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MOROCCO 

Mamoun Tahiri, Minister of Finance 

.. " " " 
Ambassador Ahmed Osman 

Mamoun Tahiri, Minister of Finance 
Mr . Tazi 
Sinaceur Ben Larbi, Charge de Mission, Royal Cabinet 
H.E. Moulay Abdeslam Ouazzani, Governor of Rabat-Sale Prefecture 
Kamal Kanouni, Royal Protocol 
Farouk Bennis, representative of Minister of Finance 

Dr. Mohamed Benhima, Minister of State in charge of Agriculture 
and Agrarian Reform 

Mamoun Tahiri, Minister of Finance 

Mohamed El Fasi, Minister of State in charge of Cultural Affairs 
and Traditional Education 

Mohamed Bel Larbi, President of Young Employers Association 

Clark Prather, President, American Chamber of Commerce, Morocco 
Othman Bengelloun, Vice President, American Chamber of Commerce, 

Morocco 
Jacques Lambrichts, Meui>er, American Chamber of Commerce, Morocco 
Francois Hoche, Member, American Chamber of Commerce, Morocco 

Ahmed Reda Guedira, Minister of State in charge of secondary, 
technical, university education and of formation of cadres 

Dr. Moulay Ahmed Laraki, Prime Minister 

Prince Moulay Hassan Ben Mehdi, President, National Bank for 
Economic Development 

Mohamed Benkirane, Director General, National Bank for Economic 
Development 

Amine Bengelloun, Director General, Compagnie Marocaine de Credit 
de Banque 

Abdelaziz Alami, Director General, Banque Commerciale du Maroc 

Driss Slaoui, Director General of Royal Cabinet 
Moulay Ahmed Alaoui, Minister of State in charge of Promotion 

Nationale and Handicrafts 

Abdelhadi Boutaleb, Minister of Foreign Affairs 

Hadj Mohammed Bahnini, Minister of Administrative Affairs, Secretary 
General of the Government 
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Colonel Bouazza Aboulhimz, Governor of Casablanca Prefecture 

Mr. Sakkat, owner, Filatis Textile Co. 

Mohamed Karim Lamrani, Cherifien de Phosphate (accompanied to 
Marrekech) 

Colonel Demnati, Governor of the Province 

Ahmed Benbouchta, Governor of the Province 

Their Majesties the King and Queen 

Memoranda of Conversation with the King of Morocco (two memos); 
Memorandum of Conversations with other individuals 

Others possibly met: 

Mohamed Imani, Minister of Public Works and Communications 
Mohamed Jaidi, Minister of Commerce, Industry and Mines 
Abdelkrim Lazrak, Minister of Tourism 
Mustapha Faris, Secretary of State for Planning and Technical 

Development 
General Mohamed Ouf~ir, Minister of the Interior, Town Planning 

and Technical Development 
Mfadel Lahlou, Director, Caisse Nationale de Credit Agricole (CNCA) 
Haj Mlloud Chaabi, Federation des Chambres de Commerce et de 

l'industrie du Maroc 
Mohamed Drissi, President, Junior Chamber of Commerce 

Mohamed Bargach, Chairman of the Board, BNDE 
MOhamed Benkirane, Director General, BNDE 
Ambassador Ahmed Osman 
Mr . Tazi 
Abdelkrim Lazraq, Minister of Finance 
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Mohamed Bargach, Chairman of the Board, BNDE 

Prime Minister Karim Lamrani 
Mustapha Faris, Secretary of State for Finance 
Mr. Fassi-Fihri, Director of Economic Affairs, Prime Minister's office 

(Meeting of the Consultative Group on I nternational Agricultural Research) 
N. e l Ghorf, Africa Developing Region 

Badreddine Senoussi, Moroccan Ambassador to Washington 

Ambassador Badreddine Senoussi 
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Abdellatif Ghissassi, Minister of Public Works 
Ambassador Badreddine Senoussi 

Moroccan delegation to the Annual Meeting: 
Ambassador Badreddine Senoussi 
Karim Lanrani, Prime Minister 
Abdallah Fassi Fihri, Secretary of State for Economic Affairs 

Ambassador Badreddine Senoussi 
Bensalem Guesous, Finance Minister 

Ambassador Badreddine Senoussi 

Karim Lamrani, President and General Manager, Office Cherifien des 
Phosphates 

Ambassador Badreddine Senoussi 

Abdelkader Benslimane, Minister of Finance 
Ambassador Badreddine Senoussi 
Mohamed Benjelloun, Director of the Exchange Office, Embassy of Morocco 
Ambassador Abdelhadi Boutaleb 

Abdelkader Benslimane, Minister of Finance 

Ambassador Abdelhadi Boutaleb (farewell call) 

Ambassador Bengoulloun 

Abdellatif Ghissassi, Minister of Finance 
Mr. Bennani, Dep. Governor, Central Bank 

King Hassan II 

Sec. of State Otmane Slimani 
(Economic Affairs) 
Ambassador Ali Bengelloun 

Messrs. Reghaye, Minister of Finance 
Bennai, Dep. Governor, Central Bank 
Kabbaj, Alt. ED 
Belkora, Prime Minister's office 
Benkirane, Ministry of Finance 
Tazi, Director of the Treasury 

Mr. Rerhaye, Minister of Finance 
Mr. Tazi, Director of the Treasury 
Mr. Bennani, Vice-Governor~ Bank of Morocco 
Mr. Jouahri, Director of Economic Affairs 
Mr. Kabbaj, Alt ED 
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FoRM No. 57 INTERN A TI ONAL DEVELOPM ENT I INTERN AT IONAL BANK .FOR I INTERNATIONAL FINANCE 
ASSOCIAT I ON RECON ST RU CT I ON AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Mr . Robert S. McNamara DATE: May 17, 1968 

F RO M: Michael L. Lejeune 

SU BJECT: MOROCCO - Brief for Your Meeting with Hr. Tahiri, 
the Finance Minister of Horocco 

1. A meeting between you and Mr. Tahiri is scheduled for 
3.00 p.m. Wednesday, May 22. This will be preceded by a meeting 
which Mr. Knapp and I (and perhaps others) will be having with 
Mr. Tahiri at 11.30 a.m. for a full discussion of all the outstand
ing issues between Morocco and the Bank. 

2. As general background for your meeting, I attach: 

(a ) a copy (Annex I) of the brief on relations 
with Morocco prepared while I was away in 
Europe and which I believe was given to you 
recently; 

(b) a copy (Annex V) of the first draft of the 
new economic report on Morocco, which became 
available just this afternoon and which 
neither I nor anyone else in the Bank except 
the authors has yet read. 

Should you wish to go into the detailsof the main issues, I also 
attach copies of several other papers and will refer to them below. 

3. As you know, relations with Morocco have been difficult for 
some years. During this last year several of the long-standing 
issues have come to a head. It is difficult to say whether our 
relations have worsened in the process. The consequent clarifi
cation of the issues may have led to a better appreciation on each 
side of the other's problems . I hope we have reached a point where 
we now underst nd each other better and can move forward to a more 
productive relationship. 

4. The main issues are: 

(a) Agricultural Development Policy~ For political 
and social reasons the Moroccan Government is 
committed to an agricultural development policy ~ 
which putsfan undue proportion of their resources 
into capit~ intensive irrigation projects yield-
ing only a low economic return.] We believe that 
economically more effective development in the 
agricultural sector could be achieved by spending 
less on investment in dams, for example, and more 
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on the development of rain-fed agriculture. Despite 
this difference in view, however, we decided early 
this year, and made it clear to the Moroccans, that / 

[we are willing, in principle, to continue to help 
finance individual agricultural projects provided 
the ones in which we are involved have a reasonable / 
economic return. J ~e are, however, reluctant to move V 
ahead at the moment because of the evident poor 
management of the agricultural projects in which we 
are already involvedJ A fuller discussion of these 
issues is contained in my memorandum to Mr. Knapp of 
February 8, 1968 and the minutes of a meeting held 
on February 9 to discuss it. These two papers are 
attached as Annexes II and III. 

(b) Poor Administration and Management in Agriculture. 

(c) 

In our view there are serious shortcomings in the 
organization and management of the agricultural 
administrative and technical services. In an effort 
to improve these, as a matter of technical assistance 
we engaged some consultants (Consortium Grontmij 
Cinam) to study and report on "Organization and 
Staffing of Agricultural Services". This report, to
gether with one which we carried out ourselves on the 
various agricultural projects and programs, were dis
cussed ~th the Moroccan authorities by a mission 
headed by Mr. Chadenet in Rabat at the end of November / 
1967. It is our hope that the Moroccan Government 
will signify its assent to carry out some of the re-
forms suggested but so far we have not had this 
assurance. The above-mentioned memorandum to Mr. Knapp 
also covers this point. 

Mismanagement of Projects Financed by the Bank. We 
have financed two agricultural projects, one for a 
project called Sidi Slimane and the other for agri
cultural credit. In both there are serious short
comings in their administration and management. 
Indeed in the case of the agricultural credit projeet ~ 
there is a clear breach of the loan agreement. Con
sequently we have suspended disbursement on this loan. 
With respect both to this project and to the Sidi Slimane 
project, we have told the Moroccans in detail what needs / 
to be done to cure the situation. We have yet to hear 
from them what progress has been made in taking these 
measures. We have undertaken to send a mission to review 
progress at the appropriate time, which we would hope to 
be very soon. 



' . 

(d 

- 3 -

Appraisal of New Agricultural Projects. In one form 
or anotherlthe Moroccan Government has put before us 
for consideration three projects: Tadla, Sebou and 
the DERRO project~ We have told them that we are 
ready to undertake appraisal of the Tadla project once 
matters are straightened out with respect to the Sidi 
Slimane loan and we are assured that a start is to be 
made in reforming agricultural administration. We 
raised technical questions about the phasing proposed 
for the Sebou project and are now reviewing the reply 
received from Morocco. We believe the DERRO project 
to be uneconomic (whatever its social and political 
virtues may be) and have implied that we would not be 
willing to become involved in it. 

../ 

/ 

./ 

(e) Banque Nationals pour le D~veloppement Economique (BNDE). 
In BNDE there are problems of management and profitability. 
The second results mainly from the low lending rate (7%). 
Both these subjects were covered in difficult "pre
negotiations" last February. While these led to a measure 
of agreement with Mr. Tahiri and BNDE on steps to improve 
performance, Mr. Tahiri was adamant in refusing to permit 
an increase in BNDE 1s 7% lending rate because of the 
effect this might have on interest rates generally which, 
as a matter of policy, have been kept low. Reluctantly 
we decided not to press the lending rate issue at this 
stage and, based on the understandings reached on other 
matters in Rabat, we invited negotiations for a further / 
loan. These are now taking place. CMr. Tahiri may take 
issue with our limiting the amount of the loan to a one 
year's estimated needs but we feel strongly that another 
review of the BNDE 1 s management and profitability is 
required within a year.~ We have said that any further 
lending to BNDE (i.e. next year) would have to be preceded 
by a thorough investigation of the lending rate question. ./ 
We understand Mr. Tahiri intends that a general study of the 
interest rate structure in Morocco be conducted. This 
would be salutary. The condition of the present contem- ~ 
plated loan is that a foreign adviser be appointed to BNDE. 
Mr. Tahiri may revert to the question of the subsidization 
of the cost of such an adviser, a matter which has become 
an important issue during the current BNDE negotiations. 
As you know, up to now it has been our policy not to offer 
subsidization of the cost of staff for private profit-mrucing 
institutions. However, perhaps the time has come to revise / 
this policy. I suggest you be receptive to Mr. Tahiri's ~ 
views, but withhold any commitment until you are ready to 
settle the general policy. Attached as Annex IV is the 
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copy of the memorandum to the Loan Committee 
respecting the proposed loan to BNDE. 

5. Mr . Tahiri may also refer to the role of the Bank in tourism. 
In a letter to me, he has noted that the Bank is now organizing itself 
to deal with tourism and has asked whether a project for development of 
touristic facilities in the area of Tangiers which was previously 
rejected by the Bank could now be re-examined. I am looking into this 
and hope to give him an answer before he sees you. 

/ 

6. He may also raise the question of the site of the next meeting 
of the Consultative Group for Morocco. Normally such meetings would be 
in Paris but the relations between France and Morocco precluded it last 
time and may preclude it again. Mr. Tahiri would like to have it in 
Rabat. We do not wish to do so. It would be administratively inconvenient 
and would set a precedent which would be most unfortunate with respect to 
other Consultative Groups. London or Rome would be suitable if Paris is 
impossible. 

1. On the positive side, we are eager to improve our relations with 
Morocco and to undertake further lending for suitable projects. We know 
the agricultural sector well. One of our first objectives is to identify 
projects lending themselves to Bank financing in other sectors than agri
culture. The first step in this respect will be to review the list of 
projects for which the Government is seeking external assistance. This 
list - which will be circulated to the Consultative Group - should be com
pleted by the Moroccans and sent to us in the next few weeks . We have 
expressed interest in financing the development of the large phosphate 
mines, but have not yet been formally approached in this regard. 

c • c • Mr • Knapp 

/ 

/ 
/ 
/ 
/ 

./ 





FoRM No. 57 INTERI\lATION AL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASS OC IAT ION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Memorandum for Record DATE: October 17, 1968 

FROM : Michael L. Lejeune 

SUBJECT: Morocco - Meeting between Mr. Tahiri and Mr. McNamara 

Mr. Tahiri, accompanied by Mr. Tazi, had a short meeting with 
Mr. McNamara on September 30. In addition to Mr. McNamara, the following 
were present: Mr. Knapp, Mr. Friedman and Mr. Lejeune. 

Mr. McNamara opened the meeting by saying that he was glad to hear 
that relations between the Bank and Morocco had improved and as he under
stood it there were no outstanding questions with respect to the proposed 
loan to BNDE. Mr. Tahiri confirmed that relations have significantly 
improved. He said that they had hoped that the Bank would interest itself 
in the Sebou project, a large agricultural project which had been under 
study for a number of years. He said that the initiative on this was now 
with the Bank. I reminded Mr. Tahiri that there was still information which 
we had asked for which we had not yet received but we understood that it 
would be provided shortly. We would not be in a position to undertake ap
praisal of the Sebou project until this information was in hand. 

Mr. Tahiri also raised the question of the consultative group and 
said that he thought that the best time to have the meeting of the group 
was when the Bank was able to say which of the various projects in the 
Moroccan Development Plan it was prepared to finance. Mr. McNamara replied 
that the most important thing was to have a meeting of the consultative 
group since this would focus interest on Morocco. It would be better to 
have an early meeting than to wait until the Bank was in a position to make 
further commitments on a series of projects. Mr. McNamara asked when a 
meeting could be held in the light of the present stage of the economic 
work on Morocco. Mr. Friedman and I confirmed that the economic report 
would soon be ready to go to the Executive Directors and that it would be 
no problem to have a consultative group meeting in January. 

Respecting the Sebou project, Mr. McNamara asked me to ascertain 
exactly what further work was required of the Moroccans before the Bank 
could begin its examination and let Mr. Tahiri know before he left Washington. 
(This was done the following day in a further meeting between Mr. Tahiri 
and me.) 

As we left the meeting I told Mr. Tahiri that the Bank was lifting the 
suspension of disbursement on the CNCA loan and gave him a copy of the 
letter from Mr. Knapp to Mr. Abdelaziz Alami, Director General of CNCA. 

c.c. Messrs. McNamara / 
Knapp 
Friedman 
Chadenet 
Diamond 
Evans 

MLL:ms 





FoRM No. 57 

TO: 

FROM: 

SUBJECT: 

Mr. McNamara's office 
INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 

ASS OC IATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Memorandum for the Record 

M. P. Benjenk 

Morocco - Meeting of Minister of Finance 
with Mr. McNamara at the Annual 
Meeting 

DATE: December 4, 1969 

The Minister of Finance of Morocco, Mr. Mamoun Tahiri, 
called on Mr . McNamara on October 2. Also present were Messrs . 
Knapp, Tazi, Lejeune and Benjenk . 

The Minister of Finance said that he was very pleased 
to see the Bank 's much increased activity in Morocco during the 
past year. He was glad, in particular, that some of the recent 
difficulties which had delayed the conclusion of the negotiations 
on the Sebou Project had now been overcome. 

~~ . McNamara also expressed his satisfaction at the 
increased activity of the Bank in Morocco and noted that the 1970 
lending program for Morocco would be a very large one indeed. 
The highway and Sebou loans would probably be approved by the 
Board in October and, responding to the invitation of His Majesty 
the King of Morocco to visit the country, Mr . McNamara said that 
he would be happy to come to Morocco in November and sign these 
two loans in Rabat. 

tf.Lr . Tahiri expressed his pleasure at this news and said 
that it would be a happy occasion for two such important loans 
to be signed in Morocco by the President of the Bank himself. 

cc: Mr. McNamara's office 
Mr. Bart 

MPB:ab 
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October 2, 1969 

MR. McNAMARA; 

The following from Mr. Lejeune: 

"Subject: Morocco - consulbation on appointment of Director of 
the Office du Rharb (Sebou Project) 

As Burke Knapp may have told you, I had a long and difficult 
session with the Moroccan Minister of Finance (accompanied by Mr. Tazi) 
yesterday, but I think we have now got to the point that he will wish 
to go ahead with the loan, knowing that he will receive a unilateral 
letter from us in the form of the draft you saw last week. However, 
he made some suggestions in the wording of the letter which clarified 
some points which were not clear to him which improved it from both 
his and our point of view, and which tended to make it easier for him 
to deal with in Rabat. I have discussed these with Burke, and 
subject to some further (probably noncontroversial) changes which 
need to be cleared with the lawyers, I think we can arrive at some
thing he will swallow. 

For your information, the general line I took with him was that 
what he was asking for was an exception to our normal policy of 
seeking consultation on appointments in cases similar to the Sebou 
Project. I told him that in the interest of getting ahead with a 
program of activity in Morocco, we were ready to make an exception 
in this case, but e should recognize that we have our own problems 
and that making an exception for Morocco could have repercussions 
on our maintaining a policy of consultation in other countries. 
I gave him an indication of the number of times we had managed to 
obtain consultation and mentioned Pakistan, India, Brazil and 
Argentina. 

I think the point which made the greatest impact on him was 
that he was embarrassing the Bank in its relations with others. 

By the time he comes to see you at 9:00 we probably shall not 
have been able to finalize the wording of the letter, but we expect 
to do it today. 

Michael L. Lejeune " 

President has seen 
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MEMORANDUM FOR THE RECORD October 13, 1969 

Mr. McNamara's Meeting with Mr. Tazi on October 9 

Mr. McNamara referred to his talks with the Finance Minister of Morocco 
during the Annual Meeting. The Minister had informed him that Ramadan would begin 
on November 15. Mr. McNamara proposed a visit to Morocco during the period 
November 12-15. He asked Mr. Tazi whether this would be convenient to His Majesty. 
Mr. Tazi mentioned that Ramadan would occur at various times in different countries 
and that it now appeared that it would begin on the 13th of November in Morocco. 
He asked whether any other dates in November would also be convenient. Mr. McNamara 
said that the above period--with departure from Morocco on Sunday, November 16--
was the only time that he would be free. He wished to ensure himself that that 
period would be convenient to the Moroccan authorities. Mr. Tazi affirmed that this 
was indeed convenient. 

Mr. McNamara asked Mr. Tazi to propose a schedule of events during the 
visit. He was interested to know when he should meet with the government officials. 
Mr. Tazi suggested that the loan signing be set for the first day of his visit. He 
mentioned that His Majesty would wish to place a plane at his disposal while visiting 
Morocco. Mr. McNamara said he was very anxious to learn about both problems and 
prospects facing the country. He also wished to travel by car for about 100 miles, 
or so, to acquaint himself with rural life and development. He would want to see some 
project sites, talk with BNDE officials, and spend about half an hour each with people 
who Mr. Tazi thought would be most interesting persons to meet in Morocco, such as 
newspaper personalities, university officials, political leaders, etc. Mr. Tazi said 
that the Moroccan authorities would be most delighted if Mrs. McNamara could accompany 
him. 

L.E. Christoffersen 
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TO: 

FROM: 

SUBJECT: 

~ . 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Memorandum for the Record 

Maurice P. Bart ~ 

DATE: March 18, 1970 

Mr . McNamara's meetings during his visit to Morocco -November 1969 

1 . In the course of his visit to Morocco, Mr . McNamara met 
on November 13 with the Cabinet Members and personalities listed below. 
Those present at most of these meetings were: Mr . Sinaceur Ben Larbi 
from the Royal Cabinet, Mr. Abderrahman Tazi, Mr . \v.illiam Clark, 
Mr . M. P. Benjenk, Mr. 1. Christoffersen and Mr . M. P. Bart . The 
present memorandum summarizes the exchanges of views which took place . 

Meeting vdth Dr . Benhima, Minister of Agriculture 

2. Dr . Benhima opened the discussion with a description of 
Morocco ' s needs and lines of actions in the agricultural sector. In 
the irrigated sector, the aim is to expand the area from 200,000 to 
1 million hectares within a generation. This requires heavy invest
ments in infrastructure, especially dams . Morocco has convinced foreign 
donors that projects in five irrigation perimeters are bankable (Moulouya, 
Tadla, Haouz, Doukkala and Sebou) . Dr . Benhima referred to the Bank's 
criticism of the Ziz, Draa and Massa projects which, in the Government ' s 
view, are necessary to ensure a regional balance between the Saharan 
and the Atlantic zones and to check migration to the cities . The Govern
ment expects the beneficiaries of these projects to share in their costs 
and would impose sanctions, including expropriation in extreme cases , 
if the landowners do not develop their land . The lavT now provides for 
distribution to small far.mers in irrigated areas of State, collective, 
foreign land, and possibly expropriated private land . 

3. In the rainfed sector, 6 million hectares are cultivated 
when rainfall is adequate . The Government is not neglecting this sector 
but has not made development compulsory as in irrigated areas . It is 
providing assistance for mechanization, fertilizers , seeds, livestock 
and range improvement . Cooperatives are being set up to facilitate 
the purchase of equipment and the regrouping of holdings through either 
the same system of pooling land resources as in irrigated areas or 
under joint registration of land. 

4. Replying to questions raised by Mr . McNamara, Dr . Benhima 
indicated that the regrouping of rainfed land has started on a small 
scale; change of ownership will normally be limited to collective 
and 11habous" (religious endowments) land but the law allows for the 
expropriation of large landowners if the objective of giving 2J hectares 
to each family cannot be met otherwise . Cooperatives, under the guidance 

. . . /2 
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of the Ministry of Agriculture, will be in charge of joint farming 
operations in rainfed areas, whereas the regional development autho
rities will have this responsibility in irrigated areas. The increase 
in productivity is expected to raise incomes to 2000-2500 DH/hectare/ 
year within 10 years in irrigated areas, and to 500/DH/Ha/year in 
rainfed (which would triple present income). This will take a generation, 
however, as King Hassan wants to persuade rather than to force the 
farmers. The main objective is for Morocco to achieve self-sufficiency 
in foodstuffs. In addition, the purchasing power of the rural population 
should be increased through the development of internal and external 
:markets. However, without family planning and training of cadres, agri
cultural production will not progress at a rate higher than population 
growth. 

5. Dr. Benhima concluded with a plea for lighter administrative 
requirements related to external aid, which differ widely from one donor 
to another. He hoped Mr. McNamara would enjoy his visit of the Sebou 
project, where planning and land tenure problems are being faced but 
will be solved shortly; in his opinion, the Rharb plain will become 
Morocco's California in ten years' time. 

i.feeting with Mr. Tahiri, Minister of Finance 

6. Mr. Tahiri outlined recent trends in the economy, Morocco's 
budget and payments positions and need for external capital. Despite 
the measures taken to increase domestic savings (the low rate of which 
is of concern to Mr. McNamara), to curb current expenditure and to ear
mark for development special resources (such as the revenues from State 
monopolies), the Government faces a financing gap which can only be 
met by foreign assistance. In this regard, the Consultative Group 
meeting has had moral rather than practical results and it is hoped 
that it could play a more effective role in the future through regular 
meetings and, if necessary, special meetings devoted to sectoral problems. 

7. The slow pace of industrial growth was noted. In contrast 
to the experience in Iran, the Moroccan private sector lacks aggressivity. 
It has not fully recovered from the contraction of the domestic market 
and the loss of trained cadres resulting from the large scale departure 
of foreigners after independence. The spirit of enterprise is still new 
in Morocco but transformation in agriculture, commerce and handicrafts 
is under way. Thus textile merchants have moved to textile manufacturing. 
The key to further progress is the training of managerial talents. 
Morocco's association with tbe Common Market offers good prospects for 
attracting new investors and increasing exports of agricultural as well 
as industrial products. 

• •• /3 
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8. As regards the balance of payments, a small surplus is 
expected in the current year despite increased imports of equipment. 
Tourism has been a major factor in achieving this surplus. Capital 
flight, which had been heavy at the time of the massive departure of 
foreigners, is now lower and does not seem to be caused by Morocbans 
except parts of the Jewish Community which, though free and assimilated, 
is 'WOrried by the possible consequences of the situation in the Middle 
East. 

Meeting with Mr. El Fasi, Minister of State for Cultural Affairs and 
Traditional Education. 

9. Mr. El Fasi explained the system of traditional education 
which has roots going back to the lOth century and is based on Arabic 
and Koranic studies, the latter being the source of Islamic law. The 
system is being progressively modernized through the introduction of 
foreign languages and science. Mention was made of the skills which 
Morocco bad preserved in traditional arts and handicrafts. 

Neeting with Mr. Guedira, Minister of state for Secondary, Technical 
and Higher Education. 

10. Mr. Guedira recalled his previous encounter with Mr. McNamara 
on the occasion of the meeting between President Kennedy and King Hassan. 
He would have to deal with much different subjects this time, starting 
with the IDA-financed education project, in which the methods of both 
the Bank and the Government were preventing the use of funds as scheduled 
with the consequence that a postponement of the closing date would have 
to be requested. 

11. On the broader plane of policies, education ought to be 
the top priority for external assistance. This is a problem common 
to the whole 11third world" but is faced also in America where some 
people lack nothing but education. In reply to questions by Mr. McNamara 
Mr. Guedira said he had not yet defined his objectives in the field of 
education; they were currently under stuqy. Broadly speaking, the main 
targets should be to generalize culture and to meet Morocco 1 s needs in 
cadres. Since independence, the educational system bas undergone deep 
and rapid changes. Total enrollment has jumped from 400,000 to 1,200,000 
in three or four years and has been stabilized since 1965 at the l,5oo ,000 
level, or 10 percent of total population. This achievement, quite credi
table in view of the resources available, does not, however, match demo
graphic growth. Enrollment of children of primary school age is near 
100 percent in towns but does not exceed 40-6o percent in rural areas. 
The location of schools is not always suitable and is being reviewed • 
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12. Another important change is the replacement of the 
French language by Arabic, which was introduced in primary schools 
in 1966. This change has met with serious difficulties due to lack 
of teachers and books; further.more, it prevents an easy transition 
between primary and secondary schools, where French remained the 
prevailing language. The harmonization of both systems is a necessity. 
The retention of French is of particular importance to prepare students 
for a curriculum with more emphasis on sciences. Secondary schools 
presently have an academic orientation with the result that many graduates 
are unemployed. The number of :medical students is growing. 

13. The utilization of students in :military service as training 
aides in villages (as was done in Iran) is being considered, but despite 
the recent introduction of compulsory service, there is still a relatively 
low proportion of school graduates in the Ar.med Forces. 

Meeting with Dr. Laraki, Prime Minister 

14. Dr. Laraki stressed the importance of Mr. McNamara's 
visit not only because of the increased Bank lending and closer 
cooperation between the Baru{ and Morocco, but also because he looks 
forward to Mr. McNamara's recommendations after he has seen Morocco 
for himself and assessed the possibility for the Bank to help in 
new sectors as well as in its traditional fields of activity. 
Mr. McNamara replied that the signing of the agreements for the Sebo u 
and road projects is an adequate excuse for visiting Morocco; the real 
purpose of his visit is to show his desire to be of assistance to 
Morocco and to put behind old irritations. The level of lending con
templated for Morocco, which exceeds by far what was done in the past, 
evidences this desire and is symbolical of a new relationship. 11hile 
in the past, both Morocco and the Bank acted too slowly to advance, 
he is confident that an adequate lending program can now be developped. 

15. Dr. Laraki emphasized the Government 1 s policy for the 
:mobilization of savings. There is nevertheless a need for Bank 
participation in the financing of local expenditure and he wishes 
the Bank could do something in this field in the future. Mr. McNamara 
replied that while the Bank can be flexible within limit, it :must be 
assured that there is adequate progress in taxation and public savings. 
This matter will be re-examined whenever it comes up again. 

16. Dr. Laraki reiterated the importance of any recommendations 
co:ming from the Bank following Hr. McNamara 1 s visit. However, the 
political factors which, in certain regions, justify uneconomic projects 
(which were criticized by the Bank) should not be disregarded. Mr. McNamara 
mentioned the real problem this represents for the Bank as the custodian 
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of scarce development resources. This does not mean, however, that 
political - which he would rather call social - considerations should 
not be taken into account. Similar problems are faced throughout 
the Arab and Islamic world, from Indonesia to Morocco. He has t~ied 
to visit all key countries in this area in order to work out a new 
basis for operations, taking into account the similarities in culture 
and in development problems. 

Other meetings 

17. Mr. McNamara also met with: Mr. Mohamed Bel Larbi, 
Chair.man,of the Association des Jeunes Patrons and General ~1anager 
of the SOMACA, car assembly company; Prince Moulay Hassan Ben Mehdi 
and Mr. Benkirane, President and General Manager of BNDE respectively; 
~tr. Amine Benjelloun, General Manager of the Compagnie Marocaine de 
Credit et de Banque; Mr. Abdelaziz Alami, General Manager of the Banque 
Commerciale du Maroc; and (on November 14 in Casablanca) Mr. Sakkat, 
owner of the Fila tis Textile Company. 

18. All these meetings focussed on the constraints faced by 
Moroccan industry and on possible means for stepping up industrial 
growth. Mentioned as constraints were: the Government's excessive 
controls and unpredictable behavior, the domination of the sector 
by old-established French fir.ms, mercantile attitudes, the scarcity 
of managerial talent which is often attracted to the public sector, 
the narrowness of the :market and the high returns obtained in banking 
and real estate. 
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Morocco - Mr . McNamara's conversation 
with King Hassan 

DATE: November 24, 1969 

Mr . McNamara visited Morocco from November 12 to November 16. 
He was accompanied by Messrs . Clark, Benjenk, Bart and Christoffersen. 
On November 13, he signed the $46 million loan to Morocco for the 
Sebou Project and the loan and credit ($7.3 million each) for the 
Road Project . On the same d~, Mr . McNamara also had conversations 
with the Prime Minister, the Minister of Finance, the Minister of 
Agriculture, the Minister of Secondary and Higher Education, with the 
President and Director General of BNDE and with Moroccan businessmen. 
Mr. Bart will summarize these meetings in a separate memorandum. On 
November 14 and 15, Mr. McNamara visited Casablanca, Agadir, Marakesch, 
Fes and the Rharb valley, returning to Rabat on the evening of 
November 15. That night, Mr. McNamara was the guest of King Hassan 
for dinner at the Royal Palace. 

Most of the conversation between the King and Mr . McNamara 
centered on Morocco's industrial development. Mr . McNamara told 
the King that he had received an impression of sluggishness as far 
as the prospects and growth rate of Moroccan industry were concerned. 
There seemed to be a lack of drive and also hesitancy on the part of 
Moroccan businessmen, which he had found disappointing. When asked 
by the King what he thought the reasons for this were, ~tr . McNamara 
said that he would hesitate to give a definite opinion after only 
three days in Morocco; however, his impression was that there were a 
number of reasons for this situation. First, there was the apparent 
unwillingness on the part of industrialists to expand their business 
into something larger than the family business size, since this would 
mean seeking outside partners. Second, there did not seem to be 
sufficient interest in seeking export markets wnich could be the basis 
for an increase in the size of many existing industries. Third, the 
banks and particularly BNDE, seemed to be too restrictive in supplying 
capital to industries needing expansion. For example, BNDE would 
not provide more than 50% of the cost of any project. Fourthly, 
there seemed to be a feeling on the part of businessmen that the 
Government was too intrusive in business matters, wanting to control 
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everything and not wishing to allow private enterprise to experiment 
in new areas. The King commented that prudence was necessary in 
the allocation of capital, since money might go to unscrupulous 
businessmen. Mr. McNamara said that the making of mistakes was 
part of the development of a private enterprise system. It was 
better to have nine successes and one error than no successes 
and no errors. The King said that he agreed with Mr. McNamara's 
approach. 

Discussing the type of industrial development that was 
good for Morocco, the King said that he believed in the development 
of basic industries, such as iron and steel and added that he did 
not feel there could be real development based only on processing 
and light industries. 'fuen lYlr. McNamara stressed the importance 
of the opportunities for tourism in Morocco, the King remarked 
that tourism was useful but that it was a matter of fashion and in 
any case it might encourage a nation to laziness and to rely too 
much upon it. The King also asked whether the Bank could give 
additional help to Morocco through BNDE for the development of a 
fishing industry. Mr. McNamara replied that it seemed to him that 
such financing was already possible through the Bank's line of 
credit to BNDE. 

After this exchange, the King said it was obvious to him 
that the Bank could greatly help M:orocco if it were to conduct a 
study of the industrial sector and advise the Government on how to 
proceed with a policy for industrial development. He said he would 
1-relcome a Bank mission to carry out such a study. Mr. McNamara 
agreed that a sector study for industry would be useful and under
took to send a Bank mission to carry it out. 

The King of Morocco spoke warmly of economic cooperation 
with neighbouring Algeria in particular. He felt such cooperation 
could take the form of the passage of a pipeline carrying natural 
gas from Algeria through Northern Morocco into Spain and the rest 
of Europe. Similarly, a railway line and a port to carry and export 
iron ore from the south of Algeria through Southern Morocco via the 
Atlantic would also be encouraged. Such projects would help open 
up the infertile north and south of the country while the center of 
Morocco was being developed by the policy of building large irrigation 
projects. 

Mr. McNamara told the King that he had been very pleased 
to see that Morocco had started a family planning program and asked 
the King whether he felt that this was an important policy which 
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should be pursued. The King replied "yes and no". He felt that 
population planning was a good thing but that it should not be 
exaggerated. Morocco needed more skilled people than it had at 
present and might also, in the future, export technicians to 
other parts of Africa. Population policies should not be too 
restrictive, he said. 

The rest of the conversation vri th the King was devoted 
to current world affairs. 

cc: Messrs . McNamara 
Knapp 
Lejeune 
Fuchs 
Diamond 

MPB : ab 
(dictated on November 21, 1969) 
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MEMORANDUM OF CONVERSATION WITH THE KING OF MOROCCO, NOVEMBER 15, 1969 

The King of Morocco and Mr. McNamara had a private conversation at the 
Royal Palace in Rabat on November 15. During the conversation, the King 
gave his views on a number of political issues. 

The General Situation in North Africa 

The King felt that the situation could still be retrieved, if certain facts 
were kept in mind. He was concerned about what he called the attempts to place 
a "cornerstone" into North Africa, through successful attempts· at subversi on, 
as had happened in Sudan and Libya. The third point in the triangle mi ght well 
become Algeria. 

With regard to Libya, the King felt that the situation there had not 
crystalized yet and that the military regime was still weak. The regime con
sisted of ten officers, an army of 5000 men and a police which was more 
attached to the royal regime than to the new group in power. The regime had 
set up no party to indoctrinate the masses, no labor unions, and was t herefor e 
still without real popular support. He said that one could draw one's own 
conclusion from this situation, but added that he did not wish to suggest tha t 
the new regime should be subverted, as he did not believe in subversion. Bu t 
time was short, and he had no doubt that Egyptian officers would~replace t he 
U.S. military once Wheelus Base was given up. 

Turning to Algeria, the King spoke very warmly of the personal relation
ship which he had established with President Boumedienne. The latter, he f elt, 
was the "best" man in Algeria today and was laboring to extricate Algeria from 
the situation in which it had been left by former President Ben Bella. 
Boumedienne had painted a picture to the King of the extent to which Algeria 
had, under his predecessor, mortgaged itself to the Soviet Union, which," said 
the King, bordered on the "delirious," committing Algeria's economy for the 
next 40 years. The most dangerous aspect of the Algerian situation was the 
fact that 2000 young Algerian army officers had been trained in Russia and 
might have ideas very different from those of Boumedienne. 

Turning to reaction in Morocco to what was happening in the neighbor ing 
countries, the King said he was not unduly worried as to the consequences 
of recent revolutions on his own regime. There was no one in Morocco, either 
civilian or military, who could possibly visualize himself as a replacement 
for the King and "ride on a white horse to the Mosque to lead the peopl e to 
prayer." He hoped for close economic cooperation with Algeria by arranging 
for the passage of Algerian natural gas thr ough northern Morocco and across 
the Straits into Spain and Europe and by providing a railway route and a 
port on the Atlantic for Algeria's iron ore f rom Tidouf. The railroad and 
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port would contribute to opening up Morocco's underpopulated south and the 
natural gas would help to industrialize the overpopulated north. In between 
these two "pincers of prosperity," the center of the country would be stable 
thanks to the policy of building irrigation dams in various parts of Morocco. 

The Middle East Crisis 

The King said he did not · ~now what would come of the forthcoming Arab 
"summit," which he called a "bluff" on the part of President Nasser. The 
latter, he felt, was in no position to fight a successful battle against 
Israel. In all the preceding discussions, Morocco had taken the position 
that it was up to the Arab countries whose territory was occupied to say 
whether a peaceful solution was possible or whether a resort to military 
measures was necessary. In either case, Morocco would support them. Many 
Arab countries, including Algeria -- which had gradually extricated itself 
from Egyptian influence -- were now putting · pressure on Nasser to have him 
make up his mind, one way or the other, on peace or war. There were two 
major obstacles to a peaceful solution at this time. The first was the lack 
of any spirit of conciliation on the part of the Israelis, who had remained 
stubborn against possible compromise. The other was the uncompromising 
attitude of King Faisal of Saudi Arabia, who was now the principal obstacle 
to a peaceful solution, since he regarded his role of guardian of the Holy 
Places of Islam as incompatible with peace with Israel. The King felt that 
it might be useful if the United States put some "gentle, very gentle pressure" 

/ upon King Faisal, bearing in mind that he was a very tough Bedouin and would 
not take kindly to any foreign interference. 

The King felt that those who had caused the 1967 war shoul(Lalso be those 
who should make the peace, although it might cost them their positions. 
Western countries or the World Bank should extend economic help to Nasser, 
because such aid would reinforce a peaceful stance on his part. As far as 
Nasser himself was concerned, the King said that he was "an intellectual 
gangster whose worj.d is worth nothing." One of the advantages of having 
Nasser conclude peace himself was that he would be overthrown shortly there
after, "thus ridding the world of a dangerous man." 

The Future of Palestine 

Turning to the future of Palestine, the King said that he would place 
his bet on the Palestine Liberation Organization (P.L.O.). It would not 
be possible in the future to deprive the Palestinians of their right to a 
country, particularly since they were now prepared to have a "multi-racial, 
multi-religious state, living side by side with Israel." The creation of 
a Palestinian state meant, sooner or later, the disappearance of Jordan and 
King Hussein of Jordan knew it. He had already taken the necessary personal 
precautions, including that of securing his personal fortune abroad. He had 

l d h t h would renounc (o~ would b willing to renounce) his son's 
right to be successor. 

Contacts with Israel 

The King said that, through intermediaries including some of his officers, 
he had had contacts with the Israelis, to induce them to take a less stubborn 

SECRET 



SECRET - 3 -

ECLASSIFIED 

1 2013 
WBG ARCHIVES 

line. Not much had been achieved through these contacts. He had expected the 
Israelis to understand that a compromise solution would be followed by the 
ousting of those who had waged war against them, which they should welcome. 

Algerian-U.S. Relations 

The King said that President Boumedienne had asked him to _.sound out 
the U.S. as to the possibility of renewing diplomatic relations. Algeria had 
declared its willingness to renew such relations, if no conditions were 
attached. 

U.S. and North Africa 

The King said that he would appreciate being told how the U.S. considered 
the fate of North Africa, particularly Morocco and Tunisia. He would be 
interested to know whether his country was behind the "ideological anti-missile 
screen11 or not. 

MBenjenk/pay 

SECRET 
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• 
DATE: April 8, 1970 

suBJECT: Horocco - 11r. McNamara r s meeting -vr.ith Hr. Barp·ach 
9 

Chairinan of BNDE 

( 
' -

1. Follo1-ri.ng the signing of the fourth loan to BNDE on March 6, 1970, 
Hr . HcNc:unara met in dis office -with Hr. Bargach, Ghairman of BNDE 1s board, 
accomoanied by .Ambassador Ahmed Osman and by Hr. Benkirane, Bl~DE 1 s General 
Nanag~r. i~ere also present: Hessrs. 'razi, Benjenk, Diamond, Christoffersen 
and Bart. ~· 

2. Nr. Bargach started by stressing the importance given by King Hassan 
to the long association bet1·men BNDE and the Bank and to the forthcoming 
industrial mission. As former Hinister of Agriculture, he himself believed 
that 1-'Iorocco 1 s considerable investment effort in agriculture -vrould not fully 
bec:n" fruit unless it vJas matched by the development of a cor:1petitive industry 
in vieH of the need to lessen population pressure on the land and to increase 
value added of agricu_1 tlu-·al .products through food processing. BNDE planned 
to play a substantial role in identifying neu industrial projects especially 

• 

those uhich could take advantage of new· prospects ·offered by Morocco's association 
1.Ji th the common market. Ho"\·rever, BNDE needed for that the support and advice 
of the Bank especially for market stucli.es, research and prospection. Mr. Bargach 
continued that domestic savings existed in Norocco but were ha:~.,dly used fol' 
industrial development by the tradition-oriented middle clc..ss -vrhich had hardly 
entered industry so far, except in textiles. Despite the constrainsts facine; 
industry and the entrenched position of old firr11s -vrh.ich hampered the creation 
of modern ones, Morocco had to make progress in this field and Hr. HcNamara 1s 
advice as to hoH the Government and the BNDE couJ.d help in this process vmuld 
be valuable. 

J. }1r. 1-lcNaJ11ara replied that he didn 1t lmo1-1 Norocco before his visit 
last November and that his advice could only reflect the impressions gained 
during the three days he spent there. Ho~-rever, his experience of industrial 
environment made him. believe that Noroccan indust~; 't·J'as stagnant, in part 
be cause of the severe bloH given by the large-scale departure of foreigners 
after independence, but mostly because the entrepreneurs were not, sufficiently 
aggressive. Nor did Bl'JD~ 1 s forecast of activities, wi. th a static volume at 
the lo1·r level of about $ lh million per year in coming years, reflect much 
dynamism. To this last point, I1r. Bargach replied that BNDE Is activities v18re 
checlced by the competition from suppliers credits, as well as by its inability 

.. . 
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to engage the nevr staff required to increase business a.s this -vrould cut on 
profitc..bility, a matter vrhich he understood to be of particular importance 
to the Bank. Nr. IvicNamara observed that at its present level of profits 
BNDE could afford. to recruit a feH additional staff members • 

cc: Office of the President. (3) 
Hr. ·Benjenk 
Mr. Diat110nd 
Hr. Pollan 
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OFFICE MEMORANDUM 
· TO: Mr. Robert S. McNamara 

FROM: M. P. Benjenk w DATE: March 5, 19 70 

SUBJECT: Morocco - Signing of Fourth BNDE loan ( $15 million) 

1. Please find below a few notes in connection with the signing of 
the fourth loan to BNDE at 3:00 p.m. on Friday, March 6, and your 
subsequent meeting with Messrs. Bargach and Benkirane, Chairman of 
the Board and Director General of BNDE, respectively. I am also 

J 
attaching remarks you might like to use during the signing ceremony. 

2. The Bank Group has been associated with BNDE since the Government 
1h · · relinquished its majority ownership in 1962. IFC, with an investment of 

~ ~-A .9 million, owns a quarter of BNDE's share capital and the Bank has 
0AY~ L made three loans to BNDE: $15 million in 1963, $17.5 million in 1967 and 
~~ ' $15 million in 1968. The present $15 million loan will increase total 
'/' " r/ Bank lending to BNDE to $62.5 million; it is expected that this loan p V""-_!,V will cover the foreign exchange needs of BNDE' s growing lending acti vi-

~~~
-"1/ ties until April 19 71. Continuing Bank lending to BNDE is envisaged in 

our five-year lending program ($15 million in 1971, 1973 and 1975). So 
far, BNDE has been the only channel through which the Bank has made funds 
available for industrial and tourist development in Morocco. However, 
negotiations will start next v-reek for a $10 .million loan to CIH (a credit 

1~ ipstitution specialized in housing and hotel financing) for hotel financing; r - o ~ e this loan is made, BNDE will concentrate mostly in lending for industry 
but will continue making equity investments in tourist enterprises . 

' . 

3. BNDE has played a major role in financing industrial and tourist 
investment in the country; actually, very few new enterprises in the 
country have not received financial assistance from BNDE. Total BNDE 
financial assistance since its inception amounts to about $155 million 
of which 23 percent to food processing industries, 16 percent to textile 
industries and 10 percent to the tourist sector . Textiles are now the 
most important element of its direct loan portfolio. As shown in the 
attached data sheet on BNDE, its direct lending operations have increased 
substantially since 1964 (more than threefold) to reach a level of about 
$12 .0 million in 1969; a third of this amount approximately was lent for 
tourism, mainly for hotel construction, through CIH out of \~orld Bank loans 
proceeds. BNDE's projected lending activities (also shown in the attach
ment) show an increase of 16 percent for the next four years; this is a 
substantial increase taking into account that lending for tourism will be 
assumed by CIH once the Bank makes loans directly to that institution. 
Equity investments have been low throughout the life of BNDE and non-existent 
for the last two years; their projected equity participations show an 
improvement but at still a very moderate scale after 1970. 
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L. During your discussions with BNDE's Chairman and Director General, 
you may wish to refer to the following points: 

(A) The role of BNDE as promoter of new investments has varied 
in different fields. In touris.m, it has played an active ' 
and constructive role through its subsidiary SOMADET which 
has set up several hotels and holiday villages in the country. 
In other industrial branches, BNDE has taken a more active 
role in looking for partners and promoting investment than 
the role usually taken by a pure lending agency. However, 
given the relatively recent entry of Moroccan entrepreneurs 
into industry, and their ~luctance to bring in outsiders 
such as BNDE as partners, , equity investments have been on I 
the low side. There is room for improvement in this area 
and for building up closer relations with the private sector · 
so that BNDE can be looked at as a source of advice and 
equity capital. 

(B) The constraints for continuing eJq>ansion of BNDE' s lending. 
BNDE has been so far lending from 30 percent to UJ percent 
of the total cost of projects. This proportion (which is 
greater in most individual cases as the average is distorted 
by some very large investments for which French subsidized 
suppliers credits were available) is not out of line in 
relation with other development finance companies abroad 
and could not be easily increased. 

(C) Cooperation between BNDE and the forthcoming Bank industrial 
mission due to arrive in Morocco in the early days of April. 
Although w~do not want the mission to become too identified 
with BNDE, IMr. Bargach's personal contacts and knowledge of A 
the industrial sector could be of use to the mission. 'I 

(D) Mr. Bargach may tell you of his desire to introduce more foreign 
expertise into BNDE. We, of course, would welcome this. However, 
he will probably go on to say that such expertise is very expensive 
and would reduce the already low dividends of BNDE ( 6 percent last 
year and L percent in 1968), while the Bank and IFC continue to 
insist on higher dividends. The answer to that comment is, of 
course, that BNDE is lending at artificially low rates and that 
it could afford both higher dividends and foreign experts if it 
were allowed to lend at more than the very unrealistic rate of 
7 percent. 

Attachments 



Capital structure ( ~~ ~ l~bq) 

Moroccan 
Government 
Private institutions 
Individuals 

Foreign 
IFC 
Foreign institutions 

To"'tA c.. ~*A E C ,ftiTAL 

,()TijER, Long-term resources 

Reserves 
Subordinated Gov. loans 
Long-ter.m bonds 
USAID loan 
~vorld Bank loans (net) 

Operations aEEroved and Elanned (000 us $) 

Actual 

1964 1965 1966 1967 

Loans 3.8 7.0 11.2 9.6 
Rediscounts 2.1 8.3 4.4 14.1 
Equity Invest. 0.3 1.1 1.1 o.4 

Profitabi1itl 
Actual 

1964 1965 1966 1967 

Net profit/assets 1.65 1.46 1.6o 1.45 
Net profit/equity 5.16 5.03 6.57 6.99 
Net profit/share 

196S 

12.2 
7.8 

196S 

1.46 
8.6o 

ANNEX I 

us $ 
equivalent 

(000) 

1, 739 
596 

2 

987 
676 

L,ooo 

2,080 
8,000 
3,120 
3,000 

58,700 
7S,8oo 

.. 

1969 1970 

1.1.6 1.45 
9.93 10.6 

BNDE's own 
Projections 

1972 

' Projectr d 
1971 1972 1973 

1.46 1.45 1.46 
11.1 11.0 11.3 

'41 cap. 5.95 5-93 8.01 8.83 14.90 15 .6o 18.2 20.4 20.9 ' 24.0 

Y 11 months 

1974 

1974 

1.44 
11.0 

25.1 
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Suggested remarks by Mr. McNamara on the occasion of the signing 

of the Fourth Loan to ENDE. 

Mr. Ambassador, Mr. Chairman, 

I am particularly gratified to have the opportunity to participate in 

the signing of this fourth loan to BNDE. 

With this loan, the total assistance extended by the Bank to BNDE will 

have reached $62.5 million. The continued and close relationship thus es-

tablished between BNDE and the Bank, strengthened by IFC's participation 

in ENDE's capital, has enabled us to contribute substantially to our common 

objective of developing Morocco's economw. 

In the industrial sector where the bulk of ENDE's activities are con-

centrated, much remains to be done, however. When I visited Morocco last 

pe cent to the national product, that manufacturing employs 

60,000 workers and that private entrepreneurs are not demon-

strating the agressiveness which could have been expected in Morocco's lib-

eral economy. When this situation is seen against MOrocco's increasing 

unemployment problem, which is illustrated by the current plan target of 

creating 750,000 new jobs over five years, it is evident that further ex-

pansion of industEl is of high national prioriti• 

The Bank is prepared to continue and enlarge its assistance in this 

Government have a great 

interest. I expect that the forthcoming Bank industrial mission will cast 
t~ .. ~...-~ 

light on the constraints faced by Moroccan industry in recent years and on 

the means of stepping up its development. Moroccots association with the 

' : 
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Eu.ropean Economic Community opens new prospects for export,s which need to 

be thoroughlyeocplored. In the final analysis, industrial development will 

hinge chiefly on the investment climate created by the Government, on the 

drive and initiative demonstrated by the private sector, and on the assistance 

provided by institutions such as BNDE. You can rest assured that the Bank will 

contribute to the maximum extent possible to this effort. 

Finally, let me say, Mr. Chairman, how glad I am to welcome you here in 

your new capacity. You are an old friend of the Bank and we have had the pleasure 

over the years to work with you at the Bank of-Morocco, then as Minister of 

Planning and again as Minister of Agriculture. My colleagues and I look forward 

to working with you in BNDE in the future. Lastly, let me also welcome 

Mr. Benkirane, who is at ho:me here and whom it is always a pleasure to see. 



re~\den \ia seen ._ .... - ~ .. -- ·- . 
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MEMORANDUM OF CONVERSATION WITH MR. T AZI 

CONFIDENTIAL 
NO DISTRIBUTION 

September 9, 1970 

During a meeting today ~which he asked for, Mr. Tazi reported he had conveyed 
to the Prime Minister and the King of Morocco, both orally and in writing, 
my concern over the Government's failure to proceed with the land reform in 
the Sebu in accordance with the plan which we had agreed upon. 

When I emphasized to Tazi again that we could not tolerate private indi
viduals manipulating the project to advance their personal gain, he admitted 
that the Minister of Interior had been distributing the land to his friends, 
including military officers and others. When I asked point-blank whether 
these actions were known to the King, he said nothing was done in MOrocco 
without the King's knowledge and support. He went on to say that steps had 
been taken to stop the practice, but he was not sure what could be done to 
"recapture" the land which had already been distributed by the Minister. 

Robert S. McNamara 
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Mr. McNamara saw the Moroccan Minister of Finance, Mr. Lazraq, on 
Wednesdey-, September 23. Mr. Knapp, Mr. Tazi and Mr. Benjenk were also 
present. 

Mr. Lazraq began by conveying to Mr. McNamara a message from the King 
of Morocco inviting him to spend the weekend after the Annual Meeting in 
Morocco. Mr. McNamara thanked the Minister for this kind invitation and 
asked him to convey to His Majesty his regret that previous engagements 
in the United States would prevent him from accepting. 

The Minister of Finance expressed his satisfaction at the general state 
of relations between Morocco and the Bank. The relationship was a very 
active one with many projects in the pipeline, and Morocco was having the 
benefit not only of the Bank's financial assistance but also very useful 
advice on many matters connected with the economy and with the projects 
being financed. 

The Minister went on to s~ that the state of Morocco's economy was 
satisfactory and that the growth target of 4.3% per year had been exceeded 
in each of the first two years of the Plan, although the rate of population 
growth had still been quite large, i.e., 3.2%. Morocco would continue to 
need considerable amounts of foreign assistance both from bilateral and 
multilateral sources. He felt, however, that there was a limitation to the 
amounts of bilateral aid that were obtainable and hoped that the help of 
the World. Bank Group would be substantial. While Morocco's external debt 
was not yet alarming there was a limit to conventional borrowing and Morocco 
hoped for a much larger contribution from IDA. 

The Minister turned to a brief review of three different projects which 
were under discussion with the Bank and dwelt on the SEBOU project. In 
connection with this project the Minister said that the agricultural reform 
legislation of 1969, which had been incorporated in the agreement with the 
Bank, would be applied notwithstanding rumors as to the contrary and the 
Bank should have no fears in this regard. 

Finally the Minister said that another matter under discussion with the 
Bank was the question of Morocco's interest rate policy and the way it 
affected a number of World Bank borrowers in Morocco, such as BNDE, CIH, and 
CNCA. He was looking forward to discussions of these matters with an open 
mind. 
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Mr. McNamara replied that he, too, felt that the Bank's relations with 
Morocco were good. There had been considerable progress in the Bank's under
standing of Morocco's economy and of its problems and he felt that Morocco 
was getting used to the Bank's procedures and that a real dialogue was now 
taking place. On the two questions mentioned by the Prime Minister, namely 
the SEBOU project and the question of interest rates, Mr. McNamara made the 
following comments: 

On the SEBOU project, he stressed the need for the terms of the loan 
agreement to be applied as negotiated, including such points as those related 
to the land reform aspects of the project. With regard to Morocco's interest 
rate policy he said that he had only two preoccupations, namely that the 
policy pursued should encourage capital within the country to be channeled 
to the most productive uses and that it should ensure the maximum stimulation 
for public and private saving. He ended by expressing the hope that there 
would be a further extension of the areas of cooperation between Morocco 
and the Bank. 

Mr. McNamara 
Mr. Knapp 
Mr. Tazi 
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OFFlCE rl~*'"-HDUM 
Memorandum for the Record MAY 0 7 20·13 DATE: January 19, 1971 

R.H. Springuel WBG ARCHIVES OONFIDENTIAL 

MJROCCO - Visit of H.E. Abdelkrim LAZRAQ, Minister of Finance 

1. On January 5, 1971, Mr. Lazraq, Minister of Finance of Morocco, 
accompanied by Mr. Tazi, visited Mr. McNamara. Messrs. Knapp, Benjenk 
and Springuel were also present. 

2. After presenting the compliments of H. M. the King of Morocco 
to v~. McNamara, Mr. Lazraq indicated that H. M. had noted the recent 
loan for agricultural credit to Israel for a project directed essentially 
at developing agricultural exports. H. M. would like very much to see 
a similar project prepared in Morocco. An irrigated area would be 
chosen in agreement with the Bank and, if successful, further projects 
could be prepared for orther irrigated sectors. Mr. Lazraq was conscious 
that the Israeli project had been essentially developed by the Government 
and that the role of the Bank was mainly financial, but he hoped that 
the Bank would be prepared to give some assistance to Morocco for preparing 
a similar project. 

3. Mr. MeN amara fully agreed with the priority given by the Moroccan 
Government to the development of agriculture, and with its desire to 
emphasize agricultural exports. He recalled that during his visit to 
Morocco, he discussed the possibility of developing exports of tomatoes; 
he had no doubts that countries like Turkey, Israel and Morocco had a 
tremendous potential for exports of fresh food to Europe, and that the 
potential market for those products was still largely untapped. Mr. 
McNamara added that the Bank was of course prepared to help Morocco 
develop such a project. However, the organization of a reconnaissance 
mission would have to depend on staff availability, and he asked Mr. 
Benjenk to follow this up with the Projects Department. 

4. Turning to the Sebou project, the Minister noted the Bank's 
preoccupation with the program of land reforms in the Sebou area. The 
Government was concerned with the precedents it would be setting for 
agricultural reform. This was a problem of establishing the right 
equilibrium between economic and social considerations, and legislation 
was being prepared in this respect. It also involved taking over 
foreign-owned land, which necessarily pre-supposed compensation and 
therefore budgetary resources. The problem had been discussed with 
Mr. Maurice Schumann, the French Foreign Minister, during his recent 
visit to Morocco, and a solution could be foreseen in the framework 
of the general cooperation between France and Morocco. 



'- l 

- 2 -

Memorandum for the Record January 19, 1971 

5. Mr. McNamara thought that a satisfactory balance between social 
and economic considerations had been established in the loan documents, 
and the real question was whether Morocco would adhere to the agreements 
which it had signed. A supervision mission would come soon to examine the 
execution of the project. Mr. Benjenk mentioned that a questionnaire 
had been left with the Moroccan authorities, and that the Minister nad 
promised to answer one part of it shortly, reserving for later the questions 
relating to the status of the land already planted. 

6. Turning to the interest rate policy question, the Minister welcomed 
the study the Bank had undertaken on the subject. The Government was parti
cularly concerned that this question be considered in its totality, and 
not for one sector alone. He would, therefore, propose that the fifth loan 
to ENDE proceed as scheduled, without being postponed until all the elements 
of the Bank study would have become available. The Government would be 
completely open to the Bank sugges·tions when the study would be available, 
and be ready to discuss whatever measures had to be taken at that point, 
but he wanted specifically to request that the question of the interest 
would not be made a condition to the loan to BNDE. 

7. Mr. McNamara remarked that this approach would be difficult; 
there had been several objections from Board members at the time of the 
last BNDE loan, and he would ask Mr. Knapp to summarize them, but first 
he wanted to mention the problems as he saw them: 

(i) The Moroccan rate of interest was out of line with the rate 
applicable to other development banks, and out of line with the 
rate prevailing on the international market. By lending at 7 per 
cent, BNDE was precluding any diversification of its sources of 
funds; the Bank proportion in BNDE financing was larger than for 
aQY other development bank, and under present conditions, this 
dependency would grow further, which was not acceptable. 

(ii) A low rate of interest might imply a misallocation of funds in 
the sense that capital intensive investments were encouraged if 
the rate to be paid was too inferior to the real cost of capital 
in Morocco. 

(iii) While everybody agreed that Moroccan industry needed incentives 
to develop, a flat across the board interest rate subsidy seemed 
a particularly inefficient way to provide them. Incentives 
should preferablY be determined according to the real priority 
of projects or subsectors. 

8. Mr. Knapp said that he had been in the chair for the Board 
meeting which approved the last loan to BNDE. The questions raised were 
in line with the points just mentioned by Mr. McNamara, and particularly 
focused on the potential misallocation of investments. The questions 
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had been ver,y probing and one of the Executive Directors had even 
asked for a commitment that no further loan should be negotiated 
with ENDE as long as it charged such a low rate of interest. · 
Defending the interests of Morocco as well as that of the Bank, 
Mr. Knapp had declined to give aQY commitment, but there was no 
doubt that it would be extremely embarrassing to come back to the 
Executive Directors with a fifth loan with an equally low rate. 

9. Mr. Lazraq was conscious of the importance of the interest 
rate issue. The Moroccan Government had deliberately decided not to 
follow the movements of international rates for monetary and economic 
policy reasons, but it knew that other policies might be considered. 
Mr. Lazraq felt that the problem of diversification of ENDE resources 
was perhaps the most important one. The large role of the Bank in 
financing ENDE was a testimony of the close cooperation between the 
two institutions, but the Government too wanted to reduce BNDE's 
dependency on the World Bank. Local bond issues had recently been 
authorized, and negotiations were underway with the Belgian and the 
French Governments for bilateral financing at subsidized interest 
rate. Further, the Government was prepared to examine whether ENDE 
rates could be increased with compensatory subsidies to the borrowers. 
However, there was no budgetary provision for subsidizing industr,y in 
1971, and there might therefore be a problem for that year. 

10. Summarizing this part of the conversation, Mr. McNamara wanted 
to emphasize that: 

(i) there was a clear-cut need to foster Moroccan industrialization; 

(ii) we knew that the Government was fully behind the industrializa
tion of the country; 

(iii)the Bank was equally prepared to give priority to the develop
ment of Moroccan industry; 

(iv)the Bank had already invested considerable manpower in the 
industrialization effort (e.g. the industrial survey); 

(v) a mere technical point on the interest rate should not be allowed 
to stand in the way of the continuation of this effort. 

11. Mr. McNamara said he did not want to get involved into the 
technicalities of the rate of interest discussion, but he emphasized 
that, in his judgment, the Executive Directors of the Bank would not 
accept a fifth time the continuation of the rate presently applied 
by ENDE. He very mudh hoped that the Bank and Morocco negotiators 
would use their combined ingenuity to find a solution to this problem. 
The Minister said that a solution should and would be found. 
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12. Finally, concluding the conversation, the Minister wanted to 
thank Mr. McNamara for the last meeting of the Consultative Group which 
had been so ably organized and conducted by Mr. Benjenk: and his team. 
He thought Mr. McNamara would be happy to lmow that as a direct result 
of that meeting, he was proceeding to Canada for negotiations on canadian 
bilateral assistance. 

cc : Mr. Knapp 
Mr. Benjenk 
Mr. Pollan 
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1. The Finance Minister of Morocco will visit you on Tuesd~, 
January 5. A principal subject of discussion will be Bank lending to 
BNDE. 

2. 'Ihe Bank has already lent $62.5 million to BNDE and we are 
now considering a fifth loan; for BNDE has exhausted its foreign exchange 
resources and the demand for capital continues to be substantial. We 
are recommending a $25 million loan, enough to cover a substantial part 
of its resource gap for the next two years, subject to satisfaction on 
one main issue: the interest rate. 

3. BNDE now charges 7% for its loans, ~ss than the World Bank's 
lending rate and less than that of an other develo ment finance company 

the B Group. The Government will not perm~t o 
charge more than 7 for i s loans, 1/ or to pay more than 7% for its 
borrowings; and it p~s BNDE a subsidy on the cost of BNDE' s borrowings 
exceeding 5% and up to 7%. This is a situation which we must now seek 
to change, in the light of the policies laid out in your statements £1 
to the Board on interest rates~~in the light of the positions we have 
taken with other institutions in the past year or so. In our 
therefore, the loan should b 
from 7% to 9 and the ~s~u~b~s~i~dyr~n~o~w~~~~-~d~to~~~~~~~~~~~~~-

on all new borrow:Lil • We have 

4. The interest rate issue in BNDE has bedevilled us since December 
1962, when the first Bank loan was made to BNDE. The matter has become 
of increasing concern to the Executive Directors. It was a principal 
subject of discussion at the Board meeting which Mr. Knapp chaired on 
January 13, 19 70, when the fourth loan to BNDE was approved. Mr. Knapp 
wrote to you on January 14, calling attention to criticisms made by 
Executive Directors, which were based partly on nthe adverse effects of 
this low interest rate upon the financial position of the borrower, and 

·-~~~~o~. ~l3~:t\fD t ~ ... additional te .subs.cripti.Q s to its share 
capital" and on "the more basic question of whether such a low rate did 
not threaten to encourage the misallocation of investment". As Mr. Knapp 
wrote in his memorandum, he was under ressure to s wh ther the management 
would ut forward to the Board a new loan to BNDE if BNDE's interest 
were not changicl. He clUcked the issue m~· January, ouf. we are no 

0 e ·a e to do so again. 

1/ Of course, this policy would have to be modified to permit another 
loan from the World Bank. 

gj Such as, per instance, the statement of April 8, 1970 (SEC M 70-149). 
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5. Attached is the text of a memorandum prepared at the request 
of the Secretary General of the Ministr,y of Finance, to be delivered to 
him next week, setting forth the underlying arguments for an increase 
in the interest rate. Briefly: 

a. BND~~ interest~ate is less than the co 
an~~ tes t _ · k o · o c it The 
Government has aclmowledged this fact, in agreeing that 
BNDE and CIH use the recent Bank loans only for projects 
whose internal rate of return is at least 10%. But this 
is, at best, an imperfect way of dealing with a basic 
distortion. 

b~BNDE has been precluded from seeking financial resources 
in the market ei . · t home or aBroad. ( i'he GOVeffliiient 

c. 

recently blocked a 7-1 2 loan of 2.7 million equivalent 
offered to BNDE by 3 German banks.) 

d. BNDE 1 s profits come, basically, f~ the Government 1 s 
ubsidies. In 1969, these provided 48% of BNnEis profits, 

muc more than the dividend payout; in 1975, they would 
provide 76% of net income, almost as much as a 10% dividend 
and all appropriations to reserves. 

e. means of a low interest 
a poor device; for it con ses 

-s~u~b~s+~~i~e~s~o~~~~~~~~su~~~~~~e~s~to industr,y, inhibits 
an effective calculation of the real cost of stimulating 
industrial investment, may interfere with BNDE 1 s judgment 
of the economic merits of the proposals before it, and 
has the institutional consequences already mentioned. 

6. We have looked into the effect of the Bank's proposal on various 
matters. (a) It would have an insignificant effect on either the prices 
or the profits of BNDE's borrowers. (b) It might have some immediate 
effect on BNDE 1 s business, by diverting some borrowers to commercial banks, 
which are always a source of some competition with development banks. 
But BNDE 1 s competitive position would not be seriously affected in the 
longer run, and the Government could relieve the situation - measures 
which it should in any event take to keep suppliers' credits under control 
and to assure only sound financing of investment projects. (c) Government 
finances would benefit from the proposal. (d) BNDE 1s profitability would 
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not be significantly improved; earnings would have to grow much more 
to achieve the objective of share sales to the Moroccan public. However, 
BNDE 1s profits would be based primarily on its earnings, thus establishing 
its financial position on the basis of its own performance rather than 
on the basis of annual cash outl~s from the Treasury. ' 

1. Industrial investment in Morocco has been sluggish and entre-
preneurs are tradition-bound, and we would not want to take an action 
which might slow down investment still further. Accordingly, the Bank's 
recent economic mission looked into the effect of the interest rate subsidy 
on industrial investment. Its conclusions were that the interest subsid¥ 
of itself is of sm 1 si ificance Moroccan industrial entrepreneurs, 
and that it is only a smal part of the total pac age o 1nce 1ves o 
industr.y. Consequently, we have -recommended a review of the entire incentives 
s,ystem for industr.y (we have already recommended such a review for hotel 
construction) with a view to putting it on a more rational and selective 
basis. If the Government feared to cut the interest subsidy before the 
review was done, we would be prepared to see the Government provide BNDE 1 s 
borrowers (hopefully on a selective basis) with some rebate on the interest 
they pay BNDE, as an interim measure, pending development of a new 
incentives system. 

8. We have suggested a program for the study of the incentive 
system, beginning Februar.y when we go to Rabat for a discussion of our 
report on Moroccan industr.y. We are prepared to work with the Govermnent 
on the study and formulation of the new s,ystem. 

9. To sum up, in our view BNDE 1 s interest rate regime, in existence 
since 1962, is inconsistent with Bank policy, undermines BNDE 1s financial 
position and inhibits it from mobilizing finance from other sources. It 
encourages misallocation of capital and will be an increasing drain on 
the Treasury - all for apparently insignificant benefits to industry. We 
would like to see this situation changed before we proceed with a fifth 
loan to BNDE. 

Attachment 

cc: Messrs. Cope 
Baum 
Adomakoh 



PROPOSAL TO INCREASE TliB llfTEHEST RATE CHARGED BY BNDE 

1. This memol'andum is written at the l 1 equest of Mr. :tvl'Daghri; Sec1•etary 
General of the 1'.d.ni.st:?_4y of Fina co of Mol'occo. In discussions -vr.ith Bank staff 
in Rabat in eal1 ly December, Hr. 11~Daghri asked for a detailed statement on the 
effect of the proposed increase i n EliDE's interest rate. 

'l1he Bank's P:.f oposa]...:.. 

2. The BankV s proposal is set for1th in a l ette r 1vhich Hr. Benjenk sent 
on November 20, 1970, to H. ·E. the Prime Hinister. ( It is attached as Annex 1). 
The lettex' recommended : 

(a) an increase in BNDE' s inte1·est rate from the present 7% to 9'h, 
and 

(b) the abolition of C)pvernment subsidies to B~IDE on borro"rings con
tracted by BNDE after it has raised its intel'est rate~ 

If the Governmen t is conce14ned about the effect of an increase in BNDE ll s interest 
rate on the level of industrial investment, it might consider providing direct 
interest j_•ebat.es to those of HNTIE' s borrm·rers 1vhich the Government thought re
quired them, · this to be regarded as an intei'im measure pending completion of a 
study of Horocco's incentive system v1ith a view to putting it on a rational and 
selective basis. 

Reasons for_ the Proposal 

3. At the present time , BNDE charges 7% for its loans. This rate of in-
terest is lo1-;er than that of the V.Jorld Bank and is the lowest among the develop
ment finance companies associated with the Bank G1•oup . The Convention of 
J anua.:ry 22, 1960 bet·Heen BNDE and the Government forbids B~IDE from raising its 
interest rate beyond 7% and provides EliDE with a subsidy to cover borrowing costs 
in excess of .::;% , up to 7%. (Thel'e is also a tax benefit ) . Thus the 1;Jorld Bauk 
loan made to BNDE in March 1970 cost 7%; BNDE 11 elends the proceeds of the loan 
at 7% and receives a subsidy equivalent to 2% on thG a1>.ount of the loan out
standing. The Convention also appears to forbid BNDE to borrow at a cost of 
more than 7%. The Conve·ntion uoulcl thus have to be 1-raived ot revised to per-
mit BNDE to borrow f rom the Horld Bank today. 

5. Ptofit~~ty. BNDE' s p1'ofitability has been a matter of sei'ious con-
cern since the ~vorld Bank G I~oup first began to fin an ce BNDE in 1962; it has 
been a subject of discussion in every negotiation. On the surface, the situation 
has impl'oved since B!,iDE ' s share capita l 1·Jas reduced in 1968; other favo1rable 
factors have b een the increase in level'age and continued control over admini
strative e:xpense so Nevertheless, BNDE 's eal'ning and dividend payout are still 
not good enou.gh to achieve the Government's original objective of p1romoting the 
sale of BNDE's shares to the Moroccan public. Even today's earninGs and divi
dend rest heavily on the Government subsidy. (See pal'a. 6 belo1·J). Houever, 
it 1-lould take more than a feasible increase in BNDE' s interest rat,e to achieve 
the objective of m_.kin g BNDE v s shares saleab e. Thus BNDE' s profitability per se 
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is not a factor in the present proposal to raise its interest rate ftom 
7% to 9%. In fact, the prope>sal would have a negligible effect O'l profits. 
Net profits after tax 1-JOltld rise by less than 1.5% over the five years 1971-
1975, for the increase in income is virtually offset by the loss of subsidy. 
(See Annex 2). 

6 . Dependence on Govel'nment. One effect of the presen t arrangement 
is that 48~t of -Biffi'E~net~s 1-rere provided by the Government in 1969 in 
the form of inte1•est rate subsidies. This proportion is rising. As may be 
seen in Annex 3, financial forecasts for the next five years indicate that 
this subsidy 1vill J.iise steadily, to around 76'1o of net income in 1975. The 
subsidy 1-;as alr eady higher than BNDE' s 6% dividend payout in 1969; by 1975 
it will be almost as high as the sum of dividends paid at lOt (DH 2 million ) 
and est:Lmated app1(o )riations to I 1 eserves (DH 4. 8 million). This is an 
undesirable trend, which has important implications both for c~vernment finances 
( see para. 2-2 belo-v1) and for BNDEV s ability to maintain its autonomy in invest
ment. decision -making. 'l'he Bank's proposal would, in effect, replace the Govern
ment subsidy by BNDE's own earnings, uith benefit to governmsnt finances and ·to 
BIIDE' s standing as a financial institution. -

7. Mobi1ization of Resources. EliDE's present 7% rate prevents it from 
b orrov-ring as 1videly as it should. At present, BNDE obtains virtually all of 
i ts finance from the Government and from the World Bank. 

8. The policy of the Government has been to fol'Ce BNDE to rely on the 
World Bank fo1f virtually all its exter•nal borrowings and to depend on the 
Gover'nment and its agencies for all domestic bol'ro-vri.ngs. As a result, the 
\1orld Bank, at the end of 1970, 1·1ill have provided about 56% of BNDE• s long
term resources; on the basis of p1~esent projections, the proportion "\'Till rise 
to about 77% in 1975. BliDE has been discouraged from borl'owing from othel' 
sources. Thus the Government asked it to turn down an offer by three German 
banks, last y6ar, to lend DM 10 million at 7 1/2% because the inter est l~a.tc 
exceeded 7%. The developinP' degree of dependence on the 'IJIJorld Bank is patently 
undesirable. Horeover, the Bank Hould not be justified in lending to covel' a.ll 
the import component of BNDE' s loans indefinitely, if capital we11 e available 
fror,! other sources on l'easonable terms. 

9. As fo11 Government, it nou provides 1776 of BNDE' s long- term bo:r'l10'Hings; 
there has not yet bsen an effort to borroH from the private ma.r1"et. Diversifi
cation and expans:i.on of BNDE' s sources of finance, both at home and abroad, 
require t.hat BNDE be enabled to seek capital on mal'ket terms, by paying what the 
matket requires and by charging vrhat is needed to pay the market. 

10. Effect of Interest Subsid.L...£_1 Industrial Investmen t. Seven pel' cent 
clearly undel'statcs the cost of capital in Horocco. Thus that rate can not be 
u.sed. in appraising an irn1estment, if there is a concern that every investmer1t 
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yield a satisfactory rate of return. TI1e Government recognized this fact, 
v.rhen CIH and BNDE both agreed. in 1970 that no project would be fi )anced under 
\-Jorld Bank lines of credit unless it. shm·JS an internal rate of return of 10%, 
and that this cri terio Hill gradually be e:A-tended to cover all investments 
by those institutions. The use of such a shadoH rate may be necessary as an 
interim measure, but the underlying disto~tion for which it prov ides only an 
i1i1pcr feet correction, sho·uld be elillLi.ncl:Led. 

11. The· Governmsnt rr..ay be conce rned that elimination of the interest 
rate subsidy ·Hill have a depressing effect on industrial ·investment. The 
Bank's economic mission that visited Morocco in April 1970 concluded that 
the influence of interest rates on the overall level of investmerJt and of 
economic activity Has marginal; it found that private investment decisions 
were primarily affected by market opportunities , the efficiency of Govern
ment administra.tion and the availability of managerial talent and exper ience. 
Moreover, other investment incentives were often more i~~ortant in investor's 
decisions than the interest rate itself; the interest rate subsidy appears to 
be a relatively minor part of the package. Consequently, in the mission's 
vie\-r, the whole package of Government incentives needs to be reconsidered and 

. · readjusted in such a vJay as to encourage a better allocation of investment 
resources. (Opportunity for such a l 1 evie·wwill come soon, \-Then the Bank dis
cusses with the Government the recormnendations in ths Bank's report on l·1orocco' s 
industry). The continued sluggishness of Moroccan industry suggests that some 
incentives are still nseded -- although on a selective rather than a standard 
basis -- to attract the tradition -bound Moroccan entrepreneur into high pri
ority industries based on e:x--port markets; and a subsidy on interest rates might, 
for some types of cases , prove appropriate. Pending completion of that study, 
therefore, the Bank would be prepared to accept continuation of a rebate for 
BNDEis borrowers , in order to reduce the cost of capital to them to less than 
9%, on the understanding that the cost of such a rebate .to th0 Governmen t -vrill 
not be greater than the subsidy to BNDE and that the l'ebates are considered 
only an interim measure. 

12. A<irninistra.tion of Subs:i.dies. If an interest rebate is to h.e pro
vided to BNDE' s bor'ro1ve1:s, it should be provided directly by the Gove rnment 
and not through BNDE. Using a fi11ancial institution to administe:t' a system 
of subsidies obscures thei1• l 1 eal meaning, by confusing subsidies to the 
financial institution with subsidies to the industr ial entrepreneur.; and it 
therefote inhibits an effective calculation of the real cost of stiJ1nJ.lating 
industrial investment.. Moreover, it may interfere with the institution's 
judgment of the economic mer'its of the pl1 0posals before it. Finally, it 
can also have the .institutional effects already noted in BNDE's case -·
excessive reliance' Ol1 the \forld Bank, dependence on GoveJ~nment , inability 
to tap the fi11ancial ma11kets both at home and ab1ioad. 1\1hatever industrial 
incentives are ultimately considered app1iopriate s.1ould be provided directly 
by the Govel1nment, th11 ough some channel othe1~ than BNDE. 
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Effect of Rate Increase on BorroHers' Profits and Prices 

13. It has been suggested that an increase in B~IDE' s interest l'ate would 
result in incl'easing the prices of its borrowe:c's' products or in reducing their 
profits or both. 

14. BNDE's extensive experience vdth indust~ial enterprises indicates 
that its 11 typical" borro1·Ier has a debt/equity ratio of 2:3, annual sales of 
1.2 times total assets and a retui~n of 10% on net wo1•th. For that tttypical 11 

bo rrcn.;er, an increase of the interest. rate on a BNDE loan from 77h to 9'to 1-rould 
mean a recuction of net profit of 6 2/3% even if the entire interest increase 
v1ere absorbed by the enterprise, that is, the return on net worth would fall 
from 10% to 9.3%. On the other hand, if the entire rate increase vrete passed 
on to consuraers through an increase in ptices, prices would have to be raised 
by only 0 .. 67%. (See Annex 4). Evidently the price and profit effect of t.he 
proposed interest rate increase would be trivial, in the typical case. 

Effect of Interest. Rate Increase on BNDEils Competitive Position 

·15. It has been suggested that the proposed increase ill BNDE R s i nterest 
rate would result in diverting borro1vers from Bl'IDE to other sou1•ces of finance. 

16. Suppliers' Creditso These are a source of competition for financing 
equipment imports. Suppliers' credits often carry interest rates lower than 
the 7~6 nov1 charged by BNDE. How·ever , the attraction of suppliei's' Cl'edits 
has to be weighed in the light of the entire package of terms they offel1 

.. 

Follo-vling are impo~tant featutes of typical suppliers' credits compar'ed to 
BNDE loans. 

Supplier's Credit 

Intsrest Rate 

Possibly lm-ver than BNDE 

Term 

Generally 2 to 5 yeats 

C~st of ~g .ipn:snt 

Investor ust pay commissions Hhich 
are often built into contract prices~ 
Procu:t'ement is often tied to a speci
fic country, 1-1hich may not be the 
cheapest _suppl " el1 of the particular 
equipment. 

BNDE Loan 

Nm·r 776 proposed to go to 9% 

5 to 15 years 

Investor can obtain equipment 
fr oz11 the cheapest sui t able 
sou1•ce in all mombe1• co nt1•ies 
of the Bank Group plus Swi tze1•
land. 
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Supplier's Credit BNDE Loan 

Foreign Exchange Tiisk 

Investor carries the risk Government carr ies the risk 

Scl'ut.iny and FolloH-UE_ 

Probably none , except that neccssal'Y 
to assure maintenance of value of 
seCUl1 ity'. 

Burdensome on investo1• ( o~ should 
be ) , but partly offset by avail
ability of financial and technical 
advice, if needed. 

Thus a loan from BNDE offers very substantia l advantages, even if its interest 
rate may be higher than that of a supplier's credit~ 

17. Medium-term Rediscountable Credits . Unde1• the present system in 
Morocco, BNDE is t he only institution empo"\--rered to inte1•vene in this type of 
operation; BNDE must thus appraise a project calling for a medium-term redis~ 
countable credit befo1•e it will offer its 11 s e cond signatu1•e". If an applicant 
for such a credit p resents a proposal for a medium-term loan which obviously 
calls for long- tBrm financing, BNDE would, as part of its intervention, have 
the duty to deny its signature. BNDE would thus continue to act exactly as 
i t does nmf, and should do. 

·18. Short- and Medium-term Credit from Comi·ner cial Banks . 'I'his is noH a 
source of competition , and would become mo1•.e so if B}:\IDE' s interest rate wel1 e 
raised. Investors often want to finance long-term assets with short- or 
medium--term funds, in the hope that such f acilities will be rene1-Jed when needed. 
This is a significant risk, which a sophisticated borrov-rer ·vrill not take; nor. 
would such a bOl1l'Olver be led to take it by a 2% change in rate whose effect on 
his profits and prices (as sho1m in paragraph 14) is insignificant. In any 
event, such credit is lin:i.t ed by the Bank's resources and by the Banl~ of 
11orocco~s credit ceiling. 

19 . Noreover the Gove1•nmen t has the means of minimizing such competition. 
The Commission des Investissemen ts (on which BNDE is represented) mt st appl'ove 
all projects which call for certain financial incentives from the Gove1'nmm1 t. 
An unsound financing plan, relying too much on short- or medium-term credit, 
could b e detected by the Commiss ion and prevented from receiving the benefit 
of incentive scheme s. Finally, Morocco does not comman d a plentiful supply 
of foreign exchange , and it could use its foreign exchange controls to help 
minimize the sale of foreign exchange fo1• equipment imports under unsound 
financial plans ~ On the same grounds, the Government should keep a close 
watch on the voltune and terms of suppliers~ credits. 

20. Surmning up, a 2:t inte1iest r ate increase might divert somG bOl1 l"OH91's ; 

but BNDE~s competitive position should not, on balance, i l the long :tun , be 
significantly affected. In any event, the Govern~en t, if it wants BNDE to 
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become a strong, viable institution able to raise capital on the basis of its 
own petformance and if it is concerned vd th the establishment of soundly 
fin anced enterprises, has the means of minim:i.zing unsound competition. Final 
ly, the Bank ~s proposal is not to shut off all subsidies, but to provide them 
dir.ectly thrfough Government rather than through B~IDE and, after adequate ·study, 
to p rovide them to selective categories rather than across tbe boa1fd .. 

l!"'.ffect of GovernmG_t?t Admin · stration of the Subsidy System 

21. It has been suggested that Horoccan investo1fs :may be detel1 l'ed f rom 
launching industt j~al projects if interest rate subsidies vlete administere . by 
the GoveJ.'nment rat. er than by BNDE. The1fe could be procedural delays, nd 
doubts a out the tim ... liness of p~yments. This may be a valid point ~ Hmveve:t', 
j nterest rate subsidies are only one of the financial incentives provided by 
t he Goverr ment , and industrial investors mus t all'eady deal 1vi th Govel1nment on 
the othe1fs. And, it is difficult to j ustify alloHing an alleged. ine fficiency 
of Govetnment. to stand in the 1-ro.y of the othe r i m.po1 tant obj ectives to be 
achieved by shifting responsibility for administering inte11 est. l'ate subsidies. 

!~ffcc~ of_ the Bankt s Proposal on Governm9nt. Financf3S 

22., A question has b oen raised about the effect of the Pl'Oposal on Govel~nment 
finances; this question ·Has posed by Hp E. the Finance Hinister .. It should be 
noted that. _, 1--vhile the existing subsidy a11rangements l'esult i n an outlay of 
a out DH 2 o2 .illion in 1970, the call on. the Gov0rnmen t -vlill rise :tap:i.dly, 
to DH 7 million i n 1975.. (See par=a. 6 and Annox 3) . This d1fain might be 
acceptable if it 1·rere necessary, ut the re are doub t.S abo t rhethe1f the 
in terest rate subsidy serves any pUl4pose at all. Thus, the Bank~ s proposal 
would 11esult in a saving aggregating DH ll.h million over the next five yeai'S~ 
If the Gove:comcnt , as ~n inte rim measure, decides to provide l'ebates to BNDEVs 
bo rrm.vors, then of course savings on subsidies to BNDE ·uould e offset. by pay·" 

ants direct to B.l.IJDE' s bor:rcoHel:s~. Annex S co .. pa1ies these ~um2 ~ the amount. 
saved by Goveri.1ment by abolition of su sidy payments to BNDE, and the · mount. 
'Hhich Hou d be paid as rebates to BNDEWs bo11 ro";>Jets under various assu.1ptions. 
The ·tabulation sho-~rs that, only if the rel-ates ave1agcd at 1-:;ast 1 3/h%, H::> 'ld 
the Govel~nment be called upon to pay more than in present circumstances . Since, 
houever , the i nce ti ve system -vrhic_l emerges from the fo:r:thcow..ing study and dis
cu.ssion 1vill p r ohably resu.l t in the establishm::nt of a selec t.~i ve system of in 
centives 1vhich .. ay include :r:tel1 est tebat.cs only in some cases , the aver age 
rebate will almost c e1itainly be 1 ess than 1 3/4%. The Government will th~ls 
be th net. gainer under the p roposal . 

Ptogt~_..fol' Further ~~ork on t e I nvest.m.ent In cent ·_ve Sy..:J vem 

23 . On October 26, the Bank sent to H. E~ the Finance Hinister a 1 ep011t, 
dated Septembe1f 1, 1970, on "Mining and Hanufacturing in 1'·1or occo13• This 
report cont"'in s policy r ec0l-:7ncnda tion s I·Jhicl are now bej n g exam:1 ned by the 
Norocc£m Gove£nmen t as a p reliminary to cl"· scussio1s ·Hit.~.l the Bank~ The Bank 

.· 



- 7 -

expects soon to receivs the GovetnJnent&s reaction, so that discussions can 
be held in Rabat not latel1 than Februa11y 1971. These discussions shvuld 
lead to understandings between Morocco and the Bank regarding, among other. 
things: 

a.. the types of industrial activities which l1 equire fin ancial Ol4 

other incentives to stimulate private investment; 

b. the types of incentives which are needed to stimulate invest
ment in the foregoing priority areas; 

c. a detailed timetable -- extending not late1' than December 31~ 
1971 -- fo1! ( i ) working out measilres to give substance to t he 
new system of incentives and (ii ) putting t1em into effect. 

2h. As in the case of industry, the Bank has already proposed to the 
Government a detailed revie~·J of the effect of the present hotel investment 
i ncentive system, including the effect of the interest rate subsidies 01 

CIHns hotel loans .. Su.ch a revievr, crod its conclusions, should be available 
w en negotiations for a second Bank loan to CIH a11 e held, no1·J plan od for 
the second half of 1971. 

25. In both cases, administration of incentives should be divor'ced f1•om 
the institutions providing finance for the enterprises involved so as to 
assure objective appraisal of propos::1ls and to encou1~age the establishr<1ent of 
BNDE's and CIH's operations on a sound basis. 

December 30, 1970 



(Paris ) 

November 20, 1970 

(Unofficial tra..n.slation into R'1elish) 

His Excell ency 
Houlay Ahmed Laraki 
Prime 1'-1inister 
Rabat , Morocco 

Dear Mr. Prime r1inister , 

Annex l 
Page l 

I have the honor of referring to the discussions I have had in Paris 
with His Excellency the Minister of Finance on BNDE 1s interest ra.te . Fol
lo1ving his request , I summarize beloH the vim-Js of the Bank on t his matter. 

I n accordance Hi th the agreement given by His Excellency Mmnoun Tabiri 
in September 1969, the Bank Economic mission of April 1970 has proceeded 
to make a study en the interest rate structure in Horocco and, :more parti
cularly, on the terms and conditions of financing applied by BI,:DE, CIH, and 
CNCA, ··.s well as the conditions on 1..rhich these institutions can have access 
to foreign fjna cial markets and loans , among those given by the Bank. 

On the basis of the }1ission 1 s conclusions, the Bc:mk has conclud.ed 
t hat tho interest. rates prevaili.ng in Horocco are l01-rer than thos"" of the 
majority of other member countries, al thougll available capital is lovrer 
t hem capital needs., The Hission has not· had the neces3ary time to complcn,e 
a s tudy on tL·e supply a.nd dema.YJ.d of capital in Horocco and, theref'o~e , has 
not been able to reach conclusions on the level and structure of intereBt 
r ates ~Jhich could be j ustified for Horocco, given its present stage of 
development. To study these problems in the coming months appears neces 
sary , o as to be able to determine 1·Jhether the interest rates nm·J provail
i ng allOlJ to mobilize savings and to ensure that savings are directed to·Hards 
investments with a sufficient ret·arn. T.he Bank 1·rould be ready . D.cl ·Hilling 
to cooperate 1-ri th the Morocca11• · uthori ties fo:c the study of this general 
problem. 

I n t he meantime , c onsidering the unexpGcted urgency of f oreign exchange 
needs by BNDE, a problem more liini.ted but important, a provisional solution 
i s requested for the c oming 1-reeks c The Bank thinJ{S that the interest rate 
charged D01-J by B~JDE constitutes an obstacle for its diversification of 
resources , which is .an essential objective for the Bank in ~-ts relations 
with development finance comp2..nies in the world. In the case of B:IDE, it is 
even more urgent to achieve this objective, considering that HilDE ' s fo.ct:ign 
ex change needs are increasing and that BNDE 1 s dependence on B ~:t.k r~sources 

i s almost exclusive, as against highe:c diversification of the rnajori ty of 
development banks 1'7hich the Bc-mk finances sin-ce several years . 1m increase 
in the interest rate charged by BNDE -vro1ld allo11 H~DE to raise some resources 
a.t international fin anc j a.l market costs. 
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Concerning the first aspect of the interest rate problem, n~nely t he 
one of resources, the Bank thinks that it could be solved by a change as 
follows : 

a) an i ncrease in the follmving weeks of BNDE 1 s interest rate f rom 
7 to 9 percent ; 

b) dismantling of the Govern.ment subsidies on BNDE 1s cost of bor
rowings signed after the increase in BNDE 1 s interest rate. 

The Bank recognizes , hormver, that there i s a second aspect to this 
question , namely borrot-ling costs supported by BNDE 1 s borro-vmrs ~ The Bank 
acknowledges that the interest rate cannot be utilized as the only economic 
facto r deciding investment as long as an encouragement of industrial expan~ 
sion by incentives such as equipment rents, etc., appear necessary. 'While 
waiting for general decisions on i ncentives to encourage industrial e::;:pa.n
sion ~rhich the Horoccan authorities plan to ma.lce , and for discussions on 
t his subject which -vrill t ake place Hi th the Bank during the next fe1..r months 
following the industrial report submitted by the Bank to the Government, 
the Bank wuld not object to the Government subsidizing directly Bl\lDE 1 s 
borrow·ers in order to reduce their financial costs to a level l o11er t han 
9 percent. Such a subsidy -vrould, of course , b e reexamined in the light 
of future general dispositions relating to i ndustrial ince.n tives <· 

His Excellency the l'1inister of Finance has told me about his Horry 
concerning a possible increase in Government expenditures ~-rhich could be 
implied by the suggested chaJ1ge in the form of the interest r ate subsidy 
on industrial loans. The Bank staff members have c alculated that additional 
char·ges for the Government HOuld be very ,_all , but we agree with the 
}1inister that the chcmge should not impose new charges to development. On 
the contrary, it appears useful and desirable to us that the amounts spent 
by the Government in the concept of incentives to industry do not increase , 
and that t he result be a fractional increase of interest rate supported 
by BNDE 1s borrowers . 

I 1-TOUld. like to suggest that the abov·e proposals be discussed during 
the visit to Horocco that :Hessieurs Bart and Springuel project around 
December 2. I t ruly hope that a solution to this problem c an be found 
jointly. 

Please accept, Jv1T. Prime Hinist,er, the assurances of my highest 
regards . 

Munir P . Benjenk 
Director 

Europe, Hida.le East and North Africa Departr11ent 

c c : His Excellency Abdelkrim Lazraq, Hinister of Fina_Dce 



. 
' 

ArJ1ex 2 ---

Effect of Pro:eosed Rate I!1crease on BNDE's Profitability 

A. Projections at 7% Rate 

Total income 
Total expenses 

Profit before tc-.x 
Tax 

Profit after tax 

B. Projections at 9% Rat,e 

Total income 
Total expenses 

Profit before tax 
Tax 

Profit after t ax 

C. Effect of the Rate 
Increase- on:BK E' s 
Net Profit 

( in thousands of DH) 

Total 
1971 ·1972 1973 197L! 1~75 1971:-:li. 

19,800 22,940 26, s:;o 30,630 34,090 13L., 310 
l l;595 15_: 715 l:-l2,6oo 21,200. .sh.85o _92<...960 

6,205 7' 225 8,2)0 9 ,L~30 10,240 41,350 
_1_2680 ~91 22232, 2.2560 _J_;L28 11 198 

L,525 5,._23~ 6,011 ~-87Q_ 7,5lf 30 152 --- ----L--, 

19,926 2L~, 2L~o 29,620 35,070 39,900 1L~8, 756 
13,724 16,550 20,896 25,496 29,988 106, ~4. 

6,202 7,690 8>724 9,912 42.,102 
_b_679 _ _g 2 2J J.1 2J+§7 ~~570 .2~559 

6 257 6 942. ~7.; 342 30,543 --- ---~-

+ 242 + 2h6 + 75 - 170 + 391 

The foregoing estimates are based on the forecasts and assumptions t hat appear 
in Annex 6. 



A. 

B. 

c. 

D. 

Annex 3 

Subsidies Received by BNDE vrith Respect to the Inte1•est 
it Pays on Bor:ro1.vingsl Compared to its Total P11 ofi t 

(in millions of DH ) 

1969 1970 1971 1972 1973 1974 
(Actual ) 

Projected net 
income 3.26 4.06 ~5~ 5.2~ 6.01 ~'-.:~I --
Profit before t ax 4.19 5.56 6.20 7-22 8.25 9.43 

(Less subsidy ) (1.13) (2.20) (2.91~. ) (3.96) (.5 .00) (6 .. 00) 

(Less t axes without 
deductions ) (1.37) (1.)0) (1.46) (1 .46 ) (1o46) ( 1. 51+) 

Net Profit 1.6~ 1 86 1. 80 1.80 ~· 79 , so 
-- ~-- ·- .L : -<. 

Net subsidy (A-B) 1.57 2.20 ,2 .. 72 3 ... 43 4.22 4.98 

Net subsidy as % 
of net profit (C/A) 48 54 60 65 70 73 

1975 

:.7_. SJ~ 

10.24 

(7 .00) 

(1.46 ) 

1.78 

5-73 

76 

Tne foregoing estimates are based on the forecasts .and assmnptions that appear in 
pages 2 and 3 of Annex 6. 
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Effec t of a 2% Increase j n Interest Rate on the Prices 
and Profits of BNDE 1 s Borro1v-ers 

1. Average Financial St:sucture of a BNDE Borrower 

Debt/Equity = 40/60 
Turnover (Sales/Total Assets ) -- 1. 2 
R"'<:pected net profit = 10% of equity 

2. Aver 3_;_~ Borrower ' s Financial Statements 

a) Balance Sheet 

.Assets 1,000 

b) Income Statement 

Sales 
Earnings before 
-----~----

I .~ t d T ( Ti''B IT ) .n Geres , an axes .u 

Less interest at 7% 
Profit before Tax 
Less tax at I~% 

Net Profit 

1, 200 

BNDE loan 
Equity 

Jli3 
28 

115 
25 

60 

3. Effect of ~ 2% Increase in BNDE's Interest Rate 

400 
600 

a ) Asswning lncrease is absorbed 
}?y borro';·rer. 

b) Assuming increase is passed 
to customer 

Sales 
EDIT 
Less interest at 9~ 

Profit. before Tax 
Less t ax at 48% 

Profit after Tax 

Profits decrease by 4/6C 

1,200 
143 

36 ---
107 

51 

56. 

6-2/3% 

Sales 
EBIT 
Less interest at 9% 

Profit before Tax 
Less tax at 48% 

Profit after Tax 

1,208 
151 

36 

115 
55 

60 

Prices i ncrease by 8/1,200 ;;; 0.67% 



Effect of Proposal on Government Finances 

(in thousands of DH) 

1. Government subsidies to BNDE 
1-1hich would be saved under 
proposal 129 769 2,042 

2. Higher interest costs to 
BNDE's borroHGrs 125 1,300 2,770 

3· Government 's savlng ( - ) 
or extra outlay ( +) 
(1 - 2) if aver2.ge 
government subsidy is: 

2% (full subsidy) 4 +531 +728 
l-3/4% - 16. +371 +J88 
1-1/2% - 35 +206 +40 
l-1/4% - 48 +45 -310 
1% - 66 -119 -657 
3/L.% - 82 281 -1,000 
1/2% - 98 · -443 1,348 
1/4% -113 ~506 -1,696 
No su sidy 129 -769 -2,042 

,. 
• I 

3,542 

4,440 

+898 
+298 
-212 
-765 

-1,322 
-1,884 
-2,432 
2,987 
3,5h2 

4,888 

5,810 

+922 
+287 
-518 

-1,238 
-1,983 
-2,708 
-3,434 
-4,160 
-4,888 

The foregoing estimates are based on the forecasts and asswnptions that appear in 
pages 4 - 6 of Annex 6~ 
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pomparison of Forecasts 
Based on Present Interest Rates 

and on ii1 opo~ed _2l-Inerease 

Annex 6 
Page 1 

Table I provides a foracast of BNDE' s operatiot s ii"l 1970-
197>, as agr e ed with BNDE . Table II shoHs BliDEes p 1• oj ect od 
income sta t er.1ents for the per iod 1971 -1975 on t he assumptions 
that BliDE Jill l end at 7fo , bor1•ow all its needs (DH 420 million ) 
at 7-1/h% and receive a subsidy f i' om the Gover-rlm<:mt on all bur 
roHing costs exceeding 5% (and up to 7'-fo ) . ~able III p ro j ects the 
the same stat e1nents on diffel'en t assumptions~ that BNDE · ends at 
9% on loan cont~acts it signs after ApJ!il 1, 971; t hat no Govern
ment s ubsidy is pa id to BNDE on b011 J1 01·rings B~IDE contracts stal1ting 
\nth 1971; and tha t, of bo:rro-vJjnQ's totaling DH 420 raillion, B~JDE 
will bor r ow DH 295 mi llion at 7-1/L % fl'Om t he World Bank and 
DH 125 mi lion at 9% from othe1• sources . This assumes that the 
\'Jor' l d Bat k rri11 oupply 83% of t he r esou:r.: ces BNDE needs to bor1•ou 
i n the per iod 1971- -972 and ab,)ut. 63% in t he pc11 iod 1973-197>. 
Of course, the ability of BNDE to bor r oT a t 9-k f r om sources other 
that t he "\-Jorld Bank is still to b e tested. Table s IV and V pl•o 
vide additional detailed calculations. 



I. Direct Lo ans 

Loans approved ].} 

Contracts C! i gned 

Disbursements 

I I . Equi ty Invesunents 

Invest ments approved 

Contracts signed 

Disbursements 

III. Rediscountable Credits 

Cr edi t s approved 

Contracts s igned 

Out st anding , end 
of period 

l/ Net of. cancel 1ation_G 

Table I 

Annex 6 
Page 2 

Forecast of Operations 1970- 1975 

( in thousands of DH) 

1-2]2. 

65,520 100 ,000 108,000 105, 000 111,000 117,000 1~),000 

68 ,1.~65 

42,709 

105 

105 

720 

70,000 100,000 111 ,000 104 ,000 113 , 000 121,000 

60,000 ?5,000 

3,000 8,500 

3,000· 8,500 

1,055 5, 875 

95 ,000 100,000 104,000 110,000 

3,000 

3,000 

6,275 

2,000 

2,000 

6,300 

2,000 2,000 

2,000 2,000 

2,000 2., 000 

5,370 60,000 80,000 40,000 40,000 40,000 40,000 

29,680 60,000 80,000 40,000 40~000 40,000 40,000 

134,537 150 , 000 18), 000 175 ,000 16),000 155,000 145,000 

_S~:11Tlary of .Ass1unptions for Direct Lending Qperations 

1 . About SO% of loans approved during a year are committed during the same year; the 
. . :.;r,!C;.h1ing 50>b arc cormnittecl the next year e 

2. About 30% of loans co:mai tted during a year are disbur.sed during the snme year; 50% 
;-•e di~:bursed i n the next yc.ar and 15% in the follo1-Jing ye~.r . About S/~ of lo'a1 s approved 

211d cornJni tted are not disbursed. 
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Pr~ojec-~·· ed Statements of Income 1970-1975, on Present Basis 

(in thousands of DH ) 

Year ending December 31, 1969 1970 1971 1972 1973 1974 
(Actual ) 

IN CONE 

Income from loans 
Direct loans 12,768 14,500 16,150 19,130 22,640 26,180 
Rediscountab1e 1oanv 1,108 1,200 1,700 1,630 1,.560 1,490 

Commitment charges, 
other fees, commissions 210 450 550 530 580 610 

Dividend income 601 750 900 1,1)0 1,570 1,850 
Income from short·4 ter:m 

i nvestments ~()3 400 350 350 350 350 
Other income, 

rental income 150 150 150 _ 150 _ 1_50 150 

Total Income l) i 040 17--<-.450 19;800 26~_850 

EXPENSES 

Financial 
expenses 7,985 8, 835 10,695 12,615 1),300 17,700 

Personnel expenses 1,755 1,850 1,950 2,100 2,250 2,400 
General expenses 

(including provision 
for 1969 and 1970) 1,113 1~200 - 950 1 ~000 ....,L050 1, 100. 

Total Expenses 10,853 11,_88$_ 13,522 ].5' 715 l8 z600 

Profit before tax 4,187 5,565 6,205 7,225 8,250 9,430 
Provision for tax _2_24 _1, )08 1,680 ~91 2.2239 £.,560 

Net Profit __;b 263 h ~057 4,525 .2~ 6 , 01~ ~6,87Q 
-~··-- -----

197.5 

29,380 
1,L~20 

6L~o 
2~ 150 

350 

__ 150 

34 ,090 
·---

20,100 
2,600 

1,150 

23,_ 850 

10,240 
..1.2.728 

7 )12 
~--

As\sumDtions: Operations as in Table I. BNDE' ~ intetest rate is ?-"{, . Bol'l1 0l,ring 
costs to BlWE exceeding 5% (and up to T!o ) are subsidizec by the Govcl'nmen t; BtTDE 
will borro1J at a cost of 7 1/ 4'%, so that its spread 1ri.ll be 1-3/4~ ( 71o lending 
rate - 7-1/ 4·% interest cost plus 2'?b Governmen t . subsidy) 0 



Annex 6 
Table III p~ 

.. 
?rojectRd St8.tements of Income 1970~-1975 . .?~-~~sis of Pror~sal 

INCOME 

I ncome from loans 
Direct loa-ns 
Rediscountabl e loans 

Commitment charges , 
other fees, commiss ions 

Dividend income 
Income from short--term 

investments 
Other income , 

rental income 

Total ilhcome 

EXPENSES 

Financial expenses · 
Personnel eA~enses 
General expenses 

Total Expenses 

Profit before tax 
Provision for tax 

Net Profit 

Projected Prof_its/ 
Share Capit al 

On present basis 
on proposed basis 
Net effect 

( in thou~ands of DH) 

1969 1970 
(Actual) 

12,768 
1_,108 

210 
601 

14,500 
1,200 

450 
750 

203 400 

150 150 

7,985 
1,755 
1,113 

10,853 ----

-~-· 

17,4c;o 

8,835 
1,850 
1, 2 q_~ 

~.b~t2-

4,18? 5,565 
__ 924_ _ 1,_?0(}_ 

20.3 

16,2?6 
1,700 

550 
900 

20,h30 
1,630 

5.30 
1,150 

350 350 

-~1...:;...5_0 _ _1.59_ 

10,824 
1,950 

950 

1.l~_72L~ 

6,202 
1(679 

22 .6;~ 
22.6% 

13,450 
2,100 
1,00Q 

f6_,55q_ 

26.,2% 
27~4% 
+1.2% 

25,410 
1,560 

580 
1,570 

350 

150 

29 620 -n--

17,596 
2,2)0 
~ 

8,72h 
2,46'(_ 

30 .1% 
31., 8% 
+l. 7% 

30,620 
1)+90 

610 
1,850 

21,996 
2,400 
1 100 

9,574 
2,62sz_ 

34.4% 
34.7% 
+0 .3;~ 

35,190 
l,h20 

350 

150 

39 900 __ 4,; ~::;;:;;: 

26,238 
2,600 
lJ5_Q 

9,912 
2,570 

37 0 6/b 
36 .. 7% 
-0.9% 

Assumntions: Same operations as i n Table I I . Governmen t subsidy is abolished for 
BNDE ~ ne -r.-J borr ovlings, and BlJDE chai'ges 9't on di11 e ct. lo~ms from April 1, 1971e BNDE 
pays 9:1o on loans of DH 125 million from sour ces oth~r than the Bank, and 7 -lih1 on 
new I BRD loans . 
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Calculation of Increase s in BNDE's Gross Income 
as. a Result of a ~nding Rate Beginning A.pril l, l97l 

(in thous ands of DH) 

1971 197~ 1973 1:21lt 1975 

Contracts Signed at 9 -~ 75,000 ll 111,000 104,000 113,000 121,000 

Disbursements ~ 

1971 commitments 16,875 L~3, 125 11,250 
1972 commit ments 33,300 5.5' 500 16,650 
1973 conm1itments 31,200 52,000 15,600 
1974 commitments 33,900 56,500 
197 5 corruni t ments - --- 36 300 

Total disbursements 16,875 ...J..§_,L~9 ?7 ~.zso 10_8 L~oo - ---

Re;eayment.~ 

1971 commitments 7,500 15,000 15,000 
1972 commi tments 11,100 22,200 
1973 commitments ~ - ----
Total repayments 7_, soo 26 ,_1_00 -~~?_160?. 

Outstanding on December 31 16,875 93 , 300 183,750 2~0 2 200 321.000 
~--

Aver age amount out s t anding 
during the ye a~c ~ 6' 315 . _65 ,_922. 138 , __ $_25 221,975 ??._9,600 

Incr ease i n i nter es t 
income (2%) 125 1 <2 30Q 22770 h,4ho 52810 

Income from direct loans 16,276 20 ,L~30 25,410 30,62~ 

1) 75% of commitments pr ojected for 1971. 

?} 30% of commitment s are disbursed in t he s ame year , 50% t he followi ng -year and 
15% i n t he t hird year; 5% rerr1ains lli1dishttrsed . 
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Calculation of Increase in Financial Costs after Aboli·cion 
of Government Subsidy- and BorrovriJ)_g_ at 9% from Sources 

Other t han the Bank 

Assumptions: Bank Loans at 7- l/L,.% 
Oth er BorroHings at 9% 

Loans f rom IBRD : $2.5 million (DH 125 million ) in 1971 
$25 million (DH 125 million ) in 1973 
$30 million (DH 1)0 million) in 1975 

Loans from Other Sources: DH 25 million in 1972 
DH 30 million in 1973 
DH 35 million i n 1974 
DH 35 million in 1975 

Disbursements 

a) IBRD Loans : 5th 
6th 
7th 

Total IBRD 

b ) Other Loans : 1972 
1973 
l97h 
1975 

Total Other Sources 

Total Disbur ements 

Repayments IBRD 
Others 

Outstanding F~1cl Year 

Average During Year 

BNDE will forego 2% subsidies 
equivalent to 
an9, Hill pay 9'/o on borro ·Jings 
f rom Ot~her ScniTces with an ad
d ' tional cost of (l 3/4% ) 

Increase in fi.naHc ial cost 

Total financial co~ts 

1971 

12,900 

12,900 

12 ,900 

12,900 

6,t!.50 

129 

129 

10 , 82L~ 

;I-97g 

43,600 

---
43,600 

7,500 

. 7 ~ SOQ. 

_;)1 ,100 

64,000 

38,450 

769 

66 
-~--

835 

l3,h5o 

l2'J.3 

47, 800 
12,900 

60 ,700 

12_,500 
9,000 

----
~00 

82.200 
~---

6,000 

---
6,000 

140,200 

102,100 

2,042 

-~2~51!-. 

2,296 

17,596 

1974 

20,700 
43,600 

----
64,300 

5,000 
1),000 
10,)00 

30 , )00 

24,800 ----
18,500 

2,500 

21,000 

214_,000 

117,100 

3,542 

_ 754 

L_,296 

21,996 

1975 

4.7, Boo 
15 soo 
~-

63,300 

6Jooo 
17,500 
.!2.: soo 

J4.000 
- ....: 

31,000 
5,500 

36, .500 

274, 800 

2J,Ju4oo 

1.!., 888 

6 ,138 

26,23S 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr . R. S. McNamara DATE: December 30, 1970 

M. P. Benjenk w 
Briefing for Visit of Moroccan Finance Minister 

1 . H. E. Abdelkrim Lazraq, Finance Minister of Morocco, will be 
calling on you January S, 1971, at 4.30 p.m. 

2. Major issues of the moment: 

A. Gharb-Sebou Irrigation Project 

The Government has been slow to implement the land distribution / / 
program that is an essential part of the project . It was reported to 
the Bank last May that land in the project area designated fa~ distri-
bution to the cul ti vators-occup_ying it ... bad in f,iQt been sql d to la;ge 
rivate Moroccan land-ho ders. I communicated our concern about the 

land distribution program ~n my letters to the Prime Minister of May 26 
and August 28 (Please see Annexes I and II). The subject has also been 
raised repeatedly in discussions with the Moroccan Government, with the 
King himself last September, and most recently with the Finance Minister 
at tbe time of the Morocco Consultative Group Meeting, last November . 
At that time the Minister stated that the Government was proceeding 
to complete the inventory of land-holding in the Gharb promised to the 
Bank, as well as preliminary studies and surveys needed prior to re
groupment and redistribution of the land. Concerning the 4,000 ha. in 
the first part of the project area to be developed that have been sold 
without permission by foreign holders to private Moro ccan owners, the 
Minister reiterated the Government 1 s intention to expropriate andre
distribute some 2,800 ha. The Government plans to leave in the hands 
of their purchasers about 1,200 ha. in orange plantations on the premise 
that large far.mers would be in a better position to ·maximise production 
from the plantations than small holders. We have no objection to this 
policy. 

J. Land distribution in the Gharb, including the project area, 
became a domestic political issue early in December when tenants on 
the land protested publicly land preparation by equipment they believed 
belonged to a new private absentee owner. It was reported that they 
themselves had raised money and tried unsuccessfully to buy the land. 
In the ensuing riot, six people were killed by the police. These 
incidents and the Government's failure to implement the land distribution 
program expeditiously became an issue in the Moroccan press. The Minister 
of Interior initially alleged that the land in question belonged to two 
private individuals, both prominent in political and commercial circles. 
Subsequently the two denied ownership of the land, which from our infor
mation still remains obscure. Most recently the Government has announced 
that these lands would in fact be expropriated and either cultivated under 
state-owned farms or distributed. 

.; . 
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4. A second major concern in this project is the early appointm~ 
o director fo re ional agricultural development · The 
post bas been v nee ep an ln erna Moroccan bureaucratic 
pro lems have alledgedly cause e delay. To date the Bank has not 
been informed of the proposed new director. You will recall that after 
considerable debate on the issue at the time of loan negotiations, the 
Bank wrote to the Government asking to be informed in advance of any nmv 
appointee to this office and his qualifications. 

5. You may wish to emphasize to the Ninister the Bank's concern tha{: 

(a) the inventory of land- holding in the Gharb be completed ~ vf 
and that the Government expedite steps to carry out the PI I 
land distribution program; and 

(b) a new and well- qualified director of tbe regional land ~ 
development office be promptly appointed. 

B. Interest Rate of the BNDE Banque Nationale our le 
Developpement Economique • 

6. Mr . Diamond and I are sending you a separate note outlining 
our position on this matter . 

C. Status of Other Projects 

7. We have four projects in the FY 1971 lending program totalling 
$55 million of which $5 .million from IDA . One of these, the loan to CIH, 
was approved last August . The three others are BNDE ($25 million), 
Agricultural Credit ($10 million) and Education ($10 million) . The 
appraisal ·missions for the last two projects have just returned to 
Washington and are likely to recommend larger loans . 

8 . The project pipeline for the following years is quite adequate 
and includes for FY 1972 a second loan to CIH ($15 million), an electric 
power transmission project ($10 to $15 million) and the Rabat- Casablanca 
water supply project ($20 million of which $10 million from IDA) . 

9 . For FY 1973 and subsequent years, new agricultural projects are 
being identified; of particular interest is the potential development 
of the Oum- er- Rbia basin . The cost of developing the resources of this 
·major river system in northwestern Morocco is expected to total $500 
.million. A number of dams and extensive irrigation networks will be 
required and the phasing of development will require careful planning . 
A comprehensive report on the development of the Oum-er- Rbia is just 
being completed by a Swiss consultant, Alpinconsult . The Bank plans to 
meet with the Government in late January, 1971, to discuss the report 
and begin formulation of a development program . The magnitude and nature 
of this scheme makes it sui table for joint financing and Germany has 
expressed interest in participating with the Bank . 

.f . 

I 
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10 . Other projects which have been identified in the field of 
agriculture are the flood control project for the Sebou area ~nd 
a number of small and :medium- size water- use project; in the upper 
valleys of the Sebou, Tessaout and Souss . Continued lending to 
BNDE, CIH and CNCA as well as for additional water supply projects 
is also contemplated. 
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Hia Excellency 
Dr e ~~oul~y Aln ~d Laraki 
p rinttl Mini r-; t.cr 
Rabat, Horocoo 

Dt~ar Nr 'So Pri:-:te Hinister : 

August 28, 1970 

Gharb...Sebou. ~~jeet 

I w.· sh to knoH1edge rt:~~aiut of your letter of JU11.0 13 regarding 
chanr;es in land te:n"ttre in the Gha.rb·Sebou Pl"Oject and should l:Uce · o tha .. uk 
YQl-1 for your respon.~e 1.1..> tho points raised in r:zy- :Letter o.t tfa.y 26 . 

The oomplete inva"'l.tory th.at (ron. :"\~~r.t.1.c:n of he land ·rh .... '==h could 
be distributed :ln tr.se Gl'U:ir shou.ld cc;.s"t li(ht; on ... vhs (J'.rt.'l.C:i.t;.l lt.:. ri. :.u1lli.'"~ 
problem i.'l"l t1 1 ~.~a of t..lto Thmk.,.f."inancad pro:ject.. Sinca :vour letter d0es 
not specify the ca:trJgorien oi' land to ·ha <~ov;Jred by t!:d.B ~~nvont, .. ry ~ I 
thought I should lot : ... cu !tJ."1o,:,y our vi~1-rs :L11 ·trli:> regard. vi. feol at. • ts 
usefuL""l>-sc:;n .:-ov d be fir•-r.•i.o1.1,.s~y ir.pai..red :tf t CO\d2·l'"ed Olll.Y c~llecc.i~;o l~ · d, 
habou.s land and lc:nd is.t t,!.,e publi 1 and prj .. if ate dou~ain of ·~)a S t,.ct::') (:i.ncl ./. <$ 

ing, a:mt.)ng o·~hars tha raooveJ."'ed Hlo'!:s ,...,~ colo!l.isa.t.ionn) . Accoi~1g't.o tJ:•.e 
in£orrc-:1.i:-ion C.\aila~. l.e, t..'h.t.!. tot,al urea cf all these cat<~gories of land :i..n 
the project 1~-ould · o iJ.t.~nffi~ient to a1.1o-.·r ~or - c lan.d rod.ist.ribu.tion ird~ 
t inlly contWl:pla:t.~d l.'·lckn:• th3 projec+. s H1'!.lWJ. a.iT•L::d at. ,~ri1·1gir..~ hll B..;~/U 
£arrao to an avera:/•3- area of about• 5 hn. ~r.ct. of 1"e~~~-·i:~ . nc=;.,. ~ .'\'?.rm~ of B. 
siFuilar aver;;1.go size for part <' ~ t,he nrt·.,..:e:!"otw landless .fo1·u:b'lg "';opt1lali:ton 
now- l i'V1..ng iu the: urea. He tho::"'e.fore .. ea!il it lt:ost ~dv:l.· ~.b e t.l-J.at. ~h.e f': ... ova 
inventory :inclttde; it this l'7ora not a.lr~ ;::d,· ·tlJe case:~ the large lmtdi".salilings 
presentl;y- 0£ t.h:e H;m::;lk" at.s"!!:ory 't;hi&l 1-:rould .1a.~H.: t.o be o;·:pr• :-r · utcd in. ~;.~.rt 
O!. in vh le in c} ... d&r to allv." for (-J. land :redis tri ution. pl" gra.I.I\ sv . .bstfanti· 
ally along tho lin.c:s enYis~~cd a t the til-:1e of the ncg...,tiat: ens !'or the B;:;;1..k 
loan e 

I should like t.o take thts opr....:>rt"~ '!Jd.ty t(.; ln~).lt..ion ~no '-.h .... r .. ~ttor 
related tfo tha Gharb~Sebou Project . He tu:l•l'::rsta!ld t_"r}~t a new Dl:\·e.o·oor o£ 
t..."le Office du Gha.rb ha.s lately beau appointed or will be appointed shortlyet 

• •e/2 
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'lhs BM.k a.ttachas great l .. Ot~anca to ee1rag that av a point,ee to this post 
ha.s th3 hi&h la rel of CO'• Jl · ·oon e a."'td cxperiance nearred in th discharp, ~ o 
t1 z-a ... ilr~ or· ant re.spon.t .:.oili.tics . its you knou, th~ mat tor of possible n.evr 
appol.ntment~s to t...lrl...s post ltaa the subject of oevcrnl discuss5.ons durm~ ~"ld 
aft.er "'~e nogoti~t.icn..c; .fol" the Ban1: loan, fcllcrw:L"lg Thich the Bar~•.s po3:t .... 
tion uaa nt-:..t.ed. in a lett(~:r d.:lt· d roveirlb""r 1, 1969 t.o ilia Excel l ency w:rnoun 
Tahi.ri, f whie t I att~~h a copy,. 11 th .. spirit of cloaa cooparat.ion ~~hio.lJ. 
pr valls in tho relations bo~ieon l·loro(~Oo and t,hG B-1'11\:, \m hav-e ~~ inter
est in beL.!g kspt abreast in good time ot all i.~ortunt cllanges in the ·pro• 
jeots financed by the Dank-such as tho replae·o.oont of the Director of' the 
Office du Ghro';b•_.<;.JO as ~o [;l ;re no an oppor·~v.nity ·to conv y l'l'hatcve .. vi~.rs 
~·ra rCL1.Y !:l •. !J..va in .ht~ regard, f.L"lri t(a look for-tro.rd to recei viltg shor-tly tha 
r elevant i..n.fo:rrn:;tion rogard.i.r~ t ... e ll.l!-)\i Director~ 

I oh-ould. lil::G to add tha·i; ~L. ar·e pla.ntli..llg to send o. r i s ion to 
ilorocco ~y t11e o:n1 of S~ptc·~,(~ar to 1~ev-1tr:t.r p.1"'ogro.:!s of ·tb.e Ghru::> .. S~Jbou and 
SitU. Slir11-:me pro,·sc·t..1 s ; -11 as of :;he prepa-ration .i"cr th9 s~udy of flood 
cont.·rol i.~. th .... Gharb. I t:ould apprecia.!oo your iP..f~r·::.atng us by cable t-ihu !Q 
t1 1.. t,hir::; tila::L'1f; is eon .. ·~ tient. 

Yours s:ir .. cer -lY, 

d. E' c Be!::tljenk 
.Direct..')r 

Europet, Niddle E~ct e..nd Uorth A.f'rica 
DEt:~nu .. tnen t 

cleared "i'Tith and cc: Messrs. Bartsch 
Rocha 

CC: Hr. Tazj_ 

Mr. Lemoigne 

I~ll'Bart : lp 
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_!ranslation 

His Excel] ency 
~ . 1·!oulny Ahmad Larald 
Pritr:e Hiniste1• 
R'lbnt, Noroeco 

Daa~ Hr . Prtree J !inister , 

Rharb-Sebou Project 

! i 

H. vf( 1 j e b ) L·. 

May 26, 1970 

He 1<3arned fro111 various, but <;orroborati ve , reoorts 
recei v2d by rw~-:1bers of the recent :iJank JliiGS~lons to J:orocco 
thnt important c!wn?;es are belng introduced in the plan for 
re-distr:ibution o.f tilv~ 1and incJ. uded in the Sebou-r barb project. 
ln tho course of the ~r1eetinr~ 1<:hich you held on April 29 'tvi tb 
the r~emb~n·s of the }:: _ 1'12< r:-. iss1.onv wr·Jo Hero then in E0rocco, 
J·,1.r . D.1rt had inforr.~ed you of' the Bank 's desire to be fu1.ly 
inforr~ed of the n~turo of those cha nr!e ~ in view of' th~Sil" pos:.:1ible 
tnnli cations \··r1 th re;:r,ard to ·the T>ro -1ect . 

The Bank's interest in the status of tho 1Hnd tenure · 
si t.uat:ion in the Hha:cb nrea dc·n·i V-os from the fact tllat, f!ccording 
to the Lof.1n ~grecmont si~ed by Horocco n !d the P.anl: , the nroject 
f:tnanccd by the Bank incJ udes G)..1)l icit1 y 11J and consol:i dation, 
re-0r~~ardz ation and re-dl.stributioL throughout tho -::'rojeet Area, · 
tn accorde?nce -: .l th the /lgr:i.cu1turn1 Inves~r.:ent CodeH (paragraph 2 
of ScbGdule 3 of the T oan A:.;reeffiont) . The various 1egi:.>lati ve 
f1oc·:·r ent s con:d:,i t~1ti 11~: tbe !l[:p.~i c.:u :. tu::>.:1 "!. Ir..vc stmGnt Code spcGify, 
<?.8 yon knou, the stens exDected to bG takfJn o 1 co11ccti ve 1and, 
habouo (re1igioun trusts ) and molk ( freGhoJ d o1..rr1 rsbip) in order 
to t.1J m-r through the :i ntermed1.t.lry of th~ comrron fund for agrar:i.an 
r0form the c:;."'eation of the maximum nulTiber of viablo farms l-rithin 
the irrigated aroas . 

The clJanGos ~ n land teni.n'e -y:f1ieh recently took p1ace in 
the a:c>e3 referred to could result in tho z·cplacemont of tbe com
prehan:>ive n:roe:r~am nl~umed for the Rharb, on uhich tba project 
conceptj on had been based, by a much more limited plun of 1and 
dit-;tr lbut:toih Under the na-v;r p1an, ·distr:tbution to each rur-al 
fami1y 11 ving in tho area of a f8rtn aver~'li 116 5 ha., previously 
cr:n~sidered as the mi1'1irmm viab1a size , !ould not be possib1e . 

<It 

Ttis chnnge could obvlously have far l'eachin;j consequences for 
t~1e toe Jnical and econmnic a spectre of -c.}; _• i·roject financed by the 
Bant.:, as t"'TSll as for th3 land tenure stru(.:tures in the pro~c;ct arua • 
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As wa do not know the reasons wblch h va caused tha int1~duotion 
of apparently substantial modific3tions to ·the program initially 
agreed upcn, I l'rouJd be obliged if you \tould ki ~illy infor the Bank 
on thia sub;ject as we11 as on the precise plans for land redistribution 
l'fhich the Go vermont intends now to npply . I '\vould also appreciate 
baing informed of the timetable of the Governnent regarding the , 
promulgation o:t the still pendi.ng legislot:J.on l"equired for the 
enforcement of the Agr-icultural Investment Code. 

I am sure that you l'dll agree that changes affacttng the 
project agre-ed upon ancllTlore part5~cu1ar1y its insti tutioP..al and 
technical as"!')ects, as l·reJ 1 as its justificafun, shoul.d be tbe 
subject. of joint . c iscussions before they are introducnd. I ··.rould 
1ike to lTention in tbis r egard t hat d.ue to lack of -su i'ficient 
inforrnntion regarding land distribution in three rural con:munes 
of the project ; -;Ira havo not been able to ag:t'ee to the tender 
docUl·rents for sorr.e of the 1and conso1 idation '!tJhich ou~bt to be 
financed by ·t,he Bank . 

Yours sirrere:!.y, 

Jlf • P • Be nj e nl<: 
Director 

Euro·;)o, l:iddle E:1s t and Eor.th Africa 
r...epartmGnt 

c c • : ?~r • ~ • Ta z i 

cleHre . \ri. th and cc,: i ,x•. J:l Fisha't,-zy 
Mr . J. Holone 

HPBart/gPBanjenk:cmc 

.. 
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