidding. It would be possible, however, while maintaining 
the principle to modify its application, as has been done in bidding for 
equipment. The purpose of this memorandum is to consider whether any 
such modifications should be made, and, if so, what form they should 
take. Part II of this memorandum considers the case for introducing 
arrangements to favor .the use of local labor. Part III considers the 
case for arrangements for encouraging the local civil works contracting 
industry. 
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Part II: Preference for Use of Labor 
On Civil Works 

Choice of Technology 

li~ In most developing countries, there is a shortage of capital 
and, in many localities, there is a surplus of unskilled labor. There 
is, therefore, a case for taking this factor into account, particularly 
where unemployment is· a serious economic and social proBlem, in the 
design, tendering and execution of projects. 

12. The optimum choice of technology, as between the use of capital 
and labor, is a complex subject. At the risk of great oversimplification, 
civil works can be divided into machine-intensive or labor-intensive works 
as follows: 

a) Machine-intensive works include a number of key operations 
which cannot be properly done by labor, e.g. compaction 
of highway pavement and of earthen dam embankments and 
canal banks. Land-leveling to the small tolerances 
needed for the irrigation of the more sensitive crop 
varieties, and silo construction by the most modern 
construction technique (slip-forming) require not only 
specialized machines but special skills as well. More 
generally, this category includes a range of operations 
where labor or machines can be used, but where (i) the 
financial advantage (at current prices) lies heavily with 
machines, or (ii) the much faster rate of machine work 
brings important benefits through the earlier completion 
of the project. When earth has to be moved over fairly 
long distances, or raised vertically over certain heights, 
as often in highway construction in rolling and mountain­
ous terrain, machine-intensive methods may be the only 
ones possible. Aqueducts, bridges and similar canal and 
highway structures usually require machine-intensive 
methods, but ditches, culverts, regulators and turnouts 
can just as well be built in labor-intensive masonry. 
The technical selection of machine-intensive or labor­
intensive methods for canal linings often depends on 
local availability of materials (brick-clay versus concrete 
aggregates or asphalt). 

b) Labor-intensive works include earthworks (clearing, 
leveling, excavating) of small size or with short hauls 
and any type of work in which indi§idual jobs are small 

and the sites so scattered that it is uneconomic to 
deploy machinery. Typical examples are field drains and 
distributary canals with their structures, feeder or 
secondary roads, field or bush clearing, and small storage 
buildings and markets. A careful analysis must be made 
in each project, however, to ascertain that labor will in 
fact be available in the numbers and skills desired and 
at the right time of the year. 
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13. Labor-intensive methods can rarely substitute for works requir-
ing specialized machinery and skilled operators without serious loss of 
benefits. For example, land can be leveled by hand, but the process is 
too slow in a modern irrigation scheme with heavy investments in dams 
and canals. For some machine-intensive works, such as hauling earth 
over longer distances, labor is unlikely to prove a substitute over any 
realistic range of prices. For some work, such as earth compacting, 
there are purely technical reasons why hand labor cannot be used. On 
the other hand, for a considerable range of operations there is the 
possibility of technical substitution between labor and machines, or 
between machines of d~fferent types, with their associated labor require­
ments. Excavation of mdnor canals and drains and some other types of 
earthworks are cases in point. In these operatioas, the choice is 
likely to turn on relative prices. 

14. More needs to be known about the substitutability of factor 
inputs. For this reason, two major studies are under way jointly in 
the Transportation Projects Department and Economics Department con­
cerned with: (a) the optimum design of highways; and (b) the substi­
tutability of labor for capital in highway construction.ll 

15. As noted above, most developing countries are characterized 
by a shortage of capital and, in many regions, a surplus of unskilled 
labor. When, as is also often the case, market prices for capital and 
labor do not reflect their economic cotts, a further issue arises whether 
"shadown pricing of factor inputs should be used in the design, tendering 
and execution of civil works. For example, foreign goods and services 
may be underpriced because a country's exchange rate is overvalued; 
domestic capital may be underpriced as a result of the government's interest 
rate policy, while domestic labor is overpriced where wages (sometimes 
because of a fixed minimum wage) are higher than labor's marginal produc­
tivity. "Shadow" prices are notional prices designed to reflect economic 
values, defined as what the resources in question could earn in alter­
native uses. The question is whether such shadow pricing could practically 
be applied to the design, tendering and execution of the projects. Such 
pricing need not inhibit the process of international competitive bidding, 
but could affect the choice of technology within it and the nationality 
of the firms which win the bids. 

16. It is necessary to distinguish between shadow pricing in 
project design and shadow pricing in tendering for project execution. 

1./ A staff paper done in 1965 on the "Substitution of Labor for Equip­
ment in Road Construction'~ (SeeM 65-118) concluded that the range 
of possible substitution of labor for equipment averages about 15% 
of the total costs of road construction. The study now under way 
would examine this question in a much more comprehensive fashion, 
including extensive field investigations. The range of substitution 
is likely to be considerably greater in irrigation projects in view 
of differences in terrain and the nature of works. 
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17. Where prices do not reflect real costs, shadow pricing could 
be a significant aid in the determination of the most appropriate project 
design. The shadow prices which would be relevant are those for foreign 
exchange, domestic capital and domestic labor. Determination of shadow 
prices is extremely difficult, and the results can at best be regarded 
as only rough appro .. imations. ~~ere, however, there is ground for believ­
ing that there is a substantial disparity between market prices and 
economic costs, an attempt could properly be made to allow for these 
disparities in selecting the optimum project design. 

18. The use of shadow prices in bidding, however, is in a differ-
ent category. ~fuile the general design can be established so as to 
reflect shadow prices, there are serious practical difficulties in 
attempting to ensure that in the execution of the design, labor and 
capital are used in particular proportions. The contractor pays market 
prices for labor materials and equipment, not shadow prices, and, once 
the contract price has been fixed, cannot be expected to execute the 
work in other than the most economical way in terms of money. The con­
tract could indeed specify in general terms the way the construction 
work is to be carried out,. but it is impracticable to police it 
effectively in detail and the contractor must be given sufficient flexi­
bility to adapt his work program, including the proportions of equipment 
and labor, as the work progresses. 

19. These difficulties would largely disappear if, instead of 
being told how he should carry out the work, the contractor would be 
given a financial incentive to do it in a way which reflected shadow 
prices rather than market prices. For example, in a situati.on in 
which there was surplus labor, the government could provide, or require 
agencies executing projects to provide, a subsidy or bonus to contractors 
for the use of labor on the basis of a formula which could be policed 
through the certification of payrolls. If such a system were considered 
worthwhile, and it has been done to a limited extent in some countries 
in the past, governments could apply it generally to all civil works, 
at least in areas of labor surplus, and not solely to Bank projects. 
Responsibility for fixing the appropriate size of the subsidy or bonus 
would rest with the government, but provided the amount were judged 
reasonable, the Bank should be prepared to accept it. 

20. Two conclusions emerge. First, it is important that projects 
in developing countries are not carried out to capital-intensive designs 
and construction techniques if these are not appropriate to the country's 
needs and resources. Care should therefore be taken during the prepara­
tion and appraisal of projects to ensure that the choice of technology 
gives full consideration to local resources and to the possibility of 
substituting labor for capital. This can best be accomplished by making 
certain that the staff of the Bank, consultants, and borrowers are 
thoroughly aware of the importance of this objective, and by collecting 
and disseminating the findings of relevant studies as they become 
available. 

21. Secondly, the possibility should be explored of providing a 
financial incentive to contractors, foreign and local alike, to use 
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labor more intensively where it is overpriced. This is primarily a matter 
for governments of developing countries to establish the necessary 
financial and administrative system, but the Bank should be prepared to 
give its help in formulating practical arrangements and to accept such 
arrangements in the projects it finances. 

22. It should be noted that a subsidy for labor is not incompatible 
with international competitive bidding. Firms of all nationalities could 
be given equal opportunity to bid on the basis of whatever prices are 
specified in the contract. 
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Part III: Encouraging a Domestic Civil vJorks Industry 

23, The Bank accepts a preference for domestic manufacturers in 
bid comparisons under international tenders, defined as the existing 
level of duty or 15Z, uhichever is loHer. Should it not agree to an 
equivalent preference for services rendered by domestic contractors? 
Thls question has been raised on various occasions and answ·ered in the 
negative, for reasons ~vhich I lJelieve are still valid. On the other 
hand, there are other Hays in H'hich the Bank can assist meMber govern­
ments touards the important objective of developing a local civil 
works contracting industry. 

24.. Pith respect to the need for a preferential marnin, the 
"infant industry" argument in favor of protection applies much more 
strongly in the case of manufacturing than it does civil works. A 
local contracting firm already enjoys a considerable natural advantage 
over foreign competitors, by virtue of its faMiliarity Hith government 
regulations and procedures, customs duties and formalities, lvage 
scales, trade union practices, language, etc., all of uhich are cru­
cial to timely execution and effective cost control of a project. 
Mobilization time is shorter and overheads are lm~er. The difference 
be a-re en the local manu£ ac turing and contracting indus tries can be 
illustrated by the fact that in borrov.ring countries uith both types 
of industries, local civil works contractors win a hi~her proportion 
of orders under Bank projects ~Jithout a margin of preference than do 
local equipment suppliers t·lith the 15% Margin. 

25., A second point relates to the appropriate level of any 
preference. In the case of equipment there is likely to be a substan­
tial difference betHeen local and foreicn firms in the amount of value 
added locally. Foreign-supplied equipment is likely to have practi­
cally no value added locally; the local value added to domestically 
manufactured equipment may be an~vhere from very little to close to 
100 per cent. On the other hand, OE·~ivil uorks both local and foreign 
contractors have equal access to local labor and materials and in most 
instances they also have equal access to foreign or local construction 
equipment. The difference in value added locally ben·Jeen local and 
foreign firms is attributable primarily to expatriate salaries, profits 
and managerial overhead; the difference is therefore small, generally 
in the neighborhood of 10 to 15 per cent. Even if it Here considered 
desirable to give domestic contractors an effective preference of as 
much as 25 to 30 per cent on the services provided by them, this would 
mean giving a margin of preference of only 3 to 4 per cent on the 
total value of the construction contract. 

26. Lastly, there is the probler11 of the defin:ttion of a "local 
contractor" and a "foreign contractor". In many countries local affil­
iates of foreign contractors have been established, i.f for no other 
reason than the legal requirement that contractors be registered before 
they are eligible for tv-ork in the country. For manufactured goods the 
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physical location of a plant, and its ownership can readily be established. 
Contrary to this, a "local" civil works contractor may consist of a one­
room office. The domestic physical assets may be small, since equipment 
is frequently purchased and a labor force recruited only after a con-
tract has been won. Determining whether or not a civil works contractor 
is really local (and entitled to a preference) may therefore he diffi­
cult, and could easily lead to abuse. 

27-. Aside from ·possible preferences a much more basic question 
is what can be done to help develop a competitive, efficient local 
industry where it does not now exist. 

28-, Two factors appear to be of particular importance. One is 
the size and continuity of the civil works program (highways, irrigation, 
housing, schools, etc.) of the country. A local contracting industry 
is much more likely to grow in countries which have a fairly large and 
sustained program of civil works, a condition which is, of course, more 
likely to be filled in large than in small countries and one which 
depends also on the stage of development and rate of growth of the 
economy. Local civil works contracting tends to start with simple 
works, such as houses and schools, and to develop progressively to the 
point where it can handle large ones, such as roads and irrigation canals. 

~9.. A second factor is the government's attitude towards the 
local contracting industry. In some countries, for historical reasons, 
civil works are executed by governmental departments on force account. 
Local firms, to the extent they are used at all, carry out small opera­
tions essentially as suppliers of labor under the direction of govern­
mental engineers. As a corollary, local firms are not granted the tax 
status, credit, or access to foreign exchange which are available to 
the other industries considered of national priority; in some cases the 
status of local contractors is even less favorable than that of foreign 
firms doing business in the country. This traditional approach, which 
has been gradually changing has been a serious impediment in some 
countries to the growth of an independent and efficient contracting 
industry. 

30. These considerations suggest that, without sacrificing the 
advantages of international competitive bidding, the Bank can perform 
a useful role in helping govenments to develop a local contracting 
industry. Specific measures to this end, some of which are already 
being followed, are discussed below. 

31. ~ The Bank should work with its borrowers to create an adminis-
trative and financial environment conducive to the growth of the local 
contracting industry. Some of the elements of such a climate are: 

a) public statements of government intent to develop the 
local industry by putting large civil works to tender 
on contracts of substantial size and for a period of 
years; 
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b) improvements in the tax status of the con­
tracting industry and its access to public 
credit; 

c) improvements in contract provisions and 
procedures to cover, inter ~' arran3ements 
for arbitration, delineation of contractor's 
responsibilities vis-a-vis the government, 
bonus and penalty provisions, access of con­
tractors to locally made or foreien equipment 
of their choice and provision of reasonable 
advances for purchase of equipment and other 
mobilization costs; 

d) encouragemcn t of joint ventures betl·:reen foreir;n 
and local firms. Such joint ventures could be 
invited in the bid documents and many foreign 
firms mi~ht respond favorably. Joint ventures 
should not he made compulsory • hm·Tever; t hi s 
Hould reduce the contractor's freedom to carry 
out the project in what he considers the most 
expeditious manner and l·Jould limit competition 
to those foreiBn firms able to find qualif ied 
domestic partners; 

e) breaking dotJn contracts into individual units 
~Jithin the capability of small firms l-7hile 
larger firms bid for packages of such units, 
the at·Tard being made to the loHes t bid or 
combination of bids. 

32, ShortaBe of equipment has been an impediment to the develop-
ment of local contracting industries in a number of countries. In a 
feH projects the Bank has provided equipment to the government, which 
Has rented to local contractors. The Bank should be prepared to fi­
nance the procurement of equipment for the local contracting industry 
on a reeular basis, just as it finances equipment for the government's 
highway maintenance services or for other local industries. TI1e equip­
ment could be provided to a ~overnmental department and made available 
to local firms on a hire-purchase basis; alternatively, a local devel­
opment bank could be the intermediary through t·Thich the finance was 
provided. In time, equipment rental fir~s might be established, there­
by reducing the risk of excessive investment in equipment. 

33. It is expected that other measures Hill be formulated as a 
result of the research ":.rhich the Bank has initiated on hou to '(>romote 
the road construction industry in developing countries. 

3~. The discussion above leads to tHo conclusions. The first 
is that a preference for local contractors bidding under Bank loans is 
not practicable. The second is that governments can well take measures 
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to foster an indigenous contracting industry by improving the tax 
status of the industry, its access to public credit and foreign ex­
chanee, and contracting terms and procedures. The Bank can assist in 
this process; furthermore the Bank should be prepared to finance the , 
equipment needs of the contracting industry and to provide technical 
assistance as needed for its development. 

WCBaum/SRCope:pen 
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Minutes of Special Loan aeeting to consider \.Uruguay - Loan to UTE for a 
Fourth Power Project" (Loan 712-UR) held on Wednesday, July 28, 1971 in 
Conference Room B. 

1. Present : Messrs. Cope (Chairman), Alter, Baum, Wiese, Howell, Kanchuger, 
Lithgow, Ribi, Sheehan, Wessels and Chaffey (Acting Secretary). 

2. Issue: The meeting was called to consider: 

(a) whether approval should be given for the purchase of a 
125 r~ steam generating unit at the Batlle plant in 
Montevideo, rather than the 100 ~~ unit authorized in 
the loan agreement and, if so 

(b) on what basis procurement should be made. 

3. Discussion : The meeting noted that: 

(a) There had been a delay of about 12 months in the procure­
ment of the 100 MVl generating unit approved in the loan 
agreement. The company now took the view that, as demand 
was growing faster than was originally projected, they 
would prefer to install a 125 ~~ unit and get extra capa­
city at a lot-I incremental cost, rather than run the risk 
of being unable to meet the system requirements if bad 
hydrologic conditions prevailed in 1974- 75. 

(b) On the other hand, the power demand estimates were 
acknowledged to be sketchy , and the hydrologic data 
questionable. A 125 H\~ unit would be no more reliable 
than the 100 }~, and it was generally considered too 
large for the system requirements. 

{c) Bids for the 100 MW unit had been submitted in accord­
ance with the guidelines on procurement laid down by 
the Bank and bidders had been given the option of tender­
ing on a component or turnkey basis. However , tucked 
away in a small paragraph at the end of volume 10 of 
the tender documents had been a call for bids for a 
125 Ht.J unit on a turnkey basis only, which Bank staff 
had not noticed when the issue of the tender documents 
was approved. 
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\ 
(d) It was contended by the Projects Department that 

the call for bids for a 125 M}J unit was contrary 
to the loan agreement and to the guidelines for 
procurement inasmuch as bidders were not given the 
option to submit tenders either on a component or 
turnkey basis. Thus, although the Bank had formally 
approved the issue of the tender documents, it could 
not reasonably be held accountable for every condition 
contained in them, particularly any which ~-1ere 
contrary to the loan agreement. 

(e) In a letter dated ~~y 20, 1971 from the Public Utilities 
Department to UTE in which the Bank indicated its aware­
ness that UTE "was ready to propose awarding a contract 
for the sixth unit at (your) BATLLE plant of 125 Htv," 
no concern was expressed that the bids had not been 
solicited in accordance with the loan agreement 
or the guidelines on procurement. 

4. Decision: The meeting concluded that, although UTE might not have 
provided adequate justification for increasing the capacity, it made 
little practical difference whether a 100 lM and a 125 MW unit was 
installed. The results of the bidding for the 100 ~~ unit indicated 
that the turnkey alternative was cheaper than the components. The turn­
key price for the 125 ~ru was lower per unit of installed capacity. 
A further delay to permit retendering would be unfortunate and was 
unlikely to produce a lower bid. However, the decision was left in 
abeyance, pending further discussion with the Legal Department. 

5. Postscript: After consultation with Mr. Aldewereld and the Legal 
Department, it was agreed that there was no legal issue at stake and a 
decision could be reasonably taken either way. It was therefore decided 
that, under the particular circumstances of this case, the Bank should 
be prepared to finance the 125 ~1 unit on the basis of the turnkey bids. 

Cleared by: Messrs. Cope 
Baum 
Howell 
Wiese 

cc: Loan Committee 
Participants 

J. Chaffey 
Acting Secretary 
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LOAN COMMITTEE 

Memorandum from South Asia Department 

IRAN - -Proposed Loan for a Pipelines Project 

1. Attached for consideration by the Loan Committee is an appraisal 
report (PTR-91) entitled "Appraisal of the National Iranian Oil Company 
Pipeline Project, Iran", dated July 1.5, 1971. It recormnends a loan of 
$34.6 million repayable over 20 years (includL~g a grace period of 3 
years). The proposed loan will be used mainly to finance the foreign 
exchange cost of a project for increasing the capacity of two existing 
pipelines and the construction of a new one. The loan will be made to 
the Government of Iran and be passed on to the National Iranian Oil 
Company (NIOC) on substantially the same terms. 

2. The Country Program Paper on Iran dated February 18, 1971, 
provided for three pipeline projects for which $14.5 million has been 
included in the lending program for the period 1971-76. The project 
under consideration, which was identified in part by the Transport Sector 
Survey mission last year, is the first of these. We understand that 
NIOC intends proceeding with the second project using medium-term credit. 
Further Bank financing, including a loan for the third project in the 
lending program, will have to be considered in the light of the experience 
gained from this first project. 

Background 

3. Since 19.57 when the first loan was made to Iran, the Bank has 
made nineteen loans aggregating $612 million (net of cancellations). 
B,y the end of FY71, $328 million had been disbursed and $146 million 
repaid. The lending program for the next five years calls for loans of 
about $125-150 million annually. Specific proposals are summarized in 
Annex I. 

4. The last economic report "Current Economic Position and Prospects 
of Iran" (SA-23a) dated 1'-1ay 18, 1971, deals with recent developments 
in the Iranian economy. 
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5. There has been an acceleration of economic growth in Iran in 
recent years, caused primarily by substantial increases in investment 
in both the public and the private sectors and the rapid rise of oil 
revenues. Although there was some slackening in the rate of growth 
of industry and agriculture last year (1970/71), it is estimated that 
the overall rate of growth has been maintained at the previous years' high 
level. 

6. In the last three years, however, there has been increasing 
evidence of major strains on the economw. The relative stagnation of 
domestic savings in a context of high and rising levels of public sector 
expenditures led to a growing dependence on resource inflows. While 
receipts from oil increased rapidly, they had to be supplemented to a 
sharply increasing extent by foreign borrowing, much of it on short-
term. The results were reflected in a steadily rising balance of payments 
deficit and a mounting debt service burden. The recent agreements with 
the oil companies will have improved Iran's resource position and at the 
present time, we consider Iran creditworthy for Bank lending in the amounts · 
agreed in the Countr,y Program Paper. Nevertheless, the mobilization of 
greater resources for investment and an improvement in the average terms 
of foreign borrowing will continue to be necessary if the growth levels of 
recent years are to be sustained, let alone enhanced. 

7. The oil industry in Iran consists of a foreign operated export-
oriented sector and the Government-owned NIOC. Two groups constitute 
the former: the "Consortium" composed of a number of major international 
oil companies and the relatively smaller "independents" who are other 
foreign oil companies operating in joint ventures with NIOC. Although 
it has only a small share of the total production of the oil industry 
in Iran, NIOC plays a most important role, because it is responsible 
for the distribution and sale of petroleum products throughout Iran 
and is also responsible for the development of oil resources in all 
parts of the country outside the limited area in which the Consortium 
operates. It has a number of subsidiary companies engaged in related 
activities, including the National Iranian Gas Company, the National 
Iranian Petroleum Company and the .Ahwaz Pipe Mill Company. 

8. The upsurge of economic activity in Iran in recent years has 
been reflected in the substantial increase in the demand for energy, 
which grew at an average rate of almost 11 percent since the middle of 
the last decade. Oil products form an important part of the total energy 
supply. The volume of crude oil refined for Iran's domestic market 
increased from 3.5 million tons in 1964 to almost 8.5 million tons in 
1969, representing an annual increase of over 19 percent. 
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9. This substantial increase in domestic consumption of petro­
leum products in Iran has cast a heavy burden on the country's trans­
portation and distribution facilities. The oil fields are located at 
the head of the Persian Gulf in the south, while the main consumption 
centers are in the populated northern regions. The transportation of 
oil and oil products, therefore, absorbs considerable resources in Iran, 
accounting for some 30 percent of the internal traffic ton-km. Several 
modes of transport are used, but pipelines have become the predominant 
means. The recent Government decision to waive the requirement whereby 
NIOC had to deliver a · minimum quantity of oil daily for transport by 
rail will further increase the volume transported by pipeline. This 
makes good economic sense, since over long hauls and in large volumes 
transport of oil and oil products by pipeline is considerably cheaper 
than road or rail transport. 

The Project 

10. The proposed Bank loan will be used to finance a project which 
will increase the pipeline capacity in Iran. It includes three elements: 

(i) increasing the capacity of the crude oil pipeline from 
.Ahwaz to Tehran (Rey) by replacing diesel stations with 
electric pumping stations and installing a gas turbine 
pumping station; 

(ii) increasing the capacity of the products line from Tebran 
to Mashad by installing additional pumping horsepower of 
approximately 8, 400; 

(iii) constructing a products trunkline from Tehran to Tabriz 
with the necessary ancillary equipment. 

In addition, it provides for the employment of management consultants to 
introduce a system of forward planning and for the training of key NIOC 
personnel. 

11. The project is the least cost solution to the problem of trans-
porting oil and oil products from the supply points to the consumption 
centers. Compared with the next best alternatives the rate of return is 
expected to be in excess of 35 percent. 

12. The total project cost is estimated to be $46.6 million including 
$33.3 million foreign exchange on the assumption that pipe orders go to 
foreign suppliers. The project includes the cost of pipe required for 
the new products trunkline from Tehran to Tabriz which would go to inter­
national tender. The appraisal report recommends that 15 percent preference 
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for the local supplier, the Ahwaz pipe mill, be extended. It is estimated 
that the value added of the pipe mill amounts to 27 percent. However, in 
the course of the discussions with the Projects Departments uncertainty 
developed regarding the eligibility of some of the items included in the 
estimate of value added. Additional information is required to refine the 
estimate of local value added. It was agreed that the decision on whether 
or not the Ahwaz pipe mill should be granted a 15 percent preference should 
be reviewed after additional information is provided by the Borrower 
during negotiations. All other procurement would also be by international 
competitive bidding except for minor contracts which are unlikely to attract 
international tenders. 

13. The project tested against all the usual criteria applied 
in the Bank, and especially in terms of financial and economic returns, 
is one of the best in our lending program. It is a project to which the 
Government attaches considerable importance and one which would be a 
further step in the development of our relationship with the Government 
of Iran. In accordance with the recommendations of the Country Program 
Paper, our efforts are aimed at assisting the authorities in increasing 
the efficiency of the investment program in terms of cost, efficiency, 
project preparation and implementation. They are also directed at 
helping Iran to improve the terms on which it borrows. 

14. The proposed loan is in conformity l-Tith these aims. NIOC is 
the most important institution in the crucial oil sector. Its invest­
ment program is sizeable, amounting to some $740 million for the period 
1971 to 1974. Very nearly half of this will be financed out of NIOC' s 
internal cash generation, the balance being financed by the proposed 
Bank loan and other borrowings. The Government feels that NIOC's present 
procedures are inefficient, lead to cost overruns and do not result in 
effective competition among bidders. Examples of poor project performance 
abound, and the magnitude of NIOC's investment program greatly increases 
any adverse effects of poor project handling. One of the outstanding 
examples of this is the gas trunkline (for which a subsidiary of NIOC 
is responsible), the cost of which has gone up from $400 million to $700 
million. It is clear that the original teclmical evaluation was inadequate 
and that project supervision has also been unsatisfactory. The latest 
example of the cost consequences of NIOC 's procedure is in the awarding 
of contracts for the Ahwaz-Tehran crude oil line. The project was expected 
to cost about $85 million; but NIOC now proposes to enter into a turn-key 
contract for a much higher amount. There is also need for institution 
building, not in terms of engineering but clearly in terms of project 
planning and financial control. Our emphasis will be on the creation of a 
Planning Section to deal with forward planning of NIOC's investments in 
oil, gas and petro-chemicals. .Although the proposed loan will constitute 
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only a amall part of NIOC' s total invest.,.~ent, it is felt that it would 
demonstrate the beneficial effects of proper planning and project prepara­
tion, of efficient project implementation and of the Bank's procurement 
procedures • 

15. Furthermore, although alternative sources of financing might 
be available, it is important to note that these would be in the form 
of medium-term supplier credits, and that project cost could be increased 
thereby quite considerably. Both the Country Program Paper and the last 
Economic Report strongly recommend that the Government take steps to 
improve the average term of borrowing. The provision of Bank financing 
for this project is consistent with this recommendation. 

Recommendation 

16. I recommend that the Bank should make a loan of $33.3 million for 
the pipelin~ project and that appropriate representatives of the Borrower 
and NIOC be invited to Hashington for negotiations. Referring to paragraph 
12 above, if it is decided to extend the 15 percent preference to the Ahwaz 
pipe mill, I would concur with the recommendation of the appraisal report 
to include a pro",rision in the loan for meeting the additional cost which 
could be as l.d.gh as $1.3 million. In these circumstances, a loan of 
$34.6 million should be made. 

Attachment Gregory B. Votaw 
Deputy Director 

.Annex I: "Iran - 5 Year Operations and Lending Programs" 
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TANZANIA: Proposed Smallholder Tea Development Project 

I • INTRODUCTION 

1. The Association has alrea~ provided about $1.6 million for tea 
development in Tanzania under the $5.0 million Agricultural Credit Project 
(Credit No. 80 TA) of January 1966. The Government has now requested IDA 
to help finance a major extension of the smallholder tea development program 
initiated during the Second Development Plan period (1969-74). 

2. Tea output in Tanzania rose from 3.7 million to 8.5 million 
kilograms between 1960 and 1970, mainly due to large-scale plantings by 
private estates during the 1950's and the introduction of the use of 
fertilizer and better planting materials. The industr.y now accounts for 
about 2~ percent of Tanzania's total export earnings. 

3. Large estates, which presently produce over 90 percent of all 
tea grown in Tanzania, are not expected to expand much further. Under the 
Second Development Plan, however, the Government has embarked on a major 
program to encourage tea-growing by smallholders which has already met with 
striking success. At the end of FY69 about 4,600 smallholders were growing 
tea in Tanzania. Their numbers have since doubled and the rate of recruit­
ment of new growers continues to be high. 

II • THE PROJECT 

4. The proposed project, which would have significant employment 
benefits as well as substantially increase Tanzania 1s tea output and exports, 
would comprise: 

(a) the planting by 14,000 smallholders of about 8,300 hectares 
of tea in the four areas of Bukoba (about 1,600 ha), 
Rungwe (about 3,700 ha), Lupembe {about 2,300 ha) and 
West Usambara (about 700 ha); 

(b) the construction of tea roads in these four areas and 
provision for their maintenance; 
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(c) the construction and equipping of factories for processing 
leaf produced by smallholders; 

(d) the provision of transportation for extension services 
and green leaf collection; 

(e) the establishment of nurseries to provide planting material; 
and 

(f) the strengthening of the Tanzania Tea Authority (TTA) by 
the provision of additional staff and accommodation. 

III. HIGHLIGHTS AND ISSUES 

The Financing Plan 

5. The total cost of the project is estimated at $16.1 million, of 
which the foreign exchange component is $6.0 million. The high proportion 
of local currency expenditure, which is normal for tea projects in East 
Africa, is chiefly accounted for by the large provision f or necessary ex­
tension staff and locally-procured planting materials. 

6. The Appraisal Report proposes that IDA provide $10.7 million or 
about two-thirds of the total project cost; this proposal is discussed in 
paragraphs 7-10 below. About $1.9 million or 12 percent is expected to be 
provided by Norway, which has been requested by the Tanzanian Government to help 
finance the construction of tea roads in the Rungwe and West Usambara 
districts as part of a broader feeder road program in these two areas; 
finance for this feeder road program was approved by the Board of the 
Norwegian Agency for International Development (NORAD) in June and the 
proposal is now to be submitted to the Norwegian Cabinet and Parliament 
for confirmation. On this basis, external sources would contribute some 
78 percent of total project costs and the Tanzanian Government the remaining 
22 percent ($3.5 million). Some $6.2 million of the IDA credit would be 
used to finance local expenditures. 

1. In formulating the financing plan outlined in the Appraisal Report, 
account was taken of the guidelines for loans and credits to Tanzania in 
the Oountr,y Program Paper. The CPP states (in paragraph 61) that because 
of Tanzania's poverty it is desirable that in our loans and credits for 
Tanzanian projects we should aim at providing not less than 65 percent of 
the cost of the projects concerned; where the foreign exchange cost of the 
project is less than this proportion, we would plan to cover part of the 
local costs. The amount of the proposed credit accords with this policy; 
it also falls within the $12.0 million allocated for the project in the 
Lending Program for FY72. 
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8. However, the position is complicated in this particular instance 
by Norway's proposed participation. The NORAD-assisted roads, though an 
integral part of the project, would be treated for financing purposes as 
a separate component which would be financed by Norway and the Tanzania 
Government. If the IDA financing is related to the portion of the project 
which the Association would be helping to finance, the proposed credit of 
$10.7 million represents about 77 percent of the $13.9 million expenditure 
involved. 

9. In reviewing the amount of the proposed IDA credit, I have borne 
in mind that, of the four projects in Tanzania approved during the past 
year, the Bank/IDA finance has averaged only 55 percent of total project 
costs and our contribution to local currency expenditure only 8 percent. 
I have also taken into account the fact that total external assistance from 
all sources to Tanzania during the past year has been considerably less 
than assumed when the CPP was prepared, covering only 30 percent of Tan­
zania's total development expenditure compared with the 45 percent expected. 
These factors justify a high proportion of external finance for the proposed 
project. 

10. Nonetheless, even allowing for these considerations, I believe 
that the proposed IDA credit is somewhat on the high side in view of the 
fact that Norway is expected to finance part of the project. I therefore 
recommend, and the Agricultural Projects Department concurs, that the IDA 
credit should be $10.5 million. This would represent 65 percent of the 
total cost of the project and 75 percent of the IDA portion, with $6.0 
million of the credit covering local expenditure. The Government 1 s con­
tribution to the project would then be $3.7 million or 23 percent of total 
cost. 

11. It is proposed that funds provided under the IDA credit for loans 
to growers through their cooperatives for on-farm development and to TTA 
for necessary equipment and facilities would be channeled through the 
Tanzania Rural Development Bank (TRDB) • The proceeds of the IDA credit to 
be administered by TRDB would be passed on to TRDB by the Government under 
a SUbsidiary wan Agreement satisfactory to IDA, the execution of which 
1-1ould be a condition of effectiveness of the credit. The rest of the credit 
would be used directly by the Ministry of Agriculture and Coop era ti ves for 
the salaries of required extension staff and by the Ministry of Communi­
cations, Transport and Labour (COMWORKS) for the construction of tea roads 
in the Bukoba and Lupembe areas. 

12. As already indicated, the project is a continuation of an ongoing 
program. For purposes of cost calculations, expenditures incurred since 
July 1, 1971 have been included in the project estimates; this is the 
beginning of the fiscal year for both TTA and the Government. Retroactive 
financing is proposed of expenditures since July 1 on extension services 
to growers and urgently-required tea road construction. The amount involved 
is not expected to exceed $85,000. 
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Project Implementation 

13. TTA would have the main responsibility for carrying out the 
proposed project. Its principal functions would be to purchase, own and 
operate the facilities required for leaf collection, processing and mar­
keting; provide the necessary extension services, with staff seconded from 
the Ministry of Agriculture and Cooperatives, to recruit and instruct 
smallholder growers in modern tea production techniques; and develop its 
nurseries so as to ensure that growers will be able to obtain adequate 
good-quality planting. material. 

14. Although TTA has been well managed since it was established in 
1969, its headquarters staff requires early strengthening to enable it to 
perform its substantially expanded functions under the project. Experienced 
managers are also urgently needed for TTA's factories. It is therefore 
proposed that, before presentation of the project to the Executive Directors, 
persons with qualifications and experience satisfactory to IDA should be 
appointed by TTA to the posts of Chief Marketing Officer, Financial Con­
troller, Cost Accountant and Planning Economist. (We understand that a 
Financial Controller has in fact already been recruited). In addition, 
also as a condition of Board presentation, TTA would be required to make 
arrangements satisfactory to the Association with an experienced tea proc­
essing group or groups for the provision of experienced management and 
management training for TTA's existing factories at Lupembe, MPonde and 
Katumba. 

15. The rate of new plantings proposed for the project is very rapid 
and requires the recruitment of almost 9,000 new growers in 1972. As 
already indicated, however, recruitment of far.mers for the smallholder tea 
development program has so far been highly successful and TTA alreaqy has 
lists of potential recruits to the program well in excess of the numbers 
needed. It is proposed that, if delays in the planting schedule should 
occur, expenditure on new processing facilities would be postponed. 

16. It is proposed that the tea roads in Bukoba and Lupembe would be 
constructed by COMWORKS using departmental forces and with equipment and 
materials purchased with IDA funds. Qualified personnel would be obtained 
from consultants for a period of at least two years to supervise and co­
ordinate the construction and subsequent maintenance of the tea roads in 
the two areas and to train local staff. The units so established would 
also subsequently be available to construct and maintain other feeder roads 
in these areas. These arrangements are similar to those incorporated in 
the recently-approved Third Highway Project for the betterment of feeder 
roads in the Mara and Geita agricultural districts in Northern Tanzania. 
The same approach may also be adopted for the NORAD-assisted tea roads in 
Rungwe and UsCJnbara. In view of the heavy burden which these various works 
would place on COMWORKS, even with the support of consultants, we are con­
cerned to ensure that its capability would not be overtaxed. This matter 
would be thoroughly explored during negotiations with a view to satisfying 
ourselves on this point and to obtaining necessary assurances from the 
Government. 
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On-lending Arrangements 

17. As already indicated, it is proposed that loans required under 
the project by farmers for the purchase of fertilizer and planting mate­
rials and by TTA for the purchase of vehicles and processing and marketing 
facilities would be provided by TRDB. This new institution is also the 
channel for finance under the Agricultural Credit Project and Flue-Cured 
Tobacco Project (Credit No. 217 TA), a function which it took over with 
the agreement of the Association from the now defunct National Development 
Credit Agency (NDCA) With effect from May 1, 1971. TRDB has the capability 
to assume these additional responsibilities. 

18. A mission which visited Tanzania recently to supervise the Agri-
cultural Credit Project has reported that TRDB had in some instances ex­
tended loans without sufficient regard to the borrowers' creditworthiness. 
The Principal Secretar.y of the Treasury gave the mission a firm undertaking 
that TRDB would be required to conduct its operations in accordance with 
sound practices as required by TRDB's statute. We propose to obtain further 
assurances from the Government and TRDB to that effect during negotiations. 

Procurement 

19. Contracts for the procurement of tea factories, vehicles, and of 
equipment and materials required for the tea roads in Bukoba and Lupembe 
would be let after international competitive bidding. It is proposed that 
procurement of fertilizer would also be by international competitive bidding 
but with a 15 percent preference or the appropriate import duty, whichever 
is the lower, for local manufacturers. A local fertilizer plant is due to 
come into production in the near future which, according to our information, 
is high cost; even with a 15 percent preference, its prices may not be 
competitive. However, we understand that the factory may not in any case 
produce the type of fertilizer required for the project. This matter will 
be further explored during negotiations. Contracts for construction of 
houses would be put out to tender for local competitive bidding, since 
their number and scattered distribution would not attract overseas firms. 
Office equipment would also be purchased locally because of the small 
quantity needed. 

Norwegian Participation 

20. As alrea~ indicated, the proposed Norwegian financing of the tea 
roads in Rungwe and Usumbara would be complementary to but separate from 
the IDA credit and would be covered by separate legal arrangements between 
Norway and Tanzania. To cover the unlikely eventuality of the Norwegian 
assistance not materializing, our ovnl Development Credit Agreement would 
include the general provision that Tanzania would make arrangements satis­
factory to the Association for the financing, construction and maintenance 
of the Rungwe and Usumbara roads. It would also include the standard pro­
visions regarding the inspection by IDA of the project (i.e. including the 
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NORAD-assisted roads), the supply of information, and other such matters 
concerning project execution and supervision. It is hoped that, in 
accordance with No~1ay 1 s normal procedure, the goods and services to be 
financed by Norway would be procured on the basis of international com­
petitive bidding. However, this and other matters of mutual interest to 
Norway and IDA would be discussed at the time of negotiations, when NORAD 
proposes to send a representative to Washington. 

Marketing Prospects 

21. At full maturity in 1984 the acreage planted under the project 
would produce an estimated 9 .5 million kilograms of tea. By that time 
total Tanzanian tea output should amount to around 22 million kilograms, 
more than double the present level. The bulk of this additional production 
would be exported. Despite this prospective substantial increase in Tan­
zanian exports, no major difficulty is expected in marketing the higher 
crop. It is estimated that in the early 1980's Tanzania will still account 
for only about 4 percent of total world exports. In addition, in common 
with tea produced elsewhere in East Africa, Tanzanian tea is popular with 
blenders because of its quality; prices obtained by Tanzanian tea at the 
London auctions have recently been among the highest paid for tea from all 
producing countries. Demand should remain strong provided quality is 
maintained. 

Economic Rate of Return 

22. The overall economic rate of return on the project is estimated 
at 17 percent, with the return in each of the four areas concerned ranging 
from 24 percent in Rungwe to 8 percent in ~iest Usambara. The return for 
West Usumbara is acceptable for an agricultural project in Africa, partic­
ularly a project of this kind which will have a significant employment 
impact and may among other things help to reduce migration to the towns. 

IV. THE ECONOMIC SITUATION 

23. An economic and preinvestment studies mission visited Tanzania, 
Kenya and Uganda during October and November, 1970. Volume I of the 
mission's report (No. AE-16) which deals with recent economic developments 
within the East African Q)mmunity, Kenya, Tanzania and Uganda was distrib­
uted to the Executive Directors on July 16, 1971. The report confirms that 
Tanzania has experienced difficulty in raising resources on an adequate 
scale to finance its investment program and that an increase in external 
assistance,including assistance with financing local expenditures, is 
required if the rising trend of development expenditure achieved in recent 
years is to be maintained. 
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V. RECOMMENDATION 

24. I recommend that the Tanzanian Government be in vi ted to send 
representatives to negotiate a credit of $10.5 million for the project 
substantially on the ter.ms and conditions set forth in the attached 
Appraisal Report. 

Attachment: Five-Year lending Program 

Michael L. Lejeune 
Director 



Attachment 

Population: 12.9 m 
Per Cap Inc: $95 

TANZANIA - FIVE-YEAR LENDING PROGRAM 

($ million) 
Fiscal Years 

1972 1973 1974 1975 1976 

Rural Development I IDA 5.0 
Rural Development II IDA 7.0 
Tobacco II IDA 7.0 
Tea I IDA 12.0 
Tea II IDA 1.0 
Forestry IDA 1.0 
Livestock II IDA 10.0 
Livestock III IDA 10.0 
AgricW.ture (unidentified) IDA 5.0 

Tanzania Investment Bank I IBRD 3.0 
Tanzania Investment Bank II IBRD 5.0 

Education IV IDA 7.0 
Education V IDA 10.0 

Power III IBRD 5.0 
Power IV IBRD 25~0 

Urban Development IDA 5.0 

Highways III IDA 6.0 
Highways IV (Maintenance )

1 
IDA 10.0 

Highways V IDA 12.0 

Unallocated IDA 5.0 

Operations Program IBRD 3.0 5.0 5.0 25.0 
IDA 23.0 17.0 2J.a ,.o 29.0 32.0 
Total 23.0 20.0 29.0 34.0 57.0 

====-a --- =-=== ~ =-=-= 
No. 3 3 4 5 5 

Eastern Africa Department 
July 29, 1971 
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LC/0/71-92 

August 3, 1971 

I·iemorandwn from the t'lfestern Africa Department 

NIGERIA - Proposed Second Education Project 

1. The attached draft appraisal report nAppraisal of a Second 
Education Project in Nigeria" (PE-33, dated July 28, 1971) recormnends 
a $14 million loan to the Federal Republi~ of Nigeria to finance the 
$13 million estimated foreign exchange component and $1 million esti­
mated interest and commitment charges during construction of a $22.6 
million project for the reconstruction and expansion of 20 secondar,y 
schools in the East-Central, Rivers and South-Eastern Sta.tes and of 
7 primar.y teacher training colleges in East-Central State. The project 
also includes 23 man-years of technical assistance for technical 
teacher training, curricula development and project implementation units. 
The first Education Project (Credit 72-UNI) is nor~ making satisfactory 
progress after an initial delay due to the late appointment of consult­
ant architects and the civil war. The part of the credit allocated to 
the former Eastern Region is no'ttJ being reactivated and ue are atfai ting 
the Government's request for a modification of the project before taking 
further action. 

The Economy 

2. The last economic report "'lhe Current Economic Position and 
Prospects of Nigeria 11 (i1rJ-22a) dated January 21, 1971. 't~ras distributed 
to the Executive Directors on January 29, 1971 and considered, 
together rrl.th Nigeria's Second lJational ~velopment Plan (1970-74) at 
the Consultative Group Meeting held on ~~y 3 and 4, 1971 in Paris. 
The Report and Recommendation of the President on the Rehabilitation 
Program Loan (R71-67 dated April 2, 1971) contained a brief recent 
analysis o£ Nigeria's current position and prospects, Hhich confirmed 
that Nigeria's need for external capital remained large and that Nigeria 
l"7as credit1vorthy for substantial borrowing on conventional, but 
preferably concessional, terms. 

3. Follo't-7ing the $80 million Program Loan approved in April, 1971, 
the Bank is currently engaged in substantial project preparation work 
in support of the government's Development Plan. 'lhree missions have 
recently revie\>Yed the agriculture, education and transport sectors and 
their reports, expected to be available short~, ~dll provide essential 
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ingredients for an economic mission now planned for October, 1971. 
The reports vr.Lll also be the basis for a project list, the preparation 
of which is expected to be completed by the end of 1971, in time for 
the next Consultative Group meeting scheduled for i·1ay 1972. lJhile the 
Bank's own fiscal year 1972 lending program for Nigeria is not yet 
entirely firm, loans tor agriculture, power, highways and the proposed 
Second Education Project are expected to be ready for approval during 
the current fiscal year. Assuming the intensive preparatory t-rork not-r 
in progress results in a pipeline of priority projects, the Barut expects 
to commit an average . of about $100 million per annum t hrough the balance 
of Nigeria's Second Nationul Development Plan. 

'lbe Pro.iect 

4. 'Ihe objectives of the proposed project are tl'1ofold: rehabil­
itation and reform. 

5. The civil t-rar caused extensive d~~ to educational f acilities 
in the three eastern States. Uhile UNICEF, UNESCO and bilateral agencies 
are supporting reconstruction of primar.y schools and the national 
university, raost secandar.y schools and the teacher training colleges in 
East Central State have not yet received an,y assistance. Their unsatis­
factory condition is adversely affecting enrollments and the quality of 
education and is aggravating the existing shortage of secondar,y school 
graduates and qualified teachers. The eastern States limited budget­
ary resources, unless supplemented by external assistance, are inade­
quate for rapid reconstruction and expansion of these vital institutions. 

6. ~llidle reconstruction and expgnsion are fm[aediate needs, curric-
ulum reform is no less urgent. 'Ihe Nigerian secondary school system, 
like that of many developing countries, has expanded Hith little reference 
to the country's manpower requirements or the universities' absorptive 
capacity. i~Iost secondary school graduates, with a general academic 
education, are ill-prepared for available employment. The eastern States 
therefore propose to combine reconstruction of selected secondar.y schools 
~dth their conversion into comprehensive schools on the basis of a 
recently enacted curriculum reform, an approach which t~ maximize 
economies or scale in construction and procurement. 

7 • The project ~Jill also include consolidation of 42 s~all teacher 
traj~ing colleges in East-Central State into 10 stat e institutions, 
whieh uill simult aneously be eA~anded, and three tech~ical n3Bistance 
components, the details or trrhich are described in t h9 Appendix to the 
appraisal report. 'Ihe Bank and the government are cu::-:r:~:I! t.ly exploring 
thu possibi lity of the UNDP financing the technical ct t:.: si~r~a:.. ce; if it 
agrees to do so then the loan ~rould be reduced to about N£13 .1 rrdllion. 
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Issues 

8. In view of the project's urgency and past experience indic-
ating the need for prompt action on this subject, the Bank proposes 
to encourage the Nigerians to move ahead t1i th the selection of 
consultant architects, the employment ot l'Jhich t-Jill be a condition 
of signing or the loan. l"lhlle the loan is currently planned tor 
presentation to the Directors in October, the ear~ employment or 
consultants may result in some small expenditures before the loan 
is signed. In this event, I recommend that such expenditures be 
financed retroactively from the proposed loan. These expendi·i ures 
are not expected to exceed $100,000. 

Recoramenda. tion 

9. I recommend that the Federal Government of Nigeria be invited 
to send representatives to Hashington to negotiate a $14 million 
loan for a term or 2$ years, including 10 years of grace on the 
conditions outlined in paragraphs 6.01-03 of the attached appraisal 
report. 

Bruce M. Cheek 
Deputy Director 



Population: 62.b m P&B 6/16/71 
GNP Per Cap: $70 

IVa. ~IG3RIA - 5 YEAR OPERA'I'IONS M!D LENDE~G)PROGRA/S 
By Fiscal Year - Amounts in millions 

r 1971 1972 1973 1974 1975 1976 
v.rERA TI ONS PROGRAI'·i --··- --·- - ·- ·-
7 -NIR-AC-01 Agricultural Credit IBRD $.0 
7-NIR-AC-02 Agricultural Credit II IBRD 10.0 

I 7-NIR-AL-01 Livestock IBRD 5.0 
7-NIR-AL-02 Livestock II IBRD 10.0 
7-NIR-AL-03 Livestock III IBRD 15.0 
1-NIR-AP-01 Cocoa - Western State IBRD 7.2 
7-NIR-AP -02 Cocoa - Western State II IBRD 1$.0 
7-NIR-AP-03 Tree Crops IBRD 10.0 
7·-NIR-AX-01 Agriculture Unidentified IBRD 25.0 
7-NIR-AX-02 Agriculture Unidentified II IBRD 20.0 
7-NIR-DD-02 DFC - NIDB II IRRD 10.0 
7-NIR-DD-03 D?C - NIDB III IBRD 12.0 
7-NIR-DD-04 DFC - NIDB IV IBRD 12.0 

7-NIR-EE-02 Education II IBRD 10.0 
7-NIR-EE-03 Education III IB.~ID 2$.0 
7-NIR-EE-04 Education IV IBRD ~0.0 

7-NIR-PH-03 Power V IBRD 2$.0 
7-NIR-PP-01 Power IV IBRD 3$.0 • 

7-NIR-GG-01 Rehabilitation Pr 1gram Loan IBRD 80.0 
...--

( JIR-II-01 Snall-Scale Industry IBRD 3.0 
7-NIR-I X-01 Industry 1Jnidentified I IBRD 10.0 
7-NIR-IX-02 Industry Unidentified II IBRD 10.0 

7-NIR-TH-05 Roads - Federal & State IBRD 15.5 
7-NIR-TH-06 Roads VI IBRD 20.0 
7-NIR-TH-C7 Roads VII IDA 20.0 
7-NIR-TX-01 Reads - Unidentified I IER.D 25.0 
7-NIR-TX-02 Roads - Unidentified II IBRD 30.0 
7-NIR-TA-01 Airports IBRD s.o 
7-NIR-TP -02 Ports II IBRD 15.0 
7-NIR-TR-02 Railways II IBRD 40.0 

7-UIR-XX-Cl Unallocated IBRD 25.0 

Total 
I%4:~g - lS-59-73 l ~·72-7 .j 

IBRD 144.C· 30:cL8 452.5 IBRD 97.2 65.5 90.0 lOO . .J 97.0 100.0 
IDA 35.5 20.0 20.0 IDA 20.0 
Total 179.5 328 . ~. 472.5 Total 97.2 65.5 110.0 100.0 97.0 100.0 = 5- -5-No. h lS 28 3 4 8 6 

"i:~.~DII!G _PROC~~· _ fJ}_~~3/7~:: ) 

IBRD 1.44. ·~ 30~.2 454.5 IBRD 98.6 65.0 89.5 100.0 100.0 100.0 
IDA 35.5 
Total 17 9.5 30S.2 454.5 Total 98_.6 65.0 89.5 100.0 lOC.C lOC. O 
No. 6 16 27 -- -- ----No. 3 3 6 6 6 6 
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Memorandmn from the Eastern Africa Department 

KENYA: Fourth Highway Project 

I • INTRODUCTION 

1. The Bank Group has extended K~a seven loans and credits, 
totalling $65.2 million, for road development. The major emphasis of 
Kenya's 1970-74 Road Development Program, as well as our past lending, 
has been towards rocpansion and improvement of the feeder and minor 
access road network in the rural areas. The proposed project is a 
part of this program and a continuation of the developments initiated 
under our past operations. 

2. In addition to the proposed project, the lending program 
for FY 72 contains a proposed loan of about $20 million for the Nairobi 
Airport Project, which is scheduled for appraisal in mid-August. The 
1972-76 Lending Program for Kenya is attached. 

II. THE PROJECT 

3. The attached appraisal report (No. PTR 92) recommends an 
IDA Credit of $22 million for financing the proposed project comprising: 

(a) construction, reconstruction or improvement of 

(i) five feeder roads totalling 158 km 

(ii) 995 lan of tea collection roads 

(iii) 429 km of access roads in settlement areas 

(iv) three trunk roads sections totalling 71 Ian; 

(b) construction and equipping of four vehicle weighing 
stations; and 

(c) retention of consultants for completion of engineering 
and supervision of construction. 
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4,. Kenya follows the policy of stage construction under which 
the geometric and pavement design standards adopted are such that it 
is possible progressively to upgrade a road to meet increased traffic 
needs by successive increases in the thiclmess of the bituminous over­
lay. l~ile the design standards for foundations, gradients, curves, 
etc. adopted under such policy are higher than that required to meet 
the immediate traffic needs, the justification for this approach is 
that it permits successive upgrading over a period of time without 
necessitating scrapping of the existing road which would be the case 
if standards adopted were limited to meeting only immediate needs. 
Many of the feeder and trunk roads included in the proposed project 
are either extensions of roads constructed under past projects, or 
the next step in the program of stage construction. The bulk of 
rural access roads iricluded in the project are extensions of develop­
ment schemes initiated under past projects. 

5. The total cost of the project is estimated at US $42 million, 
of which foreign exchange component is estimated at US $28 million 
( 67%) • The Kingdom of SWeden has offered to provide Kenya up to $6 
million to finance a part of the foreign exchange costs, the bala."'lce 
of which will be covered by the proposed IDA credit of $22 million. 

6. The proposed project will provide infrastructure required 
for agricultural development. The estimated economic rate of return 
ranges between 12% to 30% on individual project items and averages 
19% on the project as a whole. 

Project Execution and Procurement 

7. As in the case of our previous projects, the Ministry of 
'lfJorks (MJW) will be responsible for execution of the project. Con­
c~tants, acceptable to the Association, will assist in construction 
supervision. 

8. Construction of all project roads, except 414 km of access 
roads in settlement areas, will be carried out by contractors. Con­
tracts will be awarded on the basis of international competitive bidding. 
The only proposed exception to this is the contract for paving a 23 krn 
feeder road estimated to cost about US $400,000. The Government proposes 
to negotiate this contract as an extension to the ongoing contract for 
the gravelling of the same road, which was awarded after international 
competitive bidding under Loan No. 639 KE (Third Highways Project) • 
It is expected that because the contractor has alrea~ mobilized for 
work on this stretch of road, this procedure will permit Kenya to 
obtain unit prices lower than can be expected from any new contactor. 
The terms of such a negotiated contract would be subject to our 
approval and I recommend that if it is demonstrated that the negotiated 
unit price is indeed less than current bid prices for similar work, 
we waive the requirement for international competitive bidding on this 
contract. 
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9. Construction of 414 km of the access roads in settlement 
areas, which would account for less than $700,000 of the proposed 
Credit, will be carried out by the rJiinistry of l"Jorks' ow construction 
units utilizing labor from the National Youth Service (NYS). Con­
struction of such low standard roads, which are widely dispersed, is 
unlikely to attract reasonable bids from contractors. The proposal 
to utilize departmental units is therefore appropriate. Such depart­
mental units employing NYS labor were also utilized for the con­
struction of settlement roads financed under Loan No. 639 KE (Third 
Highways Project). Though there were some initial administrative 
and organizational difficulties, the recent introduction of double 
work shifts and a program of incentives has improved performance and 
the standard of' the work completed by such units is satisfactory. 
During negotiations we shall discuss with the Gover~~ent the effect­
iveness of the measures introduced to irr.prove the performance o£ 
departmental construction units and obtain assurances that the per­
formance levels achieved will be maintained. 

10. The project provides for a small amount of construction 
equipment and spare parts (US $383,000) for the MOlrJ' construction 
units. It is proposed that this equipment be procured under the 
contracts recently awarded after international competitive bidding 
under Credit No. 224 KE (Highway Haintenance Project). In vi~r of 
the small amount involved, this procedure is considered acceptable. 

Retroactive Financing 

11. One of the settlement roads (vJanjohi-Geta) to be constructed 
under the project by MOW Construction Units is situated in an area 
where a M0\1 unit is currently carrying out construction work on a road 
financed under the Third Highways Project (Loan No. 639 KE). This 
work is e:xpected to be completed by September, 1971 and it would be 
economical to permit the unit to remain in the area and continue 
work on the road included in the proposed project before movL~g on 
to another area. This could entail foreign exchange expenditures 
of up to $170,000 before signing of the proposed credit and the 
Government has requested retroactive financing up to $170,000 for 
expenses incurred a.f'ter September 30, 1971. I recommend we agree 
to this request. 

Enforcement of Vehicle Regulations 

12. Progressive increase in the size of vehicles and lax enforce-
ment of weight regulations has resulted in axle loadiggs in excess of 
those for which the roads were designed and consequent failure of 
important sections of certain trunk roads. The Government has, under 
past loan and credit agreements, provide:d assurances that vehicle 
weight limitations would be enforced. The MOW and the Kenya Police 
have now draw.n up a long-term plan for establishing an effective 
highway traffic law enforcement agency. This plan calls for the 
construction of permanent weighing stations at four strategic 
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points in the road network and the establishment of special highway 
patrols to facilitate enforcement of the regulations. Six weigh­
bridges, ot which four weighbridges have aJ.ready been purchased by 
the Government out of its own resources, will be installed by the 
MOvJ under the project. While some progress has also been made in 
equipping the highway patrols, there is a need for working out a 
firm timetable for implementing the plan. During negotiations we 
shaJ.l agree on such a timetable and obtain assurances that it will 
be adhered to. 

Swedish Participation 

13. The proposed SWedish Credit would be made to the Government 
on IDA tenns and would be disbursed pro rata w.i.. th the proposed IDA 
Credit. Documentation for the .fL'rl.ancing will follow the pattern of 
other projects jointly financed with Sweden. It is expected that the 
documents for the proposed SWedish Credit will be signed at the same 
time as the IDA Credit documents, and that the Swedish Credit will be 
made effective prior to, or simultaneously with, the effectiveness of 
the IDA Credit. 

III. THE :EDONOHY 

J..4. An economic report on Kenya (Report No. AE-16a Volume 1) 
was distributed on July 16, 1971. The report states that a good start 
has been made in implementing the 1970-74 Development Plan and that 
by the end of 1970 economic grol-rth was approximately in line with the 
Plan target, despite a poor agricultural season in 1969. 

1.5. Kenya has in the past received large amounts of external 
assistance, generally on favorable terms. On the basis of its 
generally sound policies and plans for the future, Kenya will continue 
to require and merit substantial external assistance. Although debt 
service payments in 1969 absorbed only 6.8% of foreign exchange earn­
ings during the year, it is projected that the debt service ratio 
may be in excess of 11% by 1980. In view of its low per capita income 
($132) and limited prospects for its major export commodities, it is 
desirable that Kenya should obtain the major proportion of external 
assistance on concessional terms. 

IV. RECO!vfr-ooiDATION 

16. I recommend that the Associat ion invite representatives of 
the Republic of Kenya to negotiate a Development Credit of $22 million, 
substantially on the terms and conditions set forth in paragraphs 6.01 
to 6 .03 of the Appraisal Report. 

Attachment 

Michael L •. Lejeune 
Director 
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KENYA - 5 YEAR OPERATIONS PROGRAM 
(By Fiscal Year - Amounts in $ millions) 

Agricultural Credit 
Agricultural Credit 
Cotton 
Irrigation 
Livestock n 
Horticulture Devt. 
Agric. Unidentified 
Agrie. Unidentified 

DFC 
DFC 

Education In 
Education IV 

Power 
Gtaru Power 

Tourism 

Nairobi Airport 

Highways IV 
Highways V 

Urban 

Water Supply 

IDA 
IDA 
IDA 
IDA 
IDA 
IDA 
IDA 
IDA 

IBRD 
IBRD 

IDA 
IDA 

IBRD 
IBRD 

IBRD 

IBRD 

IDA 
IBRD/IDA 

IDA 

IBRD 

IBRD 
IDA 
TOTAL 

No. 

1972 

20.0 

20.0 

20.0 
20.0 
40o0 --
2 
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1973 

3.0 

3.0 

2.0 

7.0 

9.0 
6.0 

15.0 
-
4 

1974 

3.0 

8.0 

7.0 

,5.0 

5.0 

.5.0 
2).0 
28.0 

1975 

4.0 

3.0 

2.5.0 

13.0 
19.0 
32.0 

3 

1976 

6.0 

10.0 

5.0 

10.0 

3.5.0 

10.0 

45.0 
31.0 
76.0 
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1. Attached is an appraisal report (PU-7.5) dated July 7, 1971, 
recommending a loan o£ $2.5 million to the Electricity Generating Autho­
rity of Thailand, (EGAT), to help finance the cost of imported equipnent 
and engineering services in connection with an oil-fired 310 MW thermal 
generating unit to be installed at the South Bangkok Po'trer station. i'he 
proposed loan would be guaranteed by the Kingdom of Thailand. 

Economic Situation 

2. Thailand's economy has taken an adverse turn in the last two 
years, after an unusually favorable record of economic growth, finan­
cial stability and growth during the 19601 s. Between 196.5 and 1969, 
(Thai fiscalyears begin on October 1 and end on September 30), the 
Thai econonw grew at an annual rate of 9 percent; exports rose by 8.1 
percent annually, prices were fair~ stable and foreign exchange re­
serves increased from $354 million in 196o to $874 million at the end 
of 1969 - equivalent to about nine months 1 imports. Many factors con­
tributed to the achievements of the 1960's, but especially favorable 
markets for Thailand's main export, rice and large inflows of funds 
from the United states in the forms of aid and milita:cy expenditures 
related to the conflict in Indo-China. 

3. The recent adverse trend of the economy is attributable to 
the unfavorable developments of the last two years in the international 
rice market and to the reduction in U.s. aid and expenditures in 'Ihai­
land. Bee ause of these developments, receipts from exports did not grow 
as fast as had been expected while imports continued to rise. As a re­
sult, the loss of foreign exchange reserves in 1970 exceeded $128 million, 
more than twice the loss of 1969, for a total loss of $176 million in 
1969 and 1970. 

4. The same pattern of the last two years is continuing in 1971. 
It appears to reflect not only the basic, and possibly extended turn 
for the worse in foreign receipts, but also Thai reluctance to accept 
austerity measures which the changed circumstances would seem to call 
for. 

5. The central government accounts for FY 1970 show a slightly 
better outcome than had been expected last summer, but expansiona:ry 
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financing of the overall cash deficit of ~4.32 billion ($207.7 million) 
was still substantial. 'lhe Government drew down its cash reserves and 
borrowed record amounts from the Bank of Thailand. Net external borrow­
ing reached only ¥34 million ($1.6 million) and domestic borrowing from 
the non-bank public fell far short of expectations. As a result, re­
course to expansionary financing was much larger than envisaged. Revised 
estimates for FY 1971 indicate an even larger government cash deficit of 
'$6.63 billion ($318. 7 million). .Although this estimate mgy be too high, 
a significant deterioration of the fiscal position appears inevitable this 
year, in part due to increased military spending. The effect of the reve­
nue measures - mainly increases in customs duties - taken in July 1970 
seems less than expected, and political opposition to effective measures 
appears as insuperable as ever. 

6. On the private front, there is a reluctance to curb the momen-
tum of investment generated during the sixties, and private, as well as 
public credit expansion have continued at high rates. 

7. .All this amounts, in effect, to a willingness to live, at least 
temporarilY, on the large reserve accumulations of the sixties rather than 
face up to the economic problems and the political difficulties of restric­
tive financial and economic policies. The reserve position is still strong -
$745 million at the end of 1970 - but the trend, and the absence of measu­
res to check the trend, are disturbing. Should the present trend continue, 
Thailand's foreign exchange reserves are expected to decline further to 
about $540 million by the end of 1972, equivalent to less than five months' 
imports. 

8. An economic mission is now in Thailand to review the Thi :rd 
National Economic and Social Development Plan, (1972-1976) which is 
scheduled to begin on October 1, 1971. A number of sector missions are 
also reviewing agriculture, education, indust:cy, tourism~ and later this 
year, transportation. In addition, a mission is reviewing the North East 
Economic Development Plan (NEED Plan) and hopes to identifY projects suit­
able for Bank financing in the North East. The economic mission should be 
able to suggest a program of economic growth with stability; the program 
would be discussed 1dth the Thai authorities before the mission's return, · 
and later on this year, in greater detail, prior to the Consultative Group 
meeting in December. It is hoped that a program can be devised which might 
stem the outfiot.v of reserves tdthout seriously impairing economic growth 
and, if so, that the Government will be able to accept the necessary reme­
dial policies. If such policies are adopted, and if, as seems feasible, 
the Thai econo~ moves towards a more aggressive export polic.y, the dete­
rioration of the balance of payments may be corrected. On the domestic 
front, it should be possible to increase taxation and thereby reduce, in 
the absence of unexpected militar,y requirements, the budget deficit to 
manageable proportions. In the long run, 'Ihailand has shown itself capa­
ble of prudent economic management, although major polic.y decisions are 
made slowly. The strong reserve position allows Thailand some time in 
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which to deal with the problems it faces, and although service on 
external public and private debt - 17 percent of exports of goods and 
services - is a rather heavy burden on the balance of p~ents, it is 
nevertheless a manageable one. 

Lending Program 

9. There was only one loan to Thailand in FY 1971, $12 • .5 mil­
lion for the expansion of Bangkok Port. Construction under the loan 
has been del~ed for nearly a year because of difficulties in evicting 
squatters from the project area. The Port Authority is confident that 
this problem lvill be resolved through court action, which has alreaqy 
started. Bids for the construction of new berths have recently been 
opened. 

10. Our lending program for FY 1972 includes, in addition to the 
proposed project, three other projects in education, telecommunications 
and transportation: The Kasetsart University project ($13 • .5 million) 
has been fully appraised, and will be submitted to the Loan Committee 
soon. The Telecommunications project ($30 million) will be jointly 
appraised with .ADB in September, as ADB has expressed an interest in 
financing part of the project. The Fifth Highway Project ($25-35 mil­
lion) is to be reappraised in October, this year. All these projects 
have a high probability rating, and are expected to reach the stage of 
Board consideration in the current fiscal year, as we expect that legis­
lation authorizing the Government to borrovT from the Bank at our current 
interest rate will be enacted by October. Total lending for FY 1972 is 
therefore likely to reach the range of $90 - 100 million, depending on 
which parts cf the Telecommunications project ADB is prepared to con­
sider, and on the findings of the reappraisal mission in connection with 
the Fifth Highway Project. Attached is an Annex showing the Lending 
Program for 1hailand. 

Power Sector and Project 

11. or gross lending of about $394 million to Thailand, $130 
million has been for power and multipurpose projects {$112.5 million) 
including power such as the BhlllTlipol and Sirikit dams. The power sector 
of Thailand was revie't'll'ed by a mission which visited the country in Novem-
ber and December, 1970. The mission's report, entitled "Thailand -
Power Sector Review" is dated June 29, 1971. 

12. The growth of power consumption in Thailand has been very 
rapid, averaging 27% per year since 1961, with annual increases of 
about 30% in the late 1960s. 'lhis rapid increase reflects the growth 
of the Thai econonw in general, and of the industrial sector in particu­
lar. In fact, po1:rer sales to the industrial sector have increased from 
nearly 42% in 1964 to about 62% in 1969. Po'trer generation in 1969 was 
mostly by thermal means (71%) with hydro generation accounting for only 



- 4 -
29% of total public power generation. Notwithstanding the very rapid 
growth of the power sector, only about 17% of the population of Thai­
land had an assured power supply in 1969; and in the rural areas, only 
10.8% of the population had electrical service. 

13. The proposed loan would finance the cost of acquiring and inst­
alling the 4th unit at the South Bangkok Thermal station, and the cost of 
related engineering and supervision services. The project follows upon 
Loan 6.5.5-TH ($46.5 million, of 1970) which includes $24.1 million forunit 
number Three be-ing installed at the South Bangkok Thermal Station. 
1~en bids were invited for the third unit EGAT 1 s specifications stipula­
ted that bidders should include options for the supply of an identical 
fourth unit. 'Ihe procurement procedures were in accoroance with the 
Bank's requirements for international competitive bidding and were car­
ried out with the Bank's agreement. IDAT intends to exercise its option 
for the 4th unit in November 1971. No retroactive financing is involved, 
and the procurement arrangements have been reported to the Executive Di­
rectors in the Monthly Operatio~al SWmmar,r. 

14. The total estimated cost of the project is $41.1 million, of 
which the proposed loan of $25.0 million would cover all the foreign 
exchange requirements except for $1.7 million in foreign exchange for 
civil works. EGAT pr9poses to carry out the civil works with its own 
forces and without international competitive bidding for imported mate­
rials. 'Ihe proposed loan includes $1.7 million for engineering and 
supervision by consultants. Contingencies of $0 • .5 million, while on 
the loN· side, are considered sufficient as the price of equipnent to be 
purchased under the option is known. The internal financial rate of 
retur.n of the project is estimated at 23% after making allowances for 
price increases in the cost of imported fuel oil. 

15. It is estimated that EGAT' s total investments and working 
capital requirements during the construction period (1972-1976) of the 
project will total about $384 million; of this EGAT is expected to gene­
rate about $129 million (33.6%) through retained earnings and deprecia­
tion funds, leaving about $255 . million (66.4%) to be financed from exter­
nal sources. Th~s amount includes the proposed loan; about $36 million 
to be disbursed )lnder Loan 655-TH, and an estimated loan of $25 million 
for the Quai Yai project lmich is included in our lending program for 
FY 1973, but which is expected to slip to FY 1974 because of technical 
difficulties in· project preparation. In view of its sound financial 
position, EJAT should have no difficulty in obtaining the funds neces­
sary for its expansion on reasonable terms, either from the Govern-
ment or from ot~~r sources. 

16. The p~oject will be administered by EGAT, which was created 
in 1969 by t~e merger of three generating authorities - the Yanhee 
Electricity ,Authority (YEA), the Lignite Authority and the Northeast 
Electricity 'Authority. The Act establishing BOAT is similar to the 
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former YEA Act, and the officers of the former YEA hold the same posi­
tions in EGAT. All power projects financed by the Bank in Thailand, 
whether under loans made to YEA or to EGAT, have been carried out satis­
factorily. The undisbursed balance of Loan 655-TH amollllted to $42.3 
million on June 30, 1971. Four other loans have been fully disbursed. 

17. The Government of n-tailand has proposed that EDAT acquire 
the assets of the Chemical Fertilizer Company of 'Ihailand (Chemferco} 
which has been in difficulties for some time. Chemferco uses as raw 
material and fuel lignite mined by IDAT. At the suggestion · of the 
Bank, the Government has agreed to a study of all aspects of Thailand's 
fertilizer needs, and has further agreed to defer ~ action regarding 
the proposed acquisition of Chem.ferco b.y EGAT pending the outcome of 
the proposed study. Terms of reference for the study will be prepared 
by the agricultural and industrial sector review missions which are now 
in Thailand. 

18. The Government's authority to guarantee loans made by the Bank 
to EDAT is not impaired by the legislation now in force limiting Go vem­
ment borrowing from the Bank to an interest rate of 7%. As EGAT, and 
not the Government, is the proposed borrower, the present legislation 
is not a constraint. 

Recommendation 

19. I agree tdth the conclusions of the appraisal report and 
recommend that the Government of Thailand and EGAT be invited to 
send negotiators to Washington to negotiate a loan for $25 million 
for a term of 20 years including a 5-year grace period. 

Attachment 

Douglas J. Fontein 
Deputy Director 
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Population: 34.1 m ) l/ 
GNP Per Cap: $184 ) -

THAILAND - 5 YEAR OPERATIONS PROGRAM 
(By Fiscai Year - .Alnounts in $ millions) 

OPERATIONS PROGRAM 

!21.! !ill 1973 1974 1975 1976 - -
6-THL-AC-02 Agricultural Credit I. IBRD 10.0 
6-THL-AI-07 Irrigation - Pitsanuloke IBRD 27.0 
6-THL-AI-08 Irrigation - Uttaradit IBRD 27.0 
6-THL-AD-01 Chao Fhya Devt. mRD 5.0 
6-THL-AX·02 Agric.Unidentified I. IBRD 5.0 
6-THL-AX-03 Agric.Unidentified II IBRD 10.0 
6-THL-AX-04 Agric.Unidentif.ied III mRD 5.0 

6-'fHL...CC-01 Telecommunications I mRD 30.0 
6-THL-CC-Q2 Telecommunications II mRD 10.0 

6-THL-DD-03 DFC - IFCT II. mRD s.o 
6-THL-DD-04 DFC - IFCT III mRD 10.0 

6-THL-EE-02 Kasetsart Univ. mRD 13.5 
6-THL-EE-03 Education ~ .Agric .& F.Lsh. mRD 10.0 
6 ... THL-EX-Ol Education - Unident.I mRD 10.0 
6-THL-EX-02 Education - Unident.II mRD 10.0 

6-THL-IL-01 Industrial Estate I IBRD 5.0 

6-THL-Pl'-01 Power VI - S.Bkk.Thermal IBRD 25.0 
6-THL-PH-04 Quai Yai Dam & Power IBRD 25.0 

6-THL-QX-01 Tourism Unidentified mRD 5.0 

6-THL-TH-05 High,;-1ays V lBRD 25.0 

6-THL-TH-07 Highways VI IBRD 30.0 
6-THL-TP-04 Fort - Bangkok III IBRD 12.$ 
6-THL-TP-06 Port - Deepwater IBRD 20.0 

6-THL-UT-01 Uroan Transportation IBRD 10.0 
6-THL-WE-01 Sewerage - Bangkok IBRD 5.0 

Total 
19bli:OB I9l:>9-73 . 1972-76 -

IBRD 132.5 . 247.5 33Ms IBRD 12.5 93.5 72.0 70.0 55.0 47.0 
8 12 No. -r 4 5 ,... 4 -J 

1/ Preliminary Estimates -
East Asia and Pacific Department 

July 19 J 1971 
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Memorandum from East Asia and Pacific Department 

THAILAND - Proposed $13.5 Million Loan to the 

Kingdom of Thailand 

for a Second Education (Kasetsart University) Project 

lo Attached is an appraisal report (PE-32), dated July 2, 1971, 
recommending a loan of $13G5 million to the Kingdom of Thailand to assist 
in improving and expanding universit,y training and research in agriculture 
and related fields at Kasetaart University (KIT). 

Economic Situation 

2. Recent developments in the Thai econorrzy- are described in a memo­
randum dated July 21, 1971, submitted to the Loan Committee in connection 
with a proposed loan of $25 million to the Electricity Generating Author­
ity of Thailand (IDAT)o Despite a slowdown in the economy and a decline 
in foreign exchange reserves, the question of creditworthiness does not 
arise, and Thailand is well able to borrow substantial amounts externally • 
.An economic mission is now in Thailand to review the Third National Econ­
omic and Social Development Plan (1972-1976) which begins on October 1, 
1971. 

Lending Program 

3~ A copy of the five-year lending program for Thailand is attached. 
Projects which are expected to be presented to the Erecutive Directors 
in FY 1972 are described in the memorandum of July 21, 1971, to the Loan 
Committee, in connection with the proposed loan to EGAT. Beyond FY 1972, 
the lending program inc~udes three other education projects which the 
economic mission presently in Thailand is expected to identify. A sector 
survey mission from UNESCO which visited Thailand in 1970 had identified 
a number of projects for external financing. However, .ADB expressed an 
interest in financing the projects which UNESCO considered to have high 
priority, and offered to consider mald.ng rrsoft" ~oans for this purposeo 
A member of the economic mission will visit ADB for discussions of the 
status of these projects in August. 

Agricultural Sector and the Project 

4o .Agriculture is the leading sector of the Thai economy, providing 
about 32 percent of GOP and employing almost 80 percent of the labor force~ 
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Right of Thailand 1 s nine principal exports derive from agriculture, and 
rice, alone, accounts for some 20 percent of merchandise exportso In the 
last two decades agriculture actdeved a comrnendable gro~Jh rate, attribu­
table more to the expansion of cultivated area than to increases in yields. 
As undeveloped fertile lands become scarcer, this condition is begLrming 
to change. Moreover, with increasing self ... sufficiency in Thailand's 
traditional markets, the outlook for rice exports is not particularly good. 
In the circumstances, future growth will have to rely more on the intensi­
fication of methods_ of production and on diversification of output o The 
proposed loan will assist Thai agriculture by provi~~ the trained man­
po't.ver necessary to expand extension services, improve research and upgrade 
agricultural education in generala The Third National Economic and Social 
Development Plan, which is scheduled to come into effect in October, 1971, 
is expected to propose a major shift in agricultural policy, away from 
large projects towards the completion of existing facilities and the intensi­
fication of productiono This change in policy will require greater on ... farm 
advice ~~d technology, and these will have to be provided by a larger and 
better extension serviceo 

5. The proposed loan would be the Bank's second education loan to 
Thailand. The first, 471-TH of October, 1966, provided $6 million for 
vocational education. After a slow start, it is now proceeding wells 
although a second postponement of the closing date may be necessar.y to 
allow the project authorities to complete their procurement programo 
Kasetsart University is Thailand's main center of higher education in 
agriculture, providing about 70 percent of agricultural graduates in 
Thailand. other universities with agricultural curricula exist at Khoz;..kaa'l'l 
and Chiengmai, in the Northeast and North, respectively, and in Bangkok, 
at Chulalongkorn University~ These universities, however, are multi­
disciplinary, and in fact, Kasetsart Uni varsity is the main source of 
staff for their faculties and for agricultural vocational education tr~ough­
out the countryo Kasetsart graduates al.so serve in Thailand's extension 
services ru1d in the agribusiness sector of the economy. 

6. The Bank was first approached for a loan for this project in 
.August, 1968, following which reconnaissance missions visited KU in 1968 
and 1969 to develop the project content to the stage where it could be 
preparedo Project preparation was undertaken by FAO but delay in its 
completion occurred due to disagreements on the pace of the university's 
development in a rural environment(' The university is located just outside 
Bangkok, at Ba.ngkhen, and although it had acquired some 3000 acres in the 
country at Kamphaengsaen, about 80 km northwest of Bangkok, KtJ believed 
that its near-term expansion should take place at the Bangkhen {Bangkok) 
campus, with the development of Kamphaengsaen to follow in a subsequent 
stage~ Conversely, the preparation mission held that agriculture could 
not be taught in an urban environment without adequate opportunities 
for field work, and suggested that the development of a campus at 
Kamphaengsaen form part of the project. These disagreements were eventually 
resolved, and the project was appraised in October, 1970o 
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1. The project is based on KU's development plan (1968-1974) prepared 
with assistance from the Rockefeller Foundation. Under the Plan, total 
enrollment will increase from 3,800 in 1970 to 5,800 in 1980; the number 
of teachers will increase and their qualifications and experience w:i.ll be 
improved under a staff development plan; research, teaching and training 
facilities will also be improved. The project would expand total enrollment 
by 1,520 students, providing 1,545 new places at the University1 s present 
campus at Bangldlen,and 1,520 places at a new campus to be developed at 
Kamphaengsaen. The places would be provided in new laboratories in the 
Faculties of Agriculture (both campuses), Fisheries and Forestr,y (both at 
Bangkhen), Veterinar.1 Science and Engineering (both at Kamphaengsaen), 
Economics (both campuses) and Arts and Sciences (Bangkhen). In addition, 
1,100 lecture room places trould be constructed and boarding facilities would 
be provided for 1,550 students at Kamphaengsaen where 380 units of staff 
housing would also be provided. Administration and communal facilities 
to be provided under the proposed loan include administrative offices, two 
central libraries, two dining halls, central maintenance and storage 
facilities, two health centers, one multipurpose hall, one student union 
building and a primary school to serve children of staf'f assigned to 
Kamphaengsaen and at the same time allow teaching experience to be acquired 
by candidates for teaching certificates. It is expected that the primary 
school will be opened to other residents of Kamphaengsaen as wello 

8o The technical assistance component of the proposed loan is fairly 
large; 42 man-years of technical assistance are provided for curriculum 
development, university management, project implementation, and studies on: 
(i) agricultural education training and extension services; and (ii) vete­
rinary education. The studies are described in paragraphs 9 and 10 belowe< 
In addition, 400 man-years of fellowships are provided to upgrade the 
staff of the universityo The total cost of the project is equivalent to 
$27 million, of which the proposed loan of $13.5 million would finance the 
estimated foreign exchange component9 

9. At present there are two faculties of veterinar.y education in 
the Bangkok area, at Kasetsart and Chulalongkorn universities. Both the 
project preparation mission (FAO) and the Bank's appraisal mission questioned 
the Thai's position that more than one faculty of veterinar,r education is 
needed in Thailand. To assist the authorities in exa~tning this matter, 
the proposed loan includes one man-year of technical assistance for a 
study of veterinary education and training, veterinary services and 
employment opportunities and requirements for veterinarians. It is ttg'l"tled 
that this review of veterinary education and training would include inter 
alia a recommendation as to the advisability of continuing two faculties. -
10. .Agricultural education institutions, including universities, 
suffer from a lack of an adequately trained staff, practical orientation 
and experience with modern agricultural techniques. These weaknesses are 
reflected in the government's extension services, the staff of which tend 
to be a~~strators rather than extension workers. In view of the great 
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importance which agricultural training and extension have for Thailand, 
the proposed loan includes three man-years of technical assistance for a 
study of all levels of agricultural training, and of agricultural extension 
services. Both studies will be undertaken under the auspices of the 
Ministry of .Agricul.ture. 

11. Following a Loan Committee meeting of May 7, 1971, discussions 
were held in Bangkok in May, 1971, with the Government and the University 
authorities, and preliminary agreement was reached on the steps to be taken 
by KU in advance of the proposed loan. To help finance the recruitment of 
an adviser, campus planners and executive architects, and the start of the 
two studies, the Government a.'tld KU were informed that the Bank would agree 
to recommend to the Executive Directors that $200,000 be included in the 
proposed loan for retroactive financingo The Government agreed to advance 
this amount to the University and the Ministry of .Agriculturec 

12. Legislation now in effect in Thailand does not permit the Govern-
ment to borrow from the Bank at more than 7 percent interest. The Ministry 
of Finance has advised the Bank that proposed legislation, permitting the 
Government to borrow from external sources without regard to interest rates 
has recently been approved by the Cabinet and the Juridical Council. The 
Ministry of Finance confidently expects their action to lead to enactment 
of satisfactory legislation b.y October 1, 1971s when the Third National 
Economic and Social Development Plan is scheduled to take effect. 

13. In order to present the proposed loan to the Executive Directors 
in the first haJ..f of October, negotiations would have to take place in 
late August or ear~ Septembero Because of the several government entities 
ir1volved, negotiators for the proposed loan will have to represent not only 
KU and the ¥li.nistry of Finance, but the Ministry of .Agri.cul ture and, quite 
probably, the National Education Council. Designating a negotiating team 
is alviays a fairly lengthy process in Thailand and requires more than a 
month since the team and their tenns of reference must be agreed by the 
Cabinet. Invitations to negotiate should, therefore, be sent in the near 
future. 

Re.oommendat~_Q£ 

14. I agree 11ith the recommendations of the appraisal repo1~ and 
recommend that the Government and Kasetsart University be in vi ted to send 
representatives to Washington in late August or early September to negotiate 
a loan of $13.5 million for a term of 30 years, including a 10-year grace 
period, with the understanding that the proposed loan would not be presented 
to the Executive Directors until enactment of satisfactor,y legiSlation 
enabl:.ng the GovG:rmnent to borrow from the Bank at P--4& interest. 

AttacrJnent 

Douglas J o F'ontein 
Deputy Director 
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34.1m >11 $184 )-

Attachment 

THAILAND - S YEAR OPEHATIONS PROGRAM 
(B,y Fiscal Year - Amounts in $ millions) 

O?ERATIONS PROGRAM -------- 1971 1.21£ 1973 1974 1975 1976 

6-·rHL-AC-02 Agricultural Credit I IBRD 
6-f'HL-.AI-07 Irrigation - Pitsanu1ohe IBRD 
6 ... 'I·HL-.AI-08 Irrigation - Uttaradit IBRD 
6-'l'HL-.AD-01 Chao Phya Devt. IBRD 
6-THL-AX-02 Agriculture Unidentified I IBRD 
6-'l'HL-AX-03 Agricul illre Unidentified II IBRD 
6..,THL-AX-04 Agriculture Unidentified III IBRD 

6-THL-CC-01 Telecommunications I 
6-THL-CC-02 Telecommunications II 

6-THL-DD-03 DFC - IFCT II 
6-THL-DD-04 DFC - IFCT III 

IBRD 
IBRD 

IBRD 
IBRD 

6-THL-EE-02 Kasetsart University IBRD 
6-THL-EE-03 Education - Agric. 

& Fisheries IBPJ) 
6-'IHL-EX-01 Education - Unidentified I IBRD 
6~THL-EX-02 Education - Unidentified II IBRD 

6-TTIL-IL-01 Industrial Estate I IBRD 

6-?HL-PT-01 Power VI - S.Bangkok Thermal IBRD 
&THL-PH-04 Quai Yai Dam & Pot-Ter IBRD 

6-THL-QX-01 Tourism Unidentified 

6-THL-TH-05 Highways V 

6-THL-TH-07 Highways VI 
6-THL-TP-04 Port-Bangkok III 
6-Tiili-TP-06 Port - De~pwater 

6-TiiL-UT-01 Urban Transportation 

6-THL-WE-01 Sewerage - Bangkok 

I96u-6B 

IBRD 132.5 
8 

Total 
~69 .. 73 1972-76 

£1±7 .5 337 o5 
12 24 

Y Preliminary Estimates 

East Asia and Pacific Department 
July 21, 1971 

IBRD 

IBRD 

IBRD 
IBRD 12.5 
IBRD 

IBRD 

IBRD 

10.0 
5.0 

30.0 

5.0 

13.5 

10.0 
10,0 

5.0 

25.0 
25.0 

5.0 

25.0 

30.0 

20.0 

5.0 
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