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Negotiating loan agreements for construction
sector with international funding \

It is indeed heartening to note the 
pledges made by the International 
Community to provide Sri Lanka with 
unprecedented funding packages for 
the programme "Regaining Sri 
Lanka” declared at the Tokyo 
Conference held on the 9th and 10th 
of June 2003.

From this massive pledge of US$ 
4.5 billion spread over a four year 
period, the Asian Development Bank 
has pledged US$ 1 billion and the 
World Bank US$ 900 million. I do not 
have the figures that has been pledged 
by the Japanese Economic Banking 
Corporation and the European Union. 
Undoubtedly a larger percentage of 
these pledges, from where ever they 
come, would be diverted to construc­
tion related activities. It is common 
knowledge that the disbursement of 
these funds have to be done conse­
quent to project related Loan 
Agreements which in turn follow the 
Guidelines of these agencies. In as far 
as the Development Activities in. the 
North and East, it is reported that the 
Funding would be administered by 
the World Bank. If this is so, it is 
indeed very heartening to those in the 
Construction Industry' who know pre­
cisely the objectives and commitment 
of both the World Bank and the Asian 
Development Bank. It is also known 
that what goes into the Loan 
Agreement holds fast during the exe­
cution of the related Project. These 
Agencies have a mandate and a com­
mitment to the development and 
strengthening of the domestic opera­
tors as a priority, in the process of the 
utilizing the funds for development 
purposes.

However, our past experiences 
have shown, beyond doubt, that our 
negotiators are either ignorant of this 
fact, or prefer to act indifferently. The 
result being that this most important 
aspect and commitment of the 
Funding Agencies are glossed over 
during negotiations.

Notwithstanding these laudable 
mandates and commitment it would 
be foolhardy to expect the Funding 
Agencies to bend head-over-heels and 
pressurize the Inclusion of such con­
ditions into the Loan Agreement. The 
pressures must necessarily be exerted 
by our negotiators.

It is in this context that the writer 
has considered it opportune to publish 
vital considerations that our 
Negotiators should be fully conver­
sant with, and not be reluctant to 
introduce them into Loan 
Agreements.

I have no doubt that Mr. John 
Cooney of the Asian Development 
Bank and Mr. Peter Harold of the 
World Bank will be only too glad to 
assist our Negotiators in this regard, 
and would be willing to accommodate 
these considerations.

Principles o f International 
Funding Agencies

Apart from the directed funding 
from the World Bank and the Asian 
Development Bank, as the World 
Bank is to administer for the Funding 
Packages it is prudent to be aware of 
the Bank Policies.

Let me first identify the underlin­
ing principles and realization of the 
International Funding Agencies with 
particular reference to the World Bank 
and the Asian Development Bank.

,The Banks recognize that the 
Private Sector contributes substantial­
ly to the growth of national income, 
investment, employment, export earn­
ings, and transfer of technology. The 
Private Sector is seen by the Banks as 
the main vehicle for the economic

growth of the developing countries. A 
priority objective of the Banks is to 
help its; Developing Member 
Countries (DMC’s) to establish a 
healthy environment for Private 
Sector growth.

The Banks perceive that the only 
way to achieve this goal is mainly by 
engaging in policy discussions and 
dialogues with Developing Member 
Country Governments, on various 
aspects of policy, and the statutory, 
regulatory and fiscal framework that 
has a bearing on the growth and 
development of the Private Sector.

Resident M issions
The Banks Resident Missions are 

mandated to facilitate the Bank oper­
ations in the respective countries they 
represent. The Resident Missions are 
delegated with the task of strengthen­
ing the working relationship between 
the Banks and the Governments in 
processing and implementing projects 
and programs funded by them.

The Resident Missions further 
maintain dialogues with the authori­
ties on policy and other issues and 
even coordinate with other bilateral 
and multilateral donor agencies.

Their Missions are responsible for 
developing operational strategies, 
with associated economic policy issue 
analyses, developing country pro­
grams of assistance, project formula­
tion and implementation.

They also undertake economic 
reporting & data collection and assist 
Governments in aid consideration in 
order to enable the Bank to respond 
better to the changing needs in opera­
tional policies. It identifies new direc­
tions in terms of their impact vis-a-vis 
the Bank objectives and the need of 
the developing countries.

Eventually it is the Resident 
Mission Offices that significantly 
contribute in the formulation of poli­
cies, strategies and approaches in rela­
tion to capacity building and acts as a 
focal point.

The construction contracting  
sector

Construction, if measured accu­
rately, contributes 8-10% to the GDP 
and absorbs 40-70% of the Gross 
Fixed Capital Formation. These 
monies will increase significantly 
with the most recent pledges at the 
Tokyo Conference. Therefore the 
country needs to ensure that all the 
opportunities are provided to develop 
this sector through the private sector, 
who in turn will be the major contrib­
utor to the country’s economic 
growth & stability.

Sri Lanka’s Development pro­
grams are diverted largely to infra­
structure development, rehabilitation 
and reconstruction and new construc­
tion. This by Itself Is a clear 
Indication of the role the private sec­
tor constructors can play to accom­
plish such programs, develop the 
Private Sector and enhance the econ­
omy and its growth.

The main source of funding for 
this purpose is derived from external 
funding sources, whose presence in 
Infrastructure Development,
Rehabilitation and Reconstruction 
has been very significant and will 
continue to increase significantly.

These funds are obtained through 
the usual several sectoral loan agree­
ments, drawn up between the 
Government and the Funding 
Agencies, within the macro funding 
made available from time to time. It 
is in this context and, it is well with­
in the underlying Policies of these 
Funding Agencies, that this paper is 
documented for serious consideration

of both the Government and the 
Funding Agencies.

Domestic Construction Inputs
We are very fortunate to note that 

the construction has been recognized 
in Sri Lanka by the Funding Agencies 
as a Major Economic growth Sector. 
It is with this conviction that the 
Banks are steadily increasing their 
loan allocations to construction relat­
ed activities. Substantial allocations 
are set aside for road rehabilitation, 
reconstruction and other infrastruc­
ture development.

The Banks, in appropriate cases, 
have just begun to permit the pro­
curement of domestic construction 
services without always going 
through International Competitive 
Bidding (ICB) procedures.

It is most gratifying to note that 
the Banks have realized and accepted 
the growing domestic construction 
capacities, and recognizes the regula­
tory framework that our country 
adopts such as the registration of con­
tractors in appropriate Grades, in the 
relevant field of construction that 
they are competent in, by the Institute 
for Construction Training & 
Development (ICTAD). The brief 
outline on the Banks policies, indi­
cate they are all fast moving in the 
desired direction. Yet it must be 
admitted that all of us, i.e. the Banks, 
the Government and the 
Constructors, have still to stabilize 
themselves through more intensive 
dedication and commitment, if the 
forward march is to achieve the 
desired results within the desired 
time.

The ICTAD and its Registered 
Constructors see the need for contin­
uing improvement to the 
Construction Sector. The ICTAD has 
identified these growing needs. This 
paper is therefore to place on record 
the realization of the needs of the 
day, and to further record the full 
understanding of the combined inputs 
needed for the achievement of 
Poverty Alleviation, Human
Resource Development, Social
Infrastructure Development, National 
Productivity and so on. In simple^ 
terms we are conscious that to 
achieve our ultimate goals, we have 
to put into place what might be 
termed the “Ideological Mix”.

There still seems to exist a great 
void that continues to slow down 
Domestic Growth in the Construction 
Sector. This paper highlights the need 
for increased domestic inputs to this 
Sector, for which prudent, employ­
ment of Loan/Grants from the Banks 
should be judicially addressed.

If one measures the Total Volume 
of Loan/Grants provided by the 
Banks to the Construction Sector, it is 
seen as significant; likewise if we 
examine the mix of its distribution 
between the Domestic and the 
Expatriate, it Is seen as dangerously 
unbalanced. The scale is titled heavi­
ly to the Expatriate side.

The Flexibility of Guidelines
It is not uncommon, for us to hear 

from our Government, that the 
Domestics are subjected to rigid 
Bank rules. The Government does not 
seem to realize that Banks convey 
their policies, not by Rigid Rules but 
by Flexible Guidelines.

On the other hand, we learn from 
the Banks that it is the Government 
who is responsible in tightening the 
rules, rather than being flexible with 
the Bank Guidelines.

It is timely now for all of us to put 
the records straight, and we do hope 
that this paper will serve the purpose.

We are all more than aware that the 
large funding packages will come 
from several Industrialised Countries, 
and therefore, by all means, such 
Countries must reap some benefits. 
Yet we all must realize that the cor­
nerstone of the approach of the Bank 
is factoring of the DMC’s priorities 
and preferences, which will achieve 
its development objectives and the­
matic priorities.

In this paper I have used key 
words such as “Flexibility”, 
“Traditional Mix”, “Thematic 
Priorities”, and have considered them 
necessary elements that have to be 
developed if we are to achieve sus­
tained economic growth in and 
through the Construction Sector.

I will now prioritize the key areas 
where remedial action that has to be 
taken.

Flexibility
We clearly see a flexible approach 

of the Banks in encouraging and 
accommodating Domestic
Contracting Procedures.

We are eneouraged that the 
Government is moving towards the 
understanding and recognition of the 
economic benefits by promoting the 
Domestic Construction Sector in 
principle.

We see ourselves joining hands 
with the Government and improving 
productivity, quality and enhancing 
employment with a commitment to 
nation building.

Yet it is quite evident that both the 
Government and the Bank must con­
vince themselves that operational 
flexibility must necessarily be inten­
sified and applied to meet the fast 
changing environment and philoso­
phies.

Traditional Mix
The present mix between 

Domestic & Foreign is unbalanced.
The Government seems compla­

cent with this situation.
The Domestic Constructors are 

being driven to the wall.
This sees the straining Economy 

being aggravated and would continue 
further unless the Banks and the 
Government take meaningful steps to 
gainfully use the Construction Sector 
by supporting & strengthening 
domestic Inputs.

Recommended considerations to 
be addressed by Negotiators 
Thematic Priority.

In order to achieve our common 
objective we need the combined sup­
port of the Banks and the

Government to: increase and improve 
on the newly emerging Procurement 
Procedures for the Construction 
Sector. Suggested mix:

30% ICB
40% LCB
30% LBP (Limited Bidding 

Procedures)
Limited Bidding Procedures that 

are provided under the Bank 
Guidelines, to be made more flexible 
to accommodate and limit civil works 
to be procured from Domestic 
Contractors who are registered with 
the ICTAD.

Define “LCB Procedures” more 
precisely

Increase LCB Procurement 
Procedures.

Ensure the realization of the phi­
losophy of the temm “Competition on 
the same level playing field”.

For which Local Conditions that 
govern LCB Procedures, should, 
inter-alia, include:

a) Packaging of Projects to reason­
able sizes to provide Local 
Competitive Participation.

b) Restrictions that govern the 
number of Packages that could be 
awarded to a Contractor should be 
applicable to all bidders.

c) Local Taxation and Customs 
Systems should be applicable to both 
the Domestic & Foreign organiza­
tions, and their Personnel alike. 
Organizations and their Personnel 
should be made liable for payment of 
all taxes in Sri Lanka. Foreign 
Organizations and their employees 
should strictly abide by the Inland 
Revenue Act including maintaining 
records, observing Sri Lankan 
accounting standards & filing returns.

d) Complete ban on Employment 
of foreign unskilled labour. E P F ,  
ETF payment and other local labour 
regulations should be strictly 
enforced irrespective whether the 
Contractor is Foreign or Domestic.

e) All payments on the contract to 
be in Sri Lanka Rupees only, for all 
Contractors.

f) Borrowing of Working Capital 
should be only from Local Banks in 
Sri Lanka and at Local Interest rates.

g) If (0  cannot be implemented, 
Interest rates on lending to be equat­
ed - if unbalanced then a percentage 
preference to be given in evaluating 
the Bids.

h) Expatriate Professionals should 
meet the recognition criteria pre­
scribed by the Sri Lanka Professional 
Bodies.

i) Expatriate skilled workers to be 
permitted only if Local parallel skills 
are not available and they should

meet the Sri Lanka Trade Testing 
Standards.

j) Expatriate Organizations should 
meet the same Grading Criteria as fbr 
of the Domestic Organizations 
(Temporary registration with ICTAD 
should be a requirement).

k) Expatriate Organizations com­
peting on LCB Projects should join 
the Local Contracting Community by 
joining the National Contractors 
Association as Temporary or 
Expatriate Members.

l) All laws of Sri Lanka to be 
applicable including Arbitration.

m) All Insurances to be taken jn 
Sri Lanka from Domestic Insurers.;: ■

C onclusions
The development of the Domestic 

Construction Sector is an integral part 
of the process for the growth of titir 
National Economy.

International Funding Agencies 
play a significant role, in contributing 
through various strategies, towards 
the growth process. Resident 
Missions are mandated to make evfcry 
effort to assist the Governments of 
the DMCs in the promotion of the 
development policies, which are 
sound, and serve the long-term needs. 
The Resident Missions are also 
expected to study recommendations 
& make whatever changes necessary 
to their own operating procedures and 
program priorities.

It is with this background, and in 
this context that the Banks and the 
Government are requested to exam­
ine, support and adopt these rqcqqy 
mendations within the framework of 
the broad policies of the Bank, but 
with adequate flexibility to meet the 
needs of the country.

One specific purpose of this paper 
is for all concerned parties to collec­
tively understand their mandates ant) 
priorities. It is also meant to explore 
the recommendations and adopt 
appropriate methodologies, with suf­
ficient flexibility to maintain a long­
term equilibrium to the Construction , 
Sector, which is often defined as the 
“Barometer for measuring the ecopo- 
my of a country”. .

This paper has been prepared with 
experiences not only in Sri Lank?, 
but also in the South Asian Region. 
Thus the underlining principles posi­
tioned in this paper are common to all, 
developing and under developed 
countries in the South Asian Region
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Eddie de Zylva, OIA, 

Chairman 
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Standard Chartered Bank Chief Executive Officer Wasim Saifi at the opening of the Nawala
branch ATM recently.
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