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The following table sets for th exports and lmports by major commodity groups in recent
years,

EXPORTS AND IMPORTS BY MAJOR COMMODITY GROUPS (1)

EXPORTS (F.0.B.) (2)
As a percentage

of total exports f
B
. 1974 1975 1975
1970 1951 1972 1973 3) ()¢ 1M 3

- —

(millions of dollars)
Agricultural Products ........... $ 422.0 $ 29.6 § 509.7 § 6252 $ 6167 $ 5957 31.4% 20.8%

Lollon. sieras s smamnsis Py | 123.7 120.1 147.9 166.0 181.9 173.7 88 6.1
Coffee ....... e A saasas B6 " 81.1 86.8 157.0 154.2 189.2 5.9 6.4
Tomatoes ............. PP 15100 90.0 99.1 127.1 94.4 1037 6.6 3.6

Melon, oranges and watermelon 15.6 16.9 163 16.6 16.4 w19 $

Corn, wheat and beans ....... 24 19.1 31.3 T4 0.2 06 14 -
Other: L .ciivismmsiienivseiva 86.6 1024 129.3 161.1 169.6 1336 7.6 4.7
Livestock, meat and poultry .. .... 1313 125.8 188.6 166.3 106.3 659 9.2 2.0
Livestock . R P 79.2 4.7 116.7 01.2 b6.4 246 5.6 0.9
Fresh ment 0w B R 4124 42.4 66.5 49.9 24.8 106 3.1 0.4
i A e bbb ek 9.7 8.7 15.4 26.2 25.1 207 0.6 0.7
Figh Suossiwass e e SPTTEE 67.8 76.2 88.1 112.1 127.9 1203 6.6 4.2
SREIME: el ssrnii e . 62.9 69.1 78.3 100.6 116.56 1203 6.1 4.2

OERRE oiersimiias St v dis 4.9 6.1 9.8 116 114 na. 04 o
| Minerals .......... et TN 216.2 187.9 201.9 207.2 499.2 7373 138 25.8
Zine (ore and nietal) ,....... 7.4 31.3 374 278 129.2 870 23 3.0
Lead (metal) ... sesses 5 &0 %6.0 194 20.7 22.8 63.3 457 14 1.6
Fluorite ..... U S P i 23.9 42.0 413 ° 38.2 48.56 194 3.1 1.7
SUPHUE iweasins i PR 16.4 16.8 10,9 18.0 42,6 444 1.2 1.0
2 Petroleum and natural gas ... 384 313 21.1 21.0 814 4350 23 15.2
LB T Rt S TN - b4.1 48.1 70.6 79.6 134.2 758 3.6 27
Manufactured Goods ...,......... 4440 6514,9 677.0 969.7 1,4999 1,201.8 401 42.0
Sugar and syrup ......... s 97.6 102,56 113.0 122.7 192.1 1622 1.0 : i

Henequen yarn and other tex-
tiles ....... ST, T, s 38.3 60.8 7.7 167.7 267.9 1411 37 4.9
Iron and steel products .....,. : a7.1 61.2 729 43.0 B3.2 381 4.5 1.3
_ Processed fruits and vegetables 84, 82,6 45,2 67.3 82.2 616 2 1.8
e Transportation machinery and

equipment .......... el 6.6 614 82,2 162.8 170.0 2608 a8 9.5
Chemieals ,.... B R ¥ 84 90.0 1024 162,43 261.1 2042 66 7.1

Radios and T.V, sets ...,..... 3.3 6.4 7.6 6.0 14.3 4.0 0.6 0.1
Paper produets ,,....... R 19.9 16.1 22,8 319 32,8 230 1.2 0.8
Glass products .............. 8.6 13.3 18.3 21.6 26.2 269 1.0 0,0
OLhEeR vynvamvrinsn Py e 86.6 120.7 135.1 19564 370.6 2820 B89 990
Unclasgificd produets .,.......,. A - — — —_ — 1476 — 5.2

Total Exports ........... $1,281.3 §1,363.4 $1,065.8 $2,070.6 $2,850.0 $2,858.6 100.0% 100,07,
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EXPORTS ANL IMPORTS BY MaJor CoMMoDITY GROUPS (1)—Continued
IMPORTS (C.LF.)

As 2 percentage
of total imports

1974 1975 1975

1970 1971 1972 1973 ) 3@ 1971 (3)

——— ——— 3 s ety et NEN
(millions of dollars)

COMBIGE BOMS . 2w s ey s $ 463.3% 4427 608.2 851.0 1,314.1 7193 196 10.9
Food ard Deverages ............0.... 115.4 85.2 1625 3220 2735 467.6 3.8 7.1
Automobiles and L S i S 1819 1991 225.5 2770 3994 137.7 8.8 21
Other consumer $O088 iivisniiionsnis 166.0 158.4 220.2 2520 6412 1149 7.0 1.7

PR OO o i et 1,863.5 1,811.3 2,109.7 29624 4,7142.6 51745 804 78.7

ey A e iy e AGE
Raw and semi-finished materials . ..., 780.6 7962 9182 14148 25085 23216 353 35.3
Textile fibers .,,.,.... [ e . 13.7 12,7 9.5 11.2 125 10.2 0.6 0.2
Chemicals and chemical Products . 1425 1713 2123 259.0 4922 697.1 7.6 10.5
i L A 6.6 10,7 13.9 13.5 23.2 75.8 0.5 1.2
Pulp and newsprint ,....,....... 35.9 22,0 23.9 65.4 1827 157.9 1.0 24
Iron and steel products ..., .. . .. 56.2 38.4 41.0 107.1  250.8 102.8 1.7 1.6
Petroleum products ....,,....... 441 713 100.6 246.7 368.2 291.1 3.2 44
Other raw and semi-finished ma-
VI sy o hunvienes s i3 cam0anan, 481.6  469.8 617.0 7109 1,178.9 986.7 207 16.0
COplEl GOt . 0o 1,082.9 1,015.1 1,191.6 1,648.6 2,234.1 28529 451 434
Agricultura] equipment ..., . .. 29,9 23.7 26,1 26.1 58.5 N.A, 1.1 —
Construction equipment ..., .. ... 46.7 404 614 954 1236 119.8 1.8 1.8
Railroad MRl . icaiveioiie. 51.8 12,8 18.3 19.2 651.6 217.8 0.6 3.3
Electrical equipment .., . . .. .. 68,7 61,0 74.0 100.7 98.6 3617 23 b.5
Transportation and communications
CRNPmBNL .oy cnviniiinnnn ., 1843 1439 165.6 2178  361.3 508.2 64 1.7
Other capital goods ., ,, .., . 7115 7483 866.1 10894 1,640.5 1,6454 329 256.1
Unclassified - e ST — — - — - 6864 — 10.4
Tl Impomte .« covavsvinsranisn $2,3268 52,2610 $27175 38134 G567 65802 1005w 100,09
—————— —— —_— ——— ——— ——— —_— _

L
(1) Excluding amounts attributable to border trade and exports of silver and in-bond industries,

(2) The export values of the items in thie table are based on prices declared in export invoices,
except that such values for certain items are adjusted to reflect the average prices reported
in United States import statistics and the ¢ nort valye of cotton is based on the quotations
for Mexican cotlon in the Liverpool market, after deducting freight and other transporta-
tion charges, The effect of such adjustments was to increase the amount of total exports in
millions of dollars as follows: $196.7 (1970); $183.2 (1971); $243.5 (1972); $249.3 (19783);

$184.8 (1974) and $143.3 (1975).
(3) I’reliminury.

(1) The data for 1975 cannot be compared to other years for certain items because of the new

tarifl's for imports and exports,

The United States ig Mexico's most important trading partner, According to preliminary
figures in 1975, trade with the United States, excluding border trade and exports of gold and
silver, ficcounted for 57,09 and 62.5% of total exports and imports, respectively, It is the

Governmeng's policy to diversify Mexico's trade outlets,

According to figures publishe by the United States Department of Commerce, ip 1974
Mexico was the fourth most important customer of the United States, taking about 4.9% of
the United States exports in that year, In 1974, Mexico was the fifth most important supplier
to the United States, supplying about 3.3% of United States imports, The United States import

statistics on which these caleulations are based largely exelude border trade
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Balance of International Payments

As measured by increases in international monetary reserves, Mexico has had overall bal-
ance of payments surpluses in every year since 1962 except 1965. This has resulted from capital
inflows, principally a result of external borrowings, offsetting annual deficits on current account.

During the past five years, imports and payments abroad for purchases of goods and
services grew at an annual compound rate of 20.7%, while the rate of increase in exports of goods
and services was 16.57¢. The current account deficit increased, reaching $3,643.4 million in
1975. According to preliminary data for 1975, exports of petroleum products and of certain
agricultural products registered substantial increases. However, due principally to the U.S.
recession, the rate of growth in tourism and the exports of manufactured goods slowed down
in relation to 1974. During 1975, the rate of increase of imports of goods (8.6%) was smaller
than in 1974 (58.8%). '

These current account deficits have been financed by substantial increases in foreign bor-
rowings and by continued inflows of private capital for direct investment. The administration
is giving high priority to strengthening the balance of payments currcnt account. As indicated
elsewhere herein, major efforts are being made to decrease imports of agricultural commaodities,
and the adverse impact of petroleum products on the balance of trade has already been reversed.
In addition, the Government is attaching priority to continued expansion of tourist facilities
and a variety of measures to increase the export of manufactured goods. These factors are
expected to result in an improvement in the balance of vrade.

The Government attaches great importance to its international credit standing and, if nec-
essary, intends to take whatever steps are required to maintain its ability to borrow to finance
its current account deficit.




The following table shows the principal items of the balance of payments of Mexico in
recent years. J

BALANCE OF PAYMENTS
1970 1971 1972 1973 1974(1) 1975(1)

(millions of dollars)

I CURRENT ACCOUNT

(a) Credits
+ Exports (f.0.b.) (2) $1,363.4 $1,665.83 $2,070.5 $2,850.0 $2,858.6
. Production of Silver 7 46.9 51.1 69.8 148.9 140.1
. Tourism ...... : s 461.0 6562.6 724,2 842,0 800.8
. Passenger Fares . 47.3 69.5 63.4 78.1 88.7
. Border Trade : A 966.9 1,057.0 1,207.7 1,3729 1,518.8
+ In-bond Industries(3) ; 101.9 164.7 277.6 443.5 445.9
. Other é 179.7 240.4 415.2 607.1 450.3

Total Credits d 3,167.1  3,800.6 14,8284 6,342.5 6,303.3
Debits
+ Imports (e.i.f.) (4) , 2,326.8 22640 2mM79 38134 6,066.7 6,580.2
. Tourism 169.7 172.2 2204 258.0 334.8 398.0
. Passenger Fareg 53.9 54.3 65.7 72.6 96.8 134.1
+ Border Trade 686.0 612.5 6493 .  695.0 819.2 033.6
. Payments on Direct Foreign Investments 3857.56 383.0 451.5 528.4 633.7 699.0
. Interest 229.2 236.8 261.8 378.6 688.5 778.8
. Other(5) 156.9 180.7 195.6 257.9 370.9 423.0

3,879.0 3,893.5 4,662.1 G,003.8 8,900.6 9,948.7
Deficit on Current Account =7264 -761.6 -1,175.4 -2,668.1 -3,643.4
IT IMF SPeciAL DRAWING RicuTs (Allocations) 39.6 39.2 — — -

IIT LoNG-TERM CAPITAL ACCOUNT
1. Direct Foreign Investment ; 196.1 189.8
2. Purchase of Foreign Enterprises — ~10.0
&. Net Transactions in Seeurities(6) g 62.0 6.2
4. Bank and Other Direct Loavs to Official Entities
and Private Sector Borrowers(7)
(n) Public Sector (Net)
’) New Loans 742.2 8642 1,801,9 22339
~(35.0 -466.8 —504.6 =63  -561.0

263.1 286.4 350.7  1,046.6 11,6729
61.1 164.2 186.3 324.1 326.3

Total New Loans (Net) 824.2 460.6 646.0  1,370.7 1,999.2

» Net Changes in Direct Giovernment External
Debt(8) - 23 —~28.9 317.8 69.9 470.9
. Mexican Credits granted . -11,6 -0.7 -16.3 -18.9 -39.56

Surplus on Long-Term Capital Account 603.9 669.1 7636  1,676.1  2,730.8
1V ERrors Anp OMISSIONS, AND SHORT-TERM CAVITAL
ACcCounTt (NEeT) 498.7 2177 233.6 -J78.4 -135.8

V Cuance 1x Foreway Excuance RESERVES oF Tne
BANK oF MEXICO (Sum of I, I, III and 1V) 1021 § 2000 § 2047 3§ 869

(1) Preliminary.

(2) Excludes exporte by in-bond industries.

(3) Includes only the value added by domestic input.
(4) Iixcludes imports by in-bond industries.

(6) Includes net imports of gold,

(6) Principally bonds issued by public agencies,
(Notes continued on following page)




(NoTES—continued)

(7) Excludes direct borrowing by the Federal Government and includes loans to all other
public sector entities, except borrowings evidenced by securities which are recorded un-
der “Net Transactions in Securities”.

(8) Includes all direct Federal Government borrowings, whether or not evidenced by securities.

FOREIGN EXCHANGE AND RESERVES
Foreign Exchange Rates and Exchange Control

The unit of Mexican currency is the peso, In April 1954, Mexico, as a member of the Inter-
national Monetary Fund (IMF), established the value oi the peso at 0.0/10937 grams of fine
gold, with a parity of 12.50 pesos to the U.S. doilar, Since such date, the rate for the U.S. dollar
in Mexico has been allowed to fluctuate between 12.49 pesos and 12.51 pesos to the dollar (the
official buying and selling rates). Since 1940, the peso has been devalued twice against the U.S.
dollar, the first time on June 18, 1949, when the rate of exchange was changed from 4.85 to
8.65 pesos to the U.S. dollar, and the second time on April 19, 1954, when such rate was changed
from 8.65 to 12.50 pesos to the U.S. dollar.

Following the Smithsonian Agreement of December 1971 on central rates of exchange and
the adoption on May 8, 1972 of a new gold parity of the U.S. dollar, the par value of the Mexican
peso became 0.0654810 grams of fine gold. With the adoption of a new gold parity for the U.S.
dollar on October 18, 1973, Mexico informed the IMF of its decision to maintain the rate of

exchange of the peso to the dollar. Consequently, the value of the peso became 0.0589330 grams

of fine gold.

Mexico maintains the free convertibility of its currency ar.d does not impose restrictions on
the movement of capilal e other international Payments. Mexico permits a free internal market
in gold, although the right to export gold is reserved exclusively to the Bank of Mexico, the
central bank. The Government has encouraged the inflow of external capital for development
purposes within Mexico's capacity to service such obligations. Mexico has been a nation with
Article VIII status under the Articles of Agreement of the IMF since November 12, 1946.
Article VIII stipulates, among other things, that no member shall, without approval of the
IMF, impose restrictions on the making of payments or transfers for current international
transactions.

Gold and Foreign Exchange Reserves

The following table indicates the gold and foveign ¢xchange holdings of the Bank of Mexico
at certain dates from December 31, 1970 to December 31, 1975.
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" INTERNATIONAL RESERVES oF BANK OF MEXICO

IMF Special Total
Foreign Drgwing z Gross
Gold(1)(2) Exchange(3) Rights Silver Reserves

December 221 (millions of dollars)

$311.3 $394,1 $ 478 $66.9 S 820.1
281.1 565.0 88.3 85.6 1,020,0
2937 756.0 138.7 96.3 1,284.7
313.9 909.6 164.2 29.2 1,407.0
272.8 986.7 157.9 26.5 1,443.9
272.6 1,214,2 100.9 21,2 1,608.0

(1) Includes gold portion of subscription to IMF. All gold valued at $35.00 per troy ounce
in 171, at $38.00 in 1972 and at $42.22 from 1973 to 1975.

(2) Includes currency transactions made by IMF with Mexican pesos to support other
member currencies.

(3) Of this amount over 90% was United States dollars.

Preliminary figures indicate that at December 381, 1975 foreign exchange assets of the
banking system (other than the Bank of Mexico) were equivalent to 95,5650.3 million pesus and
that foreign exchange liabilities of these institutions at such date were equivalent to 114,784.7
million pesos,

On January 1, 1970, the first allocation of Special Drawing Rights or SDRs (a liquid
international reserve asset or drawing facility, which is allocated and maintained under the

authority of the IMF and which is used as a meaus of obtaining foreign exchange) was made by
the IMF'. Mexico has received 124.2 million in allocations of SDRs to date. Mexico has granted
37.9 miliion SDRs in exchange for other currencies which have been used by Mexico, reducing
Mexico's total holdings to 86.3 million SDRs as of December 31, 1975.

Mexico is one of the founding members of the IMF. Mexico’s present quota as of December
31, 1975 in the IMF is equal to 370 million SDRs, which has been fully subscribed: 92.5 million
SDRs in gold and 277.5 million SDRs in pesos. Since 1941, Mexico has maintained an exchange
stabilization agreement with the United States Treasury, which was increased on December 27,
1973, from $100 million to $200 million and at January 1, 1976 to $300 million, In addition, the
Bank of Mexico signed a swap agreement on August 29, 1975, with the United States Federal
Reserve Board for $360 million which agreement was for twice the amount of a similar agree-
ment theretofore in effect and is similar to others in force between the Federal Reserve and the
central banks of 13 other major industrial nations and the Bank for International Settlements,
The agreements witlh the United States Treasury and Federal Reserve provide currency ex-
change facilities available for both countries.

In addition to the international reserves shown in the preceding table, Mexico has addi-
tional drawing rights from the IMI* (which are subject Lo various conditions on availability
under IMI? rules) representing 370 million SDRs under normal drawing right facilities, and the
possibility of inereasing such drawing facilities to approximately 610.5 million SDRs under its
extended fund facilities, Since 1965, the IMTI has been using Mexican pesos in operations to
Support the currencies of other member countries. By virtue of agreements reached in January
1976, Mexico's normal drawing rights of 870 million SDRs will increase 50 (166.5 million
SDRs) in the near future,
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Subscriptions to International Financial Institutions

Mexico’s contribution to the capital of the World Bank is 228,000,000 SDRs, all of which
have been fully subseribed. 22.8 million SDRs had been paid in as of December 31, 1975, and
the balance of such subseription is callable only if required by the Bank to meet obligations of
the Bank for funds borrowed or lcans guaranteed by it, and is payable at the option of Mexico
in gold, in United States dollars or in the currency required to discharge the obligation for
which the call is made. As of December 31, 1975, the World Bank had authoriz:d loans to
Mexico totalling 82,197.7 million of which $1,423.3 million had been disbursed and $1,121.8
million remained outstanding.

Mexico has paid in full its subscription of 8.74 million SDRs to the capital of the Inter-
-national Development Association and its subscription of $720,000 to the capital of the
International Finance Corporation (IFC), both of which are affiliates of the World Bank. As
of December 31, 1975, the IFC had granted credits and made investments in Mexico totaling
$69.9 million, of which $33.3 million was outstanding on that date.

Mexico’s subscription to the Ordinary Capital of the Inter-American Development Bank
(IDB) was, as of December 31, 1975, $456,359,647, one of the largost subscriptions of the
Bank’s Latin-American members. Of such subseription, $79,980,557 iias been paid in cosh,
and the balance is callable if required to meet the Bank’s obligations. As of December 31,
1975, Mexico’s contribution to the Bank’s Fund for Special Operations was $159,094,00(, As
of the same date the IDB has authorized loans to Mexico totaling $1,201.3 million, of +-hich
$790.3 million had been disbursed and $643.5 million remained outstanding.

FOREIGN INVESTMENT IN MEXICO -

It is the policy of the Federal Government that the economic development of Mexico should
be financed primarily from internally generated cources, external financing being used only to
complement internal capital. Foreign direct investment is welcomed when it does not displace
Mexican capital. To that end, preference is given to foreign investors that establish new indus-
tries, associated with Mexicans, which introduce new technologies and produce articles for ex-
port or in substitution for imports.

Investments by foreigners and the earnings thereon may be freely repatriated. Under
Mexican laws foreign investors do not receive any special benefits or exemptions beyond those
available to domeslic investors, and certain constitutional, statutory and regulatory restrictions
apply specifically to foreigners. These restrictions include prohibitions as to ownership of real
property in zones along the country’s land borders and seacoasts; requirements as to Mexican
ownership of enterprises engaged in banking, news dissemination, transportation within
Mexico, land settlement, and exploitation of forest and marine produets; the reservation of the
petroleum and bhasic petrochemical industry exclusively to Pemex, a public agency; and the
establishment in most important activities of various percentages, ranging from 51 to 669,
of equity inlerest which Mexican citizens must hold depending on the activity.

In 1973 Mexico enacted o “Law to Promole Mexican Investment and Regulate Foreign
Investment,” which created for the first Lime in Mexico a registry of foreign investment, and
a commission to regulate that investment. The law requires that foreign individuals and coy-
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porations with equity investments in Mexico, Mexican companies with any foreign ownership,
trusts with foreign beneficiaries established under the new law, and securities represeanting
capital owned by or pledged on behalf of foreigners and any transfers thereof, register with
the National Registry of Foreign Investments. Affected companies which do not register may
not pay dividends, and affected shareholders failing to register may not receive them.

In 1975, new direct foreign investment (including intra-company items) was $362.3 mil-
lion compared with $196.1 million in 1971.

Under legislation enacted in 1972 and effective in 1973, concerning the transfer of tech-
nology to, and the use of foreign patents and trademarks by, business enterprises in Mexico,
no contracts would normally be approved which, among other things, provided for the transfer
of technology already in Mexico, sought to impose controls over the management of the re-
cipient company or over its exports, charged a price deemed to be unfair, or required the
recipient company to buy equipment or raw materials from a specified source.

MONETARY SYSTEM AND BANKING
Bank of Mexico and Monetary Policy

The central bank and sole uink of issue is the Bank of Mexico (Banco de México, S.A.),
which was chartered in 1925, Its functions are established by its Organic Law enacted by the
Federal Congress in 1941, which provides that 51% of the Bank’s outstanding shares of stock
must be owned by the Federal Government. At December 31, 1975, the Bank of Mexico had
total assets of 152,000 million pesos.

The Bank of Mexico is the Government’s primary instrument for the execution of monétary
policy and the regulation of currency and credit. The Bank is authorized by law to regulate
directly interest rates payable on time deposits and minimum reserve percentages which banks
and financieras (industrial development banks engaged in investment banking and commercial
finance operations, in many cases affiliated with commercial banks) are required to maintain
and to provide discount facilities for certain types of bank loans. Through these means, the
Bank regulates loan operations and investments of banks and is instrumental in channeling
financial resources into areas of the cconomy deemed to require particular encouragement,

Current monetary policy is designed: (1) to reduce inflationary pressures; (2) to increase
bank resources; and (8) to reinforce agricultural output through the extension of credit. In
order to reach these goals, the Bank of Mexico is empowered Lo increase the rate of regerve re-
quirements by up to 100% on certain deposit linbilities. In addition, specialized eredit institutions
have been authorized to increase the rate of interest they pay on certain deposits, and new finan-
cial instruments have been created to attract savings, The monetary authorities have alse
allowed northern border branches of credit institutions to increase the rate of interest they pay
on deposits of dollars and have encouraged rediscounting for certain operations,

In accordance with legal requirements the Bank of Mexico, in order to support the value of
the peso, must maintain a monetary reserve equal to al least 259 of total currencey in eirculation
and sight obligations of the Bank of Mexico, at leasl 809 of such reserve to consist of gold
or foreign exchange and the remainder to be silver. At December 31, 1975, the ratio of the
monetary reserves to currency in cirvenlation and sight obligations was 33.4 %, and 98.7¢¢ of the
reserve consigted of gold, Special Drawing Rights and foreign exchange.
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Money Supply
The following table sets forth tlie money supply at the dates indicated.

MONEY SUPPLY
(millions of pesos)

Total i ti
Money n Clrailation Checking

December 51 Supply Notes Coin Deposits

1970 .., 49,013 18,487 1,657 28,869
53,060 19,795 2,029 31,236

64,328 24,458 2,320 37,550

79,875 31,729 2,447 45,699

97,474 39,874 2,812 54,788

118,190 48,842 3,451 65,897

(1) Preliminary.

Banking System

Private Financial Institutions. In the private sector, the country’s banking system at
December 31, 1975, included 108 commercial banks with total assets of 89,778 million pesos;
90 private financieras with total assets of 154,629 million pesos; 25 mortgage banks with total
assets of 40,755 million pesos; and various specialized institutions (savings banks, capitaliza-
tion banks and trust companies) with total assets of 33,226 million pesos.

In recent years there has been a substantial growth in the resources of the foregoing groups
of institutions. Between December 81, 1965, and December 31, 1975, demand deposits increased
from 18,115.6 million pesos to 72,341 million pesos, and the number of depositors increased
from 786,354 to 1,346,931; savings deposits increased from 5,881.2 million pesos to 25,502.7
million pesos and the number of accounts increased from 5,068,722 to 15,608,324; borrowings
of the financieras, obtained primarily from the public through loans and sales of bonds and
certificates, showed a sizeable inerease, from 21,895.6 million pesos to 149,539.7 million pesos;
and mortgage bank loans outstanding rose from 5,657.2 million pesos to 39,124.4 million pesos.

Public Financial Institutions. In additionto the Bank of Mexico (and the private financial
institutions described above), there are 22 national eredit institutions which have been created
by the Federal Government Lo assist or serve specific sectors of the Mexican economy. The total
assets of these institutions amounted to 208,139 million pesos as of December 31, 1975. The
majority of their capital is subscribed by the Federal Government or by public agencies (in-
cluding other national eredit institutions), and they operate under the supervision of the Minis-
try of Finance and Public Credit in accordance with specific statules. The most important
of the national eredit institutions is Nacional Financiera, Other major national credit institu-
tions are the National Bank of Public Works and Services, the National Foreign Trade Bank
and the National Bank for Rural Credit.

The following table sets forth the peso equivalent of the outstanding obligations, al the
respeclive dates indicated, of Nacional IPinanciera and the National Bank of Public Works and
Services payable abroad or in external currencies.

December 31,
1970 1971 1972 1973 1974 1976

, (millions of pesos) (1)
I':,\‘ll-t‘nni Bonds 1,166 1,492 1,904 1,803 1,609 1,787
I-:xtp rnal  Credits(2) 20,496 22,084 26,238 84,651 47,396 64.805
Guaranlees or Endorsements ... 9,869 10,174 10,246 10,017 16,229 18,144

el el 41,631 A0 47,478 46,371 i, 234 84,826

(1) Includes obligations reloa ed to the Federal Government.

(2) Amounts shown include ol ligations with an original maturity of less than one year which
amounted to 4,415 million } esos al December 31, 1974, and 5,880 million pesos al December
31, 1975,

For additional information on Nacional Financiera, see the forepart of this Prospectus.
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The following table sets forth certain information as to the financing provided by the bank-
ing system zs of the dates indicated, together with the classification of loans and investments.

BANKING SYSTEM—LOANS AND INVESTMENTS OUTSTANDING

December 31,

1970 1971 1972 1973 1974 1975(1)

(millions of pesos)

Agriculture, mining, forestry
and fAshing: t. .. ees s saan : 18,819.4 22,619.2 24,904.5 28,146.3 36,696.7 50,657.6

10172 A T e Y 9,913.5 13,791.8 17,862.0 17,760.2 16,426.1 16,028.4

Industey ..o i exr 44,944.9 61,828.1 56,859.3 60,870.4 76,651.3 98,794.1

Services and other Activities . is 22,994.7 25,623.3 26,9327 32,043.4 37,166.7 47,333.5

Commeree .........ove.s.. e 20,340,6 25,300.9 27,4204 27,859.9 35,767.2 412,053.8

Government (Federal, Local and N
Municipal) .............. o 13,087.2 14,822.6 19,485.2 25,815.8 29,460.8 35,769.6

Ly s S 180,100.2 _ 163,985.9 1734641 _ 1924960 2321688  290,527.0

(1) Preliminary.

Securities Markets

The greater part of securities operations—mainly in fixed income securities—is conducted . -
through the banking system. Securities transactions on the stock exchanges (in Mexico City,
Monterrey and Guadalajara) have been of velatively minoy importance.

Some types of private inancial inlermediavies as wril as some of the national credit institu-
tions issue fixed-income sceurities and place them diveetly with individuals and institutional
investors. The Federal Government issues securities to meet financing requirements for its
economic and social infrastricture projects, which are acquired by private credit institutions to
comply with legal reserve requirement regulations or by the Bank of Mexico with funds
deposited with it to meet cash reserve requiccments.

As of December 31, 1975, the amount owistanding of fixed-income securities was 320,900
million pesos, Of this amount, 54.5% were government issues, 31.4% were private banking
issues, 11.1% werc public banking issues, and 3.0% were issues of private non-financial
intermediaries.

The Mexican Congress enacled on December 29, 1974 a law with the objective of re-
vitalizing the securities markels. The main features of this law seek to develop sources of equity
and debt for new companies and an improved market for the securities of existing companies.

[ PUBLIC FINANCE

Prior to 1965, the revi.aues and expenditures of the public agencies of the Federal Govern-
ment were accounted for outside the Federal budget and not reflected therein, except to the
extent that the Government granted subsidies or capital contributions to, or received income
from, such agencies. Under the Federal Revenue Laws since 1965, the budgets of most of the
larger public agencies—prineipally Pemex, the Federal Electricity Commission, socinl security
and other social welfare institutions, National Railways of Mexico, Federal Toll Roads and
Bridges, and Aeroméxico (a Government-owned airline company)—are included as part of
the budget of the Federal Government.

! The combined budget for 1976 of the Federal Governmenl and included public agencies
authorizes expenditures of 439,643 million pesos. Of this amount, the Federal Goy ernment
accounts for 2:]&1!.]:] million pPesos nndd the ])llhli(‘ H}.‘,"(.‘Ilcit.‘}i for 201.[;0“ million pPesos,
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the annual Revenue Law, providing the necessary authority for collecting taxes and contracting
loans; however, specific borrowings may also be authorized under special laws adopted by

PR G

Federal Government Revenues and Expenditures { B
The Federal Government’s fiscal year is the calendar year. The expenditure -tﬁ:dget of the . ,‘ '
Federal Government is prepared by the Ministry of Finance and Public Credit and prior to g >
December 15 is presented by the President to the Chamber of Deputies for its approval. ' 1B
| IS
The revenue bill, which is also presented by the President to the Chamber of Deputies, sats { 4
forth the revenues which the Federal Government estimates it will receive during the following | ‘;3_'
year. Such bill, which must be enacted by both houses of Congress before December 31, becomes | 8
|
|

Congress.
The following table presents a summary of the revenues and expenditures of the Federal g'i;
Government (excluding public agencies) for the year indicated. __ ﬂ
i
SUMMARY OF REVENUES AND EXPENDITURES OF THE FEDERAL GOVERNMENT (1) il
(excluding public agencies) } ;
1975 1976 1
1971 1972 1973 1974 Budget Budget o
{millions of pesos) ‘ =0
Current Revenues(2) ....vvevwnevnnesa 43,735 53,680 67,691 93,179 131,028 153,911
Current Expenditures: I

Direct Administrative Expense , ... 14,151 18,000 23,313 29,670 41,281 54,867 [
Public Debt Interest and Expense . 4,884 5,390 6,614 10,980 13,690 20,159
] Transfer Payments (consumer sub- |
sidies, social security payments,

PR TS

VY. iyursseiidscn i ihs s i 18,691 18,003 26,172 89,690 42,180 53,179 i

Other Current Expenditures ...... 291 168 261 340 6,385 4,822 i

Total Current Expenditures ... 33,017 42,561 56,360 80,680 103,636 133,027 (€

Surplus on Current Account .......... 10,718 11,029 11,231 12,499 27,492 20,884 '
Capital Revenues (excluding proceeds ¢
Oof 10BNKE) isvecssaniocivnbniasesrs 786 673 1,605 898 900 900 2
Cupital Expenditures ..........000000 17,670 28,962 39,962 47,910 61,828 80,145 :
Deficit on Capital Account .....oouvuin (16,884) (£8,280)  (28,3567) (47,012) (GNn,928) (79,245) u
Budgetary Surplus (Deficit) ,....... ‘e (6,166) (17,260) (27,126) (34,613) (33,436) (68,361 | .«

Adjustment to cash basis:
Add: Items in previous year budget
ayable in current year ... — - - -— 9,666 14,000 3)
Subtract: Items in current year |
budget payable in following |

N
o o el T B S NV I - - —_ — — (13,000) (3) (16,000) B
Deficit to fNANCE +vrveerernrrrereeens (6,166)  (17,260) (27,126)  (34,613)  (20,992) ~ (56,361) R
;” Giross borrowing: |
IREOINAL: s e e e e 8,638 19,381 28,808 48,224 o
(~ EXEBrnBl oo visan sainianenvairenaa 1,787 2,963 4,874 8,781 (4) (4) { N
Total oivan smviasSmioi s oi s ve 10,326 22,334 33,682 47,005 411,181 67,232 :
: Amortizntion of debt: i 1
’ 3|11 1] A T SR I SN 3,636 4,059 4,348 5,603 9,682 9,231 I B
Fitarnnl o soicnsmna walic o onm v 1,663 1,669 1,671 1,612 1,606 1,64( |
A1) €71 (IR e it 8 oy R 6,000 5,718 6,019 7,206 11,188 10,871
Net borrowing(5) vovvvriiriiviirnrass 5,226 16,616 27,763 39,300 20,008 66,361
Surplus or (Deficit) including net bor-
YOWEAL i cinonio o v bed v Vs a dnie & (940) (G44) 637 5,287 1 -

(1) The accounts of the Federal Government are on a cash basis, The figures for the years
1971 through 1974 reflect the cash accounting for those years. The budgets for 19756 und
1976 are adjusted to a cash basis as indicated in the table.

Footnotes continued on following page
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Footnotes continued from preceding page

(2) Including taxes, distributed or distributable in part to the state governments as capital
expenditure, as follows: 1,601 million pesos (1971); 1,776 million pesos (1972); 7,196
million pesos (1973); 10,934 million pesos (1974); 15,733 million pesos (1975) ; and 18,673
million pescs (1976).

(8) Items do not agree because they were estimated at different times.

(4) Details not shown in the annual Revenue Law.

(5) Net borrowing in any year does not correspond to the increase in direct Federal Govern-
ment debt in such year as indicated under Public Debt herein since it does not reflect,

among others, transactions such as the assumption by the Government of debts previously
incurred by public agencies and adjustments for changes in exchange rates.

The following tables pres’ént the revenues and expenditures of the Federal Government
| (excluding public azencies) for the year indic_:ated.

i REVENUES OF THE FEDERAL GOVERNMENT (1)
GE (excluding public agencies)
: 1975 1976
g 70 1971 1972 1973 1974 Budget  Budget
¥
" (millions of pesos)
) Current Revenues:
t Taxes on Income .....voovvvemnnns 16,478 16,858 21,010 26,093 36,409 46,200 56,970
) Business Income ....covivevnssn 8,568 8,666 10,564 13,469 20,409
: Personal Income:
i Wages, Salaries and Profes-
sional Income ., ...cvvuvnnns 4,808 5,617 6,695 8,134 11,338
Investment Income’ ¥ 1,242 1,653 2,499 2,981 2,648 (3) (3)
i Accumulated Income 248 361 b1l 705 930
i EIEROR - seitin ot iiatnas it s i 612 671 741 854 1,084
! Other TiXe8 ,.vensvssascesnsserns 21,146 23,066 27,347 36,464 51,929 78,52}3_ 90,862 |
Excise Tgxcs sessiersibabanad 7,716 9,666 12,474 12,887 20,11° 34,175 38,666
- Commercial Receipts Tax ..... 4,360 4,874 6,461 12,769 18,100 24,.50 28,611
! Import Dutiqs ................ 6,392 5,814 6,608 6,255 8,692 11,726 14,576
" Export Duties ......ccoceuee 904 969 964 1,256 1,662 4,400 4,375
Stampy: Pak wieseviieein st 684 591 658 805 1,025 1,450 1,887
4 OMBE iifiana sasdimressin v 1,070 1,163 1,282 1,492 2,340 2,327 2,949
Other Current Revenues ......... 3,896 3,811 5,223 6,034 4,841 6,300 7,079
) Total Current Revenues (2) 40,520 43,736 53,680 67,691 93,179 131,028 153,911
Capital Revenues:
Capital Revenues (excluding pro-
ceeds of loans) ..vvveevrvvnnsns 824 786 673 1,606 808 900 900
Proceeds of Loans ............... 10,726 10,326 22,334 33,682 47,005 41,181 67,232
Total Capital Revenues . ,. 11,649 11,111 23,007 36,287 47,903 42,081 68,132
TOTAL REVENUES(4). 52,069 654,846

76,587 102,878 141,082 178,109
) )

222,043

The figures from 1971 to 1974 correspond to amounts actually received as they appear in the Public

Account, whereas figures for 1975 and 1976 are those of the budget, Since 1972, the budget has in-
cluded revenues from borrowing.

(2) Includes the following amount. distributable to State governments: 1,601 million pesos (1971);
1,776 million pesos (1972) ; 7,196 million pesos (1973) ; 10,934 million pesog (1974) ; 15,733 million
pesos (1975); and 18,673 million pesos (1976).
g (3) Details not shown in the annual Revenue Law.
(1)

Tax revenues of the Federal Government pledged to secure certain issues of internal public debt
aggregated 4,512,943,000 pesos in 1974. Revenues derived from the 10% tax on railway gross re-
ceipts, » major portion of which secures the issues of external debt covered by the debt settlement
Agreement of 1946, amounted Lo 383,309,043 pesos in 1974, In addition, certain issues of internal
public debt were secured by the Government's dividends on ils holdings of Bank of Mexico Series

“A" stock, which dividends amounted to 159,406,990 pesos in 1974 and are included in Other Cyrrent
Revenues shown above.
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EXPENDITURES OF THE FFEDERAL GOVERNMENT (1)

(excluding public agencies)

1975 1976
1970 1971 1972 1973 1974 Budget Budget

(millions of pesos)

Communications and Transportation .... 6,319 6,868 9,183 12,087 13,222 16,098 18,759
Ratlroads ;oiihacenenss AT S T 2,185 2,427 2,693 2,849 3,670 4,022 5,658
Roads ..:vcuss o ; 2,054 2,318 4,024 5,791 5,562 5,785 4,253
Telegraph and Postal Services ....oeveunn 856 983 1,206 1,268 1,466 1,804 2,230
Maritime Works ...... 317 295 523 692 824 1,628 1,492
Airporta. sisveeeisine Wi 197 152 212 193 174 216 610
Other e e e 710 693 625 1,294 1,526 2,644 4,607

Development and Conqer\ratlun of Natural
PRIyl R SO PP s R L 5,608 14,261 15,686 24,616 30,008 34,376

Irrigation ......... 2,616 2,752 3,762 5,814 6,911 9,438 11,526
. 2,684 2,156 10,609 9,771 17,705 20,570 22,850

Promotion, Development and Regulation of
Agriculture, Commerce and Industry ....... 10,454 10,0156 12,635 18,829 22,347 24,886 35,616

Education and Culture ....... 7,373 8,863 11,148 14,350 19,692 27,437 34,396
Pre-Primary and Primary Schools 3,374 3,664 4,305 5,166 6,687 9,128 11,698
Secondary and Vocational Schools .... . 1,336 1,629 1,645 1,976 2,687 2,939 6,271
Universities, Technical Schools and

Professional Schools witin 4 1,206 1,495 2,050 2,828 4,663 5,135 10,248
School Construction and Mamtcnnnce Eae 759 1,478 1,973 2,697 3,170 4,565 6,073
QBB | siavivesiden susdsasin diE R R 699 687 1,175 1,684 2,585 5,670 2,106

Hospital Services and Public Assistance 1,906 _2,008 3,409 4,334 4,771 6,616 8,483
Health, Medical and Hospital Services ... 880 1,033 1,743 2,156 2,085 3,062 4,405
Hospital Construction . iR 197 243 663 892 1,073 1,232 910

829 732 1,103 1,286 1,613 2,322 3,168

Social Seecurity ..... &k lww ‘ 2,467 2,687 4,698 b,607 7,632 10,697 13,091
Government Contribution for Social

Sccurity ...... 8 AR A AT 936 1,169 1,383 1,611 2,223 3,171 2,088
DEher Sviareaens L T PRt ST NI " 1,641 1,628 2,310 3,996 5,400 7,626 10,102

National Defense e ey 2,657 2,696 3,267 4,080 5,377 6,225 8,679
Military Pay ...... e ‘ 1,374 1,496 1,744 1,976 2,709 3,677 5,474
Purchase of Equipment .... 102 120 209 300 379 176 206
Other i3 eirsressres 1,081 1,081 1,304 1,805 2,289 2,372 2,839

General Administration Vil 7,106 7,070 8,h78 14,924 20,049 29,707 39,713

4498 4,884 5,389 6,613 10,050 13,690 20,159

3 08 6o 13 —

Total Expenditures (excluding relirement of
public debt) ...... ¥ 60,687 71,613 96,322 165,364 213,172

Retirement of Public Debt ..0vvvennnirinennn. 685 6,090 5,718 5,919 ; 20,744(2) 24,871(2)

Estimated Expenditures to be paid in Following
717 Al S — - - - — (13,000)  (16,000)
TOTAL EXPENDITURES ........... eeuhn - OS0000 65,786 7.231 102,241 135,795 186,108 238,043

(1) The figures from 1971 to 1971 correspond to amounts actunlly spent as they appear in the Public Account, whereas

figures for 1975 and 1976 are those of the budget. Sinee 1972, the budget has included outlnys financed by borrow-
ingu,

(2) A ]lnrtipll of the amount stated represents debt incurred in the prior year, which when spent during the curre:
year, will be apportioned among appropriated expenditure entegories,
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Receipts and expenditul;es of the public agencies for the years 1.dicated are summarized

below:
RECEIPTS AND EXPENDITURES OF PUBLIC AGENCIES (1)
1975 1976
1970 1971 1972 1973 1974 Budget Budget
Receipts: (millions of pesos)

Total Current Revenues including

Social Security Tax ............ 44,458 48,402 56,603 74,172 107,382 128,244 167,765
Gross Proceeds of Loans ....,..... 12,514 17,278 16,218 28,562 33,107 34,306 33,835

TOTAL RECEIPTS .......... -~ 56,972 65,676 71,821 102,734 140,489 160,650 201,600
Expenditures by agency:

POIMER ©0vsatisvensssvivivsvstesve 20,031 23,108 22,260 23,007 317,660 317,765 49,605
Electric Power Companies(2) ..... 11,767 13,977 16,495 21,674 27,121 31,204 32,433
Railway Companies .......,...... 4,421 5,072 5,034 5,989 7,278 11,659 13,237
Social Security Agencies ,,...... b 11,808 13,921 15,790 18,910 29,191 31,270 39,942
Other Social Welfare Agencies ..., 2,870 3,042 4,711 4,117 4,612 4,637 5,388
ConasUPD oyierainianses vressonns 3,744 4,350 4,661 7,143 12,360 16,343 22,655
Federal Toll Roads and Bridges ., . 694 483 728 1,102 1,093 1,225 1,329
AeromXIc ouugiisiiiiaiisiisesns 1,060 1,401 1,634 1,806 2447 2,656 3,129
Airports and Auxiliary Servicss ... 196 190 328 321 619 665 827
PrOfOXIEX s.oicicivionenesnosso 1 1 2 € 48 226 106
Mexican Coffee Institute(3) .....,. — — — 1,009 1,893 2,174 4,012
Vicente Guerrero Forestry(3) .... —_ —_ — 24 118 121 166
Guanos and Fertilizers of Mexico(8) — — — 3,852 4,643 6,310 8,029
National Construction of Railway

ConchOB(B) seivoenivevecsosnsns — — — 933 1,610 2,420 3,683
National Steel(3) .........,...... - - - 391 611 T64 1,198
National Diesel(8) ............... — — — 2,865 3,891 4,685 7,677
Steel Mill Ldzaro Cérdenas—Lag

'].‘ruchas(S) ................... - — —_ 382 1,168 2,007 2,368
Mexican Fishing Products(3) ..... —_ —_ -_ 3,111 4,626 4,463 5,442
Mexican Institute for Foreign Trade

(BMOBY() vinsavesiasncenesns — o~ — e — 260 400

TOTAL EXPENDITURES . e 66,682 G5,5- » 71,638 101,792 140,689 160,660 201,600

(1) The figures from 1971 to 1974 correspond to amounts actually spent as they appear in the
Public Account; the figures for 1975 and 1976 are those of the budget.

(2) Includes Federal Electricity Commission,
(3) The expenditures of these agencies only came under the control of the budget in 1973.

(4) The exy enditures of this agency only came under the control of the budget in 1977,

Of the total budgeted expenditures of public agencies amounting to 201,600 million pesos
for 1976, 127,364 million pesos represent current expenditures, 39,413 million pesos represent
capital expenditures, and 24,823 million pesos represent amortization of debt,

The share of borrowed resources in the financing of capital outlays, which teaditionally has
been low for all official agencies, has recently been srowing for certain of them, including Pemex
and the Federal Electricity Commission. This refleets the inability of current account surpluses
to keep pace with growth requirements that existed until prices and tarifls of hoth agencies
were increased during 1974,
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Taxation i /
The Federal tax structure establishes the following principal categories of taxes: a gradu-
ated income tax at progressive rates, taxes on the exploitation of natural resources and their

derivatives, taxes on manufacturing and commerce, a tax on commercial receipts, a stamp tax, | i
and import and export duties.

Income taxes have generated an increasing portion of the total Federal tax revenues in )
recent years, rising from 36.5% of Federal tax revenues in 1960 to 41.2% in 1974. A Federal
Register of Taxpayers was established in 1962. Partly as a result, the number of income tax- | ;]
payers registered throughout the country rose from 5,399,622 at the end of 1964 to 12,757,000 L 5

in October 1974. As a result of income tax legislation enacted early in 1965, the former sched-
ular system of Federal income taxation, in which income from different sources was taxed at
different rates, has been simplified. Income tax for business enterprises, after certain deductions
and allowances, is applied at effective rates that increase from 0% on the first 2,000 pesos of
taxable income to 429 of total taxable income when that income exceeds 500,000 pesos.

L} - s ™

Several tax reforms have been enacted since 1971, aimed chiefly at (a) increasing the Gov- ‘ | M
ernment’s share in national income so as to enable it to finance a larger proportion of public K
investment out of tax resources, (b) promoting exports and achieving a better regional pattern ' f
of industrial growth, and (c) improving the efliciency of tax collections. The increase in the I 5;
Government’s share of national income is to be derived from higherr and more progressive tax l 4
rates on household incomes, higher excise rates on non-essential consumables and certain | o
changes in corporate taxation. The tax measures to improve the regional pattern of industrial- ‘ ':
ization include tax incentives and the supplying of subsidized resources, while the promotion of | :f
exports is being fostered mainly by means of import liberalization, technical assistance and ! i
credit availabilities. Improvements in tax administration are aimed Hoth at reducing tax evasion ' ,
and economizing on collection costs, B

A\

These tax modifications ‘ntroduced between 1971 and 1974 kave resulted in an increase in ;1
the Gove.nment's revenues, as a percenlage of Gross Domestic Product, from 9.7% to 11.5%. 1,}
It is estimated that this percentage will rise to 13.6% in 1976, ¢

PUBLIC DEBT -

The total direct debt of the Federal Government as of Decenbor 31, 1975 represented | {
approximately 19.6% of Mexico's estimated 1975 Gross Domeslic Product as compared to 1 :
16.4% in 1970. The following table sets forth the Federal Government's direet internal and | [
external debt (all of which is funded) as of the dates indieated. f :

DIRECT DEBT OF I'EDERAL GOVERNMENT &

(millions of pesos) i’

December 31 Internal E aenal(1)(2)  Total 1
0T i e R S R e 63,842 10,720 64,671 i

[ N S S R SR 58,868 11,028 69,886 _
Ty [ R W ol L TR0 LA Et IR S OIE 74,241 12,154 80,595 ’
Y Cimviian ettt ¥ns Lt g nits clat 08,616 16,227 114,843 4
LI 5 s v A R S R W s e R Y e i e 130,811 23,896 164,707 H
BOTOLE) ) osvmemies eridin T s sdamsriiss ARis F s v e snss 176,230 34,066 210,290 {

(1) External debt includes indebtedness Lo national eredit institutions includins Nacional Ti-
nanciera which received funds from external borrowings and reloaned sueh funds to the
Federal Government (see also Note (1) to table: “Ixternal Funded Debt of Public Sec-
tor”) and inchides funds transferred to public agencies of Mexico, which debt is to be

(Notes continued on following page)
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(NOTES—continued)

repaid and serviced by such agencies, being 1,944 million pesos (1970); 1,682 million pesos
(1971); 2,348 million pesos (1972); 2,710 million pesos (1973) ; 5,296 million pesos (1974);
and 14,683 million pesos (1975).

(2) Amounts based on rates of conversion prevailing on the dates indicated.

(3) Preliminary,

in addition .o its direct debt, the Federal Government has specifically guaranteed the
principal and irterest payzble in respect of certain obligations of public agencies, principally
Nacional Finauciera, Federal Toll Roads and Bridges, Federal Electricity Commission and
National Railways of Me.:ico. As of December 31, 1975, the outstanding principal amount of
such obligations was 34,145 million pesos, of which 19,764 million pesos (equivalent to $1,581.1
million) represented external obligations, substantially all payable in United States dollais, and

14,381 million pesos represented internal obligations payable in pesos. All such guaranteed debt
constituted funded debt.

In addition to the specific guarantees granted by the Federal Government for particular
obligations of certain agencies (including Nacional Financiera), under the Organic Laws
governing three of the principal national eredit institutions (namely, Nacional Financiera, the
Nationa! Bank of Public Works and Services and the National Bank for Rural Credit), the
Federal Government (., in the case of Nacional Financiera, the Nation) is responsible for
the external obligatiors of those institutions. The amount of such obligations outstanding at
December 31, 1975, is shown in the table on page b7.

The total external funded debt of the public sector consists of the external portion of the
direct indebtedness and guarantees of the Federal Government together with the external
funded indebtedness inc.rred directly or guaranteed by public agencies and public companies
for the public sector but not carrying the specific guarantee of the Government. Such public

sector debt at December 31 in each of the years 1970 through 1975 was as indicated in the table
below.

EXTERNAL FUNDED DEBT 0F PUBLIC SECTOR

Debt of
Direct Debt of  Debt Guaranteed Other Publie

the Iede ol by the Federal Apencies

Totnl Government Government(1) (2)(3)
Decomber 51 (millions of dollars)

IO v vi s i SRS $ 3,460 BHE B07 $1,6956
1971 3,664 ! 882 ’ 188 1,884
4,2H0 072 062 2,331
6,732 1,208 1,013 3,421
7,951 1,912 1,270 4,790
11,620 2,720 1,681 7,214

(1) On behalf or public agen=ies including Nacional Financiera.

(2) Excludes external debt issued or guaranteed by Nacional Financiera which has been re-
loaned to or guaranteed on behalf of private companies amounting al December 31, 1975
Lo the equivalent of P 4,975 million ($398 million).

(3) Dircct debt of, or guaranteed by, Nucional Finaneiera, the National Bank of Public Works
and Services, the National Foreign Trade Bani- and other public agencies (principally
Pemex, Federal Electricity Commission and National Railways of Mexico) not carrying
the specific guarantee of the Federal Government.

(4) Preliminary.

The Revenue Law for 1975 provides thal the authorization of the Ministry of Finance and
Publie Credit is required for any borrowings, external or internal, undertaken by any of the
public agencies, including national eredit institutions.
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The present administration has established strict controls and a high level of coordination
concerning participation in international capital markets by public sector entities. It is intended
that externa! financing continue to be used in a supplementary manner in the carrying out of
economic development projects capable of generating or saving foreign exchange. At the same
time a major cffort is being made to contract new loans of the latest possible maturity in order
to improve the maturity structure of external public debt.

The following table sets forth the debt service requirements for the indicated periods in
respact of the external funded debt of the public sector outstanding as of December 31, 1975.

SELVICE REQUIREMENTS OF EXTERNAL FUNDED DEBT OF PUBLIC SECTOR (1)
(millions of dollars)

Total Deht

Payment Periods Principal Interest Service
Dugs B0 ovsooniivinmmnspsrvcsnst A S e $ 1,0674  $1,0842  § 2,14'6
B 10T viaenane b s ) W = SRl Ny NS Y Y 1,305.1 1,012,9 2,8 30
Dee 1078 o enrnvwssanssaase L N N T 1,851.8 936.5 2,783.8
IO AR i siiaiises R TR A Ve EE TR 1,827.3 862" 2,69(,0
DUE- B8O Siseisariabienenss bha iV E v e s et s A AR had b 1,771.2 7309 2,601
TOERY bicv v R R TR SR e R R e el e 17,8128 4,632.2 12,445.0
Due 1981-1986 2,947.3 1,0856.2 4,032.6
Due 1986-1990 675.7 146.6 822.2
Due 1991-1995 69.4 12,1 81.6
Due 1996-2003 14.8 2.0 16.8
5oy, IS, Sl 5 il M L O (08 L L §11,620.0 $5,878.0 $17,398.0

(1) Preliminary.

Debt Record

Full debt service has been paid when due on all external debt issued by the Federal Govern-
ment of Mexico since the adoption of the Constitution of 1917, as well as on all external debt
issued by other entities since that time which was assumed or guaranteed by the Government
or for which the Government is by law responsible. :

As a result of several years of internal disturbance, the entire Federal Government debt
outstanding in 1914 went into default in that year, Debt settlement agreements made in the
1920's were not carrvied out by the Government because of conlinuing financial difficulties, but
in 1942 and 1946 the Government entered into agreements with the International Committee of
Bankers on Mexico, representing the United States and European holders of the defaulted ob-
ligations, These agreements provided for the settlement of substantially all the direct external
debt of the Federal Government, certain other debt assumed or guaranteed by it, and debt of
the National Railways, aggregating approximately $464 million principal amount with arrears
of interest of $603 million. See Table 1T under “I'ables and Supplementary Information” herein
regarding the settlement terms, The holders of more than 999 of the obligations (excluding
those held by subjects of or persons within countries at war with the Allied Nations in World
Waur II and those held by persons who failed to register to become eligible for the agreements)
assented fo those terms. Obligations held by subjects of or persons within enemy countries and
by persons who failed to register to become eligible under the agreements became vested in the
Mexican Government by a Decree enacted in 1951 which provided thalt all such obligations
belonged to Mexico and extinguished all the rights and claims of the holders of such obliga-
tions, Mexico has fulfilled all its obligations which have come due under lhese agreements
and in 1960, in accordance with the terms thereof, prepaid a substantial portion of the outstand-
ing bonds, the holders of which had assented to the agreements. As of January 1, 19756, Mexico
had deposited with The Chase Manhattan Bank funds sufficient to acquire all assented bonds.
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TABLES AND SUPI EMENTARY INFORMATION

PUBLIC DEBT OF THE FEDERAL GOVERNMENT OF MEXICO

Bonded Debt:

(A) DIRECT DEBT

Table I, Internal Debt as of December 31, 1975
(Payable in Pesos)

Daleof
Date of Final

Principal
Amount
Outstanding

Remarks

Title and Annual Interest Rate Issue Maturity

6% Highway Bonds(1)
6% Highway Bonds(1)

6% Highway Bonds(1) ..
5% Highway Bonds(1) ..

5% Highway Bonds(1)
5% Highway Bi 7ds(1)

5% Highway Bor !s(1) ..
5% Highway Bonds ...

6% Highway Bonds
5% Highway Bonds
69 Highway Bonds
6% Highway Bonds
5% Highway Bonds
6% Highway Bonds
6% Highway Bonds

Feb. 1956 July 1976
Feb. 1957 . July 1977

......... iviivessssis o JADG1BHE July 1978
....... wesdwsesivess  Beb. 1969 July 1979

Jan. 1960 July 1980
Feb. 1961 July 1981
Feb. 1962 July 1982

..................... Mar. 1963 July 1983

May 1964 July 1984
Apr. 1965 July 1986
July 1966 July 1986
May 1967 July 1987
Aug. 1968 July 1988
Mar. 1969 July 1989
Mur. 1970 July 1990

6% Electrification Bonds(2) Feb. 1956 Oct. 1976
55 Electrification Bonds(2) Feh. 1957 Oct. 1977
6% Electrification Bonds(2) Jan, 1958 Oct. 1978
5% Electrification Bonds(2) Feb, 1959 Oct. 1979

5% Electrification Bonds(2)
5% Electrification Bonds(2)
5% Electrification Bonds(2)

5% Electrification Bonds
6% Electrification Bonds
5% Electrification Bonds
690 Electrification Bonds
6% Electrification Bonds
654 Electrification Bonds
6% Electrification Bonds
6% Elecctrification Bonds

Feb, 1960 Oct, 1980
‘May 1961 Oct, 1981
Apr, 1962 Oct. 1982
Apr. 1963 Oct, 1983
May 1964 Oct, 1984
Apr. 1965 Oct. 1085
July 1066 Oct. 1986
May 1967 Oct. 1987
Aug. 1968 Oct. 1988

., 1969 QOct. 1989

. 1970 Oct. 1989

Public Works Bonds (non-interest hearing) . 1940 Dec. 1990

% Industrial Promotion Bonds . 1964-65 Nov. 1979
8% Industrial Promotion Bonds . 1966 Dec. 1980
B% Industrial Promotion Bonds . 1967 Jan, 1082
8% Industrial Promotion Bonds . 1968 Mar. 1983
89 Industrial Promotion Bonds . 1969 Muar, 1984
87 Industrial Promotion Bonds . 1970 Mar, 1085
8% Industrial Promotion Bonds L1971 Nov. 1986
6% Bonds for Development of Agricultural Pro-

duction(3)

. 1960 Jan. 2000

6% Federal-state Cooperation Bonds ........... “eb, 1967 Jnn. 1977
6% Agravian Debt Bondsa(4) —
8% Donds for Economic and Socinl Development

of the United Mexican States ......vvvuns. Dec, 1973 Sept, 1088
8% DBonds for Economic and Social Development

of the United Mexican States ,.......... +» Muar 1076 1990(H)

(thousnnds
of pesos)

17,348
39,546
60,675
80,786
99,928
118,147
135,488
151,994
167,705
182,658
196,801
210,438
223,332
235,605
247,287
17,348
39,646
60,676
80,786
99,928
118,147
135,488
151,004
167,705
182,658
196,891
210,438
293,832
235,605
247,287
75,000
3,893,564
4,221,486
8,464,826
4,857,865
4,221,251
4,657,222
10,028,513

268,000

4,134
1,272

ol
23,107,128

04,019,346

(a)
(a)
(a)
(a)
(a)
(a)
(a)
(a)
(a)
(n)
(a)
(n)
()
(a)
(a)
()
(a)
(a)
(a)
(a)
(n)
(n)
(n)
(n)
(a)
(a)
(a)
(n)
()
(n)
(b)
(n)
(n)
(n)
(n)
(n)
(n)
(a)

(b)
(n)

(a)

(Continued)
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TABLES AND SUPPLEMENTARY INFORMATION

PUBLIC DEBT OF THE FEDERAL GOVERNMENT OF MEXICO
(A) DIRECT DEBT ‘

Teble I. Internal Debt as of December 31, 1975—Continued

(Payable in Pesos)
Date of Principal
Date of Firal Amount
Title and Annual Interest Rate Issue Maturity QOuistanding Remarks
(thousands
of pesos)
PubL.. INTERNAL DEBT BONDS
(non-interest bearing) :

Beriol D cossessovasssanivanorsas cesnwews Saph 1944 Various 1984 275 (b)
Sexies B cocsrasvnsivss i ke sawed weevs. Sept. 1945 Various 1985 2,700 (b)
Qarian I seessiviinsessaiedosyanysessies Jan. 1946 Various 1986 3,000 (b)
Bartaa o ottt ain 4 o b AN s p s - ol Bl 1002 Various 1992 9,000 (b)
Series H vececssinse T B e SR cesss Jan, 1952 Various 1992 9,000 (b)
Series I seevcnsrnvosssnssscsas sesaes vsss Jon, 1952 Various 1992 4,600 (b)
Series J ...... SR S WA vessesss Dec,1932 Various 1994 1,710 (b)
Provisional Certificates .......co00veeee DT $50,875,000 (a)

Principal

Date of Date of Amount Remarks
Title and Annual Interest Rate Contract Maturity Outstanding(6)
Loans:

LOANS FROM NATIONAL BANK FOR PuBLIC WORKS
AND SERVICES:
For public works, acquisitions and construction
(13.56%-14.096) «.vvvnvvranans Various Various 1980 1,772,215 (c)
LOANS FROM NACIONAL FINANCIERA: :
For public works and other purposes (6.5%-
14BH) ssvsssvnsivrnivisisavives w A Various Various 1980 4,427,343 (e)
OTneEr LOANS:
For acquisitions of land for school construc-
tion, other acquisitions, construction, instal-

lations and miscellancous (8.07:-13.8%) ... Various Various 1982 3,069,589 (c)
Total Internal Funded Debt .......... oid 176,230,183

p——————

(1) Secured by a lien on the revenues from the Federal tax on the sale of gasoline,

(2) Socurog] by a lien on the revenues from the Federal tax on manufactured tobacco and, in the case of
bonds issued in the years 1954-1955, on the dividends on the Scries “A" shares of the Bank of Mexico,

payable to the Federal Government.

(3) Secured by a lien on the Federal income and excess profits taxes paid by the Bank of Mexico and a
lien on the dividends on the Series “A” shares of the Bank of Mexico payable to the Federal Government.

(4) Service on these bonds was suspended in 1931 and was not resumed by reason of subsequent changes in
the Agrarian Codes.

(5) Redeemable at the option of the holder at any time during 1900,
(6) Preliminary.

() Equal semi-annual or quarterly level debt service payments.
(b) Equal annual redemptions to retire entire issue by maturity.
(¢) Various periodic payments to retire indebtedness.
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PUBLIC DEBT.OF THE FEDERAL GOVERNMENT OF MEXICO
' (A) DIRECT DEBT

Table IL. External Debt as of December 31, 1975
(Payable in Foreign Currencies) (1)

Adjusted Principal Amount
Qutstanding Amortization
or Sinking
Yearof Yearof Non- Fund
Title Issue Maturity Assented Assented Total Provisions

(thousands of dollars)

Pre-1917 DEBT:
Bonds originally issued, assumed or guaranteed

by Federal Government, subject to debt settle-
ment Agreement of November 5, 1942(2) ..... ig?g- (3) $ 0(4) $130(b) &  130(6) (7)

Railroad Bonds subject to debt settlement Agree-

(7)
(8)

(9)
(10)

ment of February 20, 1946: (8) ..........u. ig%g- (9) 363(10) 363(11) (12)

Total Pre-1917 Debt cccvsvsnnnsosnssas $493 493
(equivalent in thousands of pesos) ...... (6,163)

'g.‘.lonl\r;rsions of amounts in foreign currencies are made at the official rate of $1 = 12.50 pesos in effect at December
, 1975,

Under the Agreement of 1942, bondholders became entitled to receive annual redemption payments aggregating ap-
me.imnlely 20% of the original principal amount of their bonds, and both interest in arrears and current interest

ccame payable in substantially reduced amounts.

All the bonds subject to the Agreement of 1942 have original maturity dates prior to the date of this Securities
Report, but such maturities were extended to 1963 for the secured bonds and to 1968 for the remainder of the bonds
which assen’ed to the Agreement.

Al outstanding bonds which assented to the Agreement of 1942 were called for redemption in 1960 and the funds
recelved for such prepayment were deposited with The Chase Manhattan Bank.

Although no provision has been made for payment of the bonds the holders of which roi,vlstered but did not assent
to the Agreement of 1942, the Government includes such bonds in its External Debt at the reduced dollar principal
amounts established by the Agreement. Y

Itaads, the holders of which did not register to become eligible for the Agreement of 1942, in the aggregate original
principnl amount of $29,760,000, ure not considered to be debt of the Government nnd consequently are not included
in the tetals, pursuant to the Law Concerning the Disposition of enemy-held Bonds, of December 29, 1951, enncted
in view of Mexico's status as one of the Allied Nations in World War IT and in accordance with the rrinciplcs of
rost-war internationnl reparations, That Law vested in the nation the entire rights and property to any ' cncmr-hald"
onds included in the issues subject to the Agreement of 1942 and extinguished all the rights and claims of holders
of such bonds. The securities covered by the Law were defined not only as those bonds which during the War were
located in enemy territory or held by enemy nationals but also us those bonds the holders of which had failed to
register during the periods provided in the relevant decrees. Prior to 1951 and during a veopened period which ﬁrmllr
terminnted on November 20, 1963, the Government accorded non-enemy status to certain bonds the lholders of which
submitted appropriate applications and evidence.

There are no amortization or sinking fund provisions presently in effect for the bonds which did not nssent to the
Agreement of 1042,

The Agreement of 1946 offered two options to hondholders: Plan A provided for substantially the same treatment
ns the Agreement of 1942, Plun B eliminuted current interest and provided for annual redemption at a fixed annuity
nt prices rising from 21% of original principal amount in 1946 to 1009 in 1974. Payment of debt service on certain
of the bond issues was secured by mortgages or other liens, including a lien on the receipta from a 109 Federal
tax on gross revenues of the original corporation, National kailways of Mexico, which would revive in favor of the
bondholders in the event of any default under the Agreement, but such liens have not been operative because the
Federal Government has complied fully with the Agreement,

Pursuant to the Agreement of 1946, 1974 is the final dute for the redemption of all bonds nceepting Plan B under
the Agreement,

Although no provision has been made for payment of the bonds the holders of which registered but did not assent
to the Agreement of 1916, the Government includes such bonds in its External Debt at the redured dollar principal
amounts established by the Agreement for holders electing Plan A,

(11) Bonds, the holders of which did not register under the Agreement of 1946, in the aggregate originzl principal

(12)

amount of £9,481,000, are not considered to be debt of the Government and are not included in the totals,

There are no sinking fund or amortization provisions presently in effect for the bonds which did not assent to the
Agreement of 1046, Amortization provisions for the holders of the bonds who aecepted Plun B thereunder ar
described under Note (8) hereinnbove,




PUBLIC DEBT OF THE FEDERAL GOVERNMENT OF MEXICO
(A) DIRECT DEBT

Table 11. External Debt as of December 31, 1975—Continued
(Payable in Foreign Currencies) (8)

Principal Amortiza-
Original Amount Amount tion or
Year Year of Principal Undis- Outstand- Sinking
Interest Con- Final Amount  bursed ing Fund
Title Rate tracted Maturity Contracted (10)(16) (10)(16) Provisions

(thousands of dollars)

PosTt-1917 DEBT:
Bonds of the United Mexican States
for Ilconomic Development .... Subtotal., $515,279

External Sinking Fund Bonds ... 1978 25,000
External Sinking Fund Bonds ... 1979 25,000
3xternal Sinking Fund Bonds ... 1979 35,000
External Sinking Fund Bonds ... 1980 217,500
External Sinking Fund Bonds ... 1981 15,000
External Sinking Fund Bonds ... 1981 10,000
External Sinking Fund Bonds ... 1982 26,000
External Sinking ¥und Bonds ...
External Sinking Fund Bonds ...
External Sinking Fund Bonds ...
External Sinking Fund Bonds .
External Sinking Fund Bonds ...
External Sinking Fund Bonds ..
External Sinking Fund Bonds ...
External Purchase Fund Bonds ..
External Bonds
External Bonds
Loans irom Export-Tmport Bank
contracted through  Nucional
Financiera .z.cevvavinressanss Subtotal.. 36,767
1965 1981 23,760
1967 1982 3,000
1966 1081 1,760
1967 19717 3,600
1968 1978 4,300
1973 1983 467

Loans from World Bank Subtotal.. 892,300 101,046
1960 1979 256,000 E 8,806
1961 1081 16,000 6,910
1963 1984 12,500 6,736
1963 1984 40,000 18,711
19656 1985 25,000 17,690
1966 1986 19,000 1,069 14,693
1968 1088 25,000 1,147 22,699
19G8 1088 27,600 — 22,924
1970 1996 21,800 3,011 17,363
1972 1996 22,000 8,904 13,006
1972 1907 20,000 3,289 16,111
1972 1997 60D 216 184
1973 1997 90,000 82,124 7817
1974 1008 25,000 23,890 1,110
1974 1904 90,000 88,716 1,286
1974 1009 47.000 45,944 1,056
1074 1009 77,000 61,104 16,896
1974 1009 60,000 60,000 —

1976 2000 150,000 160,000 —

1976 2000 110,000 110,000 o

$404,150
6,000
6,310
11,060
10,585
6,870
4,560
12,050
19,060
16,252
25,022
40,000
35,000
38,120

R

HFRERR

1980 25,000
1983 11,626
1084 25,000
1987 40,000
1997 35,000
1988 31,000
1986 37,674 32,750
1901 30,000 217,600
1980 76,000 75,000
1982 42,480 38,120
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PUBLIC DEBT OF THE FEDERAL GOVERNMENT OF MEXICO
: (A) DIRECT DEBT

Table II. External Debt as of Dece nber 31, 1975—Continued
(Payable in Foreign currencies) (8)

Principal Amortiza-
Original Amount Amount tion or
Year  Yearof Principal  Undis- Outstand-  Sinking
Interest Con- Final Amount  bursed ing Y
Title Rate tracted Maturity Contracted (10)(16) (10)(16) Provisions
(thousands of dollars)
Loans from Inter-American Devel-
opment Bank contracted th.ough
acional Financiera ........... Subtotal..$ 802,206 § 223932 § 493492
6% % 1961 1981 13,000 - 4,688 4
b¥ 1962 1982 b,744 — 2,196 4
3% 1962 1982 9,200 — 3,666 |
2 1962 1982 1,000 - 384 4
2 1963 1983 3,000 — 1,056 4
4 1963 1978 8,791 — 941 4
b% 1963 1983 1,200 — 6500 4
b% 1964 1984 20,000 — 9,714 4
6% 1963 - 1988 ' 25,600 - 14,471 4
2 1963 1992 5,000 — 3,739 4
2 1964 19856 2,100 —_ 1,019 4
4 1964 1989 9,800 — 6,426 4
3% 1966 1985 4,824 - 2,348 4
4 1966 19901 33,000 — 24,961 4
6 1966 1991 21,000 — 12,803 4
4 1967 1983 6,000 —_ 3,261 4
6% 1967 1987 13,060 — 8,866 4
3 1967 1992 13,000 —_ 10,214 4
4 1967 1092 11,080 — 8,603 4
— 1967 2017 b0u 396 110 4
4 1968 1084 2,600 — 1,663 4
3 1968 1993 34,100 —_— 25417 4
™% 1968 1989 10,600 109 0,619 4
3 1969 1989 1,200 — 1,059 4
T 1969 1989 28,986 —_— 31,674 4
4 1970 1990 9,620 6,081 3,068 4
4 19070 1990 10,440 421 10,019 4
N} 1970 1996 26,000 — 26,000 1
8 1970 1990 8,280 162 7,716 4
8 1970 1990 33,600 - 33,994 4
1 1970 1900 11,000 39 10,694 4
8 1970 1990 b,660 — 5,487 4
4 1971 1996 22,000 4,144 17,866 4
4 1971 1901 6,800 3,613 2,187 4
8 1971 1961 14,000 - 14,716 4
8 1971 1901 11,878 - 12,8506 4
8 1971 1080 21,433 2,230 18,814 1
8 1972 1902 26,000 2,302 22,608 1
a 1972 1997 ab,000 6,620 20,480 4
Hi 1072 1998 28,100 183,286 9,804 4
B 1974 199h 21,000 10,638 10,462 1
4 1974 19934 10,000 6,695 3,406 A
8 1973 1003 14,000 6,418 7,682 tls
3 1974 1959 44,000 23,8356 10,166 4
8 1074 1092 43,000 28,214 14,786 4
8 1974 1005 36,000 30,636 4,406 4
4 1974 2000 14,100 11,268 2,842 5-1
8 1975 2000 8,000 7,194 806 4)
3 1976 2000 J7,000 20,686 16,414 4)
R 1975 1905 46,6500 41,256 4,244 54'!
Loans from U.S, Agency for Inter-
nationzl Development contracted
through Nacional Financiera ... KETA 1964 1086 2,000 100 1,130 (4)
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PUBLIC DEBT OF THE FEDERAL GOVERNMENT OF MEXICO
(A) DIRECT DEBT

Table IL. External Debt as of December 31, 1975—Continued
(Payable in Foreign Currencies) (8)

Principal Amortiza-
Original Amount Amount tion or
Year Yearof Principal Undis- Outstand-  Sinking
Interest Con- Final Amount  bursed ng Fund
Title Rate { acted Maturity Contracted (10)(16) (10)(16) Provisions

—_—

(thousands of dollars)

Loans from Other Banks and from :
Suppliers .....cccansearaiinans 2,187,334 338,888 1,626,418
a. 24 loans contracted through
Nacional Financiira with Bank
of America, Bancue Transatlan-
tique, Banque (le 1'"~dochine,
Credit Lyonnais, redit National,
Jstituto Mobilioce Italiano, The .
onase Manh-itan Bank and 16 Various Various
suppliers ..oeeevrisrraiasanies 1966-756 19706-95 270,333 23,244 224,974
E. 29 loans contracted through
National Bank of Public Works
and Services with Western Amer-
jcan Bank, Singer & Friedlander
Ltd.,, The First National Bank of
Chicago, First National City
Bank, United Californin Bank,
Swiss Bank, Bank of America, y
First Boston &Europa) Ltd and Various Various
Kuhn, Loeb & Co 1966-76 1986 566,650
¢. Loan contracted through
National Bank of Forcign Trade
with N. M. Rothschild and Sons
FAD: svecainines ', 1 SR 1973 1983 63,804 8,862
d. 4 lonns contracted with other
banks through different syndica-
A 17 11 [ L L LT 1974-75 1979-80 1,170,000 300,000
e, 36 loans contracted directly Various Various
with suppliers ......ooeeveeisss 1966-75 1976-89 116,607 6,782
Miscellaneous Indebtedness ......... —_

TOTAL POST-1917 DEBT 1,198,375 2,724,749
(34,069,363)

= vl PRI QR rETg n{mﬁm—-u-“ BT R Wt s O

peso equivalent (thousand pesos)(8) .

TOTAL FUNDED EXTERNAL DEBT _2.::95,2-:-.2
(#1,065,525)

peso equivalent (thousand pesos)(8) .

Semi-nnnual sinking fund payments caleulated to retire 969 of the Bonds prior to maturity. :
Semi-annual sinking fund payments ealeuluted to retire approximately 9656 of the Bonds prior to maturity.

Semi-annual uinkimﬂ fund payments caleulated to retire approximately 94% of the Donds prior to maturity.
Annual, semi-annuul, quarterly or monthly amortization caleuluted to retire Joans by maturity.

Of this total, $1,174,659,000 {14,683,237.5{)0 pesos), corresponds Lo funds transferred to public agencies
with finaneial structures which allow them to satisfy the corresponding nmortization service, £0 that the
direet obligations of the Federal Government at this date amounted to $1,6560,683,000 (19,182,287,500 pesos).
Annual sinking fund pnyments ealeuluted to retire the bonds by maturity.

Annual sinking fund payments caleuluted to retire 889 of bonds prior to maturity.

Convaorsions of amounts in foreign currencies are made ot the ofticinl rate of $1 = 12,60 pesos in effect at
December 31, 1075,

The principal amounts outstanding having been adjusted to reflect currency devaluations,

Include revaluation, because of changes in parity of foreign currencles,

Annual sinking fund payments caleulnted to retire B5% of the bonds prior to maturity.

Annual sinking fund payments ealeulated Lo retire G0% of the bonds prior to maturity.

Annual purchase fund payments caleulnted to retire approximately 709 of the bonds prior to maturity,

One payment at the end of the fifth year, with the option to enlarge the term until 1000, for which will bo
created o Sinking Fund for the Rond redemption,

One payment at the period's end.

Preliminary,
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PUBLIC DEBT OF THE FEDERAL GOVERNMENT OF MEXICO
(B) DEBT GUARANTEED BY THE FEDERAL GOVERNMENT

Table II1. Guaranteed Internal Debt as of December 31, 1975
(Payable in Pesos)

Principal
Amount

Outstanding(1)
Guarantes Granted On Behalf Of: T TR TR

(thousands of pesos)
Nnacional Financiera

National Bank of Public Workg and Services
Others (principally certain state governments)

Total Guaranteed Internal Debt(2) 14,381,025

(1) Preliminary.
(2) Excluding the Federal Government guarantee of Savings Bonds issued by the National Savings In-
stitute which are secured primarily by income-producing assets and residu

ally by Government guaran-
tee. The Institute held at January 31, 1976, 3,126,127,249 pesos receivi

. : 4 4 ed from savings bond sub-
scribers, which amount was invested In a corre- yonding amount of public and private securities.




— — T R e e
" . | NI P TR ) LR

PUBLIC DEB":]T OF THE FEDERAL GOVERNMENT OF MEXICO
(B) DEBT GUARANTEED BY THE FEDERAL GOVERNMENT
Table IV. Guaranteed External Debt as of December 31, 1975(2) (7)

(Payal:;le in Foreign Currencies)

(Thousands of dollars) . !
Original Principal "
Year of Principal Amount Amount
Interest  Year final Amount Undisbursed Outstanding
Guarantee Granted on Behalf of: Rate Contracted Maturity Contracted (1) (1)
Federal Electricity Commission $787,175 $32,246 _$598,084
Lender— |
World Bank ...ooesenass Ry P R P vee  A%% 1052 1977 29,700 — 8,111 R
World Bank ....covene . 5% 1958 1983 34,000 — 17,283 |
World Bank ....e0ss A L T 6% 1962 1986 130,000 — 71,776 1
World Bank . ccevrsssnrrasanansersonerisat? 6 1965 1985 110,000 — 80,211 "
Monterrey Railway, Light & Power Company . 3% 1965 1977 6,897 — 1,146 i
Mexican Territorial COMPANY . .oeseessrsess .8y 1965 1977 502 s 83 - 1t B
World Bank ccocvvnnenes e S e 6% 1968 1988 90,000 - 81,973 .
World BAnK ..cvevnsnsasossasssssnarasennes T%h 1972 1992 125,000 — 126,000 R
World BANK «.ecoeseserrsssessssassnans aagdy, X 1970 1990 125,000 — 121,000 h
Export-Import Bank ....ocovevvire ik F A 6 1969 1982 5,000 - — 1,106 -
Export-Import BAnk .ocevvevernssssssnasnss 6 1970 1982 18,900 — 12,249 | H
Export-Import Bank ...coveuveeres PSP i 6 1973 1991 27,100 -— 217,090 .
Export-Import BANK ...cosccssssssssnsnnnan 6 1973 1981 3,420 — 3,288 .
Export-Import Bank ..coesevsesurnnennees 6 1973 1990 35,100 — 84,118 || K
Fxport-Import Bank «..cueossccsssressasess 8 1974 1980 510 510 — . .
Export Development Corporation v..evavessns 7% 1974 1986 4,160 4,160 — R
Consortium of British Banks ......cvaus Gabin 5% 1970 1979 1,040 — 392 i o
Export-Import Bank ..oeecensssnrvrannsnnrsns 6 19756 1994 17,145 17,145 — 4
Export-Import Bank ....coveerireesinneins 6 1976 1984 8,370 8,370 —_ | BB
Lazard Brothers and Co. Itd, csasssrosneanss T 1976 1985 4,268 e 4,003 N
Export-Import Bank ......ceeessesrsevenes 8 1974 1982 1,058 1,058 — | g
Lazard Brothers and Co. Ltd. ...cvuaiianaass Tl 1975 1985 5,514 — 4,997
Lincas Electrovertriebs .. ocevvvirs B U Y e 8% 1976 1980 459 —_ 3176 q
Skandinaviska Enskilda Banken .....c.oeeeee 8 1975 1985 674 668 — 4
Skandinaviska Enskilda Banken ........c...s 8 1975 1985 1,385 i 1,247 1
Export-Tinport Bank .....coceccvaannaances 7 1976 1979 1,973 336 1,638 i
Stsel Mill Lazaro Cardenas-Las T'ruchas- 409,292 241,611 __239,563
Baring Brothers Co. ...cvveecrsinnanennnes 614 1973 1988 26,535 11,059 12,168 y
World Bank ..... s B SRS SR % 1973 1988 70,000 12: 2 57,628 }
Inte_r-Amer!cnn Develop, Bank ...veeavnrnsns 8 1973 1988 54,000 18,:.9 40,657 ;
Raring Brothers Co. . vvvvaransiirrvanasanns 6-6'% 1973 1988 82,0756 B66,0%" 14,834 ¢
Export Development Corg .................. ¢ 'Y 1973 1988 24,000 — 13,765 1 !
Export Import Bank of Japan ....cvavevvrns T 1973 1987 73,983 45,016 23,769 J
Istituto Mobiliare Italiano .....c.covevvrernes 6% 1974 1987 18,278 - 17,422
Ostel:reichische Kontrollbank ....cocevecsness T 1973 1987 29,351 10,654 16,347 2
Credit Commercial de France and Banque i
Francaise du Commerce Extericur ........ 6% 1972 1987 97,760 91,872 80,832 .
Kreditanstalt filr Weidernubau ,...vvevveanns T 1973 1987 13,320 1,462 12,261 '
Mezican Light and Power Company 11,000 — 1,391 N
WOrIA BANK o0 00assssssnsasssassasssssessns 5% 1958 1977 11,000 — 1,391 :
National Railways of Mexico 224,722 45,671 182489
Export-Import Bank ...ouesracaaiisiannrres &% 19656 1976 13,000 — 1,268
Export-Import Bank ...ooeeieiiiinariniaes 6% 1967 1978 10,000 — 2,430
Export—lmiort BOnK voevenssssnnssennss LN 1968 1978 20,670 - 5,704
World Bank «.oovesvanens BRI e e iy TR 1972 1997 75,000 18,645 66,366 \
Export-Import Bank ...ocveereiiarennes o 8 1971 1476 3,238 — 3,111
Export-Import Bank .corevvcaniovees AW G 1969 1979 5,384 — 1,996
Export-Import Bank ......ccoeeuiianas . 6 1971 1981 7,606 — 7,407
Export-Import Bank .. ..ooueeeeiioes . *18 1974 1082 32,379 8,728 28,651
qhemtcnl Finance Int. v oveeavsnssssnns 5 6% 1971 1970 3,237 — 38
1_::xport—Im ort Bank ...ovinrsasssines 8 1975 1976 13,476 1,907 11,669
Cleveland Trust Co. viveveivnisnenns 107 (4) 1976 1949 611 — 408
General Motors Oversenh ..oovavvans B 1974 1979 6,180 —_ 4,326
Bankers Trust CO, surerrrnsrannone . 12% (6) 1974 1079 12,000 — 9,350
The National Bank of Detroit ....covvvsvnrs 8% (6) 19756 1079 5,903 63 4,638
Export-Import Bank ....coieiimriencaraens B 1975 1985 16,238 16,238 —
Pacific Railroad 3,985 2,167 701
Export Development Corps «vvvevenrsaeniones 6 1071 1082 886 — 583
Export-Import Bank ....cvveriasrearsarnnes 6 1068 1976 042 — 118
Export-Import Bank ....coviiiiniaaniarnnes i 1976 1986 2,167 2,167 —
Nacional Financiera, S.A. 165,324 — 131,092
Export-Import Bank .......cccuieitsuanneans 5 1960 1977 20,647 — 1,893
The Prudential Irsurance Co. ..vvvsvvnnnnnss 6% 1064 1982 20,000 — 19,434
United States Agency for Int. Develop, «vxves % 1062 2002 41,600 -— 34,283




PUBLIC DEBT OF THE FEDERAL GOVERNMENT OF MEXICO
(B) DEBT GUARA.NTEED BY THE FEDERAL GOVERNMENT
Table IV, Guaranteed External Debt as of December 31, 1975 (2) (7)—Continued
(Payable in Foreign Currencies)
i (Thousands of dollars)
¥ Original Principal
Year of Principal Amount Amoun}
B Interest Year final Amount  Undisbursed Outstanding
i Guarantee Granted on Behalf of : Rate Contracted Maturity Contracted (1) (&)
f i States Agency for Int. Devalo PP 2% 1964 1994 $ 20,000 $ — $ 17,79
The Proias i oy for O P 6% 1967 1985 35,000 - 35,000
2 Inter-American Development .............. 5 8 1966 1981 8,177 — 3,763
3 Inter-American Development ... ...... el s 8 1970 1985 10,000 - 8,719
H Inter-American Development . . ... o R 2as B 19783 1977 10,000 - 10,089
¢ Chihuahua Pacific Rail Railway 1,945 1,620 214
E rt-Import Bank ......... AR A DA DB i 8 1974 1985 1,620 1,620 —_—
it Export-Development Gorg. .11 517" """ 6 1972 1979 '325 ica 214
Federal Toll Roads and Bridges and Related
; Services 62,600 - 37,680
' World Bank . ........., A Yedeisivadase: B 1962 1982 30,600 = 15,885
Ei Wozld Bank « oo onns s s 0etreeseses sesesees  B% 1965 ‘1985 82,000 - 21,795
ih National Warehowses 10,600 — 5,605
Export-Import Bank .................. ARV - 1960 1980 10,600 — 6,605
o Altos Hornos de Mizico, S.A. 44,400 —_ 17,841
Export-Import Bank ....................... 6% 1963 1978 16,900 - 3,893
] Export-Import Bank «....oeeerii " becoiera 6 1967 1980 27,600 = 18,948
i Others 673,648 179,820 416,466
4 Export-lmport Bank ...... N (O venna b4 1966 1979 56,600 — 7,319
§ Export-Import Bank ...... ... ' """ cesvave 6 1967 1977 6,700 — 543
: Export-Import Bank ....... ... . 000 3 1972 1977 50,000 42,222 5,065
Export-lmport BROK ivisasibesssiesiconn, s 6 1972 1982 2,207 1 2,289
: Export-Import Bank ..., . . 11t 6 1573 1977 15,100 — 15,124
Export-Import Bank ,..... .. ' 1t ih 6 1973 1978 45,000 1,979 42,697
World BanR . vviciiniisomin VRN e e T% 1973 1903 110,000 —_ 110,000
1 Export-Import BRAK o s res o o See0iasisies . 6 1972 1982 6,683 -— 5,664
p Inter-American Development Bank . .. i saaa 2 1964 1994 10,000 — 9,174
Inter-American Development Bank ... ' """ 6% 1964 (3) 5,000 4,298 6,702
K Inter-American Development Bank . ... ' "’ 3 1968 1993 20,000 - 16,909 '
Inter-American Development Bank . ......." 6% 1963 1978 4,900 -— 1,861
‘ Inter-American Development Bank ........ .. 3 1971 1996 32,000 - 32,000
Inter-American Development Bank ,........ . 7 1971 1978 1,96 - 166
o World Bank ............ il By e A 614 1969 1989 66,000 - 61,140
: World Bank ..,,,... . " PRI Cae L A sy T% 1971 1991 76,000 — 73,720
} quld Bank A Y R S S A A T34 1972 1992 36,000 12,225 22,235
L Istituto Mobilince Italiano’,, ) /i /1 ! """ 6 1967 1976 2,000 — 122
Ebasco Industries , . ....,. " R oo, 7 1968 1978 10,000 — 3,760
L EXpurt-Impor't BUOK! o oo osinssissnsscmn s 8 1976 1986 2,811 2,811 —_
; WO BADK .o.vionrssirsnasnarns s 0 o 8% 1976 1989 650,000 48,684 1416
\ Export-]mp_ort o BT IR R i 8 1976 1980 2,604 2,694 -
L Inter-Amen_can Development Bank ...... . " 8 1976 2001 30,000 30,000 —
Inter-American Development Bank . ..... . "' 8 1976 1995 86,000 36,000 —
Total Guaranteed External Debt, ,....., : $2,484,491 $602,925 $1,681,125 !
!
(Equivalent in Thousands of Pesos) ..., (19,764,063) |
—_— _— 1

1|:|mreruimm of nmounts in foreign currencies are made at the official rate of $1=12.60 pesos in efTect at December
@ Revolving Credit.
4) Rate of interest for each six months is calculated on the basis of the U.S. prime rate, plus a differentinl of 750,
This rate is updated every six montha.
(6) Rate of intereat for each six months in caleulated on the basis of the U.S. prime rate, plus a differentinl of % ¢,
13 rate is updated every six months,
(6) Rate of interest for each six months is ealculated on the bagis of the U.S. prime rate, plus a differential of 3%,
"his rate is updated every six months,
(7) Excludes certain external debt obligations of Nacional Financiera and the National Bank of Public Works and

ervices for which tke Federal Government (or, in the case of Nacional Financiera, the Nation) is responsible (528
“Public Financial Institutions" on page 67),

L
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LEGAL OPINIONS

The validity of the Bonds will be passed upon on behalf of Nafinsa by Dr. Adolfo Maldonado
Cervantes, and the validity of the Bonds will be passed upon for the Managers by Messrs.
Goodrich, Dalton, Little & Riquelme, Mexico City. In addition, the validity of the Bonds will
also be passed upon on behalf of Nafinsa by Messrs. Sullivan & Cromwell, New York, New
York, and will be passed upon on behalf of the Managers by Messrs. Shearman & Sterling,
New York, New York. As to matters of Mexican law, Messrs. Qullivan & Cromwell and Messrs.
Shearman & Sterling will rely upon the opinions of Dr. Adolfo Maldonado Cervantes snd
Messrs. Goodrich, Dalton, Little & Riquelme. All statements of Mexican law in this Prospectus
have been passed upon by Dr. Adolfo Maldonado Cervantes and by Messrs. Goodrich, Dalton,

Little & Riquelme, and are made upon their authority.
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SUBSCRIPTION, UNDERWRITING AND SALE

Credit Suisse White weld Limited, Crédit Commercial de France, Dresdner Bank
Aktiengesellschaft, Hambros Bank Limited, Kredietbank S.A. Luxembourgeoise, Orion Bank
Limited, Société Générale, Swiss Bank Corporation (Overseas) Limited and Banco Internacion-
al, S.A. (the “Managers”) have, pursuant to a Subscription Agreement dated 16th June, 1976
agreed with Nafinsa, subject to the satisfaction of certain conditions, to subscribe or procure
subscribers for the Bonds at the issue price set forth on the cover page of this Prospectus,
plus accrued interest (if any) but less commissions (calculated on the principal amount of
the Bonds) of 35 per cent. for management and 394 per cent. for underwriting and a Selling
Group concession of 114 per cent. In addition Nafinsa has agreed to reimburse the Managers
for certain of their expenses in connection with the issue of the Bonds. The Subscription
Agreement entitles the Managers to terminate the Agreement in certain circumstances prior
to payment to Nafinsa.

The Managers, on behalf of Nafinsa, have invited certain banks, brokers and dealers (the
“Selling Group”) to subscribe the Bonds at the issue price set forth on the cover page of
this Prospectus, plus accerued interest (if any) but less the Selling Group concession of 114
per cent, The members of the Selling Group may concede a re-allowance of 14 per cent. out of
such concession to recognised securilies dealers and a concession of up to 114 per cent. to certain

associated companies of members of the Selling Group.

The Managers, acting on behalf of Nafinsa, have entered into Underwriting Agreements

with, among others, the following Underwriters:

Austria
Creditanstalt-Bankverein
Girozentrale und Bank der Osterreichischen
Sparkassen Aktiengesellschaft
Osterreichische Liinderbank Aktiengesell-
schaft

Bahnmas

Bank Leu International Ltd.
Handelsbank N. W. (Overseas) Limited

Belgiwm

Banque Bruxelles Lambert S. A.

Dewaay & Associés International S. C. S.
Kredietbank N. V.

Peterbroeck, van Campenhout, Ilempen S. A,
Société Générale de Banque S, A,

Denmark
Den Danske Bank AT 1871 Aktieselskab
Kjobenhavns Handelsbank

Finland

Bank of Helsinki Ltd.
Union Bank of Finland Limited

France
Banque Arabe et Internationale d'Investisse-
ment (B.A.L.L)
Banque Européenne de Tokyo
Banque Francaise du Commerce Extérieur

Banque Frangaise de Dépots et de Titres

Banque de I'Indochine et de Suez

Banque Louis-Dreyfus

Banque Nationale de Paris

Banque de Neuflize, Schlumberger, Mallet

Banque de Paris et des Pays-Bas

Banque Rothschild

Banque Worms

Caisse Centrale des Banques Populaires

Caisse de Dépots et Consignalions

Crédit Industriel et Commercial

Crédit Lyonnais

Cradit du Nord

Finacor

Lazard I'rérves el Cie.

Morgan Stanley International

Sociélé Séquanaise de Banque

Union de Banques Arabes et Frangaises—
U.B.A.F,

Germany

Bayerische Hypotheken-und Wechsel-Bank
Bayerische Landesbank Girozentrale
Berliner Handels-und Frankfurter Bank
Commerzbank Aktiengesellschaft
Deutsche Bank Aktiengese!lschaft
Deutsche Girozentrale-Deatsche

Kommuralbank
IG{lentenbonk-Warburg Akliengesellschaft
Hessicebe Landeshank-Girozentrale
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Merck, Finck & Co.

B. Metzler Seel. Sohn & Co. .
Norddeutsche Landesbank Girozentrale
Sal. Oppenheim jr. & Cie.

Trinkaus & Burkhardt

Vereins-und Westbank Aktien gesellschaft
Westdeutsche Landesbank Girozentrale

Hong Kong
Trident International Finance Ltd.

Italy
Banca Commerciale Italiana
Banca Nazionale del Lavoro
Banco di Roma
Capitalfin Internazional S.p.A.
Cogxpa;xgma Finanziaria e Intermobiliare
p.A.
Instituto Bancario San Paolo di Torino

Kuwait
Alahli Bank of Kuwait K.S.C.
Kuwait Financial Centre S.A. K.
Kuwait International Finance Company
S.AK. “KIFCO”
The National Bank of Kuwait S.A. K.

Luzembourg
Banque Générale du Luxembourg S.A.
Banque Internationale & Luxembourg S.A.
Banque Populaire Suisse S. A. Luxembourg
Campagnie de Banque ct d'Investissements
(Underwriters) S.A.

Netherlands
Algemene Bank Nederland N.V.
Amsterdam-Rotterdam Bank N.V.
Bank Meces & Hope NV
H. Albert de Bary & Co. N.V,
Pierson, Heldring & Pierson N.V.

Netherlands Antilles
F. F. Hutton & Co. N.V.

Norway
Andresens Bank A/S

Bergen Bank
Christiania Bank og Kreditkasse

Den norske Creditbank
Fellesbanken A/S

Panamue
Trade Development Bank Overseas Ine.,
Panama

Sweden
Post-och Kredietbankern, PKbunken
Skandinaviska Enskild s Banken
Svenska Handelsbanken

Switzertand

Banca del Gottardo
Clariden Bank
Nordfinanz-Bank Zilrich

United Overseas Bank
J. Vontobel & Co.

United Kingdom

A. E. Ames & Co. Limited
The Arab & Morgan Grenfell Finance
Company Limited
Julius Baer International Limited
Bank of America International
Bankers Trust International Limited
Baring Brothers & Co., Limited
Cazenove & Co.
Chase Manhattan Limited
Citicorp International Bank Limited
County Bank Limited
Daiwa (Burope) N.V.
Dillon, Read Overseas Corporation
European Banking Company Limited
First Boston (Europe) Limited
Robert Fleming & Co. Limited
Antony Gibbs Holdings Ltd.
Goldman Sachs International Corp.
Greenshields Incorporated
IBJ International Limited _
Kidder, Peabody Intern ational Limited
Kleinwort, Benson Limited
Lazard Brothers & Co., Limited
Lloyds Bank International Limited
London Multinational Bank (Underwriters)
Limited
Manufacturers Hanover Limited
gamuel Montagu & Co. Limited
Morgan Grenfell & Co. Limited
. Nesbitt, Thomson Limited
The Nikko Securities Co., (JBurope) Ltd.
Nomura Europe N. V.
Nordic Bank Limited
N. M. Rothschild & Sons Limited
Salomon Brothers International Limited
Seandinavian Bank Limited
J. Henry Schroder Wagg & Co. Limited
Shields Model Roland Incorporated
Strauss, Turnbull & Co.
Sumitomo White Weld Limited
Union Bank of Switzerland (Sccurities)
Limited
S, G. Warburg & Co. Ltd.
Williams, Glyn & Co.
Wood Gundy Limited
Yamaichi International (Europe) Limited

United States

Arnhold & S. Bleichroeder, Inc.

Blyth Eastman Dillon & Co. Internationnl
l.imiled

Kuhn, Loeb & Co. International

Merrill Lynch Tnternational & Co.

Smith Barney, Harris Upham & Co.
Incorporated

Warburg Paribas Becker Inc.

White, Weld & Co. Incorporated

(i
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The Bonds have not been registered under the Securities Act of 1933 of the United States
of America and may not be offered, sold or delivered directly or indirectly in the United States
(which term includes the territories, possessions and all areas subject to the jurisdiction of the
United States of America) or to nationals or residents thereof as part of the distribution of the
Bonds. Any reofiers and resales of Bonds in the United States or to nationals or residents
thereof after distribution of the Bonds has been completed must be made in compliance with
the registration requirements of the Securities Act of 1933 or pursuant to an exemption there-

from; and the avzailability of any such exemption would depend upon the facts and circum-
stances existing at the time of such reoffers and resales.

The Manragers have represented and agreed that in connection with the distribution of the
Bonds, except for offers or sales to Underwriters and to recognised securities dealers who
agree and represent that they are subscribing for distribution in conformity with these pro-
visions, they have not offered or sold and will not offer, scll or deliver any Bonds directly or
indirectly in the United States or to nationals or residents thereof. Each Underwriter and
member « £ the Selling Group has, in its agreement with the Managers, (a) represented that it
is subscribing the Bonds as principal and has not offered or sold, directly or indirzctly, any of
the Bonds iu the United States or to nationals or residents thereof, (b) agreed ‘hat it will not
offer, sell or deliver, directly or indirectly, any of the Bonds in the United States or to nationals
or residents thereof, and, in the case of a United States dealer, that it will sell the Bonds
within 90 days after subscription, and (c¢) agreed that it will deliver to any dealer to whom it
sells any of the Bonds a confirmation containing substantially the same provisions. The Man-
agers have further undertaken that each Underwriter or securities dealer who subscribes Bonds
will agree that prior to 31st December, 1976 it will not, as principal or agent, offer, sell or
deliver, directly or indirectly, in the United States or to nationals or residents thereof any of the
Bonds, however acquired by it. However, offers or sales of Bonds may be made on certain con-

ditions to persons outside the United States who are not nationals or residents thereof through
United States agents or fiduciaries.

The Underwriters and members of the Sclling Group have also agreed with the Managers
that they will not within Great Britain ofler or sell any Bonds to any person other than to

persons whose ordinary business it is to buy or sell securities, whether as principals or agents,




ADDITIONAL INFORMATION

1. The listing on The Stock Exchange will be expressed in dollars ' xcluding accrued
interest). Transactions on The Stock Exchange will normally be effected f v settlement in that
currency and for delivery of Bonds on the fifth working day after the dais of the transaction.
Dealings in the Bonds are expected to commence on 17th June, 1976, for deferred settlement on
9th July, 1976. The brokers to the issue are Cazenove & Co. and Strauss Turnbull & Co.

2. The Bank of England has given all necessary permissions under the Exchange Con-
trol Act, 1947, in connection with the issue and underwriting of the Bonds. The Bonds will,
for United Kingdom Exchange Control purposes, be foreign currency securities as defined in
Exchange Control Notice E C.7 (Second Jssue) as amended.

_ 3. To the best of the knowledge of the Directors of Nafinsa, no litigation of material
importance is pending or threatened against it. : i

4: Other than as deseribed herein, no contracts h'ave within the last two years been
entered into by Nafinsa which are material in the context of the issue of the Bonds.

5. Mancera Hermanos ¥ Cia,, S.C., and Goodrich, Dalton, Little & Riquelme have given
and not withdrawn their written consents to the issue of this Prospectus including a copy of
their opinions in the form and context in which they are included.

6. Copies of the following documents may be inspected at the offices of Linklaters &
Paines, Barrington House, 59-67, Gresham Street, London, E.C.2 during usual business hours

for a period of 14 days from the date of this Prospectus:—

(i) acertified translation of the Organic Law of Nafinsa;

(ii) the Eilglish text of the audited financial statements of Nafinsa for the five years
ended June 30, 1975;

(iii) a draft (subject to modification) of the Fiscal Agency Agreement and a specimen
Bond;

(iv) the Subscription Agreement; and

(v) the opinions and written consents of Mancera Hermanos y Cia., S
Dalton, Little & Riquelme.

.C., and Goodrich,

7. The information set forth herein under the caption “MEEXICO" has been provided to
Nafinsa by the Ministry of Finance and Public Credit of the Federal Government of Mexico.

ted annual reports will be available to the

8. Copies of Nafinsa’s Organic Law and audi
t the offices of the Fiscal Agent and of each

Bondholders so long as any Bonds are ou tstanding a
of the Paying Agencies.
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" PLEASE. NOTE:  THE PRECEDING PAGES WERE TREATED
AS-A UNIT IN THE ORIGINAL. DOCUMENT,







Institution;

Location:

Size:

Assets:
Capital:

Purpose:

Source of Funds:

Manapement Siructure:

Management of Funds:

International Bank for Reconstruction ard
Development (World Bank)

Headquartered in Washington, D.C., U.S.A.
Offices in London, Paris, Tokyo. Missions in
20 countries.

3/31/76

(000's)
U. S. $29.5 billion
A 'norized Capital; U, S, $30.9 billion
Paid-in-Capital: U. S. $3.1 billion

Established 6/24/46 pursuant to articles of agreement
drawn up at Bretton Woods Conference of July, 1944,
Initial membership 29 soverign states. Present member-
ship 127 soverign states.

Purpose of World Bank is to function as intergovernmental’
financial institution tu a) assist in the reconstruction and
development of member states by facilitating investment
of capital for productive p\rposes; (b) supplement private
foreign investment through guarantees of or participation
in private investments; (c) supplement private investment
via loans from its own resoarces or borrowed funds. Sece
"Affiliated Institutions'' below.

Capital provided by subscriptions of member states and
borrowings in international and U. S. capital markets.
Supplemented by internal cash flow from lending activities
and sale of loans.

Governed by Board of Governors composed of one from
each member state. Executive Directors (20) appointed
by Board function as Board of Directors. President
selected by Executive Directors and is responsible for
all operations., Operations are orgarized by geographic
area, industry, and function. Total employees:
approximately 3,500,

Internal. All loans to or guaranteced by mewmber slates .
Loan portfolio monitored with respect to industry and
country in relation to worldwide economic conditions .
The bank has not suffered any losses on its loans to date
and does not take part in debt rescheduling agreements .
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and Development (World Bank) -2-

Portfolio:

Capital Structure:

Income:

Affiliated Institutions;

-

Loans made generally in conformity with 5 principles:

(1) loans must be to governments, government agencies

or authorities, or if to private enterprises, guaranteed

by a government (only member governments eligible);

(2) loans must be for productive purposes based on bank
analycis; (3) bank must exercise prudence in making loans
and cons’der ability of borrower to obtain foreign exchange
necessary for loan service; (4) Bank does not make loans
obtainable privately on reascnable terms; (5) use of proceeds
supervised by Bank. Since inception, loans totalling $31.1
billion have beecn made to 95 countries. Current loans
outstanding total $27.7 billion. Largest borrowers are
Brazil, Mexico, Korea, Yuposlavia, Columbia, Iran,
Turkey, Philippines and Nigeria, Loars made for extended
terms at fixed rates (1/2% above money cost to Bank
adjusted quarterly).

Debt 73.2%; Capital Stock 26.8%. Capital Stock funds

may only be used for lending with consent of each member
state; otherwise such funds must be used for administra-
tive purposes or to support guarantees and borrowings only.

Generally retained by Bank except portion transferred to
International Development Association. j

International Finance Corporation. Makes loans and
investments to private enterprises in n ember countries
without governmen! guarantce. 104 governments are
members. Sources of funds are members' subscriptions
and loans from Bank. Staff is substantially identical to
that of Bank,

International Development Association, Purpose is to
promote economic development in less developed member
countries. 116 countries are members. Loans generally
made for terms of 50 years without amortization., Service
charge of 3/4% on outstanding balance levied in lieu of
interest. Staff substartially identical to that of Bank.
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The World Bank Group includes the Integnational
Bank for Reconstruction and Development (IBRD),
the International Development Association (IDA),
and the International Finznce Corporation (IFC).
These institutions help tc 2 standards of living in
developing countries by providing financial and
technical assistance. The International Centre for
Settlement of Investment Disputes (ICSID), spon-
sored by the Bank, offers 3 mechanism for solving
disputes between governmenis and foreign investors.
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The Executive Directors of the International Bank for
Reconstruction and Development and the Inter-
na‘ional Development Association have had prepared
thiz Annual Repart for the fiscal year July 1, 1974, to
lun=2 30, 1975, in accordance with the By-Laws of the
two organizations. Robert S, McNamara, President of
the dank and the Association and Chairman of the Ex-
ecut.ve Direclors, has submitted this Report, together
with accompanying administrative budgets and au-
dited financial statements, to the Boards of Governors,
The Annual Reports of the International Finance Cor-
poration and the International Centre for Settlement
of Investment Disputes are published separately,
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yThe Record for Ten Years—1966-75
|
i
;7 =+unty in USS millions
i F o Fiscal Year
i 1966 1967 1388 1969 1970 1571 1972 1873 1974 1975
: Norld Bank
|
s=rations Approved 37 46 a4 82 69 78 12 13 105 122
'. 1 Amounts™ 839 171 847 1,399 1,580 1,921 1,966 2,051 3218 4320
(BCuntries 29 35 3l 44 39 42 40 42 49 51
1 L .bursementsi2) 668 790 172 762 754 915 1,182 1,180 1533  1,99%
i "4 Income 292 331 356 410 504 578 646 758 929 1,157 ,
|@h-! Income 144 170 169 171 213 212 183 186 216 215 3_
! 4
} ‘o Beserves 954 1,023 1,160 1,254 1,329 1,444 1,597 1,750 1,772 1,902
N :
{EE~ramgs: Total 288 129 735 1,224 135 1,368 1,744 1,723 1853 3510 3
I E aines Net 64 503 222 698 299 819 1,136 955 990 2,483 5"
; tad Capilal 22426 22850 22942 23,036 23,159 23871 26,607 30397 30431 30821 ;
1
| wntries 103 106 107 110 113 116 117 122 124 125 Eﬂ
i ——— n — LY § -
¢ Stalf 667 134 767 961 1,170 1,348 1,516 1,654 1,752 1,883 -'il::
| BN ¢
;'
.' “sproved ) 2w 16 28 s 5 6 15 6 68 }
| 13 284 353 107 385 606 584 1,000 1,357 1,095 1,576 4
1 | 8 13 14 28 3 3 38 43 41 39 .
! { ; 267 342 319 256 143 23% 261 493 711 1,026
i l
i h 1,682 1,767 1,807 2,116 3,182 3,343 4,204 7,019 7433 11,608
! ; 96 97 98 102 105 107 108 112 113 114
*; e e ey N —
P midban i Y1967, $100 millizn in FY1970, $60 matlon in FY1972, $30 million in FY1973, $110 miltion in FY1974, and $50 milfion in FY1975
by 4 IFC
i ¢ceanted only once, as Bank operatinns
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Summary and Background

of the Year’s Activities

It tiscal 1975, the World Bank Group greatly
vanded its lending to developing member
“ons, Lending and investment commitments
taiedd $6,108 million, or $1,591 million above
tecord level set in the previous year, Lend-
i the Bank accounted for $4,319.7 million,
mpared with $3,218 million. In absolute
the increase amounted to 34%: in real
w1 dollars), the increase came to 25%.(0
nitments by the International Develop-
“Association (IDA) were up 44% to $1,576.2
as against $1,095 million last vear. In
ms, DA commitments in the year rose
Lo tiscal 1974 The International Finance
ration (IFC) made investment commit-
ol ST million (for further details, see
e s Annual Report). In addition, the Bank
ane doan of $50 million to the IFC.
meame by the Bank ($275 million), bor-
(33,510 million), and disbursements
million, including those of IDA),2 also
Frecord highs. (For further details, seo
owings and  Finance” section on

cunmtments rose because additional
vere received under the terms of the
denshment. Those resources amount
natoty $4.500 milhion over the three-
CIT7 The Tourth Replenishment
cotnve an January 1975 when the
s Government officially notified
Panolbats participation. Under the
teached by 20 member nations in
ptember 1973, the Fourth Replenish-
hecome eltective only after 12

Ehaan commtments by the Rank s eroded
W o s o er Lhe petand of dis
e Bk fomrake alloss ance T
Cutnrent The detlateor now givied
il tepne v g Witk average
et ling oner the Prernond ol
detlater tos 11C in
al Bank Group vinding

i

donor (or Part 1) IDA member < nad give official
notification of their contribetions, and when
the amount of contributions 1 otified reached
$3,500 million, or about 80% of t 1¢ total.

The Bank continued to expand its assistance
to the least developed countries. The expan-
sion was in line with the policy of providing
more assistance to the poorest countries and
people. Their needs took on additional urgency
in a year during which their problems were ex-
acerbated by economic events beyond their
control, The poorest countries accounted for
38% of total Bank and IDA commitments, as
opposed to 21'% in fiscal 1974, In the case of
IDA alone, surh countries accounted for 84%
of commitments,

Agriculture accounted for a record 32% of all
commitments (it was 22% in fiscal 1974); lend-
ing in the Bank's “traditional” sectors—power,
transportation, and telecommunications—con-
tinucd to decrease as a proportion of the whole
(29% in fiscal 1975, compared with 43% in the
previous year)

More than half of all Bank and DA opera
tians for agriculture=involving commitments
of nearly $1,000 million—were for rural deveiop-
ment projects designed specifically to increase
the productivity of the rural poor. In addition,
about $80 million was committed for nine edu
cation projects whose primary objective is to
increase skills in rural areas. About $130 million
was committed for the construction of rural
roads. Thus, in fiscal 1975, the Bank and 1DA
committed over S1.000 million specifically for
the rural poor, or more than twice the fiscal
1974 Gigure of less than $500 million

A World in Uncertainty

During the 12 months cavered by this Annual
Report, the uncettainty in world economic rela
tonships continued=as in the previous year-
to cloud the prospects of developing countries,
In fiscal 1974, the upheaval in global economic
relationships was charactenzed by acce lerated
nsesan praces ot both capital goods and primary
commodities, sudden and substantial incr wases
i petroleum prces, tood and fertilizer s ort
ages, and the |l|'1'_ll'.lllll}'.\ ol recessiaon in the in
dustoal countries
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Note on dollar amounts

Dollaramounts used in the text of this Report
for capital of the Bank refer to United States
dollars of the weight and fineness in effect on
July 1, 1944, while those used for subscriptions
and contributions le IDA, with the exception of
the Fourth Replenishinent, refer to US dollars
of the weight and fineness in effect on Januvary
1, 1960. For all practical purposes, these are the
same. Unless otherwise specified, all other
amounts in US dollars refer to current dollars.
One dollar as used for Bank capital and 1DA
subscriptions and contributions equaled ap-
proximately 1.20635 current dollars, as of June
30, 1975. For more detailed discussion, see Gen-
eral Notes to Statistical Annex; Note A, Appen-
dix G, Bank fimancial statements; and Note A,
Appendix F, IDA financial statements.

In fiscal 1975, little relief from the problems
of the previous year was found. The year was
haunted by the specter of a deepening reces-
sion and rapid inflation in the industrialized
countries (in combination on a scale unprece-
dented in the last quarter-century), steady
prices for petroleum products (in calendar
197 he total bill for such products amounted
to” % f the total cost of imports in those de-
velop. ¢ countries which are not members of
OPLC), and by a sharp drop in the prices paid
for many of the primary commodities tradition-
ally exported by the developing countries. No
country was able to escape the effects of these
forces, Even those countries which had, or were
able to obtain, the resources necessary 1o main
tain growth rates were signilicantly affected by
the world economic slowdown,

For the 1,000 million people hving i lower-
income counteies ) the cconomic events of the
past year have meant that average real incomes
have not asen at all, Current projections indi
cate that their real incomes may grow by less
than 1% yearly for the rest of the decade, Not
surprisingly, these countries are the ones whose
immediate prospects depend to an extent
greater than others, on factars largely beyond
their control. the weather, the availability of
esternal aid, and international prices tor their
exports and imports,

Real prowth rates in other developing coun
trics remained at about 4% per capita. They
were maintained i Lage part because many
lgher-income countres were abie to borow
substantial amounts from foreign commercial
saurces, albeit on relatively hard terms

Lhe recession i the imdustralized countoes
i 1974 and 1975 has sharply affected the devel-
oping world, One important result of industrial
SJowdown and of measune adopted to reduce

il s analysey, dlovelopinng o
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inflation was a general decline in the prices of
major primary commadities (excluding petro-
leum) supplied by developing countries, This
decline came in successive stages throughout
1974; the downward movement of prices rapid-
ly accelerated as 1975 began, and has continued
ever since. On the other hand, prices of manu-
factured goods—which comprise more than
two-thirds of the import bill of the developing
countries—continued to rise. As a result, the
terms of trade of most developing countries
wor.ened. The purchasing power of exports of
primary commodities is expected to decline by
about 13% in 1975.

Countries with annual per capita incomes of
above $200 are particularly affected by the de-
cline in the growth rates of developed coun-
tries. The demand for many of the goods and
services that earn their foreign exchange—tour-
ism, manufactures, non-ferrous metals, and
some raw materials such as rubber, timber, and
fibers—is highly sensitive to economic condi-
tions in the industrialized nations. Thus, the
ability of the industrialized world to resolve its
own economic problems directly affects their
export receipts, Latin America has been partic-
ularly affected by the downturn in the indus-
trial nations, It is estimated that the decline in
manufactured exports from this region could
be almost $1,000 million in 1975

The recent changes in the international situ-
ation have also worked against the lower-in-
come countries, particularly those which de-
pend on imports of food and fertilizers and
exports of textiles. In addition, exporters of
non-ferrous metals and ores have been ad-
versely altected,

The principal response of maost developing
countries to the crises that have jolted the
world cconomy in the Last two years has been
to adopt policies to atte mipt to meet them head
on. They have taken drzmatic and, at times, ex-
tremely harsh measures—at considerable politi-
cal cost—=to alleviate the adverse effects of the
international economuc climate

In the Sahelian countries, for example, where
coonomn lll'llll“ll‘lllt & !'I.I't !ll'l'l'l alleg li'l'l i“
larpe measure by recent dioughts, the major re-
sponse has been to organize emergency food
rehiel programs with the help of external aid, In
most of the Sahelian countries, the slender base
of resources has left cconomies with very hittle
room bor mancuvers

Countrees affected ponapally by the recess
sion in the dustrializod wotld have also acted
with great speed to soften its impact The Res
public of Korea=heavily dependent on the
American and Japanese markets forits exports-
has adopted a special credit progras swhich
provides a large valume of short-tegm tinanang
to help industries cary larger inventones
crential rates go to small and mediane
firms, A land bank™ was established t
estatee from prvate finms that newd
strengthen their finances. Public iny




programs for labor-intensive secte : 2'e being
mitialed to creale employment. Along with a
¥ number of countries, its currency was deyalued
1 order to strengthen its balance of pavments
E .o the longer run.
8 \ost of the countries especially hit by infla-
non deployed a wide variety of monetary and
i~cal instruments to dampen inflationary pres-
«ures. Interest rales were raised, resene re-
anrements increased, and severe restrictions
~ere placed on the extension of credit by the
hanking sector, For a short while, many govern-
nents cushioned the impact of higher world
cowes on final consumers by increasing subsi-
tes on crucial commodities. As a result, there
»ere snme cutbacks in investment programs.
However, to avoid worsening economic prob-
misan the future, governments began to re-
L subsidies; they passed on price increases
cconsumers, and restored investment pro-
cramis, particularly in those social sectors which
41 e eitective in removing the handicaps of
‘e poorest sections of sociely. In Kenya and
T oazamia, various methods were tried to soften
ipact of inflation on the poor. Moderate
+increases in Tanzania were limited to low-
¢ employees; in Kenya, it was decided
nhy the lowest-paid would be compen-
<4 tully tor cost of living increases.
S developing countries adversely affect-
feteniorating terms of trade took steps to
ot production and investment. Egypt and
coreamong those that shifted their focus
hetter utilization of installed capacity
oo trom the installation of new capacity.
aintries shifted investment away from
e ture and towards commodity produc-
tors Many governments increased their
atan food production in order to
ahject form of dependence and to
the threat of starvation, A nuimmber of
ents=including Ecuador, Bolivia, Ivory
Sistan, India, and Sri Lanka—greatly
i thew investments lo locate, devel-
ploit domestic energy sources.
chects of developing countries doe-
v on their resource endowments.
by themselves, make the adjust-
“willpermit them not only to weath-
CUheconomic uncertainties, but also
sronath rates. The need for external
s grown; the need to examine
thodeveloping countries can ecarn

Jvmcreased exports has also be-
1yarent

W Cogtal 1 ows

'

es andiicate that of developing

2 r i

swhole, are to roach dagrowih rate

[ | 1} p

_. iy by 1980-a rate necessary for
A Tateasonable degroe of s ymic
A
% Svelopment=through additional
3 o ;
3. voalne, the amounts required
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togo far beyond any amount likely to be forth-
coming—even assuming that economic growth
in the industrialized countries is rapid.

Such massive additional capital flows are un-
likely for a number of reasons.

In recent years, members of the Or_ hization
of the Petroleum Exporting Countries (CGPEC)(N
have significantly increased their financial as-
sistance to developing countries and to devel-
opment institutions, both in terms of commitments
and disbursements. The development assist-
ance policies of these countries, particularly for
the medium term and long term, are in a proc-
ess of evaluation. OPEC members have decided
togive high priority to domestic development as
lon as their own per capita incomes are lower
th « those of the industrialized nations, OPEC
commitments and disbursements are likely to
be related to their balance of payments. Their
current account surplus, which increased dra-
matically to a level of about $65,000 million in
1974, is nol expected g grow significantly for
the remainder of the decade, Even assuming a
quick recovery by the OECD (Qrganisation for
Economic Co-operation and Development) na-
tions, a number of OPEC members capable of
undertaking large programs for domestic devel-
opment may be in current account deficit by 1980,

Another major source of increased capital
flows to the developing world is the DAC (De-
velupment Assistance Committee of the OLCD)
countries.2) Their concessionary assistance,
measured as a percentage ol their combined
Gross National Product (GNP), has declined
from 0.51% in 1963 to an estimated 0.33% in
1974, If a 6% rate of growth in developing
countries were to be achieved solely by reliance
on larger ODA (Official Development Assist-
ance) flows from DAC countries, concessionary
assistance would have to increase to 0.81% of
GNP, Present projections, however, indicate
that despite the rise in 1974, and despate indica-
tions that some countries will either maintain
high rates of ODA, or will inciease them, flows
of concessionary assistance might drop to
0.24% of GNP by 1980
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Capital Flows, OPEC and DAC

Although the statistics on the aid flows from
members of OPEC are much less firm than those
for the OECD/DAC countries, reports indicate
that total commitments by OPEC members rose
from $3.000 million in 1973 1o $16,000 million in
1974. Reported disbursements also rose rapidly,
from about $1,000 million ta $5000 million,
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M Algena, tevador, Gabon, Indonesa, Tran, g, Kaswait, Libyan
Arab Republic, Nogena, Catar, Saudh Arabica, United Arals Fru
rates, amd Venesucla

B toddes Austealia, Avwstona, Belgm, Canada, Denmatk, binland,
Frasee, Gurmany (Federal Repubhic of), Italy, Japan, Suther
Laneds, Sew Zealandh, Nomwdy, Swoeder, Switgerland, Unitedd
Kitvgedom, United states, and the Comonsson of the Furopean
Commumities
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The Flow of Financial Resources from DAC Countries lo Developing Countries and

Multilateral Institutions: 1970-74
oo 23000 millions)

N2t dishursements 1970

1971 1972 1973 1974

Total, official and private 15.71

Total official 7.96

Oificial Development Assistancet!) 6.81

As share of GNP (%) 0.34
Total privatel?) 7.75

17.94 19.73 26,70
8.95 10.08
7.69 854
0.35 033

8.99 9.65

24.28
11.84 13.42
9.38 11,30
0.30 0.33
12.44 13.28

Details may not add to totals because of rounding,

i Official Development Assistance™ is fully defined in Statistical Annex Table 3, as is the content of the remainder of official resources,

known as "“Other Oificial Flows.”
) Includes grants by private voluntary agencies
7 Pravisional,

These figures include both concessionary and
non-concessionary resources. In 1974, approxi-
mately 40% of disbursements were on conces-
sionary terms. The non-concessionary dis-
bursements included loans to the Bank ($1,460
million) and to the International Monetary
Fund’s oil facility ($1,220 million, the propor-
tion of the facility lent to developing countries).

Preliminary data from DAC indicate that
ODA by DAC members rose by 21% in dollar
terms, but very little in real terms in fiscal 1975, The
total ODA of $11,300 million (or 0.33% of com-
bined GNP) was the first significani reversal in
the downward trend observed so far in the
1970s, All 17 DAC nations increased their out-
flow of ODA in dollars during the year, anc 13
countriestV also raised it as a share of their GNP,
In fiscal 1975, Sweden became the first DAC
country to meet the 0.7% of GNP target for
ODA which has been accepted by the majority
of DAC members,

Total flows for development by DAC mem-
bers, which include export credits extended by
official and private sectars, and direct and port-
folio investments, rose 10% in the year 1o $26,700
million. In real terms, according to DAC eili-
mates, that figure was equivalent to 0.768% of
DAC members’ combined GNP, the same per-
centage as in 1973,

Multilateral institutions such as the World
Bank have increased their lending commit-
ments in ”‘Il‘ W ﬂkl‘ of ”'I(.' \-\'{Jll{l\\'itlL‘ cconamie
malaise. In order to encourage assistance from
other sources, the Bank has also increased the
scope of its co-financing activities with other
bilateral and multilateral agencies, Details ol
this cooperation are provided in the regional
sections and in the “Aid Coordination” sectinn
ot this Annual Report.

Because tlows ol concessionary assistanee
can only supplement the finances developing
countries themselves raise to fund the means to

Awatralon Austoa, Canada, Denmark, Tinland Frasee

theacral Bepubilic ot), Nethedands, New
Swedien, Locted Kingdom, anid the Ulinited &

their developmental ends, other measures must
be found if an annual 6% growth rate for the de-
veloping countries is to be achieved,

Trade Policies

In this context, it becomes essential to exam-
ine trade policies which can add to the export
earnings, and hence to the growth, of develop-
ing countries,

Over the years, the Bank has increased its
support of .international commodily agree-
ments, including the provision of technical
assistance. In the past, it has entered into con-
sultative arrangements with specialized com-
modity bodies to ensure that its actions affect-
ing those commaodities are consistent with their
policies. Recognizing that the stocking of com-
maodities is an important segment of the pro-
duction pracess, the Bank has also provided as-
sistance for building foodgrain warehousing
facilities in several countries. In fiscal 1975, the
management of the Bank reaffirmed its read-
iness to receive applications for the financing
of buffer stocks and to examine each proposal
on its merits. It was also recognized that one
major issue that may arise stems from the
Bank’s constitutional need for governmental
guarantees that loans will be repaid, and that in
the case of international buffer stock author-
ities, the nature and form of such puarantees
would have to be worked out,

Though the entire range of issues dealing
with commodity exports, including assistance
for financing buffer stocks, has come into the
forefront of international discussions, few
countries have taken measures to lower the
harriers imposed against the imports of primary
products from developing countrics, The Bank
believes, however, that it such barriers werp
dismantled, impressive short-term cport gaine
could be achieved by developing cocrtrivs
These additional earnings could, by 1920 equal
half the amount of additional foreign exchange
needed to il the growth of developing caun-
tries 1o a rate of 6%,
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Loaeih 1 gy EXRIYT l.-.|.m- P, Hank loans i 1DA creditstn Totalth

ol S b 1 soastihitd / Number Amount  Numbed? Amount Numberd? Amotunt

Eastern Africa Europe, Middle East and
Lihviopia > North Africa
Kenya . . Afghanistan
Lesotho s Algeria
Malagasy Republic. Egypl, Arab Republic of, ..,
Malawi Finland
Mauritius Grepea i i Tt b
Rwaneda Iran
Somalia
Sudan
Swazilaned
lanzania .,
Lane
Zambia

[3 -
48.0
162.0
200
70.0
52.5
35.0

48.5
230.0
330
80.6
63.5
158.0

=1 n
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Tunisia
Turkey
Yemen Arab Republic
Yemen, People’s Democratic
Republic of -
Yugoslavia ; 5 263.0
$1,204.1

—
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Western Alrica
Cameroon
Dahomey . . .,
Gabon. .

Ghana

Guinea .

vory Coast. . ....o.ovvuns
Liberia

Mali.

Mauritania .
Nigeria

Senepal

Sierra Leone . . . ..
Togo . .. & b
Upper Volta, , ..

C]lm s |

3 $14342
Latin America and the \
Car’bbean
Jolivia
Hrazily, JL, Skl e

$ 320
426.5
20.0
.o
41.0
290

4.0

2.5

260

B0

< & 395
5 420,55
200
Colombia . . 5 By.0
CostaRica .......
Dominican Republic 2
16.5 16.5 Ecuador, . .
< 1705 0 € 4242 El Salvador .
$ 1205 ¥ Guatemala
Guyana., ..
Haiti
Honduras
Jamaica. ..
Mexico
Panama ., "
P 44 Paraguay. . e
i : -t : Trinidad and Tobago .
$ U720 o 2% 9704

I

1 41.0
) 29.0
| 4.0
| 8.5
| 2000
|
|
|
|
I

|f|-—-C:|I—u||—'—'|—A
|~—-|f..'l__al ] = a2

Fast Asia and

Pacific
Indonesia ;
Korea, Republic of
Malaysia
Philippines
Singaport i
Western Samea

120
200

3320 150

297.5 2975

Z 35.0
3
100.5 3 1R.5
7
1
'

41.0
{EARY] i
24.0

Pl 13 10 )

i 410

HALD
200.0 2000

25.0 250

210

i
.'.i
!
§
i
.
i
1 19 1
.%
:i
1

1
5 |
]
|
!
1

110 15.5

||-—-‘-JL..U'I"‘J

|
i

50
4 51,2150
90

L
s

1 % 485

$43197 08§15 1

South Asia
Bangladeshi)
Burma .,
India
Pakistan
St Lanka

$5,005.1

HEI:[—:-_.-;.....— I -———-r..;—i.-;‘—-m_.'.

¥ o $ 1500 : 150.0 TOTALS
o 4 45.0 450
2000 6311 w01 Details may not add 10 totals because of rounding
0.0 ; M AN supplements and ‘].nu'l'ldll'll‘l."\ are dnctudied i amounts, but only those gqualifying s separate
o 2 lending operations are included in numbies
i e ; 4 1 foint Bank DA operations ae counted ooly once, as ank apetation
3% 2690 2 i O e Budes Bangladesh consolidation Toan and credit
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Bank Loans and IDA Credits Approved in 1974/1975, by Purpose("
(LSS mithions)
. -
Bank IDA Total Bank 1DA Total
Agricullure Senegal—-area development ..., .. e RS S sh o hani e $ 70 $ 70 % 140
Afghanistan=agricultural (n_(fll Ve - 1.].0 130 Sencgal=irrigation .. ....... 00000 Il i - 10 10
Algeria=area development . oL 8o 8.0 Sierra Leone=area dt.-w.-lnpn'-vnt LR O I e BT L 50 50 100
Bangladesh=irrigation S = 2?(1 270 Spain—livestock.... .,/ 00 o A A A TR SO 330 = e300
Bolivia=agricultural credit - 7. S 7.5 Sti Lanka—livestack . LR R YRL R AREY = 9.0 90
Brazil=area development 2310 230 Sudan—irrigationt T T A e - 200 200
Burma=lorestry - 24 IJ 240 Ianz.mm—.:[,m.ultur.)t TCUstEies = s b et s iy & - 100 100
Cameroon=crops 6.5 - 6.5 Tanzania—crops. . e R P e ey (o My Jiin 90 9.0 180
Cameraon=crops - 160 160 TORO—CIONS & . (n vt yie st asyand kb - h{) ]
Chile=area development 200 - 200 Tunisia=irigation., . ....o 0 ovivy s IR ERR S 12.2 122
Colombia=arca development. . 19.5 - 195 Turkey—area deve Iujlmunl B ATy LR PR N e B 750 - 750
Colombia=itngation 210 - 10 Upper Volta=livestock. . .. .. 3ok W, ¢ - 90 £ 1]
[thiopia=area development - 9.5 Y5 Yemen Arab Rtpubhc-.m-u {|l..'\'l:|l.'|§ll’ll{'l‘i] oy ] - 100 e
Ghana=crops - 136 136 Yemen, People’s Democratic Rl.[luhlll of—fisheriesh | 700 - 1.6 o
Guinga=irrigation - 7 70 \uhusl.m.l agricultural credit .. ., , L i 500 - 500
India=area development - #3i0 810 $1.2215  § G0 SIU575
tmba=area development - 240 240
India—~agricultural ceedit - 750 750 Development finance wmpanics
Intha=irrgation - 450 450 Algeria ..., 5 ' " AT $ WO s A 4 1]
Intha=imgation - 3150 3150 Colombia i p FE 175 S | LT 55 - 55
India=agriculiural industries - 1.0 340 binland . ... .. Kaigoh a g a6 Say . : 200 - 200
Indha=lhivestock - 277 277 Greece . .. a1 : e AT et : 3 250 - 2510
India=livestack - 164 164 Inilia u R wTi e T ‘ 100.0 - 1000
Indonesia=ireigation nsu - (5.0 Indonesia ‘ \ i e A BB a8 b 500 - 500
Intlonesia=agriculiural research 215 - 215 Israel %4 ba g gy e 150 - 150
ltan=agriculiural credit 400 - 400 Korea, RunuhHL T T RS RS O MR T s £ (F - 600
lran=lisheries 125 - 12,5 Liberda, .., .. 3 ' - N A0 - 40
Ivory Coast=crops 10 - 10 MOTOCCD. "5 o vie vonmdn s s . et TR g it e R 10.0 s 0o
Ivary Coast=craps 200 - 200 Pakistan A SN PR SuayaypeeRye K = 300 100
Jordan=itrigation - 7.5 75 AT T ARt e S B b B o MR o IR M A AR 300 - o
Keenya=ared development 7.5 75 150 Sti Lanka | g ¥t b E Skt e e bt sy v 4.5 4.5
Kenya=lorestry 1o 100 200 lrhml.ulandlulmhu R A Bt A e A T P A 50 - 50
Malagasy Kepublic ~fore wAry he Ll 115 Turkey, ......, Al Bt U B T e A N T Ay R ns0 ! - 650
Malagasy Kepubhic=livestock - 9.6 Y . E T}
Malawi=area development s 8.5 5 . 7 485 ‘ Py A
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Progress has been made in improving export
possibilities, as exemplified by the recent
agreement reached in Lomé defining trade rela-
tions between 46 African, Caribbean, and Pacif-
ic nations and the European Economic Commu-
nity. In particular, the mechanism included in
tha: agreement for the stabilization of earnings
from 12 commodity exports holds promise for
the improvement of trade prospects of many
devzloping countries. As the importance of
trade in helping the developing countries meet
the needs of their citizens looms ever larger,
the trade discussions in various international
fora have become all the more important,
Trade-related negotiations between developed
and developing countries under the auspices of
both UNCTAD (UN Conference on Trade and
Development) and GATT (General Agreement
on Tariffs and Trade) are currently under way,

Increased earnings by developing countries
which produce primary ¢commodities are not
thwarted only by trade restrictions in the indus-
trial countries. Another con<.raint is productive
capacity in the developing countries them-
selves. A Bank study indicates that only by in-
vesting about $18,000 million (in 1974 dollars)
by 1980 to expand production of these com-
modities could the developing countries take
full advantage of the climination of trade
restrictions.

Import liberalization for primary commodi-
ties, though significant in overall terms, would
nevertheless probably prove to be of limited
value to the developing world over the long
term. The markets for such products will con-
tinue to grow only slowly, as income elasticities
are, in most cases, low. Improved long-term ex-
port prospects must, therefore, be based largely
on trade in manufactures,

Although manufactured goods now account
for 25% of the total exports of the developing
countries, their share of the world trade in man-
ufactured goods is still only about 6%. More-
over, exports of manufactures from developing
countries have grown only marginally faster in
value between 1960 and 1972 than total world
trade in this category.

Manufactured  products  from  developing
countries often face a variety of tarifi and non
tarift barriers (countervailing  duties, quan
titative restrictions, and voluntary but nego-
tiated restraints on exports, (or instance). In
recent years, several induostrial countries have
begun efforts to phase oul domestic industres
which cannot compete with manufactured
goods from developing countries, Although
there are limits to the speed at which this con
be done, the Bank believes that the adoption of
mate liberal policies by developed countries on
the importation of manufactured poods is os-
sential to the long-tenm growth prospects of
the developing countnes, I the shorl run,
Fowever, increases in expotts of manutactured
vocds by developing countries will be partic
dariy sensitive to the extent of recoserny trom

recession in the industrial world. A Bank study

estimates thal manufactured exports from de-

veloping countries in the period 1976-80 coula

increase by more than 15% yearly, provided that

growth in the OECD countries were (o average
% in the same period.

Even if growth in the industrialized world is
slow, petroleun: exporting countries might be a
significant market for many developing coun-
tries. Imports of goods by OPEC mempbers, esti-
mated to be on the order of $43,500 million in
1974 (a figure almost double that of 1973), are
projected to increase by as much as 25% an-
nually through 1980. The past share of exports
to this group of countries by developing coun-
tries has been only 14%; a maintenance of this
share wouid contribute greatly to their ability
to pay for their imporl requirements.

Long-Term Development Needs

Anincrease in exports—both of primary com-
modities and of manufactures—from the devel-
oping countries would provide a boost to their
stagnating economies, Yet greater earnings .
through exports cannot be expected to solve
the accumulated economic problems and con-
straints of the developing world.

The fact is that developing countries with an-
nual per capita incomes of above $200 would
be the chief beneficiaries of export expansion
and trade liberalization. The degree of their
current dependence on world trade is far larger
than that of the lower-income countries. Since
1974, external finance has been less used as a
supplement to domestic savings as terms of
trade deteriorated, Export growth can help re-
turn rates of domestic savings—and hence, do-
mestic resources available for development
programs—to more normal levels, But if long-
term development is Lo proceed—especially for
the 1,000 million people living in the lower-in-
come developing countries—much larger capi-
Lal flows on cancessional terms must be pro-
vided,

There are but a few developing countries
with highly diversified economies which can
hope to achieve adequate rates of growth sole-
ly through export growth, For the rest, a combi-
nation ol measures will be needed to enable
them to pay for the imporls required for sus
tained development. That combination can be
provided only through cooperation among the
industrialized, petroleum exporting, and devel-
oping countries. Expanded exports to and in-
creased capital tlows trom OECD and OPEC
members can help the developing countries
weather the current transttional penod of eco-
nomic  disequilibriwem, Beyond  this perod,
however, long-term development finance on
concessional terms will be needed to help pro-
vide developing countrics=especially
vr-income ones, whose dependence an toreran
tradeis relatively small=with the capatal peecad
to hinance programs designed to achiese Das o
development objectives which increasingl,

he lows
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designed to raise the productivity of the poor-
st groups in their midst.

In response tc the worsening economic con-
ditions, global initiatives were launched during
tha past fiscal year to deal with two of the
world’s most intractable problems: the deterio-
rating economic posture of the developing
countries, and the continuing threat of dis-
astrous imbalance between food supplies and
population.

The Development Commiltee

In October 1974, following the approval of
parallel resolutions by the Boards of Governors
5f the Bank and the International Monetary
Fund, the Development Committee—formally,
the Joint Ministerial Committee of the Boards
of Governors of the World Bank and the Inter-
national Monetary Fund (IMF) on the Transfer
of Real Resources to Developing Countries—
was established.

The Development Commillee consists of 20
members, generally Ministers of Finance, each
appointed for the first two years by one of the
20 countries or groups of countries designating
a member of the Bank's Board of Executive Di-
rectors, The Commiltee is required to advise
and report to the Boards of Governors, both of
the Bank and the IMF, on all aspects of the
broad questions of the transfer of real resources
to developing countries, and to make sugges-
tions for consideration by those concerned re-
garding the implementation ol its conlusions

The initial focus of the Committee’s work
was on the sitwation of the poorest and the
“most seriously affected” developing coun-
tries, and on measures by which their needs for
the immediate period ahead might be met. In
its January 1975 meeting, the Commitlee re-
quested that the creation of a “special trust
fund,” providing additional highly conces-
sionary resources, be examined by the [xecu-
tive Directors of the Bank and the IMF

The Bank's Executive Directors studied how
th + need of developing countnes, especially
th lower-incotme anes, for quickly disbursing
b dance of payments assistance could be mel
e need was made more urgent by the knowl
care that the rapid commitments ol assistance
by some OPC members, much of at tarly
quic dly-dishursing, might not continue on the
same scale, and that the INE ol facility was
schedaled to be phased out

In view of the character of the urgently
necded assistance for balance of payments e
lef, the two Boards agrecd that it any such trust
tund were to be established (its establishment
wootild depend on the availability of additional
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resources), it should be administered by :hz
IMF, though on longe: and more concessional
tarms than those applying to the existing facil-
ities of the Fund,

The Third Window

At the same January mceting, the Develop-
ment Committee also requested the Bank to ex-
amine the possibility of establishing a “third
window,” providing development assistance on
terms inlermediate between those of the Bank
and IDA. Indeed, even before that meeting, the
Bank had begun to study the feasibility of
establishing such a facility.

The response by the Bank to the proposal was
affirmative, for it believed that the Third Win-
dow could prove a valuable source of capital
resources to developing countries.

At its June meeting, held in Paris the Devel-
opment Committee unanimously supported
the establishment for one year in the Bank of
the new intermediate lending facility. The
Committee also urged the Bank to proceed
with its establishment in the fiscal year begin-
ning July 1, 1975, in order to lend to the de-
veloping countries in that year up to $1,000
million in assistance separate from other Bank
operations,

The Third Window is essentially an interme-
diate lending facility whose terms are softened
by the availability ot interest subsidies. The
tuads needed to finance disbursements under
Third Window loans, which would be made
over 1 one-year period, would have to be bor-
rowe 1 by the Bank. The amount of conces-
sionary resources necded to hinance the in-
terest subsidization of such loens depends on
both the valume of lending to be undertaken
and the terms oftered on individual loans, At
anintermediate interest rale of 4Y%%-4% below
the Bank's present lending rate—about $225
million in interest subsidization funds would
be required to finance the lending of each
$1.000 million. Contributions in the form of
grants would be voluntary,

The chief beneficanes of Third Window op-
crations would be those countries with per
capita GNPs of less than $375, and especially
the lowersincome countries. Though many ol
the lower income countries could not afford
the intermediate terms of  Third  Window
loans—exclusively, at any rate=they would
stand to benefit mdirectly through a re-alloca-
tion to them of 1DA tunds trom same develap-
ing countres which can afford imtermediate
terms, Taking into account both the direct and
inchirect effects of Third Window lending, the
lower-income countrivs might recene a net in-
crease m total Bank Group assistance of an
proximately 200, with an appreciable sortening
of the average terms of that asssty I
Bank believes, however, that the
should not be completely closed 1o
with per capmta incomes higher than 54
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World Food Conference

In early November, 130 governmental delega-
tions, as well as a large number of non-govern-
mental and intergovernmental groups, met in
Rome in the wake of the serious deterioration
nf the world food situation. The immediate
problems of food a. J fertilizer shartages were
not dealt with in substance, for the Conference
had a long-term reference—approximately 10
vears—which looked both toward the improve-
ment in persistent, unfavorable trends in food
production in the developing countries, and to
the establishment of means to cope with emer-
ui'ncies when major crop shortages occur, as
happened in 1972 and 1974, The Conference
was remarkable for the unanimity with which it
vndorsed the basic principle that the world’s
tuod problems could be solved only-through a
teeat and sustained growth in food output in
ireas in which the great masses of under-
nourished and vulnerable people live, namely,
the developing countries of Asia, Africa, and
Latin America.

Delegates agreed to hold subsequent nego-
tatians on four principal subjects:

the creation of an International Fund for
\uricultural Development (“World Food
Tund”);
thie establishment of a global information
el carly warning (for potential crop fail-
1S ) system;
the reconstitution of the existing  Inter-
snernmental Committee of the World
il Program as a body to coordinate food
il and
e creation, at the ministerial level, of a
Lol Food Council of about 25 members
ceoondinate the activities of a standing
thuttee ot the (Food and Agriculture
Catnization of the United Nations) FAQ
wnal on world food security (which
swith the establishment of food stock-
I the Intergovermental Committee
e Warld Tood Program, and a new
the Consultative Group on Food Pro
o and Investment  in Developing
toes (CGEPI).

vt these achions taken by the Confer-
mplications for the work of the Bank,
PN which was sponsored by many
Comembers, and which recommend-
Lblshiment of the “World Food
femplates the disbursal of its re
nterational institutions,” a term

wen the Bank, am i others, The
Caunal, asked by the Conference
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are discussed in the “Inter-Agency Coopera-
tion” section of this Annual Report.

The World Food Conference highlighted the
importance of taking action to narrow the pro-
jected world food gap, and the Bank has begun
to take action to assist its members to formulate
and implement plans to increase food produc-
tion. In many cases, such plans might involve
some fairly radical changes in pricing and other
policies, and the removal of socio-political, in-
stitutional, and other constraints. While the
emphasis is being put on quick-yielding activ-
ities, the Bank is also paying attention to actions
which may bring about important, long-term
results. The Bank is, for instance, helping some
of its members—Bangladesh, India, Indonesia,
Iran, Kenya, Nepal, Zaire, and the countries of
the Sahel, to name a few=—in the use of satellite
remote sensing imaoery in resource survey and
avaluation work, and .n all aspects of project
planning. .

During fiscal 1975, as a result of a compre-
hensive study of the problems of the rural poor,
the Bank gained an improved global perspec-
tive of absolute and relative poverty, of where
the rural poor are located, and some idea of
their production potential. Knowledge of the
canstraints which impede the fulfillment of
this potential has also been increased.

Rural Development

Almost 650 million peaple in the developing
world are considered to hive in absolute pover-
ty, existing on annual per capita incomes of not
more than $50. About 100 million more, in rela-
tive poverty, have incomes, though above $50 a
year, which are below one-third the national
average. OFf this total of three-quarters of a bil-
hon people, 600 million, or 80%, live in rural
arcas. Theirnumber is growing by approximate-
ly 2% a year

The poverty of the rural poor is reflected in
their poor nutrition, their inadequate shelter,
and low health standards, Schooling in rural
areas is often both iadequate and irrelevant
Rural areas, compared with urban areas, have o
smaller share of cconomic infrastructure, such
as domestic water, electricity, and waste dis-
posal. Even when such services exist, the poor
often do not Yave access to them because orga-
nization is inadequate, and costs are high,

If the prablems of food production are to be
alleviated, the rural poor must be made a part of
the solution. Because the problems are so com:
plex, complex solutions, cutling across sectoral
lines, must be devised to help the rral poor
contribute more fully to anincrease in output

The Bank believes that rural development,
properly conceived and carted out, necd not
conflictwith the objectives of highet food pro
duction, Indecd, studies indicate that small
tarmers are often more efficient in the use of
ftarm resources than are large farmers, And
though it may take "onger to crease food o ul
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put on small farms than on larger units=it is
more difticult, for instance, to devise and 1m
plement development schemes involving large
numbers of smallholders than those affecting
only a tew large-scale tarmers—the Bank has
concluded that, in the longer run, increases in
food production ot the magnitude required 1o
satisfy worldwide demand can only be
achieved by helpmg small farmers increase
their productivity and output
Expenence has taught the Bank that, i many
instances, a lack of inance alone s not the only
factor limiting production among small-scale
producers, Frequently, technological, proce
dural, and manpower constraints thwart the of
fective use of additional investmaent
Overnding these factors, however, s the
need, at the national level of government, tor a
strong commitment 1o raral development pol
cies Such comtment iy requored o the im
poct ot programs designed to atlack the prob
sof rural poverty are to b both etfective
fhroadebased, The Bank is in no position
ould it want to be, to dictate the design ot

1Ch programes, tor the cholce of ways Al

with the problem, and the sequence in which
they are used, will necessarily ret'ect local
conditions as well as narrower  technical
considerations

In some instances, present policies must
change it programs for rural development are to
be etfective. The Bank's analysis indicates that
all too often, g ernment policies discriminate
against agricultural production in favor of man-
ufacturing or processing industries; in addition,
pol cies designed to keep food prices low for
the - uge urban market have frequently been
adopted to the disadvantage of the small farm-
o In other cases, national fiscal |III|H. T
through high levels ot indiect commaodity tava-
ton and low effective rates ol iIncomee or prop
erly taxes, the poor often pay a constderabh
larger share of their income than the nch, 1o
mstance=must be made consistent with @
commitment to rural development, Elsow e
land policies, involving land reform ar sentle
moent schemes, to name but two, most |
signed to aid the raral poor. Techoolog
relevance to and within the means of the -
holder must be made available and prom




In those countries where there exisls a
strong, national commitment to improve the
productivity of the rural poor, the Bank has al-
ready become a major source of extarnal funds
for direct investment in the agricultural sector.
It is the Bank's estimate that the rziz of growth
of output of small farmers can =xceed 5% by
1985 if assistance, properly c-nceived and tar-
geted, is provided. The Bank a. o knows, how-
ever, that some innovative rura development
programs will inevitably be unsuccessful. (Risks
can be reduced by providing facilities for moni-
toring and evaluation so that the lessons of ex-
perience can be learned.) And, the Bank real-
1205 that its rural development program for the
next five years—ambitious as it is—will scarcely
keep pace with the additional numbers of the
rural poor=some 70 million=who will be born
during the same penod. A five-year (fiscal 1975-
“v) lending projection by the Bank foresees
cominitments of up to $7,000 million for agri-
culture and rural development projects. Such
lending could benefit about 100 million people,
ot whom 60 million are presently living in either
aleolute or relative poverty,

Ihe Bank has estimated that over the next 10
vears, up to $100,000 million might be required
to provide the impetus for sustaining produc-
tnaty and real income growth among all the rur-
Al poar, Because Bank and IDA financing, on av
crage, accounts for but one-half of project

asts, the lending  projections, if realized,
vould support a tolal annual investment pro-
S of approximately $2.000 million by fiscal
ST Thas alone would represent 20% of the
coatly requiremaent for financing the target of a
peodluction increase of 5% by 1985,

e mam elements of the Bank’s rural devel-
qunent projects will remain largely the same,
v will be designed to benefit large numbers

the rural poor, while earning an economic

Bank and 1DA: Trends in ll'l'll“-llEh_)’_Slt‘th!F "
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rate of return at least equal to the opportunity
cost of capital; they will be comprehensive in
their approach to small-scale agriculture, and
will provide for a balance between lireclly pro-
ductive and other components (where the in-
clusion of the latter is appropriate); and they
will have a low enough cost per beneficiary so
that they might be extended to other areas, giv-
en the availability of additional resources. At
the same time, however, the Bank has recog-
nized that there is a need to develop new ap-

. proaches to solve the many difficult technical,

organizational, and other constraints which
hinder the realization of the productive poten-
tial of low-income rural people in agricultural
and other pursuits, Because increasing food
output on small farms takes a long time, the
Bank will continue, under appropriate condi-
tions, to help finance projects designed to in-
crease food production and expand exports on
medium-scale and large farms.

Education

Bank and IDA lending tor education devel-
opmenlt is but 12 years old; during that period,
the perceived objectives of education, and its
relationship to development, have changed in
much of the developing world, The Bank, too,
has periodically re-examined its role in foster-
ing educational development.

Until recent years, overall strategies, includ-
ing those lor education, haye been directed
toward modern sector activities and educating
peaple tor roles in a highly modernized society,
This has often resulted in a concern for urban
populations and more highly-skilled groups in
the labor force which works to the disadvan-
tage of the rural dwellers and other segments ol
the poor who are engaged in traditional or tran-
sitional ways of life,
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The Bank believes that educational strategi=s
must adapt themselves to and be consistent
with broadly-defined development objectives
which increasingly are focusing on ways to
raise the productivity of the poorest segments
of the population. The 750 million people who
live today in poverty are, in most cases, the
same people for whom education in th=2 past
was either inaccessible or irrelevant. Develop-
ment strategies to increase these people’s pro-
ductivity and incomes cut across many sectors—
including agriculture, health, and population,
as well as education,

In attempting to promote balanced educa-
tional development, the Bank believes that
minimum, basic education should be offered to
all, as fully and as soon as resources permit, and
that further :ducation and training beyond the
basic level ¢hould be provided selectively to
improve the knowledge and skills needed to
carry out economic, social, and other develop-
mental roles,

The Bank realizes, however, that new educa-
tional strategies to provide relevant training to
masses of people cannot be divorced from the
various political milieus in which decisions af-
fecting new strategies are developed. In addi-
tion, it knows well that there are risks invalved
for developing nations in embarking on highly
innovative policies in such an emotion-laden
field as education,

For countries nol content with the results of
past educational policies, and which wish to
redress existing imbalances ‘and irrelevancies,
the Bank stands ready to share the risks in-
volved in evolving new educational policies
and programs. For others which are yet to de-
termine what direclion new educational strate-
gies should take, the Bank has indicated its will-
ingness to assist in financing comprehensive
sector studies which broadly assess the degree
to which a country’s educational system re-
sponds to its developmental objectives and
needs. The Bank firmly believes, however, that
such studies must be undertaken at the initia-
tive of, and carried out by, the countries them-
selves if the best and maost firmly-rooted results
are to be achieved

Almost three-quarters of a billion people
above the age of 15 are today illiterate; unless
remedial action is taken soon, that number may
rise by more than 100 millior: in 10 years, Such is
the magnitude of both the problem and chal-
lenge. The Bank is aware that its contribution to
cducational developmer t=in terms of dollars
is small (though increasing to more than $1.000
million for B0 education projects in the perod
1974-78). It helieves, however, that through 1ts
lending program, combined with s advice, g
en in continuing dialogues with concerned =
veloping countries on how best ther
neecds might be met, it can act as a <20
catalyst in helping developing cou
achieve their goals
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Health

Health programs in developing countries,
oo, have historically neglected the rur2l mas-
st's. This bias against the provision of adequate
health services for the rural poor is manifested
in two wavys, the Bank has determined. A large
proportion of public expenditures on health in
developing countries has been aliocated to im-
pressive, but expensive modern hospital facil-
ities and highly-trained medical manpower.
toth are naturally found in urban centers. Ur-
ban dwellers are doubly favored: they also have
butter sanitation and water supply facilities,
higher school enrollment ratios, and superior
cnvirdhmental and personal health services
than do their rural counterparts. (People liv-
iny in urban slums, however, have also largely
remained beyond the reach of modern
nundicine.)

Ihe Bank believes that inefficiencies and in-
vipuities i health policies should be removed.
| i issue is one of more than equily alone; it is

v cconomic, for ill health imposes economic

w1 by impairing the productivity of both

Leis and capital goods, and by reducing the

wlability of labor. To promote economic de-

spment, the poorest in developing societies

it be permitted and encouraged to become

sratluctive as resources permit. As health

htrons and economic development are

Lmentally related, the majority of the

o vannot be denied access to better

Coare without damaging national devel-
tprospects,

fence indicates that the effectiveness of

L iesources for health services (govern-

Chealth expenditures in many developing

s total less than $1 per person) can be

coand that more equitable access 1o

vare can be ensured i governments

tttail their considerable expenditures

dtals and highly-trained personnel, and

mote tesources to the staffing of low-

th «emvices inareas with few or no fa-

teventive medicine=focusing on im-

cavironmental and public health, per-

dth practices, and nutrition=rather

e medicane should be emphasized.

hie Bank has not directly financed

Wl health infrastructure as such, it

vl projeet lending in a number of

Chrectly artect health, either through

fonoolb project components, or

vinerall project itself. These areas

sulation and nutrition, education,

pment, nigation and  drainage,

vrvees T and especially, water sup-

sSetanes This etfort will continue, In

e Bank has decided that, within the

sopresent lepnding program, itowill

Uy analvze the hoalth COnst

AL SR RTTON | ' supporLs and seek
Tmties ‘nprose health con-

i | 5 P
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The responsibility for implementing this pol-
icy has been.assigned to an expanded Office.of
Environmental and Health Affairs. The Office
will:

—review all Bank lending operations with a
view to preventing their possible detrimen-
tal effects on health and providing op-
portunities for health improvements;

—coordinate the Bank's parlicipation in spe-
cific disease control projects;

—undertake—initially on a highly-selective
basis—analyses of the health sector in par-
ticular countries;

—plan and over<ee Bank-relaled research in
the seclor; and

—organize and monitor field experiments lo
test oul more effeclive health care systems.

The Bank is also extending its collaboration
with the World Health Organization (WHO),
particularly in improving the allocation of na-
tional resources devoted to health. Indeed, be-
cause the strengths of the lwo organizations
are complementary (WHO has great technical
expertise, while the Bank Group has substantial
strength in conducting economic analyses),
substantial scope exists for collaboration with
WHO and other agencies—as has already taken
place in the Western Africa onchocerciasis
project. Perhaps of even greater importance is
the fact that the Bank and WHO, starting from
different conceptions of their respective roles
in assisting their common member countries,
have ariived at a substantial convergence of
views as to priorities and methods of approach-
ing the health problems of the poor.,

Housing and Urban Transporl

In attempting to define solutions to alleviate
the poverty that exists in much of the develop-
ing world=through rural development, educa-
tion, and better health care=the Bank also took
increasing note during the year that poverty is
by no means confined to rural areas.

Estimates by the UN indicate that in 1275, 819
million, or 30%, of the peoplz in developing
countrics live in cities and 'owns of over 20,000
habitants; by the end o the century, it is ex-
pected that the proportio. will have risen o
about 2%, and the number of urban dwellers
will be 2,200 mitlion. Half will have come from
rural areas in cearch of better employment op
portunities. Most will find deficient living con
ditions in their new surroundings, but though
their deplorable conditions may be more vis-
ible than those o, the rural poor, most migrants,
nonetheless, wi'l consider urban living a dis-
tinct improt ement.

One factis clear: the services provided to the
poor, whether they live in urhan or rural arcas,
fall very far below those provided to the middle
classes and the well-to-do. In the area of hous
ing, for instance, the supply of uthan land and
urhan services, such as water, sewerage, and
electricity, tends to be strongly skewed toward
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upper-income groups, leaving the lower-in-
come -groups with minimal or non-existent
szrvices, Typically, the standards adopted for
utility supplies are, in any case, too costly for
he poor. The supply of housing for middle-in-
come groups is limited, and housing ostensibly
provided for the poor is often usurped by high-
er-income families. As far as urban trans-
portation is concerned, governmental policies
have often worked, unintentionally, to the det-
riment of the poor. Many, particularly in the
poorer cities, cannot afford any form of motor-
ized transport on a regular basis, Ten cents a
working day—fairly typical of fares for two bus
rides of two or three miles—represents about
10% of an income of $300 a year. Many of the
poorer wage earners earn less than thal. Never-
theless, facilities for both walking and cycling,
in cities of most developing countries, are no-
toriously poor and are being reduced by the
priority accorded to the privale automaobile. In
sprawling, low-density cities, the distances in-
volved oftzn make walking or cycling imprac-
tical. “Squatter” housing settlements are peri-
odically demolished, and the poor, unable to
build, buy, or rent housing near centers of em-
ployment, are pused to the peripheries of
cities where transpo tation facilities are often
non-existent or costly.

A reorientation of existing housing programs,
the Bank has concluded, can make a substantial
contribution lo economic development and
social welfare, Though a few developing coun-
tries have adopted imaginative programs to
serve adequately their growing urban popu-
lations, housing conditions in most countries
are worse than they need be, The reasons for
this state are complex, but basically, they are
due to a lack of understanding of the under-
lying problems and resource constraints which
resultin the formulation of misguided policy.

It is the Bank’s belief that many countries
have often chosen to respond to the needs of
their urban citizenry by constructing dwellings
of such high standards that the broad denand
for housing cannot be met. In addition, the
cosls of such hossing are often beyond the
reach of the urban poor. This condition, then, is
sitnilar to those prevailing in the field of health,
where modern  hospitals  have  substituted
inads quately for measures designed to help the
mas.es of the people attain better health,

It developing countries were both willing
and able to bring the cost of housing down by
reducing standards, by encouraging self-help
building projects, by encouraging or providing
tor higher-density construction, by using lncal
buildhing materials, through the provision of
feser povate and mote communal plumbing
and sanitary facilities, and by improving the ef
tectiveness ol housing finance institutions,
fousing conditions could be greathy impraved

for the poor majority of the city populations. In
very large, lower-income cities, the upgrading
of squatter areas also appears to hold great
promise for alleviating the grossly sub-standard
living conditions of the very poor. Positive zon-
ing and land use policies can also be used to in-
fluence the locations of residences and places
of employment within cities in ways which re-
duce transport needs and widen the opnortu-
nities of poor workers.

As with housing, Bank activities in urban
transport will be concentrated in cilies where
authorities demonstrate a willingness to con-
sider and implement bold measures to adapt
their policies to the mounting pressures of ra-
pid urban growth. Priority will be given to proj-
ects supplementing basic transporl systems
which are directed primarily to the needs of the
majority who cannot afford an automaobile, and
for goods traffic. Though consideration will ac-
cordingly be given to bus and urban rail sys-
tems, including vehicles, repair shops, termi-
nals, and road and track improvements re-
quired for efficient functioning, particular at-
tention will be given projects catering to the
many cyclists and pedestrians who cannot af-
ford even low-cost public transportation.

The growth of Bank activities in helping to
develop and finance urban transportation pro-
grams will inevitably be limited by the long
preparation times for projects and a general
shortage of expertise in the field. The Bank is
convinced, however, that increased involve-

‘mentisinevitable because urban transport is, in

many respects, a leading influence on deter-
mining physical and sccial urban patterns. Be-
cause inadequacies exist in current method-
ology for analyzing urban transport problems
and designing solutions to them, the Bank will
also attempt to stimulate further development
of methodologies specifically related to gener-
al urhan conditions in developing countries.
The effectiveness of Bank assistance can be
maximized anly if it is placed in the context of
an overall urban development program. The
Bank believes that such an overall program
might include such elements as initiatives to
improve land management policies, policies to
restrain too rapid development of peak hour
automobile use, and hoth an understanding of
market imperfections by the authorities con-
cerned, and a willimgness to reduce them over
time, Only within such a context can Bank assist-
ancein financing urban transporl, “sites and ser-
vices,” the upgrading of squatter settlements,
and in building up the capabilities of local
housing tinance institutions through technical
assistance and the provision of “sectd capita
o morlgage msurance institutions, be e
mized, During the year, increasing atern!
was givento projectsinsupport of genersal urbar
and urban/regional development progesgm
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Fastern Africa

Per capita

Population GNP (US$)

€ uetent borrowers (£ 8} 1973
Botswana 641 240
Buiundi 3,580 70
fthiopia 26,550 €O
hesnya 12,480 180
lvsotho 1,165 120
sialagasy Republic 7,610 140
Aalawi 4,033 110
sauritius B60 350
Hwanda 3,980 70
somalia 3,042 %0
suchan 17,051 130
secaziland 459 300
Fanizania 13,974 120

randa 10,8249 140

Ve 23,4308 9%0

itnina 4,640 390

Ve as of mid-1974

W the countries in Eastern Africa are heavily

ndent on the export of a small number of
anv praducts to earn the foreign exchange
ived Lo pay for the increasing costs of im-
o tiscal 1975, as in the past, economic
=or lack of it=in the region’s 16 coun-
fas been closely linked to the price trends
noipal exports. Many countries, which had
tted from a boom in export commodity
through mid-1974, suffered when their
carnmings fell. Yet unfavorable move-

i the terms of trade onidy partly explain
s chitficulties experienced by several
i Ethiopia, Kenya, Somalia, and Tan-
ontinuing drought caused a major sel-
hile Mauritius suftered serious damage
o whenitwas hit by the worst eyclone
carsIn Hthiopi s and Madagascar, the
“edeal with economic problems was af-

b pohtical changes, and the organiza-
Cthe Bast Aftican Community were re-
Pomoaction by the need to negotiate
toradreement among  the partner

lipestsethack i export earnings was
el by the two countees n the region
I ""”‘1!”-' Cril s Sl ndent on

Trend in Lending, 1964-75
(USS milhons. Fiscal years )
{1505 Annual Averages

(00) Number ol Operations

656.4
(35

! IS (MR L O T N Ve ) L
ano 600 unn 1.200

world capper prices. Record high prices reached
in early 1974 led to a rapid increase inim-
ports; when copper prices dropped precipi-
tously, the steadily-rising costs of the new level
of imports compounded the two countries’
economic problems. As a result of the decline
in copper revenues, Zambia expects to register
avery large budget deficit in 1975, In Zaire, oo,
rapidly-rising public expenditures outstnpped
the growth in revenue and fueled a price infla-
tion which reached 30% in 1974, Both Zambia
and Zaire experienced sharp declines in their
foreign exchange reserves in 1975

The countries whose principal exporl is col-
fee~Burundi, Cthiopia, Kenya, Madagascar, and
Rwanda—also faced declining exporl receipts
The price of coffee, which peaked in carly 1974,
has fallen sharply in recent months, High prices
for sugar henefited two major producers Swazi-
land and Mauritivs, though in the latter coun-
try, production dropped by 15% to 20% as a re
sult of cyclone damage. A drop in the price ol
cotton adversely atfected the cconomivs of Su
dan and Tanzania

In Tanzania and Madagascar, the need to im
port Large quantitics of tood seriously aggrd
vated a balance of payvoents situation aleeady
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made difficult by the escalation in the prices of
petroleum products and manufactures. By De-
cember 1974, Tanzania's foreign exchange re-
seres had fallen to less than the equivalent of
o#2 month’s imports. It was then that the Bank
approved a quick-disbursing $30 million loan to
heip enable the country to continue imparting
raw» materials and intermediate goods essential
forits development program.

Somalia’s predicament was even more pre-
carious during the year, A drought which began
in 1973 became acute during 1974, and killed as
many as a third of the livestock (some 1 million
cattle and 1% million goats and sheep). Nearly a
quarter of a million people were fed in well-or-
ganized relief camps. Since livestock is the
main .source of Somalia's foreign exchange
earnings, the drought caused a deterioration in
that country’s balance of trade. Despite large
capital inflows, foreign exchange reserves de--
clined in 1974 and continued to do so in the
first half of 1975.

Although the drought also affected southern
and southeastern Ethiopia, that country ben-
efited—up to the middle of 1974—from a very fa-
vorable trend in its terms of trade. Since then,
however, greatly increased prices for its im-
ports have resulted in a moderate decline in
Ethiopia’s sizeable foreign exchange reserves.

Kenya was very adversely affected by a com-
hination of deteriorating terms of trade and
drought. As a relatively large importer of petro
leum products, the country was also severely
hit by the increased cost of oil. Foreign ex
change reserves covered less than two manths'’
imports at the end of 1974, and a roesidual ex-
ternal financing gap of over $150 million is
forecast for 1975, To help maintain investment
momenium, the Bank provided a $30 million
non-project loan to caver the cost of essential
imports while new policies relating to agricul
tural prices and investments, in particular, are
taking effect,

(VSS mlhians Piscal years )
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Lending to Current Borrowers in Eastern Africa, by Sectors

The country of the region registerirz thz
-highest rate of economic growth during fiscal
1975 was Botswana, where yearly per capita in-
comes have doubled in less than five years. This
rise is due mainly to large investments in the
mining sector over the past five years which
have enabled it—despite technical difficulties
in some projects—to begin exploitation of its
diamond, copper, and nickel resources.

Co-financing Arrangements

In an effort to direct additional financial as-
sistance to priority needs in the region, the
Bank worked closely with bilateral donors and
otherinternational nrganizations in concluding
co-financing arrangements for several projects:
in Kenya, Malawi, Mauritius, Rwanda, Somalia,
Sudan, Tanzania, and Zaire, Total investments
by all co-financers, excluding the Bank and
IDA, came to $290 million.

The most nolable operation of this kind was a
co-financing arrangement between the Bank (a
$100 million loan), the Libyan Arab Republic
(also a $100 million loan), and the European In-
vestment Bank (a $20 million loan) to assist the
expansion of Zaire's State-owned Gecamines
mining company, the successor company to
Union Mini¢re du Haut-Katanga which was na-
tionalized in 1967, The loans from the three par-
ties will help the company implement a $435
million investment in its copper and coball
mining facilities,

The loan represented the first Bank (as dis-
tinct from IDA) lending to Zaire (with special
debt servicing arrangements) since its indepen-
dence; it also marked the first direct Bank
Group involvement in that country’s mining
sector Once completed, the project will create
2,000 new jobs, and will raise Zaire's copper and
cobalt production by more than 20%, resulting
in additional foreign exchange earings of
aboul $160 million yearly
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veand IDA responded Lo the ecconom- minimum investment in economic and social
“wes contronting the countries of the infrastructure, simultaneously provided, is one
b 1975 by increasing their agpre- prerequisite for raising agricultural productivity
- w61 over the previous year's to- among the rural poor, Most of the agricultural
. coding amounted to $656,4 million— projects assisted by the Bank and 10A, there-
! o by the Bank, and $312.05 million fore, included improvements in roads, health
i‘ conumber of projects assisted also facilives, education, and other services. Inoa
; fhinctscal 1974 1o 35 in the year just number of projects, attempts were made to im-
- | prove the total rural envirtonment through com
B the transportation, industrial (in- prehensive regional development. Pechaps the
! g el noncproject, education, tele- most noteworthy example is the Kigoma rural
e s, and urbanization sectors di velopment project in Tanzania for which a
e sathe More agricultural and rural S10 million 10/ redit was approved in August
_3 projects (mme) were approved 1974,

WA et e ton To improve rural living standards, the Tanza-
P 1 nian Government has been assisting the hall
i ; Vericultural Productivity million IIIh.!hIhIII!t'- of Kigoma Region o re
' settle i ujamaa villages, thereby facilitating the
"i‘ trend i the region towards an task of providing cconomic and social services
; naencean tond imports has ap- The IDA creditis designed to help some 250,000
o Prvears Given the large agricul- people, who have established themselves in
‘{ e I’ af the countres, roncewed 135 villages, double (to about $40) their yearly
cCbnost praduction, bath per capita incomes, In mostly individually
el 1o expon owned plots, the people cultivate crops such as
vaccented, both by maize, beans, cotton, or groundonuts, Agnicul-

O IR tewion, that a tural credic will be channeled to the villages 24
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through the Tanzania Rural Development Bank,
while the Kigoma Cooperative Union will be
responsible for bBuying and collecting village
produce. . o

Though the inhabitants of the 135 ujamaa vil-
2zas are to be the direct beneficiaries, the en-
tire population of the region will also benefit.
Tne project will develop a credit and marketing
svstem, strengthen village-level extension serv-
ices, facilitate clearing the area of tsetse flies,
enable feeder roads Lo be constructed, and will
introduce into the area a program of adaptive
agricultural research, The level of social serv-
ices will be improved through the provision of
education and health facilities, and village wa-
ter supplies. (The United Nations Capital De-
velopment Fund is providing $1.8 million for
the health and water supply components,)

In Malawi, a Lhird IDA credit, on this occasion
for $8.5 million, is assisting the third phase of
the Lilongwe Land Development Program
which began in fiscal 1968. The newest phase is
designed to provide modern agricultural in-
puts, credit, a stock breeding ranch, water sup-
ply and other infrastructure, an intensified ex-
tension service, and improved health facilities
for about 110,000 farm families cultivating more
than 1,500,000 hectares, (The United Nations
Capital Development Fund is providing $1.6
million for the health and credit components.)

In Madagascar, a $9.6 million IDA credit will
assist cattle producers in the underdeveloped
northwest region of the island, Cighty thousand
families in 200 villages will benefit from mea-
sures to improve pastures, water supplies,
schools, mobile health units, and investments
in roads. The last mentioned is of particular im-
partance for the rural population is often cut
off completely from other parts of the country
for six to cight months a year, Intensive veter-
inary services will he provided, and annual per
capita cash incomes are expected to rise from
$20 10 %30,

Manpower Training

Despite the high priority accorded by gov
crnments to the education sector over the past
decade, ino most countries of Fastern Alrica
there remains an acute shortage of skilled man
power, particularly in the technical fields, Sub-
stantial training components have, therefore,
been included in the majority of Bank and DA
eduacation projects in the region, The projects
all show a marked movement away from the
more farmal types ot academic training
tosvards hasic education programs focusing on
the need tao provide relevant practical training,
Fat example, IDA credits were made available
dutimg the year for 10 nomadic training conters
i sommalia, A0 raral education centers in Sudan,

A community skall tramming centers i Ln

s all |rrl|\'i!fl' vocational trining rac hiesn
rural areas tor children and adults abike

About two-thirds of Somalia’s 3 million
people are nomads who tend their livestack in
an arid and 1enerally harsh environment. The
literacy rate 1nds today at-about 5%. The Gov-
ernment is st ving to increase literacy, and, at
the same time, to further the task of nation-
building by developing the Somali language us-
ing Latin script. In 1971, the Somali language
was adopted nationwide as the teaching medi-
um to replace the diverse use of Arabic, English,
and ltalian. The education project, aided by an
$8 million IDA credit, is the first Bank Group
operation designed to support the develop-
ment of a national language and to include a
training scheme for nomads.

Ten educational and training facilities for no-
mads will be constructed. As many as 1,600 chil-
dren will be enrolled annually in four-year
courses, and 2,000 adults will be able, each year,
to attend short courses in subjects such as hy-
giene, agriculture, and animal husbandry.

In pursuit of greater efficiency in education
investment, major emphasis is also being
placed on low-cosl canstruction in conjunction
with self-help techniques. For- instance, in
Rwanda, an $8 million IDA credit will help fi-
nance an innovative program for primary edu-
cation. Workshops are being added to akoul
150 village schools, where some 6,000 pupils
wili be taught agricultural and craft skills, The
labor for the construction of the workshops
will be contributed by the villagers themselves,
following the traditional African pattern of
communal action,

Investmentin Transport

A fundamental problem facing countries in
Eastern Africa is the maintenance and expan-
sion of transport facilities for the movement of
goods within the country and for export. Ex-
ports from landlocked countries such as
Burundi, Rwanda, and Zambia, or from regions
such as castern Zaire, western Uganda, or
southern Sudan, may travel 1,500 kilometers or
more to reach the sea. These countries are se-
verely handicapped by the costs and delays of
such lesgthy overland journeys. Current rail-
way projectsin Sudan, the Fast African Commu-
nity, and Madagascar will improve the routes to
thesea, In June, a$26 milhon 1DA credit was ap-
proved to assistin the financing of rail and river
tacilities in Zaire which will improve the effi-
ciency and capacity ot the Voie Natonale,
which links Shaba Provinee and the sea Road
transportation in the country was also assisted
through a $26 milhon credit designed to meet
some of the countey's most urgent necds 1or
roaied cehabilitation and 1o sttengthen the Bu-
teau of Roads,

Agricultaral products must be able o food
therr way to the ralways and main r
cal 1975, five Bank- and IDA-assisted
tural projects contained transportation ¢ oo




aents designed to facilitate the marketing of |

agricultural products. In Ethiopia’s lower
vdiabo project, 240 kilometers of roads will be
cither improved or constructed; in the forestry
indl livestock development projects in Mada-
. wcar, more than 330 kilometzrs of roads will
1,0 maintained or upgraded, and zlmost 1,750
Lilometers of service and feecer roads con-
Jructed. In Tanzania's Kigoma Region, 370
Lilometers of rcads will be impro.ed, and as a
nmponent of the Kilombero sugar estate proj-
.1 in that country, a rail spur, linking the sugar
ractory to a line of the East African Railways will
constructed. The two telecommunications
rojects for which loans were made during the
.var—to Ethiopia and Zambia—are character-
sodd by an emphasis on the establishment of
!« between urban centers and provincial and
.ral communities. As such, they are an impor-
it complement U, transportation invest-
wwents, facilitating regional administration and
v achievement of improved productivity in

1 areas.

Sites and Services Schemes

The rapid expansion of Eastern Africa’s urban
population is giving rise to potentially explo-
sive social problems in many countries. In the
past year, three urban projects—in Kenya, Tan-
zania, and Zambia—were supported by the
Bank and IDA. Because the development of ur-
ban services tends to be costly excepl on a per
capita basis, the Bank’s involvement has been
directed to finding more economical solutions
requiring a minimum subsidy.

The Tanzania project, for which an $8.5 mil-
lion IDA credit was approved in July 1974, in-
cludes 10,000 serviced sites and support for self-
help housing in Dar es Salaam and two regional
urban centers as well as improvements to exist-
ing squatter settlements. In addition, a pilot nu-
trition project will be carried out by the newly-
created Tanzanian Food and Nutrition Center.
Nultrition education and the development of
capabilities to prepare and disseminate nutri-
tion information will be emphasized.
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Western Africa

Trend in Lending, 1964-75
(USS rmillions. Fiscal years )
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Economic conditions in Western Africa dur
ing the year were influenced principally by do
mestic and international adjustments o the
abrupt changes in commodity and other prices,
which began at the end of 1973, the beginnings
of recovery from the eficcts o1 drought in the
Sahelian countries, and the emergence, in cer-
tain sectors, of the effects of declining activity
and demand in the industrialized countries

For some countries, higher commodity prices
and export volumes more than compensated
for the effects of rising import prices, and they
experienced short-term improvements in their
forcign exchange carnings and public reve
nues. Apart from the petroleum producers (Ni-
goria, Gabon, and, to a loesser extent, the
feople’s Republic of Congo), the gains accrued
mainly to producers of groundnuts (Gambia,
Nigeria, Senegal), phosphates (Senegal, Togo),
el bauxite (Guinea). The scope for allocating
these increased resources to ccanomic devel-
opment depended on the degree ot severity of

Per capita

Population GNP (US5)

Current borrowers (oonyn 1973
Cameroon 6,206 220
Central African Republic 1,710 170
Chad 3,870 70
Congo, People’s x

Republic of the 1,199 310
Dahomey 2,947 C 10
Equatorial Guinea 306 2500
Gabon 520 960
Gambia, The 493 120
Ghana 9,313 300
Guinea 5,243 10000
Ivory Coast 5,600 360
Liberia 1,452 330 I
Mali 5,370 70
Mautitania 1,257 190
Niger 4,304 9%
Nigeria 71,202 170
Senegal 4,070 270
Sierra Leone 2,747 1%
Togo 2,105 17(x0
Upper Volta WAL 70

N Estimated as of mud 1971
1% Peeliminary estimates

firn. ncial constraints, the outlook for deterio-
rating terms of trade over a longer period, and
the need to retain higher reserves and savings
to meet the increased costs of investment. Gen-
erally, the situation in these countries could be
reparded as providing temporary relief to hard-
pressed budgets and as an occasion Lo increase
allowances for future contingencies. Yet, some
of them seized the opportunity to introduce ex
tensive changes in the domestic price structurs
of tradeable commodities in order to pass parl
of the gains on to rural producers, and to re-
duce the burden on public finances o1 the Bigh
consumer subsidies {particularly on rice) that
were introduced in many West Airican coun-
tries over the past two to three yesrs; athers, ese
pecially the petroleum producing countries
markedly stepped up their rates of pablic e
penditure for development as wall as for
consumplion

The larger and more diversinied eco e
countries which do not produce pareeum '




atiected by international economic conditions,
Paces for their main exports (cocoa, coffee,
pimber) rapidly declined from their record
qishsinthe first half of 1974, and declining con-
truction demand in Europe also reduced the
.olume of timber exports. At thz same time,
cher levels of energy consumgation, and of
sports of intermediate and capital goods asso-
sted with industrialization, required larger
itlavs of foreign exchange. During the year, all
‘hese countries, as well as several others in

.+ region, completed, or were in the process
Crawing up, new development p.ograms em-
J4~1zing continued economic diversification,

I, and intensified rural development,

-1« programs will demand much higher lev-

ttoreign financing than the previous ones.

overy from drought was the main eco-

i concern of countries in or bordering the

vl region, Rainfall during the year was close

e J0-vear average, and crops were general-

««l However, heavy losses of cattle, the

+ut tood and export crops in the twn pre-

A4 wears, the southward migratici of pas-

'~ the loss of public revenucs, and an in-

vt need for public assiciance—all were

which contributed to the continuing

ities of the stricken region. Large

t« o1 aid in the previous years helped

" wudespread famine and epidemics, but

ny long-term assistance on a wide

I be essential to attack the chronic

11 the Sahehan countries, which are

“nidlamentally to a poor resource base

1 climate. The international commu-

shing the Sahelian states in a broad

of studies aimed at evaluating re-

ahibilities, population and migration

ihion policies, the potential for irri-

Fnew cropping patterns, alternative

foclopment strategies, and transport
el services,
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wasabo marked by the signature of
tention detining trade and aid re-
cen i Atccan, Caribbean, and Pa-
ad the Luropean Economic Com-
s ncreased attention to regional
sendtion: The Convention's sevs
btures include a scheme for
stesportearnings from 12 pri-
»andd their products, includ-
Cspts as groundnuts, cocoa,
rnesand ron ore, with pref-
o e accorded to the least
mattocked countries, Follow-

FRI A among six franco-
Cebammunauté Economique
Chges? (CY '\[1;_ a dratt [l’l'a|1$

er Econamic Com-

States (ECOWAS) was

(Cameroon, Ghana, Ivory Coast) v ere adversely «

s«titution for imported energy and staple -

signed in May, The latter community " will be-
come cffective upon ratification by at least
seven member states. The Wesl African Sub-
committee of the Association of African Central
Banks set up a clearinghouse to facilitate pay-
ments in the region so that intra-West African
trade might be expanded. And spurred by the
prospects for substantial international assist-
ance in the development of the Sahel, the Or-
ganization for the Development of the Senegal
River Basin (OMVS) made significanl progress
during the year, The OMVS, with headquarters
.in Dakar, seeks to promote the integrated de-
velopment of the agriculture, power, transport,
and mining sectors of the three basin states—
Mali, Mauritania, and Senegal. The Bank has
participated in the early planning stages, and a
$1 million IDA credit was approved in May 1975
for the engineering of irrigation works in the
Debi and Lampsar polders in the Senegal
River valley.

Bank and IDA Aclivities

In fiscal 1975, the valume of Bank and IDA
lending in the region reached a new high—
$424.2 million, This amount represents an in-
crease of 50% over fiscal 1974, the previous
record year, and of 139% over the fiscal 1969-73
annual average. As the accompanving lable
shows, the year's increase was enurely in Bank
lending; IDA assistan~2 remained at its fiscal
1974 high, which exceeded the fiscal 1969-73
average by 102%. ILe number of projects rose
from 24 in the previous year to 30, There were
several innovative features in the year's
activilies,

The year's lending pattern was affected by
large, anomalous variations in the cyeles of ag-
ricultural and transportation project prepara:
tion. To discaver any significant changes in the
lending pattern, therefore, a comparison of fis-
cal 1974 and 1975 averages with those of fiscal
1969-73 is appropriate. Such a comparison
shows a dramatic shift towards lending for agri-
culture and rural development. This seclor’s
share in total lending more than tripled, from
an average of 17'% in fiscal 1969-73 to one of
nearly 57% in fiscal years 197:1 and 1975, Rural
development includes development of agricul-
tural roads; for the last two years the construc-
tion, maintenance, and upgrading of such roads
averaped almost 6,000 Kilometers, a large in-
crease over previous years, The share of lending
for conventional transportation projects—high-
ways, railways, and ports—declined, amounting
to 25% in fiscal years 1974 and 1975 compared
with 39% in fliscal 1969-73, These shifts . eflect
the increasing influence of the Bank’s new
strategy, which focuses on broad-based rural
development to help raise the productivity of

MHectudes Dabomey, The Gambia Ghana, Cannes, Guinea-iis
sduy vty Coast, Liwna, Sali, Stauntanig, Niger, Nigend, Sene
Ral, Sierra Leone, Togo. and Ugper Valla
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the poor and to bring about a more even distri-
bution of income.

r00d, Livestock Production Emphasized

\Most of the year's 20 agricultural and rural
cevelopment projects emphasized dornestic
food crop or livestock production so as ‘o im-
grove the nutritional and health levels of the
rural population and, at the same time, reduce
the dependence on imports of food. Only five
projects, accounting for about 17% of the total
lending to the sector, were of the more conven-
tional type, focusing on export crops, viz.,
cocoa projects in Cameroon and Ivory Coast
(assisted by Bank loans of $6.5 million and $20
million respectively), a cocoa/coffee project in
Togo (aided by an IDA credit of 56 million), a
rubber project in Cameroon, and a pineapple
project in Guinea (assisted by IDA credits of
$16 million and $7 million respectively). Bul
even they included elements such as agricul-
tural roads, provision of in, uls, and credit char-
acteristic of the “new style” (integrated rural
development) project package approach. This
approach is most fully reflected in the year’s
six rural development projects=three in Nigeria
and one each in Ivory Coast, Senegal, and Sierra
Leone. Bank and IDA assistance for these proj-
ects totaled $124 million.

The three Nigerian projects are in the rural
North East (Gombe), North Central (Funtua),
and North West (Gusau) States, Here live a sig-
nificant proportion of the country’s food and
industrial crop producers; their annual per cap-
ita incomes, of about $40, are the lowest in the
Federation. More than 2 million people live in
the 17,000 square kilometer arca covered by the
projects, and some 230,000 families will directly
benefit. The projects’ objective is to increase
the production of cotton, groundnuts, sor-
ghum, maize, and cowpeas. To achieve this
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goal, “packages’ of services will be prov ¢=2 to
existing farming communities. The major 2le-
ments uf these packages are: development of
3,500 kilometers of feeder roads; the construc-
tion of some 250 small and medium-sized earth
dams; and the pravision of farm inputs and
equipment=110,000 tons of fertilizer, 10,000
tons of improved seeds, 20,000 ox carts and
plows, and 200 tractors. At full development,
the net farm income of the farmers directly af-
fected by the projects should increase by be-
tween 35% and 54%.

The Ivory Coast project will expand the cot-
ton growing area from 60,000 hectares to about
80,000 hectares, and the area of food crops
grown in rotation with cotton from about ©,000
hectares to 70,000 hectares. Special features of
the project include the improvement of feeder
roads and the construction of nearly 1,000 small
bridges on existing roads; the digging of several
hundred wells for village water supplics; provi-
sion of credit to farmers; the training of local ar-
tisans and blacksmiths ta service farm equip-
ment; the building of two cotton ginneries; and
the establishment of a maize seed farm, The
project area has a population of 1.3 million
whose annual average per capita income, of
about 350, is only.one-seventh the national av-
erage. At full development, the project is ex-
pected to benefit 84,000 families—about 600,000
people—and will raise annual per cap*t in-
comes to about $60, thus promoling regional
balance and improving income distribution, Al-
though on a smaller scale, the rural develop-
ment projects in Senegal and Sierra Leone have
many ol the same features ' '

Of the year’s three hvestock projects=in
Mali, Nigeria, and Upper Volta involving Bank
and 1DA assistance totaling %43 million—the
one in Maliis of special interest, Assisted by an
IDA credit ef $13.3 million, the project repre-
sents the first comprehensive effort to increase

Lending to Current Horrowers in Western Africa, by Sectors

(LSS millions. Fiscal years )
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Ve Bank aperations duting the year
Const atid Senvgal will helprural
il shills

choproduction by about 100,000 and Upper Volta, The strategy emphasizes the
mithes living in the Sahelian zone, adaptation of existing education systems lo the
veonclude the introduction of economic needs of the rural population; it also
ciision services and grazing con- promotes the participation of industry and
Stiuction of an abattoir and hide- commerce in the upgrading of their employees’
and the testing of a functional skills, The Senegal project, assisted by an 1DA
o pastoralists, The principal credit of $15 million, includes an experimental
oo the project will be a greater scheme of 30 village education centers offering
production worth nearly $8 practical training in agrcultural and related oc-
Stermss The pastoral families will cupations, and the elements of literacy and
avirnape annual cash incomes arithmetic to children leaving primary schools,
poduc tion from $140 to about and to youths and adults whao have never at-
tibs will he created. The tended school, By the thid year of operation,

tochalt the deterioration of the scheme will involve about 2% of the equiva
s hilometers of cangeland, lent age group in aral areas. The Dahomey

Ahoheecartle and the peoplem project, supported by an (DA credit of $4
e aeainst oll but calamitous lion, also tocuses on providing tratmng in such
basies as functional itecacy, health, nuatedtion,
and fundamental farmang techniques for the

Fducation to Needs countrys rural youth who have either no  at
tended school or who have dropped  out
faeCts=in prematurely, This training would be provided
tusther ad- through the support of the countey's rural
tratepy in youth tramning program  The project also aime al
heen plo improving the skills o industoal and clerical
aunitania, workers i urban aress throueh the construce
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tion of a center for the upgrading of skills. The
training given® at this center will consist of
short, practical courses enabling up to 2,000
trainees yearly to become more proficient in
such fields as mechanics, electricity, construc-
tion, and business.

Another first in the year’s Bank and IDA oper-
ations in the region is a sewerage and drainage
oroject, located in Abidjan, and assisted by a
Bznk loan of $9 million. About half the Abidjan
urban area is low-lying, and several densely-
populated areas in the city have experienced
serious flooding. Moreover, in the absence of
public sewage treatment stations, wasle water
is discharged untreated into the lagoons
around which the city is located, posing a
serious health hazard. An increase in typhoid
and cholera in arcas where sanitary conditions
are waorst has recently been noticed. The proj-
ect will prevent further deterioration'in pubtlic
health and will improve sanitary conditions in
the fastest-growing residential arcas of Abid-
jan, aswell as in areas occupied by people with
low incomes. In addition, the project will di-
minish significantly the incidence of flooding,
thereby reducing economic losses and health
hazards.

Further operational “firsts” during the year
included the first Bank loan to Ghana since
1969, and the first IDA credit ever to Guinea.
The $23 million lean to Ghana will help finance
the first phase of a telecommunications project
concentiating on high-priority works for re
habilitation, replacement of obsolete and
worn-out plant, and expansion and genelal in-
provement of the quality of local, domestic,
long distance, and telex services, The $7 million
credit to Guinea will help finance the estab-
lishment of a pincapple estate which, at ful! de-
velopment, will produce an additional 10,000
tons of pineapple from the estate and nearhy
outgrowers, with a gross value ot about $3 nul-
lion annually, Studies of the nce and hvestock
subsectors are also included, and future proj-
ecls in those subsecton will e identified and
proparcd

Co-financing Activilies

Bank and DA lending in the region contin
ved to be complemaented by co-tinancing from
other arganizations, both bilateral and multi
lateral, In fiscal 1975, these donors included
Canada, Trance, Kowat, and the Luropean
Investment  Bank, Co-financing from these
sources involved seven of the yeat's 30 projects,
and totaled $43.6 milhion, compared with $85 7

million in Bank and IDA assistance for the
projects concerned.

The program for the control of onchocer-
ciasis (riverblindness) in the Volta River basin
entered its first phase of operations under Lthe
general supervision of a Joint Coordinaling
Committee consisting of representatives of
governments and international agencies. The
Committee held its first meeting in Abidjan in
February 1975 and elected M. G. Candau, for-
mer Director General of the World Health Or-
ganization (WHO), as its chairman. Aerial ap-
plication of larvicides to kill the vector, a
species of black fly, started at the beginning of
the year in parts of Ghana, Ivory Coast, Mali,
and Upper Volta. The program is jointly spon-
sored by the World Bank and three other inter-
national agencies—the Food and Agriculture
Organization of the United Nations (FAQ),
WHO, and the United Nations Development
Programme (LUNDP). While WHO is the execu-
ting agency, the Bank has assumed responsi-
bility {or mobilizing the external finances
neeced to cover the costs, estimated at $54 mil-
lion, for the initial six-year phase of the pro-
gram (1974-79). Most of this financing is now
assured under the Onchocerciasis Fund Agree-
ment signed in May 1975 which covers contri-
butions from nine donor governments (Bel-
gium, Canada, France, the Federal Republic of
Germany, Japan, Kuwait, the Netherlands, the
United Kingdom, and the United States), to-
gether with the African Development Bank
(ADB) and the World Bank. Financing for
chemotherapeutic research and  training s
being provided outside the Fund by the UNDP,
The program is designed to clear the way for
eventual resettlement and economic develop-
ment of the potentially productive areas affect-
ed, and the seven parlicipating African Govern-
mentsth will be assisted by the sponsoring
agencies in undertaking the necessary pre-in-
vestment studies,

In order to cope more ¢fficiently with in-
creasing Bank Group operations in Cameroon,
the dank assigned a resident representative to
Yaound®, He will assume his dutios early in fis-
cal 1976, e will also as ist as necessary in expe-
diting  operations in neighboring countries,
Reflecting  the Bank Group's increased
concentration on rural developm ent, a Feeder
Road Section was establ hed within the Bank's
Regional AMission in Western Alnica, based in
Abidpan, taidentify feeder road projects and to
assist povernmoents in theirimplementation

W homey, Ghana, Ivory Coast, Mali, Noger Togo, and Upner
Volta
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Mot countnes of the Last Asia and Pacili ance of payments positions for all countries in ¥
the past year was a difficult one, gener- the region, except Thailand, which berefited
ractenized by decelerating growth rates, from high prices tor its rice exports. In the Re- #
i terms ol trade, deteriorating balance public of Korea, for example, the current ac- r
s positions, and escalating inflation count dehicit increased by more than $1,500 v

region's agpregate Gross National
GNP grew by some 7% in real terms in
sat this growth took place between
il June; the second halt of the year
weral pattern of decelerating growth
He ot the less encouraging perform-
Crall, beginnmg in mid-1974, in the
ket prices of the region’s major ex
mndities, notably rubber, timber, and
Prooducts. As a result, rural incomes
thenetited considerably from high
Iopnices declined
ot trade worsened tor all countoes
i because of high import prices,
ek, toodstulfs, and capital equip
wikihe of Korea's tegms of trade in
L by 1Y, was the most adversely
Indonesia, despite inceeased oil
ome detenortion inits terms of

,'-I|Ll'~.|r1i|r|\|rn_:1|r};::rr[ prices
Fdrop n the demand 1or manu
vilinadverse changes in the hal

million and in the Philippines, the current ac
count, in surplus by $520 million in 1973, was in
a deficit position by $210 million a year later,
Accumulation of reserves during the recent
commodity price boom provided most coun-
tries with o cushion against the deterioration in
their balance of payments positions

The rapid nise in foodgrain prices led to i
creased efforts by food importing countries o
acnieve selfssufficiency in grain production
laken as a whole, the region s marginally a net
exporter of rice, but must import much wheat
and other cereals. Moreover, there are wide
variations in each country’s food position. The
Republic of Korea, formerly a food surplus
country, is now 4 net importer and is trying to
become self-sutficient in food by the catly
19605, Though Thailand still has an export sur
plus it has diminished in recent years
duction increases have been used largely o
mect growimng domestic demand

All countries in the region except Sigapore
are predominantly . umul utal, but industey s
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becoming increasingly important to growth
and development, The Republic of Korea and
Singapore, for example, have rapidly indus-
trialized in recent years, exporling goods main-
Iy to Japan and the United States, The recession
in these two major markets has hit both coun-
tries” manufacturing sectors, Markets have
been red uced, and external funds on suitable
terms have been difficult to find. The Philip-
pines and Malaysia also have dynamic, though
smaller, manufacturing sectors, which, encour-
aged by Government incentives, have shown
relatively strong growth in recent years with in-
creasing emphasis on export markets as a
source of future growth.

The region as a whole receives large inflows
of external capital which have been an impor-
tant factor in the economic expansion of the
last decade. In the past year, despite increased
inflows of foreign funds into most countries,
many governments had lo draw down foreign
exchange reserves to help finance procurement
of higher-priced capital equipment. Increased
external finance will be required if the momen-
tum achieved in earlier years in the develop-
ment of agriculture and industry is to be re-
gained. The region is generally well-endowed
with natural resources hut its agricultural po-
tential is still under-utilized, In terms of per
capita income, most countries in the region be-
long to the middle-income group of develop-
ing countries ($200 to $375 per capita GNP) al-
though Singapore is gnificantly above this
level, and Indonesia, with a per capita GNP of
about $100, is one of the poorest countries in
the world.

Concern over Inflation

Inflation continucs to he a major cause for
concern in the region, Malaysia had enjoyed a

Lending to Current Borrowers in Fast Asia and Pacific, by Sectors

(LSS millions Fiscal years )

long period of remarkable price stability, How-
ever, consumer prices rose in 1973 by 10.5% and
in 1974, by 18%. Indonesia’s inflation has been
fed by rapidly-rising import prices which in-
creased by an estimated 80% between 1972 and
1974; the main increases were in foodstuffs and
fertilizers. These price increascs have used up
more than one-half of the country’s additional
oil earnings. In the Philippines, consumer
prices rose by some 40% during 1974 but the
rate of increase had moderated sharply by the
end of the year. In the Republic of Korea, petro-
leum and foodgrain imports have led to a very
sharp rise in prices with consumer prices in-
creasing by 31% and wholesale prices rising by
more than 60% annually.

Be:rause of the importance of international
trade to these countries, imported inflation has
been a major factor in domestic price escala-
tion. For many countries, rising prices for petro-
leum products have been the primary element.
For exan.ple, between 1972 and 1974, payvments
for imported oil increased almost fivefold to
some $2,500 million for the Republic of Korea,
the Philippines, and Thailand. The Republic of
Korea, which depends on oil imports for about
60% of its fuel requitements, was hit hardest, Its
oil bill rose by some $S800 million in 1974,

Increased oil prices, on the other hand,
helped Indonesia in 1974 and should help Ma-
laysia substantially in a few years. Oil revenues
now contribute about 10% 'o Indonesia’s GNP,
Malaysia’s current production is modest—less
than 100,000 barrels a day—-but it is expected to
increase fivefold by the end of the decade. Ma-
laysia also possesses substantial natural gas re-
serves which could come into production by 1980,

In fiscal 1975, Bank lending to the countries
of the East Asia and Pacific region emphasized
increased smallholder agriculiural production,
especially in foodgrains. At the same time, the
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ASIT mullion Bank loan
st Wil helpy upsgeacde ierigation
foene parowduc it area

rassistance for industrial devel-
fucture, and  public utilities
ab systematic development ot
dtisas in a number of countries
theregion continued to rise. In
nding totaled $976.4 million,
it 39% over the previous year
Ation was a credit to Western

Laoup's tst operation in the
UL

'Development

botthe Bank's lending
vilteagricultural develop
s to promote rural de-
lppimes and agrnicultural
i Indonesia The Bank
Eoror Land settlemient in
Hectsan Indonesia and
vriilizer produchion in

[

Ied by a Bank loan

ot activities undertaken to raise the living stan-
dards of the rural poor in an undeveloped and
isolated area, is a rural developmaent project on
Mindoro island in the Philippines. Only 45 ki-
lometers from Luzon, Mindoro already pro-
vides surplus rice to other parts of the Philip-
pines, and has potential for much additional
agricultural development because of its land
and water resources, and its relative freedom
from typhoons which periadically destroy
craps in Luzon,

The Philippines Government plans to im-
prove the standard of living of the island popu-
lation and to supplement rice supplies from
Centeal Luzon to metropolitan Manila 1o add
tion toimproving irngation, highways, and part
tacilities, the praject contains pragrams to can-
trol schistosamiasis, an endemic snail-horne
disease, which affects the health and produs
tivity of the people, and to help improve the iy
mg conditions of some 80,000 people of the
Mangyan tribes, the ssland’s original inhabie
tants, by providing mobile medical teams, con
structing roads, and introducing new agricul
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rice production by 100,000 tons annually and
will benefit directly about 200,000 people (40%
of the island’s population) through agricultural
improvements, and indirectly, an even larger
number through improved transportation and
agricultural supporting services.

Similar objectives are sought in the Keratong
land settlement project in Malaysia, Like the
Bank’s four earlier land settlement projects in
the country, this project, for which the Bank 2,-
proved a $36 million loan, is designed to sun-
port high rates of growth in smallholder
agricultvre, and reduce unemployment and
underemployment, thereby contributing to in-
creased rural incomes. Aboult 3,400 families will
benefit from the project, which will develop
some 25,500 hectares of land now under tropi-
cal forests. About 22,000 hectares will be planted
with oil palm and two palm oil mills will be
constructed. To protect the environment, land
development within the project area will be
carried out in conformity with the Malaysian
Conservation Act which provides adequate
safeguards against erosion, siltation, and exces-
sive flooding.

Research in Agriculture

The Mindoro and Keratong projects are ex-
pected to increase agricultural production by
bringing more land under cultivation and by
improving yields. In two other projects, the
Bank will support efforts to improve crop quali-
ty and yields through research. With a loan of
%205 million, the Bank will assist the Malaysian
Apricultural Research and Development Insti
tute in developing and conducting specific re-
scarch programs on foodgrains (rice, maize,
soybean), commercial crops (cocanut), and
livestock. The project also includes rescarch
into industrial uses of agricultural products
Similarly, a $21.5 million loan to Indonesia will
help strengthen the country’s researc capabil
ity in rice, field crops, rubber, and vegetables

Both research projects, which were spec 1lly
designed to identity, adapt, and disseminate
new technology for the small farmers of Ma-
laysia and Indonesia, will complement the pro
grams ol the international research centers
sponsored and coordinated by the € onsultabive
Group on International Agricultural Research

Also chirectly related to the efforts to incriase
food production in Indonesia s the Bank’s $115
million loan for doubling nitrogenous tertilizers
praduction in South Sumatra. This aroject s
expected to help increase food production in
the country Ly about 2 mithon tons a year

Continuing its long-standing assocation
with development hinance companies in the re
gion, the Bank approved in fisc a1 1975 addition:
al loans to Bank Pembangunan Indonesia and
the Povate Development Corporation of the
Fhilippines 1t also made a loan to the Koreat
Development Bank tor the fust times To iman
fain the mamentum of industrial dievelapment

in the Republic of Korea, the World Bzr', also
extended a general purpose loan of S$100 mil-
lion to provide urgently-needed foreign ex-
change for the import of capital and inter-

‘mediate goods.

In addition, the Bank made a $30 million loan
to help finance a program designed to meet
two priority needs of small and medium-sized
industries in the Philippines: increased access
to institutional sources of credit, and technical
assislance for solving the operating problems
which ronfront small entrepreneurs, In all
cases, the Bank's participation in these indus-
trial development programs has been used to
emphasize the need for a greater regional bal-
ance in the location of new industries.

This need is also reflected in an education
project in the Republic of Korea where the
Bank is providing $22.5 million to help the
country meet its requirements for skilled work-
ers and technicians, including those in the
fields of fisheries and agro-industry. The proj-
ect will support prograins oulside the Seoul
and Pusan areas for employment-orientad,
non-formal vocational training in several small-
er sites, thereby assisting the Government’s
policy of dispersal of industries.

The Bank's lending for infrastructure and
public utilities accounted for 32% of the vear’s
lending to the region. Bank loans wer: ap-
proved for railways in the Repubiic of boren;
shipping in the Philippines; power i Indo-
nesia, Malaysia, and the Philippiner, and water
supply in Indonesia. In additior, a $4.4 million
IDA credit was approved fer a highway project
im Western Samoa.

Varied Approach

Iransportation projects in two island coun-
teies illustrate the Bank's varied approach in
meeting the requirements of borrowers. The
highway project in Westem Samoa calls for re-
construction of two main roads in the relatively
less-advanced castern and southern parts of
Upolu where about 35,000 people, or one-third
of the island’s population, live, and where
about one-half of the island’s principal export
(copra) is produced. By providing improved ac-
cess Lo the market at Apia, the country’s capital
and poit, the project will also provide an incen-
tive to the rural population to undertake the
production of cash crops, The Philippines’ ship-
ping project will help finance the replacement
and tepair of an inter-istand fleet and will assist
the establishment of a national otganization for
regulating and improving the maritime
incdustey

Followimng catlier loans to Indones a4 and Ma
laysia, the Bank Group provided in fiscal 1975 1
nancial and techmeal assistance in tamily plan
ning to another country i the region A 325
mlhion loan will assist the Philippines €
ettt strensthening its population pradtare
and expaneding it inta raral areas. The proje




e et e 1 =

R ——

G - A Y M | —_—— — i g = ot

.

-~

includes the reorganization of the Ceammission
n Population and assistance to the Depart-
nent of Hedlth for the establichment of over
rural health units which will extend a new
iIth and family planning service approach

o the rural areas.
\ significant share of the Bank’s ler 7 has
ne to support urban developmei:. Jrograms
indonesia, the Republic of Kore:: and Sin-
imore which are designed to improve the liv-
2 conditions of the urban poor. A $25 million
1, for example, will help finance the Jakarta
win development project which includes the
srading of roads and footpaths, drainage,

-

_ water supply and sanitation, schools and health

facilities in about 2,000 hectares of densely-
populated, low-income neighborhoods, with
provision for the eventual expansion of the
program to about 30,000 hectares. The project
also provides for the development of “sites and
services,” including the construction of core
housing on about 130 hectares of under-utiliz-
ed land. The project will support the recently-
established National Urban Development Cor-
poration and the National Mortgage Bank, and
isdesigned to assist the testing and formulation
of a proiolype program for later expanded up

erations of these institutions,
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S [h A .a Trend in Lending, 1964-75
0 u Sl (USS milians Fiscal years )
L. "1Annual Averages
(00) Mumber ol Qperations
256.1
(8.2)
Per capita
Papulation GNP (L5$)
Current borrowies (e 1971
Bangladesh 74,000 70
Burma 29,500 A)
India B9 120
Nepal 12,020 90
Pakistan 60,230 150 1.189.6
Sti Lanka 13,180 110 “;2[ .
M Estimated as of mid 1973 1,200

This has been one of the most dhifficult years
in the recent history of the South Asia region,
More than 800 mithon people live in the region;
maost of them sulfered losses in their real in-
comes, and the poorest among them suffered
acutely from the rises in food prices which took
place during the year.

It was apparent in early 1974 that the months
aheatd were likely to nrovide a severe test for
the region. Some of the main commaodities im-
ported by South Astan countries, particularly
petroleum, fertilizer, and foodgrams, increased
sharply in price, while prices of most of the im-
portant exports went up only slightly, A« a re
sult, the volume of exports which purchased a
dollar of imports during the year ending June
1973 bought only 52 cents worth in Bangladesh,
O3 centsworth inSei Lanka, 70 cents worthin In
i, and 84 cents worth in Pakistan daring fise al
1975, after o continuous <harp detenoration in
the previous 12 months

The sharpness of the detenaration i the
terms of trade, together vith the extreme poy
orty b most of the cour nies, resulted in the
placement of five of the ix regional countries
(Nepal being e exceptic a) on the Umited Na
tions Emergency Operatin’s hist of countries

“mos! seriously affected” by recent world eco-
nomic developments, To alleviate their press-
ing balance of payments problems, sizeable re-
source transfers were required. There was
indeed a record resource transfer in nominal
terms for most countries, from the Bank Group,
the International Monetary Fund's oil facility,
the members of the Organization of the Petro-
leum Exporting Countries (OPEC), of the India
and Pakistan consortia, and of the Bangladesh
and Sri Lanka Aid Groups. These large amounts
were barely sufficient, however, to maintain
the volume of imports at the previous yeae's
level,

the inflows from abroad might have been
sutficient to avert the kind of hardship which
took place, and combined with judicious do-
mestic policies, to safeguard levels of invest-
ment, il the monsoon had not bheen so poor
The Governments of Bangladesh, India, Paki-
stan, and Sei Lanka were forced by poor haryeste
inta making large tood purchases which pre-
copted signiticant proportions of the linated
toreign exchange available, South Asian na-
tons (excluding Burma) imported ™ ar g of
their total foodgrain consumption in 1974 and
1975 1t s apparent that, tor most of the coun-
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ilsn the key to impreving the balance -of
ndavments.

weather a Factor

Ihe foodgrain situation in South Asia seems,
anything, to be worsening. While popu-
tons grow annually at a rate of 2% or 3%, most
~.uith Asian countries have been unable to sus-
n growth rates of foodgrain production of as
ach as 2%, Even in good monsoon years, do-
v «tic production in most countries is only suf-
it Lo satisfy the minimum per capita con-
iption requirements. In bad years, large-
(i imports are needed to avert severe malnu-
nn. The shortcomings in agricultural devel-
mentin South Asia are generally not a matter
“imadequate technology or lack of farmer mo-
tion; the roots of the problem lie in the fact
: there have not yet been enough programs
mvestment in water resources, distribution
vt and inputs, and provision of support-
«mvices. In the longer run, however, even a
“antial improvement in this regard may not
sncient if population growth rates cannot
cdduced from their present levels,
dadesh’s terms of trade have diterio-
apndly, with import prices rising by about
< auainst a rise in export prices of less than
tween fiscal 1973 and 1975, Higher im-
s could not be passed onimmediately
umers and, as a result, the budgetary
Cncreased markedly, The high levels of
nnancing, combined with commaodity
wecded toarapid risein the pace of infla-
he Gavernment attempted to minimize
tis ot anflation by continuing to place
lees tor toodgrains during the first half
nospite of the higher level of domestic

e Current Borrow eres In South Asia, by Sectors
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‘ries of the region, increased food production is

foodgrain production in that year. By June 1974,
faced with the realization that its cash commit-
ments for foodgrain and other imports ex-
ceeded by a substantial margin the foreseeable
foreign exchange availabilities in the following
three months, the Government instituted dras-
tic measures to reduce imports. Simulta-
neously, it appealed to its major trading part-
ners to afford relief with respect to current
paymenls and requested the Bank to form an
Aid Group. The Aid Group for Bangladesh had

= its first meeting in Paris in October 1974. It met
again in May 1975.

Worldwide inflation and another year of agri-
cultural shortfalls combined to cause India se-
vere economic hardship during the year. Food-
grain production has been stagnant and is
unlikely to be more than 106 million tons in fis-
cal 1975. This amounl represents an improve-
ment over the harvest of the past two years, but
it is still below the 108 million tons achieved
four years ago. The imporl requirements gener-
ated by this shortfall, combined with rapid
price increases of other essential imports, have
roughly doubled India’s import bill in the last
two years. Although export earnings have risen
impressively=mainly as a result of price, rather
than volume, increases—the current account
deficit has grown roughly tenfold during the
same period, to about $2,000 million. Even with
this deficit, imports in real terms (aside from
foodgrains) showed little change. This level of
imports, combined with energy deficits, due in
part to some reduction in oil imports, contrib-
uted to stagnation throughout the economy,
particularly in industry, The rate of inflation,
which threatened to exceed 25% during the
year, has lessened, although the fiscal and cred-
it austerity required to contaan inflation has in-
duced some slowing of the pace of economic
aclivity,
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Hatvesting wheat by haned i Pakistan Thi Bank
approved during the vear S400 milian for projects
aimerlat tcreasing ag o e ltaeal proddue o the
Sontth As region

Pakistan’s economy has suffered from wors
ening terms af trade which, together with the
floods in August 1973 and a long period ol
drought in 1974, held back agncultural produc
tion and the volume of exporls. Terms of trade
deteriotated by almost 16%. The value of ex-
ports of raw coltun, yarn, and textiles was re-
duced by a smaller cotton crop and by a sharp
drop in demand. Imports of wheat and edible
oil have also had to be increased to make up for
lower-than-expected growth of domestic pro-
duction. Pakistan's current account deficit may
have neatly doubled when the figures for fiscal
1975 are talliedl. The effects of the terms of trade
deteriaration were, however, mitigated in 1974
hy the generous assistance Pakistan received
from the members of OPLC. In the longer run,
the trade prcture should improve substantially
as d tesult of projects under way Lo increase ag-
dcutiueal and other production, The largest of
these is the Tarbela Dame A series of mishaps,
which took place when the initial filling of the
roservoit began inmid-197:4, necessitated a pro
gram of remedial works They were campleted
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in time for the second filling in mid-1975. The
stored waters will be available for irrigation in
the winter crop scason and will add at least 40%
to supplies of canal irrigation water. Power gen-
o ated there will become available later in 1976
Other projects for increasing agricultural and
other production are the s tan fertilizer plant
and Pakistan’s second oil refinery which will
substitute cheaper crude oil imports for more
expensive imports of refined products,

Burma was an exception within the region in
that its terms of trade improved with substan-
tial price increases for rice (which accounts for
nearly half of its total exports) and timber,
However, stagnating agricultural production
prevented Burma from taking advantage ol this
improvement, since an increasing population
led to the further dwindling of its traditional
export surpluses. Recorded rice exports, which
had averaged 1.5 million to 2 mallion tons dur-
ingt the 19605, stood at 250,000 tons n 1974
While incroased agricultural producthionin Bur-
ma is, therefore, iopartant because ol 1ts cons
tribution to higher exports rather than through
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reduclion of imports, Burmaisin the same posi-
vn as other countries of the region in that a

. :worous agriculture sector is one of the keys to

«rimproved balance of payments outlook.
“.-pal, which is also a net exporter of food-
wrains, faced a similar situation except that, giv-
1 the heavy weight of petroleum, cement, and
totilizerin its import bill, its terms of trade de-
sorated. As a consequence, Nepal, during the
vt faced its worst balance of payments situ-
:onin the past decade,
f)ne of the countries maost severely hit by the
v changes was Sri Lanka, The price rises of a
tago aggravated the long-term decline in its
s of trade. Sri Lanka’s major export com-
“lies—tea, rubber, and coconut (logether
sunting for about three-quarters of total ex-
' receipts)—increased in price in 1974, al-
«h, except for major coconut products
increase), at relatively modest rates. The
wases in world prices of Sri Lanka's major
ity however, were much greater than the
s in the country's export prices, Thus,
‘s in the prices of its five major imporl
nodities, making up bout two-thirds of
nnporl costs, ranged rom a low of 100%
wattlour) toa high of 250% (petroleum prod-
+ Theresult was a current account deficit in
*estimated at $193 million compared with
dionin 1973, In the longer run, the expan-
' agricultural output is the main remecdy
Lanka’s balance of payments problem.

Ihe Bank’s Response

serichng concerns for the region, and
«1or the Bank in its operations there,
tire that productive capacity is of-
ttilized, to maintain investment pro-
ipropriate levels, and to promote ag-
broduction to avert serious famine in
and 1o free foreign exchange cur-
1o buy food. One constraint on
production during the past year was
Favailability of fertilizer, The dovel-
" domestic fertilizer production to
~ured supplies and substitute for
vits has, therefore, had high priority
vith Asian governments and for Bank
Mthe same time, the Bank has con-
Iphasize the potential benefits rural
"totters 1o the poorer sections of
T
Massistance to the countries of the
FOSTIB9.6 million in fiscal 1975, an
Hout B0 over the previous y sar,
NS went to projects related 1o
fevelopment, 2449 1o non-project
“ithe balance to non-agriculture-re
‘Hies and 1o population and infra
COS O the agriculture-related
WS o major fertihzer projects
substantial impact on agricul
B (mainly foudgrains) and on
‘Nis positions, The Bank and

.

IDA approved assistance during the year to In-
dia and Bangladesh for fertilizer production,
and to Pakistan for a natural gas pipeline proj-
ect to carry feedstock Lo a fertilizer plant,

Some 366,000 tons of nitrogen yearly are ex-
pected to be added to India’s fertilizer capacity
in 1978 when two Bank- and IDA-supported
fertilizer projects are completed. Of the total,
about 230,000 tons will come from the new
plant at Phulpur in Uttar Pradesh, and an addi-
tional 136,000 tons annually will be produced at

-the Sindri plant of the Fertilizer Corporation of
India when its modernization and expansion
program is completed. A Bank loan of $109 mil-
lion and an IDA credit oi $91 million, respec-
tively, were approved for the projects.

A fertilizer project in Bangladesh, which is to
be assisted by an IDA credit of $33 million, will
produce approximately 528,000 tons of urea and
305,000 tons of ammonia annually for domestic
consumption. The $250 million fertilizer plant,
to be conslructed at Ashuganj, about 60 ki-
lometers northeast of Dacca, will help reduce
Bangladesh’s heavy dependence on foodgrain
and fertilizer imports. The plant will use the
country’s abundant natural gas resources, Oth-
er contributors to the project are the Asian De-
velopment Bank, the Federal Republic of Ger-
many, Iran, Switzerland, the United Kingdom,
and the United States.

A $60 million loan to Pakistan for a pipeling
to carry natural gas will also have a major im-
pact on fertilizer production in that country,
since the gas provides the main feedstock for
the Multan fertilizer plant which will nearly
double Pakistan’s domestic fertilizer produc-
tion. An expanded plant will begin operation
in 1977,

During the year, the Bank Group intensified
its work in support of agriculture in South Asia.
There were active lending programs in this sec-
tor in all the countries in the region; in moslt,
the Bank has a continuing dialogue with the
governments concerning the formulation of ag-
ricultural strategy. The Bank also prepared re-
ports on the agricultural sectors i 1 Burma, Nep-
al, Pakistan, and Sri Lanka. In Ba pladesh, past
agriceltural sector work forme the basic for the
lending program, and in India, where the Gov-
ernment itself has an active program for analyz-
ing the problems of the agricultural sector, the
Bank is vorking in couperation with the au-
thorities in a number of arcas chosen jointly by
the Bank and the Government. The specialist
agriculture staff of the Resident Missions in
Bangladesh and India has been strengichened to
increase the Bank's ability to assist in project
preparation and progress review

The Bank supports, at the request of govern-
menlts, population programs in the subcon
tinent, Such programs contribute to efforts to
strengthen the econamy and also to bring into

better balance foodgrain production and popu
lation, During the year, 1DA approved a$15 mil-
lion credit for a family planning project in
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Bangladesh, where the population growth rate
of 3% a year puts a severe strain on resources,
The project is designed to help the Govern-
menl work out a feasible program, to organize
itself for carrying out the program, to secure fi-
nancing, and to get the program moving. It will
also help create the capacity for training the
manpower to be used for health and family
planning services; it will bring new life to the
family planning program by expanding the
services provided by basic health and family
planning workers; and it will assist in develop-
ing activities aimed at changing social attitudes
toward family size. The project is also
nateworthy in that five ministries in addition to
the Ministry of Health and Population Planning
will be involved in its implementation.

Help for Industrial Expansion

During the year, IDA also approved non-proj-
ect credits to Bangladesh and India to help en-
sure the flow of essential supplies to maintain
or expand industrial production, and to Sri Lan-
ka for more efficient utilization of existing fa-
cilities in agriculture, industry, and selected
services through imports of raw materials, com-
ponents, and spare parts. For example, a $200
million credit to India was designed to enable
selected priority industries, most of which are
involved in producing essential investment
goods, to maintain and expand their produc-
tion. The credit will help them to import raw
malerials, components, and spare parts, About
850 medium-scale and large industrial enter-
prises will benefit. The industries selected man-
ufacture or produce tractors and power tillers,
fertilizers, pesticides, electrical  equipment,
aluminum, commercial vehicles, automotive
components, castings and forgings, machine
tools, heavy construction equipment, and spare
parts for heavy earth-moving and power-gener-
ating equipment.

An example of the Bank's role in strength-
ening the capacity of a government to carry out
a projectis provided by a $27 million IDA credit
to assist an irrigation project in dangladesh. The
project will ensure a reliable supply of irrigated
water to the Bakerganj district in the vicinity of
Barisal, a town in southwoestern Bangladesh
Aboul 650,000 people ive in this arca, lreigation
facilitics will help raise rice production in the
project area from ils present 13,000 tons an-
nually to an expected 345,000 tons by 1985, The
project will also expand dry season rice cultiva
tion, and allow high-yielding rice varieties to
replace lacal varieties over most ol the project
area in the wel season by providing better wa-

ter control and agricultural suppaorting services.

No separate project autharity will be estab-
lished for carrying out the project. Instead, the
responsibility for each aspect of implementa-
tion will remain with the individual agencies
normally involved in such matters. The Water
Development Board will handle the construc-
tion of sluices and the widening and deepening
of creeks, The Bangladesh Agricultural Devel-
opment Corporation will handle the procure-
ment, installation, and maintenance of the wa-
ter pumps. The Ministry of Agriculture will be
responsible for extension work in the project
area, while the Integrated Rural Development
Program will handle cooperatives and cred-
it. Coordination of the activilies of these
agencies will be the responsibility of an
interdepartmental project implementation
commiltee.

The Bank’s continuing support for rural de-
velopment in South Asia is also illustrated by a
$35 million IDA credit Lo India to help stabilize
or increase production from agriculture and re-
lated activities in six drought-prone districts in
central and western India. The six districts are in
the states of Andhra Pradesh, Karnataka, Maha-
rashtra, and Rajasthan, and were selected from
those especially affected by the 1972 drought.
This is the first Bank cperation in India specifi-
cally designed to tackle the difficult problems
affecting rural development in that country’s
arid and semi-arid regions. The five-year proj-
ecl is expected to benefit over 1 million people
by improving the incomes of some 225,000 rural
houscholds. They represent more than 10% of
the population of the six districts, and most of
them are among the poorest in the country. An-
nual crop production will increase by about
58,000 tons (principally foodgrains and oil-
sceds). Substantial increases will be realized in
salcable fodder, as well as milk, wool, and mut-
ton. About 85,000 jobs will be generated over
the project period and about 20,000 jobs will be
created after the project is completed, These
objectives will be achieved through irrigation,
soil conservation, pasture improvement, affor-
estation, dry farming development, improved
sheep and wool prodaction, and dairy
development,

The broad range and the large number of
project activities, together with the high degree
of coordination required between all agencies,
public and private, instrumental for carrying
oul the drought-prone areas project, make it
both unique and complex, and the project
exemplifies the World Bank's efforts at tinding
new approaches to help the poorest among the
rural masses of South Asia
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Per capita
Population GNP (U5SS)
Current botrowers (000yM 1973

Afghanistan 15,219 90
Algeria 14,700 460
Bahrain 232 670
Cyprus 655 1,29
Egypt, Arab Republic of 35,619 250
Finland 4,660 370
Greecoe 8,970 1,670
Iran 32,136 570
Ireland 3,030 1,760
Israel 1210 2,790
Jordan 2,540) 290
Lebanon 2,970 900
Morocco 16,200 29%)
Oman 618 620
Portugal 8,560 1,130
Romania 20,830 890
Spain 34,740 1,360
Syrian Arab Republic 6,942 370
Tunisia 54459 410
Turkey 37,930 400
Yemen Arab Republic 6,217 103
Yemen, People’s
Democratic Republic of 1,560 11

Yugaslavia 20,900 8950

M Estimated as of mid-1971
B Preliminary estimates

Recent economic events have had a signifi-
cant negative impact on the balance of pay-
ments of those countries in the region which
are not major petroleum exporters; as a result,
they will require increases in capital inflows in
order to maintain the rates of economic growth
achieved in recent years

The three countries with per capita income
levels below $200 depend heavily on imports o
foad, fertilizers, manufactured poods, and pe
troleum. All three have been particularly ad
versely affected by recent economic events: the
United Nations has alvo determined that the
three, plus Egypt, are among the 42 developing
countries “maost seriously aftected” by these
events, thus requiring special international
emaergency assistance

Among the middle- and hoher-income de-
veloping countries Moediterranean,
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Greece, Portugal, Spain, Turkey, and Yugoslavia
have, as a result of both the increases in the
price of oil and capital goods and the economic
conditions in those European counlries with
which they have close ecanomic links, experi-
enced serious deteriorations in their lerms of
trade, declines in their expor' volumes, and ad-
verse effects on two major snurces of foreign
exchange earnings—tourism and workers' re-
mittances. Morocco and Tunisia, however, ex-
perienced significant increases in export vol-
umes (mainly on account of phosphates) and
also a small gain in the terms of trade,

The eight major petroleum exporters in the
region earned over $87,000 million from their
oil exports in 1974 (compared with $27,000 mil-
lion in 1973). But principally because of the ef-
fects of the world economic recession on oil
consumption, this figure was below e
amounl forecast earlier. The combined current
account surplus of these countries was $53,000
million, but two-thirds of that amount accrued
to only four countries—Kuwait, Qatar, Saudi
Arabia, and the United Arab Emirates, The oil
export receipts and current account surpluses
of the major petroleum exporters are projected
to increase only slight'y in 1975.

The eight major petroleum exporting coun-
tries have considerably expanded their assist
ance to other developing countries -a number
of them within the region=-either bilaterally or
through multilateral institutions, Total hilaeral
commitments=the figures are “highly terta
tive” according to the Development Assistance
Committee of the OECD—of Official Develop-
ment Assistance (ODA) by regional members
of the Organization ol the Petroleum Exporting
Countrios (OPLC) were estimated to be about

$9,000 million in 1974, and disbursements wera
about $2,000 million, or 1.3% of their combinad
Gross National Product (GNP).

Relations with Major Oil Exporters

In fiscal 1975, there was a further evolution in
the changing relations, referred to in last year's
Annual Report, between the major oil exporters
and the Bank. Financing—either in the form of
borrowings or other contributions—provided
to the Bank Group by these countries increa-ad
substantially. (For detail ~f financing provided
by countries in the region, sce the “Borrowings
and Finance” section in this Annual Report.)
The number of projects co-financed by the
Bank Group and these countries also increased.
On the other hand, Bank lending to this group
of countries decreased; bul since its need for
technical assistance of the kind the Bank can
provide has become maore acute, the Bank's
technical assistance activities expanded,

Bank assistance has alsa been given in the
form of advice and, in some cases, secondment
of staff (during the formative stages) to a num-
ber of regional and national institutions, such
as the Arab Fund for Economic and Social De-
velopment (AFESD), the Islamic Development
Bank, and the Saudi Arabian Development
Fund

During fiscal 1975, an increasing namber of
co-financing arrangements were concluded be-
tween the Bank and major petroleum exporters
in the region, By the end of the year, about 5425
million had been mobilized for projects for
which the Bank and IDA had committed about
$1065 million. Among the most important bila-
teral co-financers were the Kowait Fund for

Lending to Current Borrowers in Farope, Middle Fast and North Africa,") by Sectors
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" » Economic Development, Iran, Saudi
tin, Libya, Abu Dhabi, and Qatar,
AFESD, a multilateral institution, also
‘huted to the financing of several Bank
A projects.

S

i+ chnical Assistance Aclivities

netroleum exporters in the region have
ncreasingly aware that their economic
nent could be promoted by a greater
use effectively their foreign exchange
' \t their requeslt, the Bank is helping
. ong them speed up their develop-
iphasizing, in particular, the acquisi-
I+ and the creation of institutional
»~ reqquired for nodern economies.
ent ¢ the techi ical assistance ac-
«nded by the Ban < in the region are
wdoutin the eigh regional member
WEC most of the te-hnical assistance
i lran and Saudi Arabia. The
tical assistance covers many sectors
AV torms, ranging from its role as
wwency tor the United Nations De-
Mogramme-financed National
F ey ol Saudi Arabia, to the adviso-
sestment activities of the resident
sion in Teheran, In both coun-
Cthe techmical assistance work is
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constituted 33% of the rogion’s opcrations, and
0% of total commitmems during the year. Ten
loans were made for industrial development
and to development tinance ompanies
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high prices for petroleum products have caused
several of thepetroleum imporling countries of
the region to look to alternative sources of
energy. In fiscal 1975, the Bank helped finance
the construction of a lignite-fueled power
plant (Romania) and a hydroelectric power
plant on the upper repr" s of the Drina River
(Yugoslavia).

Agriculture and Rural Development

Of the loans to agriculture during the year,
one-third were to assist agricultural and rural
development projects, more than a third were
for agricultural credit, and a quarter supported
irrigation activities. Loans to each of these sub-
sectors are of special interest because they in-
clude socially innovative or other significant
features .

One of the most ambitious projects to be un-
dertaken in the region in fiscal 1975 was a rural
development project in Turkey. It is ambitious,
both in its objective of reaching some of the
most disadvantaged people in isolated areas,
and in the comprehensiveness of its multisec-
toral approach,

The project, aided by a Bank loan of $75 mil-
lion—it marks the Bank’s first involvement inin-
tegrated rural development in Turkey=will ai-
fect farmers living in the north-central
provinces of Corum and Cankiri. Primarily de-
pendent an rainfed agriculture, the two prov-
inces are among the poorest third in the coun-
try an the basis of income levels and living
standards, agricultural development, industrial
development, health and sanitation facilities,
and communications, The project seeks Lo raise
by 70% the incomes of 1bout 400,000 rural poor
by enabling them to double their production of
grain; it will also improve the infrastructure of
the villages in which they live,

An intensive agrnicultural extension program
will be instituted; credit will be provided to buy
inputs such as seed, fertilizer, buildings, and
machinery; new irrigation facilities will be con
structed to serve an additional 6,250 people liv-
ing on 12,000 hectares of fand; new village ac
cess roads will be built, and existing ones
upgraded; drinking water will be provided to
120 villages, and electncity will be extended to
233 villages. In addition, facilities for basic
health and social necds=public Laths, toilets,
laundrics, and meeting halls=will be
constructed.

A Bank loan of $50 malhon for an agricultural
¢ edit project in Yugoshwi has two major ob
jectives; to help increase agricaltural | rodu
tion by extending coedit to socially-ow ed agr
cultural enterprises and private farmers, and (o
help improve the allocation of resources by
suppotting institution-bwlding  within - the
cight banks through which the loan proceceds
will e channeled The major constraimts on the
development of Yugoshay agricalture=it o
matns an important sector, absodung 44 ot

the labor force and acc .unting for more than
20% of the country’s GiNP—are lack of capital,
and, especially for small farmers, insufficient
credit and extension facilities.

The project calls for investments in livestock,
fruit and vegetable production, land reclama-
tion, mechanization, and agro-industries, and is
expected to help reduce crop fluctuations and
promote self-sufficiency in foodgrains and
milk, Small farmers (to whom 40% of the loan is
allocated) will receive subloans, either directly
or through agricultural enterprises, thereby in-
creasing their prospe iy in general, and, in par-
ticular, helping them exploit their comparative
advantage in livestock production. About 380
social sector agricultural enterprises and 10,200
private farmers will benefit directly from the
project; the average farmer’s income is ex-
pected to rise by over 150%. The project should
also create aboul 6,000 new jobs.

A shortage of water has hampered agricul-
tural development in southern Morocco. The
Souss groundwvater project, assisted b a Bank
loan of $18.5 million, 1s designed 10 assure the
optimum use of available groundwater re-
sources for the benefit of about 1,600 poor rural
tamilies. The project provides for sprinkler irri-
gation on about 6,200 hectares of new land, and
the rehabilitation of a crude gravity irrigation
system covering 1,000 hectares. The project wili
create viable farm units through land consoli-
dation and distribution, imprave supporting
agncultural services, and organize tarmers into
service cooperatives. The family farms will pro-
duce cereals, milk, meat, and, to.a lesser extent,
fruit, for the domestic market, The project will
also improve the rural environment by provid-
ing streets, street lighting, domestic water sup-
ply, schools, and health and community
centers,

A rural development project i Algeria, aided
by a Bank loan of $8 million, is designed to help
the Government improve the social and eco-
nomic conditions of the countiy’s rural poor,
The project=-which consists mostly of technical
assistance=will strengthen Algeria's capacity
for project preparation and implamentation,
particulatly at the local and regional levels,
morcover it will help develop raral institutions
and services,

The project provides the technic il personnel
and equipment needed to plan, test, and ulti-
mately begin the implementation of tour sub-
projects, each of which will concentrate on im
proving the productivity of small farmers. Two
ol the subprojects aim at overcoming two of
the main constraints to rural development al
the nanional level {(credit and extensiond by de-
signing and testing a model tor a nationa ex-
tension system and by assisting orgome aee-
cultural credit efforts. The two remaining
subprojects focus on two of Algera's poonest
dteas=its steppe and mountam reg

The steppe subproject will atten
the degradation of pastaral lands, w
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«uciological problems arising from the dis-
ration of traditional tribal arrangements
crning grazing rights and migration routes,
il support pastoral development, includ-
v permanent settlement of semi-nomads
noperatives, The mountain region sub-
will seek to improve economic op-
ties for the population living in the
mountains, and thus discourage their mi-
to urban areas. It is hoped that the solu-
ivveloped by the Bank-aided project can
fely applied elsewhere in the country.

nuironment

ot the year's most innovative loans
w Bank's initial involvement in a na-
ar m to improve the environment. A
n loan in support of a project in Fin-

fesigned to help protect both man and

«anment from the harmful effects of in-
sastes, The project will reduce water

a=even at the expense of some eco-
wth,

linland’s almost 5 million people live
relv or moderately polluted waters; a
' 1he people live in areas where the
water supply is taken from unsuit-
vsources, The trend of urbanization
tualization indicates that pollution
e af effective counter-measures
“as soon as possible. The Finnish
" has launched a 10-year national
control industry-caused water pol-
ionram, of which the Bank-sup
Fwill cover the three-year period
sobedpart of Finland’s efforts to
fus pollution of the Baltic Sea by
surces and levels of pollutants
“othe Baltic from Finnish territo-
contributed to the design and

vl the program, whose target is

by 1980 of industrial water pol-
lban, made to the Mortgage

Wil bereslent to industrial en-

sl share in the costs of the

o binland’s program, the
tetailed knowledge about
wEsand benefits in industry,
the research needed for
veassystems and applying
pollution contral,
dTectionis also o major con-
Vidwaste water disposal
S walled city of Dubroy-
By percent of all tourists
Wi spend some ol their
slowhere the town s
neurrently accounts for
total converddble cur-
Wisithive to environ

rvik's water supply
~butltin the 15th cen-
v with the growing

demand, and if waste were not properly dis-
posed of, the environment would be degraded,
and tourism would suffer. The project, for
which the Bank loaned $6 million, will allow
Dubrovnik to expand its water supply system,
and reduce the health hazards of pollution

through the construction of sewage treatment
facilities,

Education

A $5.4 million IDA credit for an education
project in the People’s Democratic Republic of
Yemen exemplifies the Bank's new approach in
the field of educational development.

Since its independence in 1967, the country
has experienced an education explosion: pri-
mary school enrollment has increased 300%.
Preparatory school enrollment has risen by
100%, and in secondary schools, the rise has
been on the order of 500%. Modernization of
curricula, provision of adequate school build-
ings and equipment, and training of the teach-
ing force could not keep up with the increasing
demand, and thus real progress in the sector
was limited. In addition, schooling outside
Aden, except in the more developed Fifth Gov-

ernorale, is still sparse,

In coordination with other external programs
designed to help the Government by providing
supplementary school buildings, secondary
teachers, and technical advisers, the project
will supply annually about half the new primary
school teachers necded, and will help upgrade
almost a third of the existing unqualified teach-
ers. More practical, broad-based curricula will
be introduced into preparatory and secondary
schools, training will be provided to meet ur-

gently-needed skilled manpower in agricul
ture, industry, and the social services, and two
pilot rural development centers will be built in
the remote rural areas of the country. The cen-
ters will help suppaort existing local crafts, will
be the focus of adult literacy programs, will in-
troduce vocational training, and will support
the activities of the Mimstry of Health in carnry-
ing out family care and nutrition programs, As
much as 80% of the project’s costs will be di-
rected towards people living in rural areas,

Other Projects

Inthe past 12 months, Egypt has taken a num-
ber of measures Lo accelerate its economic do-
velopment, and has both sought and received
commitments of Large amounts of deveiop
ment assistance from various donors, Bank
Group assistance, which had been limited 19
IDA credits until fiscal 1974, increased sig
niticantly in fiscal 1975 by the addition of the
tirst Bank Toans since 1959, The Bank and DA
lent $227 million 1o Egypt duting the year—d
sum more than quadruple any previous year's
total. The largest loan, of 370 million (half on
Bank and halt on 1DA term ), made in Decem-

bee 1974, is the fiest non=pe gect loan ever made
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to a country of the region. It will provide the
foreign exchange necessary to use the econo-
my’s existing productive capacity more fully.

A major portion of the proceeds of the loan is
being used lo import raw materials, inter-
mediate goods, and spare parts Lo support cur-
rent production in industry and inputs for agri-
culture. The loan will also help finance the
acquisition of urgently-needed equipment and
spare parls required to improve operating effi-
ciency al the port of Alexandria, wnich, since
1967, has been Egypt’s only port handling im-
port and export traffic,

A Bank loan of $50 million—supplemented by
contributions from other sources—was also
made to the Suez Canal Authority for a project
to rehabilitate the Canal, the total cost of which
is estimated at $288 million. The Bank's associ-
ation with the Suez Canal dates back to 1959,
when a loan was made for its expansion. Since
the closure of the Canal in 1967, almost all the

equipment and facilities there—=but not the
main structures—have been destroyed. The
project wii help restore navigation, and will
enable the walerway Lo operate at its former
efticiency.

The Bank also extended loans to all three of
Romania’s key economic sectors—industry,
power, and agriculture. The two loans for agri-
culture, which totaled $100 million, are for proj-
ects representative of the country’s cverall pro-
gram of agricultural investment, The Sadova-
Corabia agricultural credit project will help in-
crease productivity, and through its subproj-
ects, will significantly improve the production
potential of over 40 cooperatives, state farms,
and agro-industrial enterprises. The Giurgiu-
Razmiresti ‘rrigation project will provide
100,000 hectares of irrigation infrastructure, es-
sential to the future growth and stabilization of
agricultural output. Incomes oi about 17,000
farm families will be raised.

———
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Brazil 101,051 720
SH 0o lending. 1964~ Chile 10,230 760
B i Lending, 1964-75 Colombia 2377 440
i ; 1R Costa Rica 1672 710
3 1 Averages Dominican Republic 4,432 530
' ' Operations Ecuador 6,727 390
3 El Salvador 3,801 370
. - Guatemala 5175 520
3! Guyana 772 40
¢t Haiti 4,454 120
i 1 Honduras 2,74 330
Jamaica 1,967 864)
- K’ Mexico 56,047 810
& Nicaragua 1973 520
o G Panama 1,570 940
? I 9232 Paraguay &/ X
. (32) Peru 14,541 5%K)
! Trimdad and fobago 1,059 9490
' sz* Uruguay .-E,lr_ﬁ 780
(34) Venezuela 11,279 1,263
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emtermational economy, Some of the petroleum importing countries
; o the induostrial world export ¢ mmaodities whose relative prices have
Eohave had powerful but also risc - n the last two years, thereby solt-
Ciects on Latin America ening the nupact of more expensive imports. In
y most countries, higher Barbaclos, the Dominican Republic, and Guate
vEesport prices created mala, for example, there has been a major in
fmeshic cconomic man- crease in export earnings because of higher

"o taontlation.
chroleum has not, of

world prices for sugar, while the Dominican Re
public, Haiti, and Jamaica have benefited from

ntluence on recent increased carnings from bauxite
heen=directly or in- During 1975, however, market conditions for
tnany other factor most ol the region’s principal export products
thus he drawn be deteriorated Consequently, the terms of trade

Bolivia, Lcuador,

warsened, The relative decline in coffee prices
Vinczuela=which

has had a particularly widespread effect, be-
toreign exchage cause several countries in the region derive 200,

P few others or more of their export receipts from this rop
“stco=which are Lower copper prices have adlversely affected
aent in petro- Chile and Peru, and lower wool prces, topether

iludhne Brazil, withadecline inwaorld market meat prices, and,
Yhich ¢ present even moreamportantly, a limitation of beoef ex
ports to the countries of the uropean Econom +47
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