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The subject-matt.er ot this the~b la an attempt to apprt,tl.ae 

the methods and standards vblch the international Bank ff# · 

ReconstN.Qticm and Devel.oIJnent h$a used to e1aluate 1nve$tment pro­

jects subldtted to it by the bar.rowing oountrlea. 

This appraisal wUl tcy to answer two quest1otma 

First •bow tbe :Bankr s Jaethods ~d s~andards MVe served 

its 0.0nt1nu1ng and long ranf§E; !unotton,tha~ of contributing 

to the d(ftJ~lopnent of eoonomie ~sources ntiu tbe _grovth ot ~­

duotive paver and stanclurd of liv1ng;~1«iltll'JI 1n the under .... 

de1felo-i>$d 0.ountriea., 

Seoand.,to what extent the Bank' s praot1~ Ms :oontr:L­

buted to the knowledge of the se$:.(lmQ-e of investment. 

Analysing a method Cl' a standard can he quite teQbn1ea.1.fh.e appr:onch 

adopted in thia theo1a v1l.l. not em:P;la.aiae Qn the \eoknieal aspect 

h<»vever.Du.e conaidaratio_n '1till be given to the te<)hnicel as]i)&ct 

~ to the extent. tha~ this would pl.a, an imp>rtant I'Qle in 

the Bank's prooeao 0£ dee1s.1on :rnak~g"For 1nsttm®,in the case of 

the Yankee Multipn.-f.X>se project which w.iU ultimate:\1 pro.v;i.de 

generating oa~,c1ty of 560, OOOKH to Thailand, the estimate of the 

nte. ot growtb of power demand made by the Thai RoyJU. ,I:r:rigatipn 

Development differed from that oi the u.s. :aureau of R&clemation 

\lh1-h: vae hired by the Thai's Gove:mruent to make tpe Qtudy.The Bo.nk•s 

qonsultant offe a third •stimate whicll was more t~ twi~e the 

- size of tho aureau•a.J.iorever,the Baru:;•s technioal report accepted 

none o_t thoso,but based its aalou.lation on a fourth eatmat.e .. 

It is clear that <iit'ferencea in the ~stim~tes ,of future demand tot 
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The subject-matter of this thesis is an attempt to appraise

the methods and standards which the International Bank for

Reconstruction and Development has used to evaluate investment pro-

jects submitted to it by the borrowing countries.

This appraisal will try to answer two questions:

First,how the Bank's methods and standards have served

its continuing and long range function, that of contributing

to the development of economic resources and the growth of pro-

ductive power and standard of living,particularly in the under-

developed countries,

Second, to what extent the Bank's practice has contri-

buted to the knowledge of the science of investment.

Analysing a method or a standard can be quite technical.The approach

adopted in this thesis will not emphasise on the technical aspect

however.Due consideration will be given to the technical aspect

only to the extent that this would play an important role in

the Bank's process of decision making.For instance, in the case of

the Yankee Multipurpose project which will ultimately provide

generating capacity of 560,000KW to Thailand, the estimate of the

rate of growth of power demand made by the Thai Royal Irrigation

Development differed from that of the U.S. Bureau of Reclanation

which was hired by the Thai's Government to make the study.The Bank's

consultant offerd a third estimate which was more than twice the

size of the Bureau's ,Morever, the Bank's technical report accepted

none of these, but based its calculation on a fourth estmate.

It is clear that differences in the estimates of future demand for
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elootr1c1t7 wUl Qffeot 1l'llpol"tanU1 the vol.llme. of tho in1ti$J. 

inveatment to b~ flnanoed by the Ba1*.:tt will al.so at£ect th~ choice 

ot alternatives •. In th14' caae, the problem ia whether hydro or ther­

Jnal poweie would be appropriate to the pa!'esent stage 0£ econqnio de.. 

~eJ.<)Jlllent ot fhatland;g1ven the estimate. 

the methods and atabda~ds usea by the Bernt va:q~depending on .,he 

pUrpOSe ter wbiob :L~ loiultJ werG tnade and the eize of 4:ta. loans. 

W• wUl. lea\f~ out the post "1ar reQ'(fnatruct1on loans rnade to Eu • 

-· ... .. ' "ropean counUi.a· and 'Will direct cnr ane,J.3sis to lolUlS made $ntir-

elt for economie developn~nt. 

Though the standtU'd of exarninat'-on nay vary .tr«n one eountl"Y to .a. 

nother1all apPlio&.t1ons toJ: loans have to \Ulde:rgo four examinations. 

pi-tor to the Bank•s appi'oVal or rej04tic;>n. 

l-Tbe eoonudc exiW.l:imAtion to determine 'Whether the i;ttop¢Sed P'l"<>­

joo1i has a high develollae,nt pr~:r11;7 :within the econOll\V ot the coun.­

tl")'Jthe viability ot the loanB comes oillf aG a soeond conaideration. 

2-l'be stud7 of the organ1aat1on and rnanagement Qf borrov:e~ to 

•a·ee.tJs their manage1i.t\l, and s<1Jninistrat1ve 8'r;perienca 'Which i$ in.a. 

n aer1ou~ than the lao~ of .aapital. $nd is a maj~ obstacle to eco­

noldQ devel·opment. 

3-'l'he technical app};"a;\.aal of project to establish a µtte'.Ua:tnary work 

plan an schedul.es ot ootJt .we wll.l lea\'O rut. the str1ctlf ®g:l.n$:-1ng 

aspe.ot of the proj~cts as th«re ia no point in doing $0. 

'4,..Th& f'in@e1al $ppr&usal tli> deteminep the best va:v t,o firulnee the 
"\, ' I ' .,...., \ :. 1 c f )' ~ ' ~ I h. ,, . 

projeo-\ and the schedule of diabur~einentfThe natUl'e or the loan 

and th~ status ot the borroYei" requir& different oonairle:rat-ions. 

F'inanoing by the &ulk ls debt financing.In this r espect it is not 
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electricity will affect importantly the volume of the initial

investment to be financed by the Bank. It will also affect the choice

of alternatives.In this case, the problem is whether hydro or ther-

mal power would be appropriate to the present stage of economic de-

velopment of Thailand, given the estimate.

The methods and standards used by the Bank vary, depending on the

purpose for which its loans were made and the size of its loans.

We will leave out the post war reconstruction loans made to Eu -

ropean countities and will direct our analysis to loans made entir

ely for economic development.

Though the standard of examination may vary from one country to &

nother, all applications for loans have to undergo four examinations

prior to the Bank's approval or rejection.

1-The economic examination to determine whether the proposed pro-

ject has a high development priority within the economy of the coun-

try;the viability of the loans comes only as a second consideration.

2-The study of the organization and management of borrowers to

assess their managerial and administrative experience which is mo-

re serious than the lack of capital and is a major obstacle to eco-

nomic development.

3-The technical appraisal of project to establish a preliminary work

plan and schedules of cost.We will leave cut the strictly enginering

aspect of the projects as there is no point in doing so.

4-The financial appraisal to determined the best way to finance the

project and the schedule of disbursement. The nature of the loan

and the status of the borrower require different considerations.

Financing by the Bank is debt financing.In this respect it is not
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substantially <Iit.f'e.reot tr00.1 a bonded debt~It the bor~illg 

pJrt1 is ari eat4bliehed private oorporatlon,the ~i-ct of 

the Bbk'a 10@ on the structure ot its capital. will be an illl~ 
ant consideration.It the bo.rro\#tW 1s the governtllent,the ~1e1ant 

oonsidert1t.1Qn would \JG the ;ha~ ot th~ B~ts l:O(:ln on its 

f'Utu:-o revenues· and mcpdendi~ea,tb.e pp:portun1tt oost;f at . 

'!)he foreign exohange 'Whf.ob #.t woold ba:Ve tb ~ ·(!JJ:' aa_.Uio• to 

ti.nano• the ~jm,the 4pPOrtuntt}* ®st· o£ the oountr)l'tf aaVing 

releatiled by the Bank's loan $Id Jn4de t:tva1.J.Able to finuneb oth&r 1n­

ve~tments14llld the burb:en of th• 1o$il on ~he oountey te~t~ de'bt. 

4 ll'Umber ot oas$'d \Jill be scelocted tor d5.sousa10h•each Fesenting 

ll dU'fe:-ent pro bl•, e.1 ther eoonc;1rdc1manageritt1 or :rtnan~Ul. 
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substantially different from a bonded debt. If the borrowing

party is an established private corporation, the impact of

the Bank's loan on the structure of its capital will be an import

ant consideration.If the borrower is the government, the relevant

consideration would be the impact of the Bank's loan on its

future revenues and expdenditures, the opportunity costs of

the foreign exchange which it would have to earn or sacrifice to

finance the project, the opportunity cost of the country's saving

released by the Bank's loan and made available to finance other in-

vestments,and the burben of the loan on the country foreign debt.

A number of cases will be selected for discussion,each presenting

a different problem,either economic,managerial or financial.
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