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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT ASSOCIATI ON I CONFIDENTIAL I 

LOAN COMMITTEE 

March 23, 1970 

~10RANDUM TO THE LOAN COMMITTEE 

DECLASSIFIED 

SEP 0 9 201~ 

WBG ARCHIVES 

China - China Development Corporation 

Attached for information is a memorandum from the Director 

of the East Asia and Pacific Department to the Deputy Chairman 

of the Committee, dated March 23, 1970, transmitting for ap-

proval the draft Report and Recommendation of the President 

on a proposed loan to the China Development Corporation. 

Committee: 

David Pearce 
Secretary 
Loan Committee 

- DISTRIBUTION-

Copies for Information: 

Mr. J. Burke Knapp, Chairman President 
Mr. S. R. Cope, Deputy Chairman 
Mr. S. Aldewereld, Vice President 
Directors, Area Departments 
Director, Projects Department 
General Counsel 
Director, Economics Department 
Director, Development Services Department 
Treasurer 

The Economic Adviser to the President 
Sir Denis Rickett , Vice President 
Mr. M. Shoaib, Vice President 
Directors, other Departments 
Special Adviser to the President 
Execut fve Vice President (IFC) 
Vice President (IFC) 



OFFICE MEMORANDUM 

TO: Mr. s. R. Cope DATE: March 23, 1970 

FROM: Raymond J. Goodman 

SUBJECT: CHINA. - Proposed Loan to CDC 

1. I attach for your approval a copy ~f the draft Report and Recommen-
dation of the President on a proposed $18.0 million loan to the China De­
velopment Corporation (CDC), together with copies of the draft Loan Agree­
ment and the draft Guarantee Agreement. The Cabinet has cleared these 
documents and I intend to distribute them to the Executive Directors for 
consideration at the Meeting on April 7, 1970. 

2. On February 16, 1970 an Appraisal Report (DB-63) was distributed 
to the Loan Committee. There have been no changes of any importance since 
it was considered by the Loan Committee. Accordingly, the grey cover Ap­
praisal Report is not attached. 

3. In addition to the draft Loan and Credit Agreements the following 
draft supPlementar.y letters are also attached for your information: 

(a) Representations 
(b) Local Currency Resources and Accounting Procedures 
{c) Eligibility of Withdrawal Applications 
(d) Minimum Interest Rates which CDC will be allowed to charge 
{e) The Government's acceptance of the foreign exchange risk 

where it is not assumed by a sub-b~rower 
(f) External. Debt 

As these letters raise no substantial new issues they will not be sent to 
the Executive Directors. 

4. An economic report entitled 11Current Econemic Position and Pros-
pects of the Republic of China" (AS-142a, dated September 11, 1968 in two 
volumes) was distrib~ted to the Executive Directors ~n September 17, 1968. 
An economic mission is now in Taiwan o review its current economic position 
and prospect.s; its report should be ready for distribution to the Executive 
Directors by June .l970. The economic section of the attached President's 
Report, which has been cleared by the Chief Economist, summarizes recent 
e·conomic developments. 

5. I would appreciate y~ur giving any comments to Mr. Kraske (Ext.2780) 
as soon as possible. 

Attachments: 

cc: Mr. McNamara 
Loan Committee (no attachments) 
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

I CONFIDENTIAL I INTERNATIONAL DEVELOPMENT ASSOCIATION 

LOAN COMMITTEE 

March 20, 1970 

DECLASSIFIED 

MEMORANDUM TO THE LOAN COMMITTEE SEP 0 9 2014 

WBG ARCHIVES 

Senegal - Highway Project 

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

attached memorandum of March 20, 1970 from the Western Africa Depart-

ment, entitled "Senegal- Proposed Highway Project" (LC/0/70-35). 

2. Comments, if any, should be sent to reach Mr. Meda (ext. 4737) 

by 1:00 p.m. on Wednesday, March 25. 

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

Government that the Asaociation is prepared to begin negotiations 

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

the attached memorandum. 

Committee: 

David Pearce 
Secretary 
Loan Committee 

- Dl STRI BUTION -

Copies for Information: 

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

Mr. S. Aldewereld, Vice President 
Directors, Area Departments 
Director, Projects Department 
General Counsel 
Director, Economics Department 
Director, Development Services Department 
Treasurer 

The Economic Adviser to the President 
Sir Denis Rickett, ~ice President 
Mr. M. Shoaib, Vice President 
Directors, other Departments 
Special Adviser to the President 
Executive Vice President (IFC) 
Vice President (IFC) 



Population: 3.6 m SENEGAL - Five-Year Lendins ProEam 
y 

Per Cap. Inc: $210 

( $ millions) 
Total Total Total 

Fiscal Year 1964 1969 1971 
1969 1970 1971 1972 1973 . 1974 1975 -68 ... 7J -75 

Agricultural Credit I 
IBRD 3.5 

11 n IDA 6.0 
Agricultural Credit II 

IDA 5.0 
Rice Development I IDA 4.5 
Land Settlement-Terres 
Neuves IDA 2.5 
Land Settlement-Terres 
Neuves II IDA s.o 
Livestock IDA 1.5 
Fisheries IDA 2.0 
Rice Development II 

(Delta)IDA 4.0 
Rice & Tomatoes Bas 

Saloum IDA 3.0 

Education I IDA 5.0 
Education II IDA s.o 
Feeder Roads Il}.A 2.1 
Railways II IBRD 5.0 
Highways Maintenance 

IDA 6.0 
Airport IBRD 4.0 
Casamance River 
Navigation IDA 2.0 
Communications IDA 1.5 

Dakar Drainage & 
Sewerage IDA .).0 
Power IBRD 6.0 

Indus trial Estate IBRD 2.5 

IBRD 3.5 6.0 5.0 4.0 2.5 4.0 18.5 18.0 
IDA 6.0 2.1 13.5 10.0 10.0 10.0 5.0 9.0 43.6 50.0 
Total 9.5 2.1 19.5 15.o 14.o 12.5 s.o 13.0 62.1 68.0 - - - - - -

No. 1 1 5 4 4 4 1 2 15 18 

Western Africa 
¥arch 2, 1970 

y Extended lending program as proposed by Area Department. 



"'- c \ 0 \ 'I 0 , ) <)" 

lOAN COlYll-ITTTEE f'1A1Z( J~ \C,{Q 

Memorandum from the Western Africa Department 

SENEGAL: Proposed Highway Project 

I. BACKGROUND 

1. The basis for this project was laid by a mission from PMLJ"A which 
visited Senegal in 1965 and identified a need for a better feeder road 
network in groundnut producing areas. Subsequently, the Government 
commissioned a Senegalese consulting firm, ORGATEC, to carry out feasi­
bility studies for a number of feeder road projects. Additional work on 
economic questions requested by two subsequent Bank missions was completed 
by ORGATEC in early 1969. 

2. The proposed credit of US $2 .1 million would be the third Bank Group 
operation in the transport sector in Senegal since independence: the first 
(Credit 96-SE, 1966) was for US $9.0 million equivalent to finance the cur­
rent rehabilitation and rrndernization program of the national railway and 
the second (Loan 493-SE, 1967) was for US $4.0 million equivalent to finance 
quay wall reconstruction, quay extensions and dredging in the Port of Dakaro 

Two other operations have been financed to date. An agricultural 
credit project (IBRD loan of US $3.5 million (548-SE) and IDA credit of 
US $6.0 million (140-SE) combined) to promote productivity in groundnut 
and millet cultivation was financed in February 1969. In 1966, IFC in­
vested US $3.5 million in SIES (Societe Industrielle des Engrais du 
Senegal). 

II. THE ECONOMY 

3. A report on "Current Economic Position and Prospects of Senegal" 
(AF-73a) dated February 29, 1968 was circulated to the Executive Directors 
on March 18, 1968. 

4·. Growth prospects in Senegal are limited and depend mainly on the 
success of agricultural policy, which focuses on increasing productivity 
for groundnuts and on accelerating diversification through the develop-
ment of cotton, rice, vegetables and livestock. These efforts, however, 
are unlikely to yield quick results and economic growth over the coming 
2-3 years is expected to be sluggish. Three successive drought years and 
declining groundnut prices have considerably worsened the country's economic 
situation. The financial position of the Government haa .. deterio·rated because 
of stagnating revenues and continuously rising current expenditures. If the 
present trend continues, the Government of Senegal will have great difficulty 
in meeting its financial obligations including the provision of adequate 
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COUL"1terpart funds for foreign financing of projects. The findings of an 
economic mission which visited Senegal in October/November 1969 will be 
used to reach an agreement with the Government on this question. vJith 
respect to the project under review, assurances to this effect will have 
to be obtained during negotiations. 

5. Given the present outlook for slow economic growth, a net capital 
inflow will be required on a substantial scale for some years mainly to 
finance agricultural and related projects which should constitute the 
basis for renewed economic growth. The attached Five-Year Lending Program 
for Senegal reflects this need. If a substantial part of this financing 
were on conventional terms, there would be a heavy debt service burden by 
the mid-1970's. It is, therefore, desirable that Senegal continue to 
receive the major part of its external capital on concessionary terms and, 
in fact, this is confirmed by the tentative conclusions of the economi 
mission. 

III. THE PROJECT 

6. An appraisal report on the project (PTR-32) is attached. It concludes 
that the US $2.5 million project is economically justified and technically 
sound and that it constitutes a suitable basis for a US $2.1 million IDA 
credit, provided assurances are obtained from the Government on the matters 
listed in paragraph 6.01~- 6.03. 

7. The project consists of: 

(a) The construction of about 78 km of selected feeder roads serving 
groundnut-producing areas and the supervision of the construction 
by the Public Works Directorate (FWD); 

(b) The purchase of road maintenance equipment and vehicles; and 

(c) The services of consultants for a road improvement and mainte­
nance study, with special emphasis on feeder roads. 

8. The projects aims, in the first place, at improving the feeder road 
network in an area ·producing 40 percent of the groundnut crop and where 
ro.ads have been relatively neglected during the past ten years. In addi­
tion, the project will lay the basis for a much broader four-year improve­
ment and maintenance program, and provide urgently required maintenance 
equipment. 

9. It would finance the foreign cost of the program estimated to be 
about 84 percent of the total and corresponding to approximately US $2.1 
million equivalent. 
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10. A major issue has been whether the financing of the project should 
be linked with improved performance and compliance with the undertakings 
under a railway credit made in 1966. This problem was discussed during 
a Special Loan Committee meeting held on September 24, 1969 and also with 
the Senegalese delegation to the Annual I~eting. The Senegalese Government, 
in its reply dated November 27, indicated full agreement on all the points 
raised with one exception regarding the size of the capital budget for 
1969/70 of the Regie on which the situation is still not clear. In order 
to break the existing deadlock on this issue, it is proposed that the 
Government be invited to send representatives authorized to discuss the 
matter during negotiations on the highway project. These discussions would 
have to satisfy the Bank with regard to the size of the Regie's capital 
budget for the fiscal year 1970-71, thereby providing adequate guaranties 
for a proper execution of the railway project. It is further proposed that 
a firm undertaking by the Government and the Regie on the agreement to be 
reached will be a prerequisite for submission to the Executive Directors . of 
the highway project. 

11. A minor issue concerns the construction standards for the 78 kilometers 
of selected feeder roads. Agreement on this issue should be reached during 
negotiations • 

IV. RECOMMENDATION 

12. I recommend that the Association invite the Government of Senegal 
to negotiate a credit of US $2.1 million for the proposed highway project. 
Negotiations would be in accord with conditions presented in paragraph 6.01 
and 6.02 of the appraisal report. 

Attachments 

Roger Chaufournier 
Director 
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT ASSOCIATION I CONFIDENTIAL I 

LOAN COMMITTEE 

March 20, 1970 

HEMORANDUM TO THE LOAN COMMITTEE 
DECLASSIFIED 

SEP 0 9 2014 

WBG ARCHIVES 
Senegal - Highway Project 

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

attached memorandum of March 20, 1970 from the Western Africa Depart-

ment, entitled "Senegal ... Proposed l!ighway Project" (LC/0/70-35). 

2. Comments, if any, should be sent to reach Mr. Meda (ext. 4737) 

by 1:00 p.m. on Wednesday, Mareh 25. 

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

Government that the Asaociation is prepared to begin negotiations 

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

the attached memorandum. 

Committee: 

David Pearce 
Secretary 
Loan Committee 

-DISTRIBUTION-

Copies for I nfonnati on: 

Mr. J. Burke Knapp, Ch ai nnan President 
· Mr. S. R. Cope, Deputy Chairman 

Mr. S. Aldewereld, Vice President 
Directors, Area Departments 
Director, Projects Department 
General Counsel 
Director, Economics Department 
Director, Development Services Department 
Treasurer 

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



Population: 3.6 m SE1mGAL - Five-Year Lendin~ Pro~am 
y 

Pel" Cap. Inc : $210 

( $ millions) 
Total Total Total 

Fiscal Year 1964 1969 1971 
1969 1970 1971 1972 1973 1974 1975 -68 .-73 -75 

Agricultural Credit I 
IBRD 3.5 

tl 11 IDA 6.0 
Agricultural Credit II 

IDA 5.0 
Rice Development I IDA 4.5 
Land Settlement-Terres 
Neuves IDA 2.5 
Land Settlement-Terres 
Neuves II IDA 5.0 
Livestock IDA 1.5 
Fisheries IDA 2.0 
Rice Development II 

(De1ta)IDA 4.0 
Rice & Tomatoes Bas 

Saloum IDA 3.0 

Education I IDA s.o 
Education II IDA s.o 

Feeder Roads !l}A 2.1 
I 

5.0 Railways II IBRD 
Highways Maintenance 

IDA 6.0 
Airport IBRD 4.0 
Casamance River 
Navigation IDA 2.0 
Communications IDA 1.5 

Dakar Drainage & 
Sewera.g9 IDA .).0 
Power IBRD 6.0 

Industrial Estate IBRD 2(t5 

IBRD 3.5 6.0 5.0 4.0 2~5 4.0 18.5 18.0 
IDA 6.0 2.1 13.5 10.0 10.0 10.0 5.0 9.0 43.6 50.0 
Total 9.5 2.1 19.5 15.o 14.o 12.5 s.o 13.0 62.1 2!1:.2 - - - - - -

No. 1 1 5 4 4 4 1 2 1.5 18 

1ifes tern Africa 
¥arch 2, 1970 

y Extended lending program as proposed by Area Department. 
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Memorandum from the Western Africa Department 

SENEGAL: Proposed Highway Project 

I • BACKGRO ill'ID 

1. The basis for this project was laid by a mission from P~JA which 
visited Senegal in 1965 and identified a need for a better feeder road 
network in groundnut producing areas. Subsequently, the Government 
commissioned a Senegalese consulting firm, ORGATEC, to carry out feasi­
bility studies for a number of feeder road projects. Additional work on 
economic questions requested by two subsequent Bank missions was completed 
by ORGATEC in early 1969. 

2. The proposed credit of US $2.1 million would be the third Bank Group 
operation in the transport sector in Senegal since independence: the first 
(Credit 96-SE, 1966) was for US $9.0 million equivalent to finance the cur­
rent rehabilitation and modernization program of the national railway and 
the second (Loan 493-SE, 1967) was for US $4.0 million equivalent to finance 
quay wall reconstruction, quay extensions and dredging in the Port of Dakaro 

Two other operations have been financed to date. An agricultural 
credit project (IBRD loan of US $3.5 million (548-SE) and IDA credit of 
US $6.0 million (140-SE) combined) to promote productivity in groundnut 
and millet cultivation was financed in February 1969. In 1966, IFC in­
vested US $3.5 million in SIES (Societe Industrielle des Engrais du 
Senegal). 

II. THE ECONOMY 

3. A report on "Current Economic Position and Prospects of Senegal" 
(AF-73a) dated February 29, 1968 was circulated to the Executive Directors 
on March 18, 1968. 

4·. Growth prospects in Senegal are limited and depend mainly on the 
success of agricultural policy, which focuses on increasing productivity 
for groundnuts and on accelerating diversification through the develop-
ment of cotton, rice, vegetables and livestock. These efforts, however, 
are unlikely to yield quick results and economic growth over the coming 
2-3 years is expected to be sluggish. Three successive drought years and 
declining groundnut prices have considerably worsened the country's economic 
situation. The financial position of the Government has ·· deterio·rated because 
of stagnating revenues and continuously rising current expenditures. If the 
present trend continues, the Government of Senegal will have great difficult.y 
in meeting its financial obligations including the provision of adequate 
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counterpart funds for foreign financing of projects. The findings of an 
economic mission which visited Senegal in October/November 1969 will be 
used to reach an agreement with the Government on this question. vJith 
respect to the project under review, assurances to this effect will have 
to be obtained during negotiations. 

5. Given the present outlook for slow economic growth, a net capital 
inflow will be required on a substantial scale for some yea:rs mainly to 
finance agricultural and related projects which should constitute the 
basis for renewed economic growth. The attached Five-Year Lending Program 
for Senegal reflects this need. If a substantial part of this financing 
were on conventional terms, there would be a heavy debt service burden by 
the mid-1970's. It is, therefore, desirable that Senegal continue to 
receive the major part of its external capital on concessionary terms and, 
in fact, this is confirmed by the tentative conclusions of the economi 
mission. 

Ill. THE PROJECT 

6. An appraisal report on the project (PTR-32) is attached. It concludes 
that the US $2.5 million project is economically justified and technically 
sound and that it constitutes a suitable basis for a US $2.1 million IDA 
credit, provided assurances are obtained from the Government on the matters 
listed in paragraph 6.01 .... 6.o,;. 

7. The project consists of: 

(a) The construction of about 78 km of selected feeder roads serving 
groundnut-producing areas and the supervision of the construction 
by the Public Works Directorate (PtiD); 

(b) The purchase of road maintenance equipment and vehicles; and 

(c) The services of consultants for a road improvement and mainte­
nance study, with special emphasis on feeder roads. 

a. The projects aims, in the first place, at improving the feeder road 
network in an area ·producing 40 percent of the groundnut crop and where 
roads have been relatively neglected during the past ten years. In addi­
tion, the project will lay the basis for a much broader four-year improve­
ment and maintenance program, and provide urgently required maintenance 
equipment. 

9. It would finance the foreign cost of the program estimated to be 
about 84 percent of the total and corresponding to approximately US $2.1 
million equivalent. 
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10. A major issue has been whether the financing of the project should 
be linked with improved performance and compliance with the undertakings 
under a railway credit made in 1966. This problem was discussed during 
a Special Loan Committee meeting held on September 24, 1969 and also with 
the Senegalese delegation to the Annual Meeting. The Senegalese Government, 
in its reply dated November 27, indicated full agreement on all the points 
raised with one exception regarding the size of the capital budget for 
1969/70 of the Regie on which the situation is still not clear. In order 
to break the existing deadlock on this issue, it is proposed that the 
Government be invited to send representatives authorized to discuss the 
matter during negotiations on the highway project. These discussions would 
have to. satisfy the Bank with regard to the size of the Regie 1 s capital 
budget for the fiscal year 1970-71, thereby providing adequate guaranties 
for a proper execution of the railway project. It is further proposed that 
a firm undertald.ng by the Government and the Regie on the agreement to be 
reached will be a prerequisite for submission to the Executive Directors of 
the ~ghway project. 

11. A minor issue concerns the construction standards for the 78 kilometers 
of selected feeder roads. Agreement on this issue should be reached during 
negotiations. 

IV. RECOMMENDATION 

12. I recommend that the Association invite the Government of Senegal 
to negotiate a credit of US $2.1 million for the proposed highway project. 
Negotiations would be in accord with conditions presented in paragraph 6.01 
and 6.02 of the appraisal report. 

A ttachrnents 

Roger Chaufournier 
Director 
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DECLASSIFIED 
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March 20, 1970 

J~1EMORANDUM TO THE LOAN COMMITTEE 

Ecuador - Third Livestock Development Project 

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

attached memorandum of March 20, 1970 from the South America Depart-

ment, entitled " Ecuador - Proposed IDA Credit to the Republic of 

Ecuador for a Third Livestock Development Project" (LC/0/70-37). 

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

4774) by 5:00 p.m. on Wednesday, March 25. 

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

Government that the Association is prepared to begin negotiations 

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

the attached memorandum. 

Committee: 

David Pearce 
Secretary 
Loan Committee 
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Mr. J. Bu rk e Kn ap p, Ch a i rm an President 
Mr. S. R. Cope, Deputy Chairman 
Mr. S. Aldewereld, Vice President 
Directors, Area Departments 
Director, Projects Department 
General Counsel 
Director, Economics Department 
Di rector, Development Services Department 
Treasurer 

The Economic Adviser to the President 
Sir Denis Rickett, Vice President 
Mr. M. Shoaib, Vice President 
Directors, other Departments 
Special Adviser to the President 
Executive Vice President (IFC) 
Vice President {IFC) 
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March 2{)· , 1970 

LOAN COI'-111ITTEE 

Memorandum from the South America Department 

ECUADOR: Proposed IDA Credit to the Republic of Ecuador 
for a Third Livestock Development Project 

1. Attached is appraisal report PA-35 recommending an IDA credit 
of US$10.5 million to the Republic of Ecuador to assist in financing a 
third livestock development project. This project would expand the 
livestock program initiated with two projects financed by Loan 501-EC and 
Credit 173-EC, respectively. 

2. The proposed credit would be the last of three operations for 
Ecuador scheduled for Bank/IDA consideration in FY 1970 (see attached 
Five-Year Lending Program). The next operation included in the program 
is a proposed loan of $5 million and credit of $5 million for expansion 
of the Port of Guayaquil which is expected to be ready for consideration 
by the Loan Committee in the second half of FY 1971. 

The Economic Situation 

3. The lending program for Ecuador is based on the assumption of 
relatively low public sector savings but reasonable fiscal balance and is 
concentrated on projects not dependent on government budgetary funds. As 
indicated in Mr. Wiese's memorandum of November 17, 1969 (LC/0/69-101), 
the program recognizes that part of the country's capital inflow should be 
on concessionary terms in response to economic policies appropriate to its 
requirements and capabilities. 

4. Government fiscal management was not sufficiently rigorous in 
1968 and the first· half of 1969. Large budget deficits, financed largely 
by borrowing from the Central Bank, led to heavy losses of international 
reserves. In my memorandum to }~. Cope of July 24, 1969, I indicated that 
the Government's policies would be watched closely to determine whether 
the economic situation and the Government's performance would be sufficient­
ly satisfactory to warrant loan and credit consideration by the Bank/IDA. 

5. As reported in Hr. ·wiese 1 s November 17 memorandum, monetary and 
fiscal management improved substantially in the second half of 1969. In 
addition, the Government received an $11 million payment from foreign oil 
companies upon signing of a contract to develop Ecuador's oil resources. 
Banana exports, which benefitted from hurricane damage to Central American 
crops, made a good recovery towards the end of 1969. The policy of domestic 
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credit restraint, coupled with an increase in advance deposit requirements, 
contributed to a decline in imports which had been rising rapidly for many 
months with the upsurge of government spending and bank credit expansion. 
As a result, net international reserves rose from a low of $19 million in 
mid-1969 to $51 million at year-end. 

6. On the basis of this improved performance and the Government's 
plans to hold the line on budgetar.y expenditures in 1970, despite Congres­
sional pressures for sharp increases, .Hr. lrliese recommended in his memo­
randum of November 17 that work on projects included in the five-year 
lending program continue. He also noted that a Bank economic mission was 
then in Ecuador and that we would be reporting to the Loan Committee on the 
status of the economy and the Government's policies before any proposed opera­
tions were presented to the Executive Directors. 

1. In brief, the mission found that, while there are many favorable 
forces which should have an effect over the medium and longer terms, short­
term stability is again threatened by fiscal imbalances. The 1970 budget 
approved by Congress contains a substantial deficit. Unless the imbalance 
is corrected, banldng system credit expansion implied by the necessity to 
finance the fiscal deficit would lead to a situation similar to that in the 
first half of 1969, only more acute. In light of the findings of the eco­
nomic mission, and after consultation with the IMF, we informed the Govern­
ment on January 16, 1970, that negotiations on the proposed loan for develop­
ment finance companies would be deferred pending clarification of the fiscal 
situation. 

8. We decided that, in the case of Ecuador, a program needed to be 
implemented which would not force a reduction of bank credit to the private 
sector. Both the proposed loan for development finance companies and the 
proposed tlurd livestock credit would provide medium-term credit to industry 
and agriculture, respectively, and thereby assist in expanding the financial 
resources available to the private sector. Ue informed the Government that 
we were reluctant to extend such support if, at the same time, the fiscal 
and credit policies of the Government and the financial authorities would 
result in a contraction of bank credit to the private sector. We view our 
l~nding for these projects as a support for domestic efforts to expand 
financing to the private sector; we do not wish our lending to be a substi­
tute for such domestic effort. 

9. We took into account the fact that working capital is required from 
the commercial banks to complement the medium-term credit provided under the 
Bank and IDA projects. In addition, financing from the Central Bank has 
played a critical role in the expansion of the activities of one of the major 
credit intermediaries under the livestock program--the National Development 
Bank (NDB). Almost two thirds of the recent very large expansion in NDB 1s 
credits hns been financed by drawing upon the Central Bank. In such circum­
stances, it is difficult to insulate, even if we wanted to, the execution of 
the project from ·the general monetar.y and credit situation. 
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10. During the week of February 23-27, a Government delegation headed 
by the Minister of Finance attended a speci&l CIAP meeting in Washington to 
outline the Government's proposed measures to deal with the fiscal problem. 
During these meetings the Government representatives informed us that they 
had taken measures to reduce the expansion of budgetary expenditures for 
1970. The Government is also considering new revenue-producing measures 
to limit financing requirements to manageable levels • However, the Govern­
ment can not adopt the required revenue measures until after Congress takes 
the necessary action (the current session of Congress began on March 6). 

11. On the basis of the measures already being taken to reduce the 
budget expenditure increases for 1970 and the commitment to adopt necessary 
revenue measures, we consul ted with the Chairman of the Loan Committee, and 
he agreed that we invite negotiations for the proposed loan for the develop­
ment finance companies. Accordingly, we informed the Government that we 
would invite negotiations but that the proposed loan would be presented to 
the Executive Directors only after revenue measures, designed to yield 750 
million sucres, had been adopted. I recommend that we follow the same 
procedure in the case of the proposed IDA credit for the thi~ livestock 
development project. 

The Project 

12. 1ihile the two previous projects supported beef livestock develop-
ment in the Coast, the proposed project would include, in addition, a 
component for dairy livestock development in the Sierra. Approximately 
300 beef ranchers in the Coast and about 200 dairy farmers in the Sierra 
are expected to participate. Financing would be provided for agricultural 
machinery and equipment, pasture improvements, fencing, water facilities, 
buildings, and livestock. The investment period for an individual beef 
ranch or dairy farm would be about 3 years. 

13. In addition to financing ~cneh/farm development, funds would 
be provided for (a) pasture and beet cattle research and a beef ranch 
management training center within the National Agriculture Research Insti­
tute (INIAP), (b) a seed production and certification service in the 
Ministry of Agriculture and Livestock, (c) technical assistance to help 
mo~ernize the lending operations of the liDB and (d) technical services for 
project implementation. 

14. ~io project commissions, one for beef cattle in the Coast and 
one for dairy cattle in the Sierra, would oversee project execution on the 
policy level. These commissions would be composed of representatives from 
the Ministry of Agriculture and Livestock, Ministry of Finance, National 
Planning Board, Central Bank, INIAP, participating banks, and the respective 
livestock producers' associations. Responsibility for operation of the 
project would continue to rest with a project director acceptable to IDA, 
but he would now be supported by two regional directors. Assistance to 
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ranchers/farmers in the formulation and execution of development plans 
would be provided by technicians employed by participating banks and 
seconded to the project director. 

15. International competitive bidding procedures would not be appro-
priate under the proposed project because of the small size and varied 
timing of individual orders . Vehicles for technical services would be 
purchased on the basis of local competitive bidding, while materials for 
ranch/farm investments would be purchased through normal commercial channels. 

16. The total cost of the project is estimated to be $19.0 million, 
of which $16.5 million would be for ranch/farm development; $1.1 million 
for the INIAP, Ministry of Agriculture and Livestock, and NDB programs; 
and $1.4 million for other technical services. The appraisal report recom­
mends that IDA provide $10.5 million (55 percent of total project cost); 
participating banks, $4.1 million (22 percent); ranchers and farmers, $4.0 
million (21 percent); and the Central Bank, $0.4 million (2 percent). The 
foreign exchange component would be approximately $5.3 million, or about 
28 percent of total project cost and 50 percent of the prop~sed credit. 

17. The local cost financing is necessary to assure the success of 
the project. We consider that 20 percent of on-ranch development cost is 
about the maximum that beef ranchers could provide, taking into considera­
tion their contribution of substantial working capital in the form of herd 
build-up. (No local cost financing would be involved in the dairy livestock 
component.) ~~enty percent is also believed to be the maximum which the 
participating banks could provide, since they woUld, in addition, supply 
significant amounts of short-term financing. IDA therefore would contribute 
6o percent of on-ranch development costs for beef cattle, the balance of the 
funds required. As explained in the recent President's Report on the In­
terim Second Livestock Development Credit (P-734, paragraph 18), local cost 
financing is justified in view of the importance of this project to 
Ecuador's economic development in general and to the development of its 
agricultural sector in particular. It would have a nation-wide impact, 
with the beef cattle component in the Coast and the dairy cattle component 
in the Sierra; it would assist the country's effort to expand production 
of food products to meet rapidly-rising domestic demand; and it would help 
i~ the diversification of marginal banana-producing areas of the Coast. 

18. The economic rate of return for the proposed project has been 
estimated at 24 percent. For a typical beef rancher, the financial rate 
of return would be about 21 percent and for a dairy farmer about 45 percent. 
(Dair.y farmers, as a group, would be required to provide 35 percent of 
investment cost, in comparison with 20 percent for beef ranchers.) 

19. Acting as fiscal agent for the Government, the Central Bank would 
on-lend funds to participating banks which would in turn extend loans to 
beef ranchers and dairy farmers. Loans for beef ranch development would 
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be 8-12 years including 3-5 years of grace while those for dairy develop­
ment would be 7-9 years including 2-3 years of grace. An interest spread 
of 4 percent, sufficient to cover the increased cost of livestock tech­
nicians as well as normal operating costs, would accrue to the partici­
pating banks. The Central Bank would receive a 1 percent margin to cover 
project administration costs. Repayments of IDA funds to the Government 
would be based on repayments by· the ranchers/farmers to the participating 
banks. The Government then would have unrestricted use of these funds 
until they were repaid to IDA. IDA funds for the INIAP research and training 
programs, Ministry of Agriculture seed improvements scheme, and NDB moderni­
zation would be transferred to the appropriate agencies on a grant basis by 
the Government. As in the case of the previous projects, the Government 
would carry the foreign exchange risk on the IDA credit. 

Particiration of Commercial Banks 

20. While NDB (a public entity) and COFIEC (a private development 
finance company) are the only credit institutions participating in the 
first two projects, it is expected that about 40 percent of the lending 
for ranch/farm development would be carried out by private commercial 
banks under the proposed project. Several commercial banks already have 
expressed interest in participating. 

21. Since NDB has branches throughout the country, the commercial 
banks would not provide broader coverage from a geographic viewpoint. 
However, the participation of these banks would expand promotion of the 
project, would mobilize additional long-term funds for livestock develop­
ment, and would permit ranchers/farmers to continue established banking 
relationships. 

22. Some of the lending by commercial banks probably will substitute 
for lending which would have been done by ~IDB (and COFIEC). Nevertheless, 
the principal effect of participation by commercial banks is expected to 
be additive since ~IDB - is now considered sufficiently strong that the com­
petition should have a beneficial, rather than adverse, effect on it. 

23. At the present time, Ecuador's banking law would not permit 
commrnercial banks to participate in the project since their lending·terms 
are restricted to five years With a maximum grace period of 18 months. 
Preparations are now underway to amend the law in order to enable commer­
cial banks to participate. Since the appraisal report was prepared it has 
been agreed between the Agriculture Projects Department and the South 
America Department that we would obtain assurances from the Government 
during negotiations that it would make every effort to amend the law, but 
that we would not insist upon such a change as a condition for lending. 
Until the necessary arrangements have been effected, the project would 
continue with NDB and COFIEC as the participants. 
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Interest Rate 

24. The interest rate on sub-loans under the first two projects is 
10 percent, and this rate was used in drafting the appraisal report for 
the proposed third project. Since the report was prepared, the Agricul­
ture Projects Department and the South America Department have agreed that 
this rate of interest is too low, in view of current rates of interest 
in other sectors of Ecuador's economy. By resolution dated January 22, 
1970, Ecuador's Monetary Board approved 12 percent as the new general 
maximum rate for industrial, agricultural, and commercial lending. Only 
the rate for NDB's lending in agriculture was maintained at 10 percent. 
~ie see no justification for such a differential. Therefore, we recommend 
that the Government be required to permit NDB to charge 12 percent on 
livestock loans supported by the Bank/IDA, and that such approval be made 
a condition of Board presentation. 

25. Once NDB has been authorized to charge 12 percent on its livestock 
loans, we propose to change, in agreement With the Government, the loan 
documents for 501-EC (First Livestock) and the credit documents for 173-EC 
(Interim Second Livestock) to ensure that future commitments under all 
projects would be at the same interest rate of 12 percent. Furthermore, 
NDB would be required not to make loans for livestock development at 
more favorable terms and conditions (from other sources of funds) within 
the project areas. 

Modification of Financing Plan 

26. The appraisal report recommends that short-term financing of $1.0 
million for feeder steers be provided from proceeds of the IDA credit. The 
Agriculture Projects Department believes that this financing should be 
included in the credit in view of the fact that some of the ranchers have 
been experiencing difficulties in obtaining the necessary short-term 
financing to corrplement their development programs. I do not feel there 
are extraordinary elements in this situation, different from those found 
in most other livestock projects the Bank/IDA finances, which would suggest 
a departure from IDA's policy of providing medium- and long-term credit 
for development projects. In fact, adherence to our usual practice is 
particularly appropriate in view of the care that we are taking in our cur­
r~nt round of lending to Ecuador to avoid substituting external resources 
for domestic savings. Therefore, I recommend that the participating banks 
be required to provide the complementary short-term financing and that the 
IDA credit be reduced by $1.0 million. 

27. The appraisal report also indicates that IDA funds would cover 
the total capital costs of the research and training programs in INIAP 
and the seed improvement program within the Ministry of Agriculture (about 
$400,000 in foreign exchange and $500,000 equivalent in local currency). 
The Agriculture Projects Department recommends this approach because it 
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feels that the introduction of these essential programs must be assured 
by making them independent of specific budgetary decisions and allocations 
which might not be forthcoming. I propose instead that we finance the 
foreign exchange cost or 50 percent, whichever is higher, of each of these 
programs. Thus, IDA would provide $0.3 million for the research and train­
ing programs and $0.2 million for the seed improvement scheme. The res­
pective contributions of the Government would be $0.3 million and $0.1 
million. I feel that it is especially inappropriate, in this case, for 
IDA to finance 100 percent of those particular components of a project 
which would otherwise depend on budgetary appropriations • As noted above, 
we have been pressing Ecuador to improve its fiscal performance and it would 
be inconsistent with this approach to depart from our usual policy of re­
quiring the borrower to make a significant contribution to project costs. 

28. The effect of the above changes would be to reduce the amount of 
the IDA credit from $10.5 million to $9.1 million, increase the contri­
bution of participating banks from $4.1 million to $5.1 million, and intro­
duce a Government ccntribution of $0.4 million. 

Incentives to Livestock Producers 

29. In discussions held between the Agriculture Projects Department 
and the South America Department since the appraisal report was prepared, 
it has been agreed that a supplemental letter, similar to that included 
in the documents for Loan 501-EC, would be added, confirming Ecuador's 
intention to 

i) make all reasonable efforts to assure an adequate spread 
between the cost of production and the price of beef cattle, 

ii) maintain free movement of cattle within Ecuador without 
restrictions in order to permit the price of cattle to respond 
to changes in demand and supply, and 

iii) encourage the export of cattle and beef and consult with 
the Bank before instituting any restrictions or increases in 
duties and taxes with respect to exports of cattle and beef. 

Recommendation 

30. I propose that we invite negotiations for a credit of $9.1 
million on the basis of the appraisal report suitably modified to reflect 
the points discussed in paragraphs 20 through 29. The credit would not 
be presented to the Executive Directors until revenue measures, satisfactory 
to the Bank, had been taken. 

Attachment 

Gerald Alter 
Director 



Po pUla ti on: 5.8 m. 
. Per Cap. GDP: $261 Attachment 

ECUADOR - ACTUAL AND PROPOSED LEWING THROUGH FY 1975 
( $ millions ) 

Through Fiscal Years Total Total Total 
1963 126!1 126~ 1966 1967 1268 1969 1970 1271 1972 1973 1274 1975 1964-68 1969-73 1971-72 

Livestock I IBRD 4.0 
Livestock II IDA 1.5 
Livestock III IDA 10.0 
Livestock IV rnA 10.0 
Fisheries I mRD 5.3 
Fisheries II ll3RD 8.0 
Forestry nmn 5.0 
Irrigation IBRD 2.0 

Education I IDA 5.1 
Education II IBRD 5.0 

Power IBRD 10.0 

Highways IBRD 22.0 
Highway II IBRD 9.0 

IDA 8.0 
Ports· I TI3RD 1).0 
Ports II TI3RD 5.0 

IDA 5.0 

DFC I ll3RD 8.0 
DFC II IBRD 1.0 

IDA 10.0 
DFC III IBRD 2.0 

IDA 10.0 

:rnRD 45.0 9.0 4.0 5.3 8.0 5.0 3.0 5.0 10.0 5.0 13.0 34.3 28.0 
IDA 8.0 5.1 11.5 5.0 10.0· 10.0 10.0 1).1 28.5 35.0 
Total 45.0 17.0 4.0 5.1 5.3 19.5 10.0 13.0 15.0 20.0 5.0 26.1 62.8 63.0 
No. 5 1 1 1 1 3 1 2 2 2 1 3 9 8 
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LOAN CG1MITTEE 
March 20, 1970 

Memorandum from Eastern Africa Department 

BURUNDI - PROPOSED CREDIT FOR A HIGffiAlAY ENGINEERING PROJECT 

Introduction 

1. On the basis of the recommendations made by a Bank identi­
fication mission to Burundi and Tanzania in 1966, the United Nations 
Development Programme (UNDP) financed a feasibility study for an 
international road link between Bujumbura, the capital of Burundi, 
and Kigoma in Tanzania, lake port on Lake Tanganyika and railhead 
for the East African Railways line to Dar-es-Sala~a. The study, for 
which the Bank was the Executing Agency, was carried out during 1968-
1969 by the German consulting firm Dr. Ing. \Jal ter Ingenieurberatung 
(DIVIT) in association 1~th the French firm Societe Centrale pour 
1 1 Equipement Terri toire-Cooperation (SCET). It concluded that vJhile the 
volume of international traffic was insufficient to warrant an improved 
international road link between Bujumbura and Kigoma in competition 
with traditional lake transport, improvement of the road between 
Bujumbura and Nyan za Lac on Lake Tanganyika within the terri tory of 
Burundi was economically justified. An IDA mission visited Burundi 
last December to appraise the suitabilit.y of the Bujumbura-Nyanza Lac 
road for an engineering credit and, at the Government's request, to 
review the organization of the highway administration and maintenance 
services and to consider the possibility of improving a road from 
Gitega in central Burundi running generally north-east to the Tanzanian 
border. The mission 1 s report "Appraisal of a highway engineering 
project", (PTR-45) is attached. It includes a map at the end. 

The Project · 

2. The proposed project would consist of: 

(a) the detailed engineering for the reconstruction to bituminous 
paved standard of the Bujumbura-Mutambara road section (76 km); 

(b) the detailed engineering for limited improvements to, and 
gravel surfacing of, the Mutambara-Nyanza Lac road section 
(45 km); and 

(c) a study of requirements for the improvement of road main­
tenance and for selected betterment works on the Gitega­
Cankuzo-Tanzania border road (164 1~). 
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3. The total cost of the project is estimated at $340,000 
equivalent, with an estimated foreign exchange element of $290,000 
(about 85%). The appraisal report concludes that, subject to the 
conditions set out in paragraph 6.02, the proposed project is suitable 
for an engineering credit of $290,000 equivalent, for a term of 10 years 
including a 2-year grace period. The local expenditures 1r1ould be 
provided by the Government of Burundi. 

4. Burundi is a small, land-locked country in Central Africa: 
depending on neighboring countries f'or its access to the sea. All internal 
transport is by road. Ilnport-export traf'fic is by lake from Bujumbura 
to Kigoma in Tanzania, and then by rail via the East Af'rican Railways 
to Dar-es-Salaam on the Indian Ocean. Both internal and external trans­
port is costly. Furthermore, in the last few years, road maintenance 
has been inadequate, due to a lack of' finance and technical skills, and 
the road network has rapidly deteriorated. It is therefore imperative 
for the Burundi Government to develop and maintain good internal trans­
port links to lower transport costs to Bujumbura, and to reorganize and 
strengthen its highway department so that necessar,y maintenance works 
can be carried out. 

5. The road construction project which should result from the 
proposed engineering studies is provisionally estimated to cost about 
$5.5 million equivalent. At present, the Bujumbura-Nyanza Lac road 
serves Burundi's three largest economic activities - cof'fee, cotton 
and banana. The road transports most of the banana and fish industry 
traff'ic, and about one-fifth of Burundi r s coffee and cotton exports. 
The internal rate of return on the eventual reconstruction of this 
road is expected to be about 13%. The proposed hight-tTay maintenance 
study is expected to result in an economically justifiable highway 
maintenance and betterment program, the cost of which may amount to 
about $3 million. 

6. The ¥.iinistry of Public 1.Vorks, which 'Will be responsible for 
the execution of· the engineering project, proposes to retain DIWI 
to undertake the detailed engineering and the highway maintenance 
study. To ensure prompt implementation of the project, the consultants• 
draft of a proposed contract with the Government should be received 
by the Association prior to inviting loan negotiations so that the 
consultants could discuss this draft with the Government and the 
Association during negotiations. The signing of the contract would be 
a condition for the effectiveness of the proposed IDA credit. 

7. Lending operations in the liY 1970-FY 1975 lending program 
for Burundi are stumnarized in the attached table. The program already 
provides $8 million in FY 1972 for the road projects expected to follow 
from the proposed studies. 
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8. The last economic report on the co1.mtry, dated February 24, 
1969, concluded that Burundi should be regarded as eligible for IDA 
assistance and that IDA should be prepared to finance an exceptionally 
high proportion of project cost. I am not raising the question of 
local cost financing in connection with the present engineering credit, 
but only because of the s.mall amount involved. Financing the eventual 
construction of the road and road maintenance will certainly require 
a very substantial element of local expenditure financing. 

Recommendation 

9. I recommend that, subject to the condition expressed in 
paragraph 6 above, the Association should enter into negotiations with 
the Government of Burundi for a credit of $290,000 for a highway engi­
neering project, substantially in accordance w:i th the terms and conditions 
listed in paragraph 6.02 of the appraisal report. It is intended that 
the credit would be refinanced in any future credit by the Association 
for construction of the Bujumbura-Nyanza Lac road. 

Attachment 

Michael L. Lejeune 
Director 



Population: 3.3 m 
Per Cap Inc : $50 

Hosso Land Settlement 
Agriculture Unidentified 

Education 

Hydro Electric Project 

Road Engineering 
Road Construction 
Road Construction 

P & B 2/16/70 

IVa. BURUNDI - 5 YEAR LENDTI\IG PRaJRAN 

( $ millions) 

Fiscal Year 
1970 1971 1972 1973 1974 1975 

IDA 3.0 
IDA 5.0 

JDA 5.0 

IDA 5.0 

IDA 0.3 
IDA 8.0 
IDA 5.0 

IDA 0.3 16.0 5.0 5.0 5.0 

No. 1 3 1 1 1 

Total Total 
196!~-68 1969-73 

1.1 23.1 

1 6 
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LC/0/70-34 WBG ARCHIVES 

March 20, 1970 

Memorandum from the South America Department 

COLOMBIA - Palmira Water Supply and Sewerage Project 

1. Attached for your approval is the draft Appraisal Report No. 
PU-33 recommending a Bank loan of US$2.0 million to the Empresas 
Municipales de Palmira (the Empresas) to help finance the expansion 
and improvement of Palmira's water supply and sewerage system. 

2. This would be the last of the eight loans in the Bank's FY 
1970 lending program. This program, and Colombia's recent economic 
performance, are dealt with in paragraphs 2 and 3 of the Loan Committee 
Memorandum of March 6, 1970 for the Sixth Highway Loan (LC/0/70-23). 

3. The proposed loan would be the fourth Bank loan in the water 
supply and sewerage sector in Colombia, the first Bank loan in this 
sector having been made in June 1968 to the Empresa de .Acueducto y 
Alcantarillado de Bogota (Loan 536 CO) and the second and third being 
the proposed loans of US$18.5 million to the Establecimiento Publico 
Ernpresas Municipales de Cali and of US$7.0 million to the Corporacion 
de Defensa de la Meseta de Bucaramanga. The project will help to in-

. crease the population served directlY by the water supply and sewerage 
systems of Palmira from about 130,000 at present to more than 200,000 
in 1976. The water supply portion of the project includes new water 
supply treatment and distribution works. The sewerage portion of the 
project is relatively small; only the most urgent sewerage and drainage 
work will be constructed, including a section of box culvert for the 
Palmira River to eliminate the frequent flooding of low lying areas, 
which are occupied largely by slum housing. 

4. Low tariffs are the main problem of the water and sewerage 
· sector in Colombia. .At the rate level of Col$0.50 per cubic meter of 
water presently prevailing in Palmira, the Empresas would earn a ne­
gative return in 1970, and would need an increase to Col$0.90 to break 
even. Paragraphs 1.05- 1.06 of the Appraisal Report therefore rec­
ommend an initial increase to Col$1.00 as a condition of effectiveness 
of the proposed loan, to be followed in 1971 by an increase to 
Col$1.40, bringing the Ernpresas' rate of return to 5.5 percent.. The 
Empresas would be comrrJitted to increase their rate of return by stages 
to 9 percent in 1976 and after, at which level the Empresas could 
cover all operating expenses, debt service, and have a small surplus 
for the continuing requirements of investment. This program of rate 
~ncreases would still require a Government loan of Col$25 million to 
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complete the Ernpresas' financing plan during the construction period 
through 1972. While the rate of return target for 1976 is likely to 
be acceptable to the Ernpresas and the Government, it is possible that 
they may wish to have a more gradual program of rate adjustments during 
the construction period, on account of the political difficulties of 
making an initial 100 percent rate increase followed by another increase 
of 40 percent in 1971. Thus, during negotiations we may be asked to 
consider an alternative rate adjustment program, accompanied of course 
by a larger Government contribution to complete the financing plan dur­
ing the construction period. I propose that while we should be reaqy 
to examine such alternative proposal on its merits, we should enter 
negotiations with the position recommended in the draft .Appraisal 
Report. 

5. The Empresas is also responsible for telecommunications, 
market places and slaughterhouses. Paragraphs 7.16- 7.17 of the 
Appraisal Report recommend that the Empresas should maintain tariffs 
on the slaughterhouses and market places sufficient to cover operating 
expenses and depreciation, while on telecommunications service the 
Empresas would be required to earn a return on revalued assets suffi­
cient to cover the substantial service on old debts and also a portion 
of the capital requirements of future expansion. The financial situ­
ation of the smaller telecommunications entities in Colombia is gener­
ally weak, and we are presently discussing with the Government the ap­
proach to dealing with this problem on a sector-wide basis, by mergers 
into larger and more economic units. 

6. The ·Appraisal Report recommends a term of 23 years on project 
grounds. However, in response to a request by the Colombian Government 
the Bank has advised the Government of its intention to apply a minimum 
term of 25 years for the infrastructure projects in the FY 1970 lending 
program. I therefore recommend that the term be extended to 25 years. 
The Public Utilities Projects Department does not object to this recom­
mendation. 

1. The amount of the loan would represent about 45 percent of 
the project cost.of about US$4.5 million equivalent; the foreign ex­
change cost of the project is estimated at 22 percent of total cost. 
·Paragraph 8 of the Loan Committee Memorandum of March 5, 1970 for the 
Cali Water Supply and Sewerage Project (LC/0/70-20) explains our ap­
proach to local currency financing of water and sewerage projects in 
Colombia in the current fiscal year. 

8. The appraisal mission reviewed the Empresas' investment pro-
gram through the 1970's, selecting 1972 as the cut-off date for de­
fining the proposed project in order to adjust to the financial limi­
tations of the Empresas,but should project costs be less than estimated, 
it is recommended (in paragraph 5.08 of the draft Appraisal Report) 
that the Bank continue to finance part of the cost of related works pres­
e~tly scheduled for the period after 1972, either by advancing the works, 
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or extending the closing date of the proposed loan. This would be ac­
complished by a flexible description of the project in the Loan A.greement. 

Recommendation 

9. I recommend that the Bank commence negotiations of a loan of 
US$2.0 million to the Empresas Municipales de Palmira on the terms and 
conditions set forth in the draft Appraisal Report suitably modified to 
take into accour~ the recommendation as to the term of the loan. 

Attachment 

Gerald Alter 
Director 
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LH/M/70-9 

March 19, 1970 

Minutes of Special Loan Heeting to discuss "Indonesia - PUSRI (Fertilizer Expan­
sion and Gas) Project" held at 5:00 p.m. on l'1arch 10, 1970 and at 4:30 p.m. on 
March 11, 1970 in Conference Room B. 

1. Present: Hessrs. Cope (Chairman), Baum, Fuchs, Goodman, Fontein, Kalmanoff, 
Sella, Tolbert, Cash, Cottrell, Kaupisch (first part only), Pigossi (second part · 
only) and Owen (Acting Secretary). 

2. Issues: The meeting had been called to resolve the questions raised by 
the changed AID position on procurement. An understanding had been reached 
whereby bids on U.S. equipment to be financed by AID could fundamentally follow 
IDA's international competitive procurement procedures, once some specific AID 
requirements had been added. AID now considered that this would create serious 
administrative difficulties; furthermore, with the 90% U.S. origin rule and re­
quirement to ship not less than 50% of AID-financed goods on U.S. ships, American 
suppliers were likely to be less competitive to the extent that none or only few 
awards might go to the U.S. under international competitive bidding. AID there­
fore now proposed that goods and services financed with AID funds should be pro­
cured separately. If little of the AID funds could be used for procurement under 
international bidding, a situation could result where after all IDA funds were 
committed a high proportion of AID funds would be left and thus the likelihood 
of high-cost procurement in the U.S. 

3. Financing sources presently envisaged for the proposed $68 million project 
were U.S. AID $25 million, IDA $25 million, Japan $8 million and the Asian De­
velopment Bank $10 million from its Special Funds (of which a major portion would 
come from Japan's contribution to ADB 1 s Special Funds). Further complications 
were whether any special procurement procedures devised for the AID would be 
acceptable to Japan and consistent with ADB's procedures. 

4. Discussion: Under the circumstances and with the proposed financing plan, 
implementation of the project would not be possible without a certain amount of 
preallocation. Hot\]'ever, this s i1ould be minimized to ensure that the procurement 
be as economical as possible. The following possible arrangement was considered 
the most suitable out of various alternatives: 

Financing Sources 
Preallocation of general contractor 

to the U.S. 
Preallocation of gas part of project 

to the U.S. 
Preallocation of urea plant to Japan, 

including Toyo Process 
International .competitive bidding 
Post-allocation to the U.S. 

Total 

US AID 
($ 

25 

10 

6 

4 
5 

25 

Japan ADB IDA Total 
m i 1 1 ions-)-

8 10 25 68 

10 

6 

5-8 5-8 
3-0 10 25 42-39 

5 
8 10 25 68 



Amount of funds subjected to inter­
national competitive bidding for 
hardware 

Cost Penalty 

- 2-

39-42 

10% on all preallocation (except Toyo Urea Process) 

Preallocation: General contractor 
Gas part of project 
Urea plant 

10 
6 

4- 7 
20 - 23 X 10% = 2.0 - 2.3 

20% on post-allocation 5 X 20% = 1.0 -----
Total cost penalty $3.0 - 3.3 million 

5. The preallocation of all, or the main part, of the urea plant to Japan 
and preallocation of the general contractor work and the major portion of the 
gas component of the project to the U.S. was expected to be acceptable to the 
other lenders but still needed to be confirmed. The allocation of funds ($39-42 
million) subject to international competitive bidding for hardware would be satis­
factory and the cost penalty (calculated at the most at between $3.0 and $3.3 
million above expected costs if all foreign procurement were done on the basis 
of international competitive bidding) would be acceptable compared with that 
in alternative arrangements. As Japan was likely to be competitive for a num-
ber of items in the project, it was expected that Japan would obtain orders 
amounting at least to the total of its contribution to ADB's Special Funds and 
its direct contribution. The above figures were tentative and might need minor 
adjustments. 

6 . Decision: The Chairman said that this proposed financing plan seemed 
acceptable, subject to the views of the co-lenders. Bidding procedures would 
need to be clarified. Meanwhile, submission of the proposed credit to the Loan 
Committee should follow ·the usual procedure. At this time it was premature to 
consider fixing a date to invite negotiators. 

Cleared by: Messrs. Cope 
Goodman 
Fuchs 

cc: Loan Committee 
Participants 

C.F. Owen 
Acting Secretary 
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Harch 17, 1970 

Memorandum from Europe, ~liddle East and North Africa Department 

TUlliCEY - Proposed $4 million IDA Credit 
for Intensive Dairy Production Project 

1. The appraisal report of an Intensive Dairy Production Project 
(PA-36), dated February 11, 1970, is attached for consideration by the 
Committee. The proposed credit would be the first Bank Group assistance 
for livestock in Turkey, and the only lending to Turkey in FY 1970. For 
1971 eight projects are under consideration including a second livestock 
project. The Five~Year Lending Program 1971-75, which envisages total 
lending of $635 million, is attached. Its implementation is dependent 
upon major economic policy measures being undertaken by Turkey. A review 
of the Bank 1 s posture towards the country is planned for June, as explained 
in paragraph 4. 

The Economy 

2. ~llien the last Economic Report on Turkey (m4A-4a of February 13, 
1969) was considered by the Economic Committee, the Committee felt that 
in view of the high actual and prospective external debt service obliga­
tions, Turkeys creditworthiness for the full amount of the lending then 
proposed for 1970-74 was uncertain and that the situation would have to 
be reviewed at appropriate times. The Committed also agreed that the 
Bank should inform the Turkish Government that any significant volume of 
new lending was likely to be dependent on changes in a wide range of 
economic policies. The policy changes which appear to be necessary to 
increase domestic efficiency, to establish a greater degree of internatio­
nal competitiveness and external viability in the foreseeable future, and 
to maintain a minimum rate of growth consistent with financial stability, 
have since been discussed at several occasions with officials of the 
Government. Mainly because of the November 1969 elections, the Government 
was for some time·not in a position to consider t aking major measures. 
~urther discussions in early February indicated, however, that there was 
now a strong possibility of effective action being taken by the Government 
on a l~de range of issues during the course of March and April. 

3. In mid-February the Government resigned following an unexpected 
vote of no-confidence. The Prime Minister has been asked to form a new 
Government, but whether his attempts at winning a majority will be success­
ful or whether new elections will be called is still uncertain. This 
will also determine to a considerable degree the extent and timing of 
measures in the economic policy field, where the need to take action on at 
least some key issues is rapidly increasing. 
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L.. The Country Program Paper for Turkey, dated January 5, 1970, 
was reviewed by the Economic Committee on January 12. The Committee 
concluded that on the issues of economic performance and creditworthiness, 
no decision could be reached at this time and that the Committee should 
meet again after the forthcoming Bank economic mission, scheduled for 
April 1970, has reported. At the subsequent review meeting with J1anage­
ment, the Country Program Paper was approved only as a basis for proceeding 
with project preparation. It was agreed that decisions on the proposed 
Five-Year Program for 1971-75 Should be deferred, pending further evidence 
on the hoped for adoption of new economic policies by Turkey and the 
conclusions of the economic mission. It was further agreed that we should 
meanwhile proceed on the proposed project work program to increase our 
leverage and to permit us to implement an increased lending program start­
ing in FY 1971, if we should so decide. A further review meeting will 
take place in early June. 

5. In view of the need to await further evidence on the Government's 
intention to adopt new economic policies, no decision has also been taken 
on Turkey's creditworthiness or on its eligibility for IDA. It should be 
noted, however, that Turkey has succeeded in maintaining an annual average 
growth rate of almost 7 percent throughout the period since 1963. Whilst 
much of this growth in domestic production has clearly been of a hot-house 
nature and a wide range of new industries has been developed behind a pro­
tective screen of import quotas, high tariffs and favorable monetary and 
credit policies, the Turkish economy has made substantial progress, The 
present difficulties are largely the result of the fact that having reached 
the present stage of development, a basic re-orientation of policy is 
required to pennit further growth. Thus, in the light of the general eco­
nomic performance, despite serious shortcomings, the present state of deve­
lopment and the still relatively low level of incomes ($310 per capita) 
Turkey can be considered eligible for some IDA lending, in particular for 
the proposed small credit which can make an important contribution in 
initiating new efforts towards developing Turkey's livestock resources. 
It is not proposed to · finance ~other projects until the economic mission 
has reported. 

The Project 

6. Agriculture plays a vi tal role in the economic life of Turkey 
and in any effort to further develop the economy. Although expenditure 
for agriculture has substantially increased, particularly through greatly 
extended irrigation and increa$ed availability of inputs, the poor perfor­
mance of agriculture and the under-utilization o£ agricultural resources 
have been major constraints on development. Efforts are now being made to 
develop a wider range of resources with particular emphasis on the export 
potential of fruit and vegetables and on utilizing more effectively, both 
for domestic and foreign demand, the available resources in livestock and 
forestry. 
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7. Turkey has resources suitable for livestock production and needs 
to increase the supply of fresh milk, milk products and meat to a growing 
urban population. There is the prospect, conservatively estimated, of a 
growth in the demand for food of some h percent per annum with the possi­
bility of considerable changes in the structure of demand as higher levels 
of income are attained. This will call in particular for increases in 
supplies of cereals, meat and dair.y products. The import of foodstuffs 
is almost impossible due to the extremely difficult balance of payments 
situation. Turkey exports live sheep and cattle and to a lesser degree 
mutton and beef to its Middle Eastern neighbours and hopes to develop meat 
exports to EEC countries. The growing tourist trade consumes beef and 
milk of the quality the proposed project would supply. ~fuile the project, 
which is one of several interrelated livestock projects in the country's 
Second Five-Year Plan, 1968-72, could not contribute significantly to 
export earnings, subsequent phases would benefit from the experience gained 
1vith this first project and could have potential for increasing foreign 
exchange revenue. 

8. The Intensive Dairy Production Project is the first phase in the 
development of modern dair.y farming and is centered around Turkey's four 
main milk consuming areas - Adana, Ankara, Istanbul and Izmir. Dairy 
production has been hampered so far by inadequate technical knowledge, 
especially of animal husbandry and forage production, lack of foreign 
exchange to import improved dairy stock and the absence of long term credit. 
The project is designed to overcome these difficulties. It would provide 
technical knowledge through the Intensive Dairy Production Division to 
be established in the Livestock Projects Development Department and to be 
assisted by two internationally recruted technical directors. Foreign 
exchange to purchase dairy cattle, essential farm machinery and other 
items, would be provided under a four-year program of lending by the Agri­
cultural Bank of the Turkish Republic (ABT) for on-farm investment on 
selected irrigated commercial dairy farms. It is estimated 150 to 200 
farmers would participate in the project. 

9. The IDA credit of $4 million would finance the foreign exchange 
cost of the project and would be made to the Government. $3.4 million 
would be passed on to ABT for 15 years at 7 percent per year. ABT would 
lend to farmers at 9 percent for 12 years, including 4 years 1 grace. This 
is higher than the 7 percent at which ABT now lends for medium term, but 
acceptable to farmers because repayraents terms are better than they now 
get. It compares with 9 percent charged by ABT for short term loans 
(mostly small am aunts to numerous borrowers) and with up to 12 percent 
charged generally by commercial banks, few of whom lend for agriculture. 
The higher interest rate had not been finally accepted by ABT at the time 
of appraisal, but is supported by the State Planning Organization. Agree­
ment on the rate should be reached during negotiations. The balance of 
the IDA credit, amounting to $0.6 million, would be used by the Government 
to meet the foreign exchange cost of technical services and studies. 
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10. There are a number of other issues on which agreement will have 
to be reached during negotiations. They are listed in paragraphs 6.01 to 
6.04 of the appraisal report. In view of the importance of efficient 
project administration and technical services for the success of the pro­
ject, it is essential that incentives are provided to attract staff of 
the right caliber to the Intensive Dairy Production Organization which, 
together with the Agricultural Bank, will be responsible for carrying out 
the project. We expect to receive from the Government before negotiations 
proposals for such incentives which will then have to be agreed upon. The 
appointment of a Project Manager and of two internationally recruited 
Technical Directors of IDPO, acceptable to the Association, would be a 
condition of effectiveness of the credit. 

11. The following procedures are proposed with regard to procurement8 
Somewhat more than half of the IDA credit would finance the purchase of 
imported dairy cattle. Such purchase does not lend itself to international 
competitive bidding because the type and quality of cattle needed can be 
obtained only from relatively few countries specializing in their breedingo 
An element of competition would be introduced by requiring all applicants 
or their agents to obtain quotations from at least three countries, while 
remaining free to choose whichever source suited them best. Tractors are 
manufactured in Turkey and importation is prohibited; they would not be 
included in the proposed credit. Other agricultural machinery required 
for the project is not made in Turkey, and would be financed from the 
credit. The Ministry of Agriculture would advertise locally and inform 
the embassies of member countries of the intended procurement. Most inter­
national manufacturers of this type of machinery are represented in Turkey, 
and quotations for bulk supply would be obtained from those able to offer 
servicing and spare parts supply. 

12. During appraisal, the possible effect of a devaluation of the 
Turkish lira on the project has been examined. Devaluation would be one 
of the measures essential to improve Turkey's economic performance. There 
is no certainty that such a step will be taken, or when and of what magni­
tude it might be, although there are indications that the Government will 
underta~e basic economic reforms, including a significant devaluation this 
year. If a major devaluation were to occur before the proposed IDA credit 
had been disbursed, dairy farmers might hesitate to borrow because of the 
higher cost of imports and disbursement could be somewhat delayed. On the 
other hand, it can be expected that milk and meat prices would rise. The 
appraisal report concludes (paragraph 4.07) that the financial rate of 
return to the farmer could be expected to remain unaffected by devaluation. 
A shadow rate of exchange of TL 15 = US$1, compared with the present offi­
cial rate of TL 9, has been used in calculating the rate of return of the 
economy (about 17 percent) in the appraisal report. I therefore conclude 
that it would be prudent to proceed with the financing of the project 
despite the uncertainties regarding the exchange rate. 
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Recommendation 

13. I recommend that the Association invite the Government of Turkey 
to send representatives to negotiate a credit of $4 million on the lines 
indicated in paragraphs 6.01 through 6.04 of the appraisal report. 

Dieter Hartwich 
Deputy Director 

Europe, Middle East and North Africa 
Department 
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LC/0/70-32 WBG ARCHIVES 

March 17, 1970 

Memorandum from the Western Africa Department 

CONGO (BRAZZAVILLE) - Proposed Credit for the First Road Project 

Introduction 

1. The Government of Congo (Brazzaville) has asked for IDA assistance 
in financing a highway improvement project, including consultantst services 
for the supervision of the proposed works. Improvement of the Pointe Noire­
Bondi road (43 km) was identified as a possible project by a Bank Group 
mission in 1965. The feasibility study and the final engineering of this 
road were financed by an IDA highway engineering credit of US$630,000 made 
in May 1969. The project was appraised in November 1969. 

2. The project would be the third Bank/IDA operation in Congo (B), and 
the only one proposed for FY 1970. The engineering credit of May 1969 also 
provided assistance for the feasibility study and the detailed engineering 
of the Sibiti-Zanaga road, and for the establishment of a maintenance program 
for the highway system in Congo (B). An IDA credit for the construction of 
the Sibiti-Zanaga road which would permit the intensive exploitation of a 
new forest area is scheduled for FY 1971. The current five-year lending 
program is attachedo 

The Project 

3. The report "Appraisal of a Highway Improvement Project, Republic 
of Congo (February 27, 1970, PTR-43) 11 is attached. As described in the 
Appraisal Report, the project consists of: 

(i) the improvement of 34.1 kilometers of road from Pointe Noire 
to Makela; and 

(ii) consultants• services for supervision of construction. 

Originally, it included the whole road from Pointe Noire to Bondi (43 km), 
but only the Pointe Noire-Makola section (34.1 km) was found economically 
justified, and the Makola-Bondi section was therefore deleted. The improve­
ment of the road would consist of: 

(i) the reconstruction of the first 4.6 km section, starting from 
Pointe Noire, which was paved 15 years ago, but is now in poor 
condition; and 

(ii) the paving of the rema2n1ng 29.5 km section, presently a poor 
earth/grave~ road. 
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The total cost is estimated at US$2.0 million equivalent, with a foreign 
exchange component, to be financed by IDA, of US$1.5 million or 75 percent; 
the remaining 25 percent is local costs, and will be borne by the Government. 

4. The existing Pointe Noire-Makola road connects the port city of 
Pointe Noire with the rich agricultural area of the Lower M~ombe, and with 
the CPC potash mine and refiner,y at St. Paul. Present traffic amounts to 
about 300 vehicles per day, of which about 80 are heavy trucks and trailers. 
In addition to the steadily growing traffic of agricultural products, the 
project road supports timber traffic of about 25,000 tons per annum, and 
the transport of commuters and supplies to the CPC mine and refiner.y. Total 
traffic is estimated to grow at a rate of about 4 percent per annum. The 
economic benefits would consist in avoided capital cost for future road 
reconstruction and savings in vehicle operating costs, and would yield an 
internal rate of return of about 17 percent on the proposed investments for 
the project as a whole. 

Execution of the Project 

5. The Regie Nationale des Travaux Publics (RNTP), reinforced by 
French technical assistance, would be responsible for executing the pro­
ject, and is able to do so. Consultants will be engaged under the project 
for construction supervision. RNTP's funds (mainly from a Road Fund fed 
by fuel taxes, and budget allocations) are adequateo The French consulting 
firm BCEOM, which carried out the engineering and maintenance studies under 
Credit 56-COB, will assist the Government in the pre-qualification of con­
tractors and the evaluation of bids. The selection of consultants on terms 
and conditions satisfactory to IDA should be confirmed during negotiations. 
The signing of a consultantst contract for supervision of construction 
would be a condition of effectiveness of the proposed credit. 

Road Maintenance 

6. Highway maintenance is the responsibility of the RNTP. Although 
provided with adequate funds, the RNTP has not been able to maintain the 
highway network to satisfactory standards. Lack of qualified personnel 
and of proper organization appear to be the main reasons. A program for 
the improvement of highway maintenance is at present being prepared under 
Credit 56-00B. During negotiations, we will seek assurances that the Gov­
ernment will give due consideration to the recommendations of this highway 
maintenance study, due for late 1970. An appropriate maintenance program 
should be agreed in conjunction with the proposed Sibiti-Zanaga project 
for FY 1971. 

The Economy 

7. Congo (B) is reasonably well endowed with natural resources, parti-
cularly in relation to its population of slightly less than 1 million. The 
last economic report pointed out that in the period 1963-68, GDP probably 
grew in real terms at a rate of 4 percent per annum. Timber and timber pro-
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ducts, supplemented by diamonds, have provided the bulk of export earnings. 
In the future, they will be increasingly supplemented by production and 
exports of potash for which the Bank has provided a loan. Although agri­
culture provides employment for 60 percent of the people, commercial agri­
culture is little developed, partly because the agricultural areas are for 
the most part rather remote, and part~ because the most energetic people 
have abandoned the countr.yside for paid employment elsewhere. Nevertheless, 
the countr.y exports considerable quantities of sugar to other f.rancophone 
African countries, and also exports small quantities of coffee, cocoa and 
palm oil. 

8. The last economic report (April 1969, AW-7a) indicated that the 
principal problems of the cotintr.y are: (a) the excessive rate of urbaniza­
tion which was due originally to the fact that Brazzaville was the capital 
of a much larger area, but which has since become even more acute, with 
its attendant socio-economic problems; (b) low public savings generated 
by the economy; and (c) the management of public enterprises by the social­
ist-oriented government. The scope of the latter problem may well have 
increased as the result of the recent nationalization in the transport sector. 

9. The Western Africa Department intends to send a small economic mis-
sion to Congo (B) this spring in order to assess the most recent economic 
trends, and the progress or lack of progress that has been achieved in 
tackling the most critical problems, and to determine whether the perfor­
mance of the government is sufficient~ satisfactory to warrant continued 
lending. Meanwhile, we consider that internal budget constraints are the 
principal limiting factor in creditworthiness, and the principal justifica­
tion for lending on IDA terms. 

10. Discussions are underw~ between the Governments of France and Congo (B) 
about the future of French financial assistance. The outcome of these dis­
cussions may have a bearing on the ability of the Government of Congo (B) to 
finance and execute future development projects. We shall keep this situa­
tion under review, and expect a clarification before negotiations. 

Legal Issues 

11. The Government has followed a policy of nationalizing infrastructure 
facilities including a power company (UNELCO) and a river transport company 
{CGTAE), and has taken over the assets of an inter-govern.~ental regional 
transport agency (ATEC). I propose that these issues should not delay our 
lending for the proposed road project and our acting as Executing Agency 
for a UNDP railway study. However, at negotiations we would urge the Gov­
ernment to find a solution to the outstanding issues of adequate compensation, 
particularly for UNELCO. Lack of progress towards a settlement could affect 
our future lending operations in all sectors of the econom.y. 



- 4 -

Recommendation 

12. I recommend that the Government of Congo (B) be invited to send 
representatives to Washington to negotiate a credit of $1.5 million on 
terms and conditions set forth in paragraphs 3.08, 4.09 and 4.10, which 
are summarized in paragraph 6.01 of the Appraisal Report. 

Attachments. 

Roger Chaufournier 
Director 
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OFFICE MEMORANDUM 

To: Mr. s. R. Cope March 17 , 1970 

From: Dieter Hartwich 

Subject: GREECE- $20 Million Loan to National Investment Bank 
for Industrial Development S. A. (NIBID II), Guaranteed 
by the Hellenic State 

1. I attach for your approval a copy of the draft Report and 
Recommendation of the President on a proposed loan of $20 million to the 
National Investment Bank for Industrial Development S. A. (NIBID), 
guaranteed by the Hellenic State, together with copies of the draft Loan 
Agreement and the draft Guarantee Agreement. It is planned to distribute 
these documents to the Executive Directors for their consideration at a 
meeting on March 31, 1970. I also attach the Supplementary Letters, 
which are not intended to be circulated to the Executive Directors. They 
concern the Old Debt Clause, Section 2.03(c) of the Loan Agreement, 
Section 3.02(b) of the Guarantee Agreement, Currency of Repayment, Debt 
Representation Letter and the NIBID Representations Letter. Mr. Nijhof 
of the Europe, Middle East and North Africa Department will make the oral 
presentation to the EXecutive Directors and the theme will be the industrial 
sector in Greece and NIBID's role therein. 

2. A memorandum from this Department (LC/0/70-6, dated January 23~ 
1970) and the Appraisal Report (DB-59 dated December 10, 196~were 
distributed to the Loan Committee on January 23, 1970 and approved without 
meeting. Negotiations with representatives of NIBID and the Government 
took place in Washington from February 24 to March 9, 1970. 

3. The appraisal report had forecast NIBID's needs for new funds 
for the two-year period ending December 31, 1971 as $40 million, including 
$25 million in foreign exchange. During negotiations NIBID submitted 
its latest business results and a revised forecast of operations, which 
are now expected to require $42 million, including $28 million in foreign 
exchange, during ~he 18 months period January 1, 1970 to June 30, 1971. 
This period was used as the basis for considering the proposed loan, and 
we have told NIBID that it cannot expect a further loan before early 
FY 1972. NIBID's revised forecast appears realistic, and in view of the 
increased level of operations, a somewhat larger loan than $15 million 
seemed justified. However, the Bank should not fully cover NIBID's 
foreign exchange expenditures in view of the need to cause NIBID to 
diversify its sources of foreign exchange, and because NIBID could convert 
local currency into foreign exchange to finance capital goods imports. 
A $20 million loan was considered appropriate in these circumstances and 
was agreed to by Mr. Knapp. 
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4. During negotiations NIElD raised the difficulty of having to 
make repayments to the Bank in currencies which are not known at the time 
sub-loans are made and, moreover, in an unspecified order. NIBID 1 s sub­
borrowers would not be prepared to assume the foreign exchange risk under 
such arrangements, and NIBID has therefore found it necessary to get the 
Government to assume the exchange risk. The Government, however, was 
equally concerned about taking what it considered a partly undefined risk 
and, exceptionally, the Bank has agreed (see supplementary letter No. 4) 
to limit the number of currencies for repayment to not more than six, 
namely, Deutsche marks, French francs, US dollars, Italian lire, Swedish 
kroner, and Japanese yen. 

5. With regard to the debt representation letter, we have asked the 
Government to furnish us information concerning external public debt 
contracted from June 30, 1969, the date of the last regular debt submission, 
to February 1, 1970. Because we are presently changing the processing of 
external debt reporting, the Government was requested only last December 
not to prepare a report for the end of 1969 until it had received the new 
debt reporting forms which have not yet been forwarded. In view of the 
short notice given to the Government in these circumstances to prepare the 
updating debt information, this information will probably not yet be in 
our hands on March 19, when we expect to distribute the loan papers to the 
Executive Directors. 

6. A memorandum on "Current Economic Position and Prospects of Greace 11 

(EMA-21 dated March 12, 1970) will be distributed to the EKecutive Directors 
together with the loan papers. The E~onomic Committee will discuss this 
memorandum today. Mr. Thompson has cleared the Economic Section of the 
President's Report. 

1. This memorandum and the papers mentioned herein have been cleared 
with the Working Party. 

8. I would appreciate your g~v~g your comments on these papers to 
Mr. Willem Nij hof, EXt. 4707, at your convenience • 

Attachments 

cc: Mr. Robert S. McNamara 
Loan Committee (no attachments) 
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1. The Government of Indonesia has asked the Association for 
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SEP 0 9 201~ 

WBG ARCHIVES 

a credit of $20 million to help finance the rehabilitation and im­
provement of the Djatiluhur irrigation system as well as studies 
relating to extension of the system and optimum use of the reservoir. 
This proposed credit and another of $25 million for the PUSRI fertilizer 
project not-7 under consideration, would be the sixth and seventh to be 
made by the Association to Indonesia, and would bring total lending to 
$111 million. A copy of the Appraisal Report entitled "Indonesia -
Djatlluhu.r Irrigation Project" (PA-37) dated March 3, 1970 is attached. 

The Economy 

2. The last full report on the economic position and prospects 
of Indonesia (EAP-lOa) was issued on November 14, 1969. As noted in 
that report and in the Country Program Paper of January 12, 1970, 
recent economic performance has been satisfactory and Government policies 
have fostered rehabilitation and development. Measures have been taken 
to remove controls and open the econom.y to market forces. A forcefully 
administered stabilization program had virtually halted inflation by 
mid-1969. There has been an impressive effort to expand the hitherto 
ver.y low levels of public saving to provide domestic resources for the 
public sector. 

3. Nevertheless, the process of repairing the damage, physical and 
institutional, caused by past mismanagement, hyper-inflation and unrest 
is still in its early stages. A mission v1hich visited Indonesia last 
month to prepare a special report on investment activities in the public 
and private sectors durL~g 1969 found that significant progress had been 
made within the framework of the first comprehensive annual program for 
rehabilitation and development, but confirmed the view that dramatic 
results should not be expected in this initial phase. Project aid has 
been connnitted in large amounts but is only now beginning to arrive and 
be utilized. Private foreign investment has been modest so far in terms 
of actual capital inflow, although the rate of inflow is rising. Provided 
that sound economic policies are maiJltained, that adin:inistrative capacity 
grows, and that the necessary volume of resources, both foreign and domes­
tic, can be obtained, the prospects of establishing Indonesia on a path 
of modest growth seem good. A rate of growth of about 5% per annum is 
implicit in the Five-Year Plan (1969/74) and appears feasible. 

4. Export income has been rising, partly because of favorable 
prices for some of the main commodity exports. Program aid has been 
substantial and a rapid increase in disbursements of project aid has 
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been projected. Because Indonesia's net foreign exchange reserve 
position is still negative however, and more of its overseas earnings 
lti.J..l be needed in future to service old and new debts, balance-of­
payments constra:ints on the development program are likely to remam 
serious. The need £or continuing rice imports, partly commercial, 
untll domestic production expands, is a further strain. Total rice 
imports in 1969/70 are expected to approach 900,000 tons, with perhaps 
45% obtained on commercial terms and the rest under aid arrangemen-~s. 

5. The Five-Year Plan gives highest priority to agriculture, both 
for domestic food production and export, crops, with secondary emphasis 
on the rehabilitation of infrastructure and industr'".f. The main target 
is a large increase ~ -rice production. The performance of the econom.1 
continues to depend to a considerable extent on policies and administra­
tive arrangements relating to this one major commodity. The maintenance 
of an effective rice price policy, and the establishment and s~port of 
effective programs to increase output, could be the largest single 
achievement of a development program for Indonesia. 

6. The 1970/71 development program 't-lill be larger than the current 
year's and more of it will be financed from Indonesia's own resources. 
An increase of 36% in domestic revenues is planned, following a sLmilar 
expansion during the current year 1 and will raise revenues to close to 
10% of national income. Larger claims on the budget for deferred main­
tenance, basic adjustments to salaries and foreign debt service compete, 
hO'tvever, with the rising requirements for development finance. So far, 
program aid has generated a substantial amount of counterpart funds, but 
as it cannot be expected to increase significantly, and may even decline, 
there will be increasing pressure on purely domestic resources as the 
develqpment program expands~ There is therefore a case for financing 
part of the local currency costs of appropriate projects. 

IDA Lending for Agriculture 

7. A copy of the Five-Year Lending Program is attached. The 
Lending Program will continue to give high priority to the agricultural 
sector o In the Government 1 s program to achieve self -sufficiency in foodo 
primarily rice, ef.forts to rehabilitate the existing irrigation systems 
plays a strategic role., along v-1ith the expansion of the PUSRI fertilizer 
plant. A project for production of irr.proved rice seeds is proposed for 
fiscal 197lo The Lending Program will provide other assistance in the 
agricultural sector, including rehabilitation of additional rubber and 
oil-palm estates and possibly tea estates. Rehabilitation of infra­
structure will continue to be a major focus of lending operations, with 
enphasis on higlnvays, power and telecornmunica tions. 

Irrigation Rehabilitation 

8. Most of Indonesia's irrigation systems, which have suffered from 
:inadequate maintenance over maey years, are no longer able to supply the 
required water to the areas they t-lere designed to irrigate, 1dth the result 
that rice yields have declined. These systems must be rehabilitated to 
provide a better regulated supply of water if previous yield levels are to 
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be regained and optimum benefits are to be obta:ined from the use of 
other ir:puts. 

9. The proposed project tvould be the second irrigation rehabili­
tation project to be financed by IDA. The first project, for which a 
$5 million credit (127-IND) was signed in September 1968, consisted 
of the rehabilitation of three existing irrigation schemes in Ja·ua and 
the completion of a nev1 ~oj ect, Way Seputih in Sumatra, covering a 
total . ...area of about 200,000 ha, A problem has arisen about the use of 
some heavy equipment purchased under that credit. A proposal that the 
equipment which is under-utilized be used for other high priority 
rehabUitation works, including the present project, is now U.l''lder 
consideration. The project had to be appraised without the benefit 
of a feasibility study; consultants subsequently retained under the 
project have now revised the cost estnnates to a level three times 
the cost estimated during appraisal. For the time being budgetary 
allocations qy Government are adequate. A proposal to extend a sup­
plementar.y credit to assist the Government to complete the project is 
not-J being considered. 1vay Seputih would be excluded from the proposed 
supplementary financing because it lies in a resettlement scheme with 
very serious land tenure problems, where relations between the settlers 
and local residents are bad, and Government has thus far not taken 
satisfactory steps to solve these problems. 

The Project 

10. The proposed Djatiluhur project is situated in a major rice 
producing area in the province of 1vest Java, 't-Iith a population of about 
3 million and a gross area of about 300,000 ha, of which about 253,000 
ha could be commanded from the existing irrigation system after rehabili­
tation. The project consists of the rehabilitation of irrigation systems, 
including the :i.nprovement of drainage, flood protection and communication 
facilities for year-round rice cultivation of about 186,000 ha; investi­
gations for construction of new irrigation facjlities to serve about 67,000 
ha in a subsequent stage; and studies for optimum utilization of the 
Djatiluhur Reservoir. 

11. Ftmds from the Technical .Assistance Credit (135-IND) signed in 
December 1968 have· been used to engage a fir.m of consulting engineers, 
~ACO/Grontmij of Holland, for a one-year period commencing October 
1969 to assist in detailed planning, design and implementation of the 
rehabilitation program for the entire irrigation system. The proposed 
credit would finance consultants to carr,y out further investigations 
and studies, prepare detailed designs and supervise all construction 
works, which would be executed over a six year period. 

12. As a result of the proposed project, the marketable rice surplus 
of the area is expected to increase by about 390,000 tons per annum over 
its present level, enabling foreign exchange savings of about $50 million 
annually at present prices. The additional rice production would help 
increase annual family incomes in the project area from $14 7 to $187 ~ and, 
if other inputs are used, to $254~ The rate of return accruing fro~ the 
project to the econonw vJould be 21% without the use of other farm i:qputs, 
and 40% assuming their full utilizatio~ 
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Local currency financing 

13. It is estimated that total project cost would be $40 million 
equivalent. The proposed :IDA credit of $20 million would cover 50% 
of the total cost including the full estimated foreign exchange cost 
and about 38% of local costs. The Government would finance the balance 
of local costs through its armual development budget. Provision has 
been made for local CtUTency financing in the proposed credit for reasons 
noted in paragraph 6 ; a,J;iove, and also because a credit limited to the 
direct foreign exchange cost of the project, which is only $7.4 million, 
would not have been large enough to give sufficient leverage to induce 
institutional and polic,y changes needed for efficient execution of the 
project. Important among these changes is the establishment by Government 
of a new project authority in a form satisfactor.y to IDA, with necessar,r 
budgetary resources, revenues, and powers to carry out the objec·tives of 
the project envisaged under the credit. Enactment of suitable legislation 
to enable this will be a condition of presentation of the proposed credit 
to the Executive Directors. The legal basis and responsibilities of the 
project authority and details of project organization have been agreed 
among the Ministries concerned and are incorporated in Annex 9 to the 
appraisal report. The invitation for negotiations would be issued orily 
after draft legislation has been received and we find that it forms an 
acceptable basj.s for negotiations. 

Recommendation 

14. The amount of $20 million for the proposed project is included 
in the fiscal 1970 lending program. I concur in the findings of the 
appraisal that the project forms a suitable basis for an IDA credit of 
$20 million equivalent and recommend that, subject to the condition in 
paragraph 13 above, the Government of Indonesia be invited to send 
representatives to negotiate a $20 million IDA credit. 

Attachments 

Raymond J. Goodman 
Director 

East Asia and Pacific Department 
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Committee: 

David Pearce 
Secretary 
Loan Committee 

-DISTRIBUTION-

Copies for Information: 

Mr. J. Burke Knapp, Chairman President 
Mr. S. R. Cope, Deputy Chairman 
Mr. S. Aldewereld, Vice President 
Directors, Area Departments 
Director, Projects Department 
General Counsel 
Director, Economics Department 
Director, Development Services Department 
Treasurer 

The Economic Adviser to the President 
Sir Denis Rickett, Vice President 
Mr. M. Shoaib, Vice President 
Directors, other Departments 
Special Adviser to the President 
Executrve Vice President (IFC) 
Vice President (IFC) 



LOAN COMMITTEE 

CONFIDENTI 

LC/0/70-
March 12, 

Memorandum from the East Asia and Pacific Department 

INDONESIA - PUSRI Fertilizer Expansion Project 

ECLASSIFIED 

SEP 0 9 201~ 
1970 

WBG ARCHIVES 

1. The Government of Indonesia has asked the Assocation to take 
the lead, together with the Asian Development Bank (ADB), in arranging 
the financing of the foreign exchange cost of the expansion of the PUSRI 
urea fertilizer plant at Pale·mbang in South Sumatra from 100,000 tons 
to 480,000 tons per year. The attached appraisal report (PI-3 of March 10) 
joint~ prepared with ADB, recommends that IDA contribute $25 million 
and ADB $10 million to the financing of the Project. The United States 
and Japan have agreed to provide loans of $25 million and $8 million 
respectively. 

2. The recent economic performance of Indonesia and the current 
position of the economY were reviewed in the economic report of 
November 14, 1969, and are summarized in the memorandum from this 
Department to the Loan Committee of todayls date on the proposed 
Djatiluhur Irrigation Rehabilitation project. The IDA lending program 
for the agricultural sector is also described thereino 

The Project 

3. The total cost of a 380,000 ton urea plant with related gas 
conservation and transmission facilities is estimated at $84 million, 
of which $68 million is estimated to be the foreign exchange cost. 
IDA would lend $25 million for the project as part of its lending 
program for fiscal 1970, and ADB intends to provide a loan of $10 
million from its cpecial FundsQ USAID proposes to lend $25 million 
for the project and the Government of Japan has agreed to provide a 
loan of $8 million. If approved, the IDA credit would be the Bank 
Groupls first lending for industry in Indonesia and would bring total 
lending in fiscal 1970 to $40 million. The appraisal report shows that 
the expanded plant, with capital and operating costs conservatively 
.estimated, would be competitive with imports even if c.i.f. prices 
should fall appreciably below the present average price of $80 per ton. 
The plant would also put to use a valuable national asset, natural 
gas, whose production is incidental to the e~loitation of oil fields 
and which is presently flared in the absence of an economic use for it. 

4. There is no doubt that Indonesia needs over the next five 
years more fertilizer than the proposed plant and existing facilities 
can supply, if the country is to become self-sufficient in food. But 
the need, evidenced by growing rice imports, has not yet led to a 
corresponding increase in fertilizer sales. Urea sales, now at a 
level of perhaps 250,000 tons per year, have been rising very slowly 
in recent years. A reported recent increase in sales is not yet 
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supported by detailed data. The Government and we agree that the main 
causes have been deficiencies in distribution, extension services and 
credit facilities, and what is probably most important the absence of 
a stable incentive price for rice. The Government has now decided to 
establish floor and ceiling prices for rice and to support them through 
buying and selling in the market. We have informed the Government that 
the lenders expect to receive during negotiations a letter of intent 
describing how these prices will be determined and the institutional 
arrangements to be made for ensuring that the benefits of price support 
reach the farmer. The letter of intent would also cover marketing 
and distribution problems, extension and credit policy, and would 
serve as a basis for periodic review with the Government of the adequacy 
of measures taken to bring about the desired growth of the fertilizer 
market and of improvements that might be needed. 

5. The measures will take time to be effective. However, it 
1dll be t~and-a-half years before urea from the new plant appears 
on the market in volume. Considering the Government's creditable 
performance in other fields of economic poliqy and its determination 
to solve the country's food problem, the risk inherent in going ahead 
with the project before an upward market trend becomes discernible is 
acceptable. The alternative of delaying the project until the effects 
of the Government's policy can be clearly seen by way of increasing 
fertilizer imports and rice production would impose too heavy a burden 
on the economy. 

Specific conditions of the Credit 

6o The present plant is well maintained and almost since start­
up has been operated at close to capacity - since 1965 without outside 
assistance. Consultants to be employed under terms and conditions 
satisfactor,y to the lenders will act as technical adviser to PUSRI 
in project implementation and will arrange, in cooperation with the 
general contractor and the process vendors, for technical assistance 
during initial operations. PUSRI has recently been converted from 
a State enterprise into a State-owned limited liability company. The 
Government will have to satisfy the lenders that the new compan,y will 
have adequate autonomy to conduct its affairs. Appointments to the 
management and to the board of directors would be made only after 
.consultation ~dth the lenders through the Association. 

1. The proposed plant will depend for its gas supply on a gas 
conservation and transmission scheme which the State oil company, 
PERTAMINA, will install on oil and gas fields operated by it about 
60 miles south-west of PUSRI. The proposed joint financing package 
includes the foreign exchange cost of the gas scheme. The Government 
will pass on the proceeds of its foreign borrowing and its own con­
tribution to PUSRI and PERTAMINA on terms and conditions satisfactory 
to the lenders. While the gas facilities are to be financed entirely 
by loan the GoYernment will finance the PUSRI expansion partly by 
loan and part~ by an equit.Y contribution. The Association has 
indicated that a 1:1 debt equity ratio for the company would be 
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acceptable. The Government would like a higher proportion of debt so 
as to ensure a return on the capital invested, as payment of dividends 
by State enterprises has been uncertain in the past. Since the creditor 
and shareholder in this instance are identical we Should be prepared to 
accept a higher ratio, perhaps 60:40 on a consolidated basis. 

8. The Government will short~ conclude a contract with con-
sultants for a National Fertilizer Stuqy to be financed from the 
Technical Assistance Credit (Credit No. 135-IND) and will undertake 
to implement those recommendations of the Study Which it and the 
lenders agree as appropriate. Finally, the Government will consult 
with the lenders before setting up or agreeing to set up the next 
nitrogenous fertilizer plant in the countr,y. 

Procurement 

9. All equipment and services financed from IDA and ADB funds 
will be procured under international competitive bidding. The ADB 
proposes to use its Special Funds, Which it can lend on concessional 
terms, and these funds are subject to certain restrictions as to 
procurement; however, no difficulty is expected in using ADB's con­
tribution after international bidding. However, the u.s. and Japanese 
bilateral contributions will be fully tied to procurement in those 
countries. Rather complicated USAID regulations will have to be 
applied to any contracts financed from u.s. funds; these would tend 
to make u.s$ suppliers non-competitive in international bidding. Thus 
bidding carried out under IDA procedures would probably not result in 
a significant amount of awards to u.s. suppliers for which AID funds 
could be utilized. The likely outcome would be that other funds for 
the project would be utilized first, leaving a major portion of the 
AID funds to be used for financing remaining procurement - whether 
or not such procurement is for items in which the u.s. is even reason­
ably competitive. 

10. The Japanese authorities, on the other hand, have proposed 
revisions in the procurement procedures, involving primarily the 
bidding of the urea and ammonia plants on a turnkey basis. For a 
number of reasons these proposals, while in principle quite suitable 
for a plant financed entirely from one source, do not meet the fin­
ancial and other constraints under which this project must be carried 
out. We understand, however, that apart from project considerations 
the Japanese are also interested in seeing a Japanese urea process, 
that of Toyo Koatsu, chosen for this project and ~rlth respect to their 
tied funds do not wish to be treated less favorably than the u~s., 
the other bilateral lender. The Toyo Koatsu process is in any case 
one of the best proven processes for the technology involved, and the 
Japanese would be a strong contender in any selection. 

11. In order to make the best use of the tied funds, in light of 
the above considerations, the following procedure is proposed for 
procurement. The general contractor, who would be responsible for the 
engineering and construction of the project, would be chosen by com­
petitive bidding under USAID procurement rules limited to UoS• firms. 
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Recent experience, as for example with the Dawood Hercules fertilizer 
project in Pakistan (Which was, however, under the Bank's rules for 
international competitive bidding), has shown that for this type of 
work u.s. firms can be expected to quote reasonably competitive 
prices. With the advice and assistance of the contractor and of the 
consultants acting as technical adviser for the project, additional 
items for which the u.s. and Japan can be identified as competitive 
sources of supply would be pre-allocated for competitive bidding 
within those countries. For example, the u.s. is generally com­
petitive in most of the equipment {except pipe) required for the 
gas conservation and transmission project. Allocation of this, along 
with the general contractor•s services, to u.s. competition would 
mean total estimated earmarking of at least $16 million to the U~S. 
Assuming the u.s. would in fact be able to win some at-lards in open 
international bidding, for which USAID funds could be utilized, the 
problem of economic utilization of the U.So funds would be reduced 
to manageable proportions. In the case of Japan, it is proposed 
that the Toyo Koatsu urea process be selected and that $5-8 million 
of the Japanese contribution be earmarked for the purchase in Japan 
of requirements for the urea plant, including process design plus 
equipment. 

12o It is consiered that the above plan would result in min-
1~zing the cost of the project, given the fund availabilities. 
Procurement for the project is expected to stretch out over a period 
of 12-18 months. It is intended to hold in reserve a certain 
proportion of the IDA funds - about $5 million - which could be used 
as a safeguard in case of over-priced bids on items pre-allocated 
to Japan and the u.s. and would enable the rejection of such bids 
and the issuance of new tender invitations on the basis of inter­
national bidding. 

Recommendation 

13. It has been agreed that joint IDA/ADB negotiations for 
the credit should be held in Washington. I recommend that the 
Government of Indonesia be invited to send representatives to 
Washington to negotiate an IDA credit of $25 million and that ADB 
·be asked to negotiate a loan of $10 million with the Government of 
Indonesia also in Washington at the same time. 

Raymond J. Goodman 
Director 

East Asia and Pacific Department 

Attachment 
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Memorandum from East Asia and Pacific Department 

CHINA- Proposed $12.0 million Loan for Education 
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SEP 0 9 201~ 

WBG ARCHIVES 

1. Attached is an appraisal report (PE-15) dated March 6, 
1970 on a proposed education project in China. The Government has 
requested a loan of $12.0 million to finance the foreign exchange 
expenditure which is expected to form 62% of the total estimated 
project cost of $19.4 million. 

2. The Republic of China's remarkably good economic pn~gress 
in recent years, based largely on the rapid development of a mark­
edly export-oriented industrial sector, has been mentioned i~1two r ecent memoranda to the Loan Committee from this Department.-
An economic mission is now in Taiwan to review its economic position 
and prospects. The country 1s ability to service ad~ttional debt 
is not in question and it is considered suitable for Bank financing ~ 
Th.e debt service ratio is expected to reach the level of 7. 2% in 
1972 and a peak of 10% in the mid-70s. 

3. The impressive performance of industry which grew at an 
average rate of about 16% p.a. in the last decade and. doubled its 
share of a rapidly increasing volume of exports, has resu_;~·ijed in 
a fast-growing need for infrastructure facilities. The Dz-... I;k 1s 
current five-year lending program (copy attached) seeks to assist 
the Government to rectify past deficiencies in public expenditure 
on power, transport and education. 

4. The demand for skilled workers is expected to grow 
appreciably in the next few years as industry continues to expand 
and to enter more sophisticated lines of production (e.g. electro­
nics and chemicals). If this demand is to be met it will require 
more systematic study of the labor market and greater emphasis on 
vocational education than in the past. The Government plans to 

1 / LC/0/70-15 of February 1 6, 1970 on a proposed $1 8. 0 million 
- loan to the China Development Corporation; and 

LC/0/70-16 of February 18, 1970 on a proposed $44.5 million 
loan to the Taiwan Power Company. 
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fill the shortage of qualified technical personnel and instructors 
by improving the quality of vocational education at all levels and 
increasing the concentration on science and industrial subjects in 
secondary schools. Public expenditure on education is to be raised 
from about NT$61 00 million ( $152 million approx.) in 1968/69 to 
NT$7200 million ( $1 80 million approx. ) by 1 971 /72 and to NT$9600 
million ($240 million approx.) by 1974. 

5. The project aims at (i) the expansion and modernization 
of vocational educational facilities at the secondary and j~~ior 
college levels, and (ii) the improvement and enlarging of facili­
ties for teacher-training in science, industrial arts and voca­
tional subjects. It will also provide expert assistance for educa­
tional planning. 

6. The project is expected to take about 3~ years to implemento 
Upon completion, it will contribute about 22% of the country's 
annual requirements of vocationally educated recruits for industry 
and agriculture, and nearly 27% of the teachers of industrial arts, 
science and vocational subjects needed yearly. The responsibility 
for the implementation of the project will lie with a special unit 
to be set up in the Ministry of Education. The establishment of 
such a unit and its staffing by qualified persons will be a condi­
tion for effectiveness of the proposed loan. 

7. The project will benefit educational institutions falling 
under the jurisdiction of the National Government, the Province of 
Taiwan and the I~cipality of Taipei. Schools administered by the 
Provincial and Municipal authorities would receive their portion of 
the loan proceeds from the National Government on the same terms 
and conditions. The conclusion of subsidiary loan agreements, 
acceptable to the Bank, between the National Government on the one 
hand and the Provincial and Municipal Governments respectively on 
the other will be a condition for effectiveness of the proposed 
loan. 

8. The Chinese authorities will require some technical 
assistance to carry out the project. Ten man-years of advice from 
specialists in vocational, industrial and agricultural education 
and the use of audio-visual aids are to be provided. The services 
of educational a..~d architectural specialis-ts, amounting to five 
man-years equivalent, will be needed to assist the project unit, 
since the l1inistry of Education does not have the requisite ex­
perience in project co-ordination and execution. Further, the 
improvement of an existing educational planning unit in the 
Ministry of Education will absorb the equivalent of three man­
years of technical assistance. 
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9. The Government wished the Bank to consider the financing 
of fishery training and educatimlal television as part of the 
project, but they were found to be insufficiently prepared for 
appraisal. Accordingly, funds have been provided in the loan to 
complete the preparation of these items, for which a separate 
loan will be proposed in due course. 

10. Contracts under the present project will be let on the 
basis of international competitive bidding. It is expected that 
construction contracts will be won by Chinese firms since the 
local construction industr,y is fairly competitive. Assuming this, 
the direct and indirect foreign exchange costs of the project will 
amount to same US $12.0 million or 62% of the total estimated 
expenditure of US $1 9 o 4 million. The Bank loan will cover only 
the estimated foreign exchange expenditures. 

11. I agree with the recommendations of the appraisal report 
and recommend that the Government be invited to send representa­
tives to Washington to negotiate a loan of $12.0 million for a 25-
year term with a grace period of 10 years. 

Attachments 

Raymond J. Goodman 
Director 



Population: 13.1 m 
Per Cap GNP: $250 

CHINA - 5 YEAR LENDING PROGRAN 

{ $ millions) 
To·f.a1.oal Fiscal Year Total 

1970 1971 1972 1973 1974 1975 1964-68 196~~·- "(3 

Telecommunications II IBRD 20.0 

DFC - CDC IV IBRD 15.0 
DFC - CDC V IBRD 15.0 
D"~-i'C - CDC VI IBRD 15 .. 0 

Voc. & Tech. Educa-
tion I IBRD 12.0 

Voc. & Tech. Edu.ca-
tion II IBRD 10.0 

Voc. & Tech. Educa-
tion III IBRD 10.0 

Fishery Education IBRD 4.0 

Talin Thermal Power IBRD 45.0 
Thermal Power IBRD 50.0 
Thermal Power IBRD 50.0 

Railways IV IBRD 30.0 
Railways V IBRD 40.0 
Railways VI IBRD 40.0 
Highways I IBRD 20.0 
Highways II IBRD 20.0 
Oil Port IBRD 10.0 
Port Development IBRD 15.0 
Airport - Tao Yuan IBRD 7.0 

Taipei Sewerage IBRD 1).0 
Taipei \nJater IBRD 12.0 

---
IBRD 72.0 66.0 77.0 90.0 85.0 65.0 106.7 1_8~~-4; --
No. 3 5 3 4 3 3 7 17 
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OFFICE M E M 0 R A N D U ri 

t 1 
To : Mr. Raymond Cope £.1arch )£, 1970 

From: Edgar Gutierrez 

Subject: COSTA RICA - Proposed $15.7 lVIillion Bank Loan for 
the Siquirres-Limon Highway Project 

1. Attached for your approval is a copy of the draft Report 
and Recommendation of the President on a proposed loan of $15.7 to 
the Republic of Costa Rica for its second highway project, which 
fonns part of our lending program approved last year. Also attached 
is the draft Loan A.crreement and a draft Economic Ivlemorandum, -vrhich 

0 

is presently being reviewed by tl~e Economic Committee. We hope to 
be able to distribute the President's Report, the Economic Memo­
randum and the Loan Agreement to the Executive Directors for con­
sideration on March 31. Early consideration is particularly desir­
able in view of the out-going Government's wish to have the Loan 
Agreement ratified by the present Assembly, which concludes its 
final session on April 30. 

2. In a memorandum dated January 24, 1969 (LC/0/69-lJ), the 
Western Hemisphere Department requested the approval of the Loan 
Committee for the proposed Siquirres-Limon highway project, but 
recommended that we did not invite negotiations for the loan until 
additional fiscal measures were taken. This recommendation was 
accepted. On December 24, 1969, 1~. Alter recorunended to the 
Chairman of the Loan Committee that, since the fiscal situation in 
Costa Rica had greatly improved, we should proceed with the nego­
tiations of the proposed loan. This recommendation was approved, 
and a reappraisal of the project was made to bring the technical 
data up to date. The new data are included in the revised green 
cover Appraisal Report, attached. The drafting of the grey cover 
Appraisal Report has not yet been completed to insure confonnity 
with the findings of a port appraisal mission, which returns to the 
Bank from Costa Rica on Monday, but the only changes of substance 
relate to the points mentioned below. 

3. During negotiations it was agreed that the Project Re-
volving Fund should be kept at a level sufficient to cover one 
month of construction -vrork instead of three months, and that this 
level would be in accordance 1~th schedules to be submitted regu­
larly to the Bank. The reduction in the size of the Project Re­
volving Fund was accepted as being realistic from the points of 
view both of the needs of the project and of the commitment of 
government resources to a blocked account. 

4. The Government has not yet acquired the right-of-way for 
the last 4 km at the Limon end of the proposed highway. A right­
of-way clause has accordingly been introduced into the Loan Agree­
ment stating that all rights-of-way and other property rights which 
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March~ 1970 

may be required for the project shall be acquired before any con­
struction contracts are awarded. 

5. You vrlll note that the grace period has been increased 
from 5 to 6 years. This is in line 1vith the agreement reached 
during negotiations to set the Closing Date of the loan at the end 
of December 1975 to allow for retention payrnents to be withheld 
for one year after the completion of construction. 

6. This memorandum and the documents mentioned herein (ex-
cept for the memorandum on recent economic development and pros­
pects) have been cleared with the other relevant Departments. 

1. I would appreciate your giving your comments on this 
paper to Mr. Rassmuson, Ext. )ooO, as soon as possible. 

Attachments 

cc : Hr. NcNamara 
Loan Committee (no attachments) 
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Memorandum from South America Department 

COLOMBIA: Proposed Loan for Bucaramanga Sewerage 
and Erosion Control Project 

1. Attached for your approval is the draft Appraisal Report No. 
PU-32 recommending a Bank loan of US$7.0 million equivalent to the 
Corporation de Defensa de la Meseta de Bucaramanga (the Corporation) to 
help finance sewerage and storm drainage works in the city of Bucaramanga. 

2. The Bank's current lending program and Colombia's recent eco-
nomic performance are dealt with in paragraphs 2 and 3 of the Lo~n 
Committee Memorandum of March 6, 1970 for the Sixth Highway Loan 
(LC/0/70-23). 

3. The proposed loan would be the third Bank loan in the water 
supply and sewerage sector in Colombia, the first Bank loan in this 
sector having been made in June 1968 to the Empresa de Acueducto y 
.Alcantarillado de Bogota (Loan 536 CO) and the second being the proposed 
US$18.5 million loan to the Establecimiento Publico Empresas Municipales 
de Cali. A fourth loan of US$2 .0 million will be proposed shortly for 
the Empresas Municipales de Palmira. The project is for improvements to 
the sewerage and storm drainage system of Bucaramanga, with the primary 
purpose of protecting the plateau on which the city stands from serious 
erosion resulting from the inadequately controlled run-off of sanitary 
wastes and storm water. The need for the project is created by the 
peculiar environment of the city. The meseta, or plateau, on which it 
stands is composed of sedimentary formations subject to erosion. The 
annual rainfall of about 40 inches is not exceptionally high, but is 
concentrated in brief but heavy storms. Storm water is collected by the 
city's paved surfaces and sewerage system and discharged through outlets 
~n the wall of the plateau, where the heav.y run-off is causing serious 
erosion. 

4. The project is of key importance to the city's development. 
As explained in paragraphs 2.01 through 2.08 of the draft Appraisal 
Report, the city of Bucaramanga has a significant role in the Govern­
ment's urban development policy. This is also reflected in the special 
character of the Corporation as a national agency created for the ex­
clusive purpose of dealing with the erosion problem of this particular 
city. 
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5. The project is justified by the direct and indirect economic 
benefits resulting fram the elimination of erosion and flooding. A cal­
culation o£ the quantifiable benefits (associated with improvements in 
urban land values, sanitary conditions, traffic flows and flood control) 
produces a rate of return of 10 percent. However, as explained in para­
graph 5.03 of the Appraisal Report, this rate of return is onlY a minimum 
estimate because it does not include benefits which cannot be readily 
quantified. 

6. Sewerage in Colombia is usually combined with water supply as 
functions of the same public enterprise, and paid for partly from real 
estate taxes associated with sewerage as such, and partly out of the 
proceeds of water rates. However, Bucaramanga is the unique case in 
Colombia of a city where the water supply company is privately owned, 
and does not operate the sewerage system. In these circumstances, the 
normal Bank requirement of a financial return on combined water and 
sewerage service cannot be applied. Instead, we are requiring that the 
Municipality of Bucaramanga raise tax revenues sufficient to cover debt 
service on the proposed Bank loan, and also make a contribution of 
Col$52.5 million to the costs of the project during the construction 
period. The financing plan requires that the present erosion tax of 2 
per thousand be increased to 5 per thousand (regarded as the maximum 
increase that is politically feasible at this time) and that a land im­
provement tax be levied to recover the cost of the scarp protection 
works. These tax measures would bring the per capita incidence of mu­
nicipal taxes in Bucaramanga close to that of Bogota, where per capita 
income is about twice as high. The main local source of financing, 
covering 31 percent of project costs, is the Col$86 million unused 
portion of a Col$100 million Government grant to the Corporation, ap­
proved by the Colombian Congress in 1967. It was quite exceptional for 
the Congress to make so large a grant for the benefit of one particular 
city and there is no expectation that the grant could be increased. The 
Bank loan, equivalent to 55 percent of project costs, is the residual 
contribution needed to complete the financing plan after taking account 
of the government grant and the increases in municipal taxation discussed 
above. The foreign exchange cost of the project is estimated at 25 
percent of total costs including interest during construction. Paragraph 
8 of the Loan Committee Memorandum of March 5, 1970 for the Cali Water 
Supply and Sewerage Project (LC/0/70-20) explains our approach to local 
currency financing of projects in the water supply and sewerage sector 
in Colombia in the current fiscal year. 

Recommendation 

1. I recommend that the Bank commence negotiations of a loan of 
US$7.0 million to the Corporation on the terms and conditions set forth 
in the draft Appraisal Report. 

Attachment 

Gerald Alter 
Director 
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INTERNATIONAL BANK FOR RECCNSTRUGTIOH AND Dl!.\TELO.PMENT 

OFFICE MEMORANDUM 

TO: Mr. S. R. Cope DATE: March 13, 1970 

FROM: Gerald Alter 

SUBJECT: BRAZIL - Loan for Second Hisb!!f Construction Proj~ct 

1. Attached for your approval is a copy of the Draft Report and 
Recommendation of the President on a proposed loan equivalent to US$100 
ndllion to Brazil for the Second Highw~ Construction Project, together 
with copies of the draft Loan Agreement and draft Project Agreements. 
We propose to distribute these documents to the Executive Directors for 
their consideration at a meeting on March 31, 1970. The Brazil Economic 
Report was distributed to the Executive Directors on December 31, 1969. 

2. On January 21, 1970 the South Anerica Department distributed 
to the Loan Connnittee a memorandum entitled "Brazil - Proposed Bank Loan 
for Second Highway Project" (LC/0/70/4) for consideration without a meet­
ing. The Committee authorized negotiations on terms and conditions set 
forth in the Appraisal Report (Pl'R-36). Subsequently on January 26, 1970 
a specjal wan Committee meeting was held (LM/M/ 4) to discuss proposed 
loan disbursement procedures {see para. 4 below). Negotiations were held 
February 18-20, 1970. 

3, A project mission visited Brazil in late January to obtain final 
cost estimates for certain project roads and to review those feasibility 
studies that were not available at the time of appraisal. As a result 
of this mission construction cost estimates were revised and some 776 km. 
of roads were deleted from the list of roads proposed for detailed en­
gineering and some 186 km. of roads were deleted from ·the list proposed 
for feasibility studies under the project. Estimated total project cost 
h~s accordingly been changed from $25§.5 million to $255.1 million. The 
proposed loan amount of $100 million, however, has not been changed. 

4. Regarding Bank disbursements for civil works, the formula adopted 
for Loan 567BR will· also be used for this loan. As for ccnsul ting ser­
v~c~s, which are all paid by DNER in cruzeiros; it was agreed within the 
Bank before negotiations that disbursements be made at an agreed percentage 
of the total cruzeiro cost. The agreed percentages would represent 40 
percent of the cost of local consultants and the equivalent of the foreign 
~xchange component for foreign consultants. 

5. The agreements reached during negotiations and reflected in the 
draft Loan documents differ in substance from the arrangements proposed 
in the Appraisal Report and approved by the Loan Committee only in the 
following respect, 
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6. !tlstead of requ1.r1.ng DNER to open the Revolving Fund with 
an initial deposit of NCr $80 million and thereafter at all times keep 
enough funds to cover three months of forward project cost, the Bank 
agreed to lower its requirements to an initial deposit by DNER of NCr 
$12 million and thereafter deposits on the first day of ever,y month 
so that the amount of the fund would reach a level sufficient to meet 
payments of total project expenditures for that month. DNER was able 
during negotiations to demonstrate that their cash flow was such that 
the proposed scheme would be workable and gave the Bank the assurance 
that project payments could be made promptly. 

1. The Appraisal Report is being revised for presentation to 
the Executive D~rectors to reflect these changes. 

8. The President's Report has been cleared by departments 
concerned. 

9. I propose that at the meeting of the Executive Directors, 
one oral presentati on be made by the South America Department on the 
Bank 1s role in the transport sector in Brazil. 

10. It is suggested that comments on the attached documents be 
made to Mr. Dosik (ext~ 2:Z.70') ·at' you!:' earliest convenience. \ · 

.... :·,! \ 
~ ;. 1 

Attachments 

c.c. Mr. McNamara 
Loan Committee (without attachments) 
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OFFICE MEMORANDUM 

TO: Mr. S. R. Cope March 12, 1970 

FROM: Bruce M. Cheek 

SUBJECT: REPUBLIC OF THE IVORY COAST - Proposed Loan for an 
Education Project 

1. I attach herewith for your approval a copy of the draft 
Report and Recommendation of the President to the Executive Directors 
on a proposed loan of US$11.0 million to the Republic of the Ivory 
Coast to assist in the financing of an education project. Also 
attached is a copy of a draft Loan Agreement together with a cop,y of 
a special letter defining the educational objectives to be pursued 
by the Goverrunent of the Ivory Coast. 

2. The Appraisal Report (PE-7) was distributed to the Loan 
Committee on August 25, 1969, together with a covering memorandum from 
the Western Africa Department (LC/0/69-82). No significant change had 
to .be made as a result of the negotiations at the end of September. 
However, it was felt that the signing of the contracts between the 
Government and both the architect-consultants and the management­
consultants should be a condition of signing of the Loan Agreement. 
The delegation of the Ivor,y Coast made no objection to this proposal. 
In fact, we understood that the process of signing of the two 
contracts was at an advanced stage and that we could expect formal 
signing to take place in time for consideration of t he proposed Loan 
Agreement by the Executive Directors on December 2, 1969. 

3. Owing, however, to serious differences of opinion between 
the Consultants and the Government, mainly on the question of fees, 
it was not until last week that complete agreement was reached with 
the architect-consultants. As regards the other contract with the 
management-consultants, a final draft was received on March 10. It 
is considered generally satisfactory and we are cabling our approval, 
conditional upon · minor changes. It may be, however, that formal 
·signing of both contracts between the Government and the consultants 
could not take place in time to allow signing between the Ivory Coast 
and the Bank to occur shortly after Board approval. I nevertheless 
propose that we circulate the documents to the Executive Directors 
for .consideration on March 24, 1970. 

4. As instructed by you before the negotiations, interest and 
other charges during construction were included in the proposed loan 
which now amounts to US$11.0 instead of US$9.7 as stated in the green 
cover appraisal report. 
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5. At a meeting in Abidjan on March 25, 1969, the Ford 
Foundation had indicated interest in the financing of the pedagogical 
evaluation of the ITV scheme. On March 5, 1970 we were informed that 
Ford had finally decided against participation. The Foundation 
explained that reason for this change lies in the difficulties en­
countered with several of the potential consultants it was considering 
for the evaluation work. 

6. Ford's withdrawal is not expected materially to affect 
implementation of the project. The Government of the Ivory Coast is 
committed to the Bank to perform a continuous pedagogical and technical 
evaluation of the scheme and provision of $100,000 is made in the 
proposed Bank loan to finance the technical part of the evaluation. 
The grey cover appraisal report has been revised to take account of 
the changes mentioned in paragraphs 2, 4 and 5 above. 

7. In addition to the Loan Agreement and the special letter, 
the loan documentation includes only a supplementar,y letter on 
external debt which I propose not to circulate to the Executive 
Directors. 

8. This memorandum and the papers mentioned therein have 
been cleared with the Departments concerned. The economic section 
of the draft President's Report was cleared qy Mr. de Wilde. 

9. I suggest that presentation be made by this Department with 
emphasis on the role of education in the economic development of 
Ivory Coast. 

10. I would be grateful if you could give your comments to 
Mr. Bazin (Ext. 4756) so that the documents can be distributed to the 
Executive Directors as recommended in Para. 3 above. 

cc: Mr. RobertS. ~1cNamara 
Mr. J. Burke Knapp 
Loan Cbmmittee (no attachments) 

Attachments 
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LOAN COMMITTEE 

Memorandum from South America Department 

COLOMBIA: Proposed Loan for Chivor Hydroelectric Project 

1. Attached for your approval is the draft Appraisal Report 
No. PU-31 recommending a Bank loan of US$52.3 million to Interconexion 
Electrica S.A. (!SA) for the construction of the first phase of the 
Chivor HYdroelectric plant and a 180 km 230 kv line to connect the plant 
to ISA. 's interconnection network. 

2. The Bank's current lending program and Colombia's recent eco-
nomic performance are dealt with in paragraphs 2 and 3 of the Loan 
Committee Memorandum for the Sixth Highway Loan. 

3. The proposed loan would be the Bank's seventeenth for the power 
sector in Colombia and the second to ISA, the first having been made in 
December 1968 (Loan 575 CO) for a project to construct transmission lines 
and associated facilities to interconnect the power systems of Bogota, 
Medellin, Cali and Manizales. This project is presently under construc­
tion and expected to be completed by mid-1971. The purpose of the new 
loan proposed for the Chivor Project is to help finance an increase of 
500 MW in Colombia's present installed generating capacity of about 
2,000 MW' in order to keep up with the growing demand for power. The 
project includes a rockfill-type dam creating a regulating water reser­
voir on the Bata River from which the water will be conducted by two 
pressure tunnels and penstocks to the powerhouse. 

4. The total project cost is about US$114.2 million equivalent 
of which about US$80.0 million are foreign exchange requirements. The 
local currency component will be financed as provided for in !SA's 
Charter by the issue of stock and bonds to the sponsors. For the foreign 
exchange component· of the project the Bank has proposed to the members 
of the Consultative Group and Sweden a parallel financing arrangement 
according to which the Bank would provide US$52.3 million representing 
the foreign costs of the civil works contracts, minor equipment, and 
engineering, with supplier countries financing US$22.8 million repre­
senting the foreign cost of major equipment (see IBRD document JF 70-1 
of January 29, 1970, entitled "Draft Memorandum of Understanding on 
Parallel Financing of the Chivor Project in Colombia"). Should this 
proposal not be agreed by potential lenders, alternative arrangements 
acceptable to the Bank would be made for the bilateral financing of the 
major equipment. 
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5. The attention of the Loan Committee is drawn to the absence of 
a rate covenant, and to the recommendation, in paragraph 6.06 of the 
draft Appraisal Report, that the rate of return requirement in Loan 575 
CO be eliminated, because the rate of return can be manipulated by the 
sponsors and also, as indicated in paragraph 3.04, ISA 1s Statutes in­
clude a rate of return requirement. However, in discussions between 
South America, Legal, and Public Utilities Projects Departments, it has 
been agreed that the manipulation of ISA 1s rate of return to meet the 
requirement under Loan 575 CO would not necessarilY be easy, and that 
the rate covenant in ISA 1s Statutes is technically not superior to the 
rate covenant required by the Bank because the Statutes provide for a 
rate of return on assets at historic cost rather than at current values. 
In view of this, it is now agreed that we should not proceed with the 
recommendation in paragraph 6.06 regarding the elimination of the rate 
covenant in Loan 575 CO unless information develops during negotiations 
showing that a rate covenant is either superfluous or meaningless. 

6. The Colombian Government has requested that preference be 
granted to domestic suppliers of minor equipment (with a total foreign 
cost of up to US$2.8 million) to be financed by the proposed Bank loan, 
at the rate of 15 percent or the existing duty, whichever is less. Para­
graph 5.11 of the Appraisal Report expresses some doubts whether the 
Bank should grant this request, because imports by public enterprises 
in Colombia are exempt from duty. However, I propose that we accede to 
the Government's request, as Bank policy in this situation is usually 
to regard as relevant the generally applicable tariff and to disregard 
exemptions granted to avoid cumbersome fiscal transfers within the pub­
lic sector. 

~ommendation 

1. I recommend that the Bank commence negotiations of a loan of 
US$52.3 million to Interconexion Electrica S.A., on the terms and con­
ditions set forth in the draft Appraisal Report suitably modified to 
take into account the· recommendations made above. 

Attachment 

Gerald Alter 
Director 
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Memorandum from Europe, Middle East and North Africa Department 

SPAIN - Proposed Loan for Education 

1. The attached appraisal report (PE-14) of an Education Project recommends 
a Bank loan of $11 .8 million to Spain. If approved, this would be the first 
Bank loan in Spain for Education. 

2. Spain, so far, has received five Bank loans for a total amount of $213 
n1~.llion. These loans were for Transportation, including Roads, Ports and Rail­
ways, and lately Agriculture. The most recent loan,for Livestock Development 
and the first one for Agriculture, was made in July 1969 and amounted to $25 
million. 

The EconQ:o.y 

3. An economic mission visited Spain last year; its report was presented to 
the Economic Committee on November 10, 1969. The mission 1r1as of the opinion that 
Spain has a good potential for further economic growth, but if this potential is 
to be utilized,Spain is likely to need more external capital than in the past. 
Because of its -·unused debt servicing capacity . (the debt service ratio was 2.3 
percent in 1969), Spain is in a position to borrow externally in substantial 
amounts. However, even after a reasonable recourse to international markets, 
future capital requirements are likely to be of a magnitude that would justify 
continued Bank lending. 

4. The Bank's strategy in Spain is to introduce and support much needed 
structural and policy reforms. Because of the relatively large size of the 
economy, the necessar.y leverage can be best obtained by concentrating lending 
on selected sectors; the lending program for FY 1971-75 (attached) therefore 
envisages projects in agriculture, education and industry in addition to further 
loans for transportation. Education is expected to receive about 17 percent 
of the total program. 

The Project 

5. The need for reforms in the education sector was first pointed out in the 
1966 economic report. Enrollment growth over the past few years as a result of 
economic development has been considerable but has taken place within obsolete 
and inefficient educational and administrative structures. The present system 
is excessively rigid and does not favor equalization of educational and economic 
opportunity. High wastage rates are frequent especially in the last four grades 
of pr:iJnary education. .Among the various streams available to students at 
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secondar,y education level, the general education stream remains the largest 
although it provides an exclusively academic training, which ill-prepares students 
for those further opportunities which require studies of a more technical or 
vocational character or training on the job. Vocational and technical training 
appears like an appendage to the general education system with overlapping courses 
and dead-end streams which reflect past haphazard attempts to meet the needs of 
the econamy for this type of training. Higher education suffers from lack of 
coordination between universities and engineering schools; also, its efficiency 
remains poor with a low ratio of graduates to enrollment partly because there are 
no intermediate degrees. 

6. The deficiencies of the present situation were analyzed in a White Paper, 
published last year by the Government, which proposed an ambitious reform program 
now embodied in a Bill approved by the Council of Ministers. It aims at increasing 
the efficiency of the education system at all levels by generalizing and upgrading 
primary education, improving and reorienting secondar,y education and rechannelling 
students through intermediate degrees in higher education. The detailed measures 
to be te.l:en under the reform program are described in paragraphs 2.01 to 2.14 of 
the appraisal report. 

1. A major element in the reform is teacher training, in particular for the 
new basic General Schools, and the revision of teaching methods and curricula. 
L1stitutes of education, within each university, would train secondar.y and higher 
level teachers and undertake educational research under the auspices of the 
coordinating body, the National Center for Educational Research. The Institutes 
would test and demonstrate the reform principles in a number of demonstration 
schools to be attached to them. The structural reforms require an elaborate 
planning for the utilization of existing and the construction of new facilities. 
It is proposed to dec-entralize the administration of education and to establish 
provincial offices with delegated powers from the Ministry; the central adminis­
tration itself would undergo a major overhaul to increase efficiency. 

8. Within the framework of this reform, the Government of Spain has requested 
the Bank's financial assistance for a project involving a total cost of $23.6 
million. The project would consist of the construction of 19 common basic schools, 
20 secondary schools, 8 higher teacher training and education research institu­
tions; and the provision of related technical assistance; it would also include 
equipment for the National Center for Educational ResearCh. The project would 
be a pilot scheme to assist in achieving the objectives of the refor.m. It would 
directly add only 0.4 percent enrollment capacity at the basic level and 1 percent 
at the secondary level, but the new facilities would have a much larger effect 
by permitting the Spanish authorities to test and demonstrate the principles of 
the refor.m program. The project would also contribute 64 percent of the teacher 
training needs and provide technical assistance to promote curriculum development, 
programming of the reform plan, establishment of norms and standards and the 
training of education planners, administrators and supervisors. 
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9. The proposed Bank loan of $11 .8 million would finance .50 percent of the 
total cost of the project, estimated at $23.6 million. The foreign exchange 
component of the project is estimated at $3.86 million, or about 32 percent of the 
proposed loan; in addition, the Bank loan would finance a part of local expen­
ditures amounting to about $7.9 million, or about 68 percent of the loan. If 
interest during construction and other charges on the Bank loan, which are not 
included in the project cost, are taken into account, the foreign exchange re­
quirements for the project would be about $5 million. The appraisal report pro­
poses on project grounds that the loan be for 25 years including ten years of 
grace. I recommend on countr,y grounds to make the loan for 20 years with a grace 
period of 5 years. This would be the same terms as proposed in the memorandum 
on an Education project in Greece, which has just been circulated to the Committee. 
The Education Projects Department agrees with this recommendation. 

Prima~ Education Financing 

10. The proposed loan would be the first lending by the Bank group for primar,y 
education. The general purpose of the project is to upgrade the quality and 
efficiency of the educational system, resulting in a better allocation of human 
resources and contributing to a higher productivity of the labor force. A key 
element for implementing these objectives is the modification of the structure of 
primar.y education, which would absorb 34 percent of the proceeds of the loan. 

11. Primary education, which today channels students into secondar,y education 
after completion of Grade 4, will be replaced by basic general education extending 
over the entire compulsory school period (Grades 1-8) and providing a reformed 
curriculum emphasizing mathematics, sciences and practical subjects. This should 
give students a well balanced general education before they must choose between 
further schooling and vocational training. Primary teacher training is to be 
upgraded and its curriculum is already being revised to meet the demands of the 
new system. The project schools for primary education will be designed and equip­
ped to serve as pilot and experimental schools and also are part of a general 
program to rationalize school building location, size and organization. The part 
of the project concerned with primary education, therefore, is an essential element 
of the Spanish reform program for education and meets the Bank's objective of 
supporting reforms designed to achieve a more practice-oriented and efficient 
education system. 

Local Currency Financing and Procurement 

12. Spain is a country which has achieved a considerable degree of development 
in manufacturing and construction industry with the result that many projects have 
a low foreign exchange component. This is particularly the case in agriculture 
and education. The Bank has a positive interest in concentrating its efforts in 
these sectors since they have great strategic importance in Spain's development 
program and the Bank can in them exercise significant influence in achieving urgent 
sectoral reforms. In these circumstances, financing part of the local expenditures 
of projects in these high priority sectors appears ful~ justified. 
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13. All contracts for the supply of equipment and furniture and for construc­
tion of schools would be awarded under international competitive bidding. Domestic 
manufacturers of furniture and equipment would be accorded a margin of preference 
for purposes of bid comparison which would be the existing rate of customs duty 
applicable to competing imports or 15 percent of the c.i.f. landed cost, which­
ever is the lower. 

Implementation of Legislation 

14. The refor.m described in paragraph 6 has been proposed b,y the Government 
in a Bill to be eJ~ed by the Cortes {National Assembly). Before negotiations 
the Bank would have to be assured that any amend.Inents to the Bill by the Cortes 
do not entail obstacles to the enactment of a satisfactor.y Law. The enactment 
of the Law would be a condition for presenting the proposed loan to the Executive 
Directors. 

Recommendation 

15. I recommend that the Bank invite the Government of Spain to send repre­
sentatives to negotiate a loan of $11.8 million equivalent, for a period of 20 
years including a five year grace period. 

M. P. Benjenk 
Director 

Europe, Middle East and North Africa 
Department 



Annex 1 

Population: 32.5 m 
Per Cap. Inc. $740 

SPAIN - FIVE-YEAR LENDING PROGRAM 

(PROPOSED) 

( $ millions) 
Fiscal Years 

1970 1971 1972 , 973 1974 1975 

Livestock Development IBRD 25 
Livestock II IBRD 25 
Livestock III IBRD 25 
Agricultural Education 

and Research IBRD 12 
Irrigation/Drainage IBRD 15 
Agriculture -Unident. IBRD 25 
Agriculture -Unident. IBRD 20 

Education I IBRD 12 
Education II IBRD 25 
Education III IBRD 25 

Railways Ill (RENFE) IBRD 50 
Ports II IBRD 40 

Industr.y - Unident. IBRD 50 
Industr,y - Unident. IBRD 50 

IBRD 37 102 M 75 50 70 

Total 37 102 65 15 50 70 -
No. 2 3 3 2 2 2 

IBRD Loans outstanding 

-including undisbursed 214.7 309.9 366.1 431.0 470.4 527.4 
-excluding undisbursed 159.5 184.5 229.4 291.8 347.7 396.2 

November 14, 1969 

Totals 
1964- 1969-
1968 1973 

188 279 

188 279 -
4 10 



Annex II 

SPAIN - PAST LENDING OPERATIONS 

($ million) 

Through Fiscal Years Jan.31 
1963 1964 1965 1966 1967 1968 1969 1970 

Highways IBRD 33.0 
Railways (RENFE I) IBRD 65.0 
Railways (RENFE II) IBRD 50.0 
Ports IBRD 40.0 
Agriculture IBRD 25.0 

IBRD 33.0 65.0 40.0 50.0 
-

No. 1 1 1 1 1 

IBRD Loans Outstanding 

-including undisbursed 31 .3 95.2 135.2 135.2 185.1 198.7 201 .1 
-excluding undisbursed 0 0 22.6 I 66.7 94.1 138.1 138.2 

Januar.y 31, 1970 
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Memorandum from Europe, Middle East and North Africa Department 

Greece- ProEOsed $11.7 million Loan for an Education Project 

1. The appraisal report of an education project (P~l3) dated 
Januar,r 13, 1970,. is attached hereto for consideration by the Committee. 
The proposed loan would be the first for education in Greece, and the 
third Bank operation in Greece. The Bank is at present negotiating a 
second loan ($20 million) to the National Investment Bank for Industrial 
Development (NIBID) which received a first loan ($12.5 million) in 1968. 
The NIBID loan and the proposed education project are the only op€rations 
under consideration in FY 1970. For FY 1971 a road project is scheduled. 
The Bank's Five Year Lending Program 1971-75 for Greece (attached) 
envisages total lending of about $16o million. 

Introduction 

2. The main objectives of the Government's Economic Development 
Plan for 1968-1972 are to reduce production costs through modernization 
and re-structuring of the economy and to improve competitiveness, 
especially in industry. Other important objectives are to develop tourism 
and agriculture. These objectives are dependent upon an increased supply 
of properly trained technical manpower. 

J. Although the education system in Greece has many positive 
features such as high enrolment and ample numbers of qualified students 
and academically qualified teachers at all levels, an inordinate concern 
of the system to preserve the nation's cultural heritage has resulted in 
an over-emphasis on classical education and a resistance to adapting the 

. system to the needs of a changing economy and society. Consequently, 
education concepts and practices have not been modified significantly 
since World War Il. 

4. Enrolment in the academic secondar,y schools and in universities 
has increased disproportionately during the past ten years in comparison 
with those in technical education. A few private technical schools, 
inadequately staffed and equipped, have attempted to fill the void 
created by insufficiently financed public technical education, but they 
have not been able to meet the countr,y's needs. The technical post-
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secondar,y level of education has consequently become a critical bottle­
neck, seriously restricting the numbers and quality of sub-professional 
personnel. 

The Pro,ject 

5. This project would be the first major step in a program conceived 
by the Greek Government to make its education system a more effective 
instrument for economic development and would consist of the construction 
and equipment of five Higher Technical Education Centers, as well as 
provisions for technical assistance. The proposed Centers would be the 
forerunners of an expanded system of sub-professional training. They 
would produce trained personnel capable of performing sub-professional 
duties in agriculture, business, engineering, food processing and health. 
The number of departments corresponding to the above fields which would be 
established in each Center and the variety of specialized options to be 
offered within each department have been planned in accordance with 
regional needs. The duration of the specialized programs would be ei.tber 
two or three years. The Centers would have a combined enrolment of 6,150 
students and would turn out about 2,130 technicians annually. 

6. The Project would introduce into Greece the multi-disclipined, 
post-secondar.y technical institution, which pools the requirements of 
students in a variety of study programs and thereby achieves economies of 
scale and more efficient use of specialized teachers, equipment and space. 
Because administrative or teaching experience in this type of institution 
is almost non-existent in Greece, a relative~ large technical assistance 
component is recommended to provide overseas training in similar 
institutions to a number of the teaching and administrative staff, and to 
provide a team of specialists in administration and teacher training 
which would provide guidance to the Centers during their initial years. 

7. The vari~ty of specialized programs originally requested by the 
Government was reduced to ensure that the program of each Center during 
its initial years would not exceed manageable limits. Similarly, enrol­
ments have been.determined on the basis of the administrative capacity of 
the Centers during their initial years, rather than to attempt to meet man-

. power requirements fully. Consequently, in each field, the combined output 
from the Centers would be well below the total required by the economy and 
in some instances would represent only a small fraction of the required 
numbers. 

8. The project Centers, to be established in Athens, Patras, Salonikl~ 
Larissa and Iraklion, have been located in accordance with national and 
regional development objectives. A Project Implementation Unit would be 
established within the Ministr.y of Education to provide overall supervision 
of the project. The buildings would be designed by consultant architects. 
Contracts for civil works and for furniture and equipment supply would be 
awarded in accordance with the Bank's guidelines on international competitive 
bidding. 
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9. Legislation required to establish the new Center~ would presc:-:-ibe 
their objectives, staffing, administration, terms and cor1ditions of sta..t'f 
appointments, curricula, entrance requirements, and status of graduates. 
The Bank's suggestions for the content of t he draft bill are now under 
review by the Greek authorities. Enactment of such legislation, satis· 
factory to the Bank, would be a condition of presenti ng the loan to the 
Executive Directors. 

10. The project is es.timated to cost a total of $21.8 million and 
would be completed within four years. The proposed loan of $11. 1 million 
would cover the foreign exchange cost of the project. Subsequent to the 
completion of the green cover appraisal report, it was decided not to include 
in the loan interest and other charges during construction {about $1.3 
million), since a loan of $11.7 million would already contribute about 
57 per cent of project cost and there are no particular reasons to increase 
the amount. The Education Projects Department agrees and the appraisal 
report, which still proposes a loan of $13.0 million, will be amended 
accordingly. 

11. Subject to the provision of paragraphs 5.01 through 5.03 of the 
appraisal report, the proposed project is suitable for a Bank loan of 
$11.7 million. The appraisal report proposes on project grounds that the 
loan be for 25 years including a grace period of ten years. I recommend, 
and the Education Projects Department agrees, that these terms be changed 
to 20 years including a grace period of five years on country grounds. 

Political Background 

12. The present military regime in Greece came to power in 1967 and 
despite its adverse external image and considerable doubts about its 
internal popularity, there is little sign at the moment of an early change 
in the Government. There seems to be no effective opposition to the present 
Government, and therefore it is difficult to see in what direction the 
Government will evolve and at what pace. Although the recent withdrawal 
of Greece from the Council of Europe has increased the Government 's political 
isolation, there se~ems to be no reason why the Government would not continue 
With its policies far a number of years to come and there is no indication 
at present that it is willing to push forward toward revival of the 
parliamentary system. 

The Economy 

13. The last report "Current Economic Position and Prospects of 
Greece", (EMA-9a) was circulated to the Ececutive Directors on June 25, 
1969. The Economic Committee (EC/M/69-16) in reviewing this report, con­
cluded that notwithstanding problems in performance Greece could be 
considered creditworthy for the limited amount of Bank lending proposed in 
1970 and 1971 (about $40 million for NIBID, education and roads). An up­
dating economic mission was in Greece in January 1970 and its views are 
reflected in this memorandum. An economic memorandum entitled "Current 
Economic Position and Prospects of Greece" is now being prepared and will be 
available at the time the proposed loan would be presented to the Executive 
Directors.· The main difficulties in the Greek economy are structural. 
Much production is high cost and not internationally competitive and 
economic reforms as well as additional capital are necessary to improve the 
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long-term outlook. However, the latest estimates show that in 1969 Gf.J1' t n 
fixed prices increased by more than 8 per cent and investment by about 
18 per cent. Industrial and agricultural production are estimated to havG 
risen by 10 per cent and 8 per cent respectively during the same period. 
Thus Greece has fully pulled out of the recessionar.y period which started iu 
the second half of 1966. Some progress has also been made in the preparation 
and implementation of the investment program of the central Government and 
in rationalizing agricultural policies, and some effort seems to have been 
made to increase public savings by economizing in public expenditures. 
Foreign exchange reserves have only slightly declined in 1969. To some 
extent, however, this conceals greater reliance on suppliers' credits and 
medium term commercial loans. 

14. In spite of the rec~nt increase in external public debt, debt 
service in 1969 has not amounted to more than 7 per cent of export and 
invisibles earnings. The debt service burden should remain manageable 
despite recent borrowing on relatively unfavorable terms; it will probably 
not exceed 15 per cent of current receipts by the mid-seventies. The 
major concern in lending to Greece at present stems from the possibility of 
an uncautious over-reaction on the part of the Government to criticism in 
Europe, and the reluctance on the part of external investors to make 
sufficient long-term finance available. Greece is a country where the 
elements affecting economic performance and creditworthiness are deeply ~nt~ ~­
twined and developments in this connection will therefore need to be kept 
under review. Greece, as a Part II country, has agreed to release its 
outstanding 90 per cent subscription to IDA as of July 1, 1970. 

15. Until 1966, Barik lending to Greece was precluded because of 
unsettled external pre-World War II debts. For the reasons mentioned in 
the Memorandum to the Loan Committee on NIBID II (LC/0/70/-6), dated 
January 23, 1970, we believe the matter of pre-war debts is no lange~ an 
obstacle to lending to Greece. 

Recommendation 

16. I recommend that the Bank invite the Government of Greece to send 
representatives to negotiate a loan of $11.7 million for the establishment 
of five Higher Technical Education Centers on the lines indicated in 
·paragraphs 5.01 through 5.03 of the appraisal report, with loan . . terms of 
20 years including a grace period of 5 years. 

M. P. Benjenk 
Director 

Europe, Middle East and North Africa 
Department 
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Per Cap Inc: 

Attachment 

IV a. GREECE - 5 YEAR LENDING PROGRAH 

8.8 m. 
$800 

($ millions~ 
Fiscal. Year Total 

1970 12_71 1972 1973 1974 1975 1964-68 

Ag:r:tcul ture · IBRD 15.0 
Unidentified 
Irrigation I IBRD 15.0 
Irrigation II IBRD 20.0 

DFC-NIBID II IBRD 20-0 
DFG-NIBID III IBRD 15.0 
DFG-NIBID IV IBRD 20.0 
DFC·~HIDB I IBRD 10.0 
Df,G-HIDB II IBRD 15.0 

Education I IBRD 11.7 
Education II IBRD 10.0 
Education III IBRD 10.0 

Roads I IBRD 15.0 
Roads II IBRD 10.0 

IBRD 31:7 15.0 30.0 30.0 40.0 40.0 12.5 

No. 2 1 2 3 2 3 1 

IERD Loans Outstanding 
- i.ncluding undisbursed 43.9 .58.2 86.1 11).0 149.7 182.7 
-excl uding undisbursed 24.3 4J.6 70.2 9.5.1 123.8 151.8 

February 25, 1970 

Total Total 
1969-73 1971-7.5 

106.7 161~ 7 

8 11 


	30043653 cover-sheet
	30043653-ocr
	30043653-0000-cover-
	30043653-0001
	30043653-0002
	30043653-0003
	30043653-0004
	30043653-0005
	30043653-0006
	30043653-0007
	30043653-0008
	30043653-0009
	30043653-0010
	30043653-0011
	30043653-0012
	30043653-0013
	30043653-0014
	30043653-0015
	30043653-0016
	30043653-0017
	30043653-0018
	30043653-0019
	30043653-0020
	30043653-0021
	30043653-0022
	30043653-0023
	30043653-0024
	30043653-0025
	30043653-0026
	30043653-0027
	30043653-0028
	30043653-0029
	30043653-0030
	30043653-0031
	30043653-0032
	30043653-0033
	30043653-0034
	30043653-0035
	30043653-0036
	30043653-0037
	30043653-0038
	30043653-0039
	30043653-0040
	30043653-0041
	30043653-0042
	30043653-0043
	30043653-0044
	30043653-0045
	30043653-0046
	30043653-0047
	30043653-0048
	30043653-0049
	30043653-0050
	30043653-0051
	30043653-0052
	30043653-0053
	30043653-0054
	30043653-0055
	30043653-0056
	30043653-0057
	30043653-0058
	30043653-0059
	30043653-0060
	30043653-0061
	30043653-0062
	30043653-0063
	30043653-0064
	30043653-0065
	30043653-0066
	30043653-0067
	30043653-0068
	30043653-0069
	30043653-0070
	30043653-0071
	30043653-0072
	30043653-0073
	30043653-0074
	30043653-0075
	30043653-0076
	30043653-0077
	30043653-0078
	30043653-0079
	30043653-0080
	30043653-0081
	30043653-0082
	30043653-0083
	30043653-0084
	30043653-0085
	30043653-0086
	30043653-0088
	30043653-0089
	30043653-0090
	30043653-0091
	30043653-0092




