








These rights are denied to the members 

of the Althing and to Iceland's tax

payers. 

Article 5.03 (b) 

Landsvirkjun "shall inform the 

Bank of any condition which in

terferes with, or threatens to in

terfere with, the accomplishment 

of the purposes of the Loan, the 

maintainance of the service 

thereof, or the performance by 

Landsvirkjun of its obligations 

under this Loan Agreement, the 

Power Contract, the Purchase 

Agreements and the External 

Bonds". 

Article 5.09 (b) 

"The Bank and Landsvirkun 

shall exchange views as to any ar

bitral or judicial proceeding con

templated or undertaken pur

suant to the Power Contract ... 

Landsvirkjun shall promptly ad

vise the Bank of any such pro

ceeding contemplated or under

taken and shall give the Bank such 

information as the Bank shall 

reasonably request ... " 

Implications 

While covenants 5.02 (c) and (d) call for 

a passive relationship towards the Bank, 

covenants 5.03 (b) and 5.09 (b) require 

Landsvirkjun to actively supply the 

Bank with legal and economic intelli

gence pertaining to domestic matters 

(such as government policies, plans and 

strategies to increase Iceland's revenues 

from electricity sales to Alusuisse sub

sidiary, etc ... ). 

Article 5.08 
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Landsvirkjun "shall at all times 

take all steps necessary to main

tain its existence and right to carry 

on operations'.' It shall "except as 

the Bank shall otherwise agree, 

take all steps necessary to acquire, 

maintain and renew all rights, 

powers, privileges and franchises 

which are necessary or useful for 

( ... ) the conduct of its business'.' 

Implications 

It seems obvious that the World Bank 

wanted hereby to ensure the cooperation 

of Landsvirkjun in warding off any laws 

or regulations that might affect the 

company's constitution, prerogatives 

and "particular relationships'.' 
There is evidence (WB Report p 10), 

that the Bank is ready to assume the 

defense of its borrowers in eventual con

flicts with their legitimate owners. 

Articles 6.01 and 6.02 

If "any provision of the Land

svirkjun Act or the Regulations 

(pertaining to LandsvirKjun -

ED) shall have been amended, 

suspended, abrogated or repealed 

so as to affect adversely the fina.n

cial condition or operations of 

Landsvirkjun or the performance 

by Landsvirkjun of its obligations 

under the Loan Agreement, ( ... ) 

the Bank, at its option, may 

declare the principal of the Loan 

and of all the Bonds then out

standing to be due and payable 

immediately.' (see also note 8). 

Implications 

This covenant, mentioned previously, 

restricts effectively the exercice of 

democratic control by the Icelandic peo

ple over the main producer of electric 

energy in the country. It must be borne 

in mind that the terms "affect adverse

ly" used in this covenant, may have a 

wide range of applictions: It may not 

only infer a deterioration of finances 

but refer to any decision that would af

fect the administrative obligations of 

Landsvirkjun towards the World Bank, 

such as those dealing with the role of 

Landsvirkjun as intelligence officer in 

behalf of the Bank. 

There are some people who believe 

that stringent control of power com

panies by the World Bank is beneficial 

in sofar as it ensures the completion of 

projects on time and within budget. 

This is not always the case, as the inter

nal WB report readily admits (p 75): 

"Considerable cost overruns oc

cured in many of the projects 

reviewed in Colombia and Mexico 

(projects funded by the Bank), 

and in particular by experience of 

Calima for which the cost overrun 

was so great that, in combination 

with other factors of lesser impor

tance, it raises some doubt now as 

to whether the project was the 

most economical means of meet

ing system load growth'.' 

The above analysis focused on adminis

trative, institutional and constitutional 

covenants, that ensure the Bank's con

trol of Landsvirkjun. Financial cove

nant will be reviewed later, in relation to 

the central aims of the Bank, as an agen

cy for steering a particular form of 

(state) capitalist accumulation. 

Means and ends according 
to the World Bank's own report 

The main aims of the Bank in attaching 

conditions (covenants ) to loan 

agreements are summarized by the 

Bank's officials in the following terms: 

"Many of the Bank's financial 

and institutional objectives in 

connection with its loans have 

been expressed in the form of 

covenants in the Loan 

Agreements or supplementary 

letters attached to the Loan 

Agreements. The conditions set 

were generally designed to assure 

sound financial management and 

development and sound organiza

tion and operations in the com

pany and/or the country's power 

sector as a whole'.' (p 41). 

There are basically three classes of 

covenants: Financial, managerial and 

institutional: 

• Financial covenants attempt to insure
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The results have demonstrated that the 

Bank's expansionary aims were fulfil

led: 

"Sales by borrowing companies 

have grown faster than customers, 

indicating an average annual in

crease of 4 per cent in kW/h con

sumption per customer.' (p 37) 

Although many methods are used by the 

Bank to stimulate its "clients" expan

sion, one method is used more widely 

and more regularly than others: 

"Tariff covenants have probably 

been in practice the most impor

tant: They have generally been 

phrased in such a way as to re

quire that the borrowing utility 

earn a surplus sufficient to fi

nance part of its own further in

vestment requirements ( ... ) or to 

yield a certain rate of return on 

total net fixed assets in operation, 

sometimes revalued to allow for 

inflation:' (italics by ED) (p 6) 

As most electricity sales to bulk users 

(power-intensive industry) are made 

under long-term agreements, the only 

way for a utility to reach the prescribed 

level of return "on total net fixed assets 

(revalued)" is to increase electricity 

tariffs to the general public. 

As utilities earn a surplus, they invest 

in new facilities, thus increasing their 

capacity (fixed assets). As World Bank 

covenants require them to yield a rate of 

return on the value of fixed assets, the 

borrowing utilities are forced to increase 

their earnings. This can best be done by 

pushing up electricity consumption 

and/or increasing the price to the cap

tive population. 

Concluding remarks 

We have now expanded on the means 

and ends of the World Bank in the elec-
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tric power sector. these should be related 

to one of the Bank's major purposes, 

namely: 

"to promote private foreign in

vestment by means of guarantees 

or participation in loans and oth

er investment made by private in

vestors. 9 

This primary purpose was reaffirmed in 

another Bank's publication dated 1969, 

in slightly different terms: 

" ... as the records of the Bretton 

Woods deliberations indicate, the 

emphasis from the beginning was 

not so much on what the Bank 

could lend out of its paid-in capi

tal as on the concept of the Bank 

as a safe brige over which private 

capital could move into the inter

national field:' 10 

To provide "private capital" (in this 

context a euphemism for transnational 

corporations) a receptive investment 

and operating "climate" in the Bank's 

less developed member countries, the 

Bank carries out specific policies in each 

sector. The Bank's operational strategy 

in electric power may be broadly defin

ed as follows: 

Notes: 

• Subvert effective public control

over electrical power utilities.

• Build-up an oversupply of in

stalled generation capacity.

• Use captive markets (local

populations) to subsidize interna

tional competition between pow

er utilities, for the benefit of

power-intensive industries

operating internationally.
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