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The Investment Policy of the European 
opment Fund 
By Jacques Ferrandi, Brussels 

Devel- 

T he European  D eve l opm en t  Fund  (EDF) is p l ay ing  
a fruitful role in  b r ing ing  e igh t een  i n d e p e n d e n t  

Af r i can  States and  Madagasca r ,  plus  va r ious  depend-  
en t  a reas  overseas ,  in to  a s soc ia t ion  wi th  the  Euro- 
p e a n  Economic Communi ty .  O v e r  f ive yea r s  (from 
mid-1964 to mid-1969) the  EEC is mak ing  a v a i l a b l e  
800 mil l ion accoun t ing  uni t s  (i.e. dollars)  to p r omo te  
the economic  d e v e l o p m e n t  of t h e s e  Sta tes  and  terr i -  
tories,  70 mil l ion of this  t h r ough  the  Eu ropean  Inves t -  
men t  Bank. Now tha t  two yea r s  of th is  s econd  EDF 
h a v e  gone  by  (this second  EDF has  fo l lowed upon  t he  
first  EDF which also ran  for f ive yea r s  and  had  abou t  
580 mil l ions to d ispose  of), it is t ime  to draw a t t e n t i o n  
to ce r t a in  guide- l ines  and  e x p e r i e n c e s - - p a r t i c u l a r l y  
s ince any  th i rd  Fund  wil l  h a v e  to be  p repa red  dur ing  
the  last  phase  of the  second  one. 

"Polit ics",  wro te  M a x  Weber ,  "is l ike  h a r d  dr i l l ing 
th rough  thick boards ."  This  is c e r t a in ly  so of deve lop-  
men t  policy. But c an  we  e v e n  s ay  tha t  the  Eu ropean  
Deve lopmen t  Fund  has  a pol icy? 

The  ev idence  ind ica tes  t ha t  we  c a n n o t  do so. Sure ly  
the European  D e v e l o p m e n t  Fund  is mere ly  the  ad- 
min i s t r a t ion  of a fund  composed  of con t r ibu t ions  from 
EEC countr ies?  Obvious ly ,  howeve r ,  "admin i s t r a t ion"  
is an  unde r s t a t em en t l  T he  origin,  aims and  ins t ru-  
men t s  of the  Eu ropean  D eve l opm en t  Fund  smack of 
polit ics.  The C o m m o n  M a r k e t  has  t a k e n  upon  i tsel f  
the  pol i t ical  t ask  of ass i s t ing  those  deve lop ing  coun-  
t r ies  which, b e c a u s e  of the i r  co lonia l  past,  h a v e  con- 
nec t ions  wi th  EEC countr ies ,  so tha t  af ter  ob t a in ing  
pol i t ica l  i n d e p e n d e n c e  t h e y  m a y  also achieve  eco- 
nomic  i ndependence  a n d  b e c o m e  eff icient  pa r tne r s  in  
a wor ld  economy based  o n  d iv i s ion  of labour .  

This  task  is pe r fo rmed  b y  the  European  D eve l opmen t  
Fund. Its admin i s t r a t ion  makes  pol i t ica l  demands.  This  
is ev iden t  from the  choice and  p r epa r a t i on  of p ro jec t s  
which are g iven  suppor t  from the  Fund. 

Influence ef the Fund upon the Choice and Preparation 
of Projects 

The first necess i ty  for a p ro jec t  is tha t  it shou ld  be  
"born",  i.e. t ha t  a s tage  be  reached  w h e r e  a dec is ion  
can  be  t aken  abou t  i ts a c c e p t a n c e  or re ject ion.  This  is 
w h e r e  the  p rob lems  begin .  

Accord ing  to Ar t ic le  2t of the  Assoc ia t ion  Agreement ,  
the  in i t ia t ive  l ies wi th  t h e  G o v e r n m e n t s  of Assoc ia te  
States.  These  compi le  t h e  documen ta t i on  and  submit  i t  
to the  Commission.  But in  m a n y  cases, because  t hey  
lack su i tab le  pe rsonne l ,  the  Assoc ia te  States  are no t  

rea l ly  c o m p e t e n t  to u n d e r t a k e  this  funct ion.  So tha t  
even  in th is  p r e l im ina ry  s tage  the  A d m i n i s t r a t i o n  of 
the Fund  has  a n  impor t an t  func t ion  in ass i s t ing  pro- 
jec ts  to "deve lop" .  In m a n y  cases,  the  A d m i n i s t r a t i o n  
has to m a k e  a p r e l i m i n a r y  se lec t ion  amongs t  p ro jec t s  
to he  considered,  m a n y  of which  are  on ly  na t iona l .  
The A d m i n i s t r a t i o n  dec ides  which  p ro j ec t s  are  w o r t h y  
of more  de ta i l ed  examina t i on ;  if the  ev idence  sub- 
mi t t ed  is insuf f ic ien t  bu t  the  p ro j ec t  ha s  good chances  
of success ,  the  Admin i s t r a t ion ,  w h e r e  necessa ry ,  or- 
ganises  and  f inances  the  s end ing  of Eu ropean  exper t s  
to ca r ry  ou t  s tudies.  

If t he  d o c u m e n t a t i o n  has  b e e n  r ece ived  off ic ial ly  b y  
the Commiss ion,  i t  is e x a m i n e d  b y  the  A d m i n i s t r a t i o n  
of the  Fund  and  completed,  if necessa ry ,  w i th  the  he lp  
of Assoc i a t e  Sta tes  and  o the r  exper ts .  On ly  t hen  is a 
p ro jec t  r ipe  for decision.  It  is f i rs t  cons ide red  by  the  
"Commi t t ee  of the  European  D e v e l o p m e n t  Fund",  
which is composed  of r e p r e s e n t a t i v e s  of the  six EEC 
M e m b e r  States,  p res ided  ove r  b y  an  official  of the 
Commiss ion,  the  Director  Gene ra l  for O v e r s e a s  Devel-  
opment .  This  Commit tee ,  which h i t h e r t o  has,  w i th  few 
except ions ,  r epo r t ed  f a v o u r a b l y  on  the  p ro jec t s  sub- 
mi t t ed  to it, passes  its v iews  to the  Commission.  It  
does  no t  dec ide  in a s u m m a r y  fashion,  bu t  from case  
to case.  If the  Commiss ion  does  not  a g r e e  wi th  the 
v iews  of the  Commit tee ,  i t  h a s  to submi t  the  p roceed-  
ings to the  Counci l  of Min i s te r s  wi th  w h o m  the  f inal  
dec is ion  rests ;  in the  on ly  case  w h e r e  th i s  has  ye t  
happened ,  the  Counci l  of Min i s t e r s  c o n c u r r e d  w i th  the  
vo te  of the  Commission.  

This  m e a n s  tha t  the  A d m i n i s t r a t i o n  of the  Fund  car-  
ries cons ide rab le  we igh t  in se l ec t ing  projec ts .  W] la t  
is its pol icy? W h a t  l ines does i t  fol low? 

The Aim of Assistance from the Fund under the 
Yaound6 Agreement 

The A g r e e m e n t  of Assoc ia t ion  s igned  in Yaound4 tel ls  
us r e l a t ive ly  l i t t le  abou t  the po l icy  b e h i n d  a s s i s t ance  
g iven  b y  the EDF. The aim of such a s s i s t ance  is to 
p romote  the  economic  and  social  d e v e l o p m e n t  of the  
Assoc ia te  States  of the i r  own  r e spons ib i l i t y  for such 
ma t t e r s  and  steps t a k e n  b y  the  Fund  are  on ly  i n t e n d e d  
to supp lemen t  the i r  own  endeavours .  Sphe res  of inter-  
v e n t i o n  and  condi t ions  of f inanc ing  a re  on ly  out-  
l ined  in a genera l  way  (Articles 17 to 19 and  24, a lso 
Protocol  No.5). The excep t ion  is a s s i s t ance  for pro- 

duc t ion  and  diversif icat ion,  for which  amount s  total-  
l ing 230 mil l ion accoun t ing  uni ts  are  se t  aside,  spli t  up  

accord ing  to rec ip ien t  States.  
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The Agreemen t  does not  s ta te  any concre te  pol icy  of 
intervent ion,  leaving it on ly  to be carr ied out. On the  
contrary,  it passes  " the genera l  implementa t ion  of 
financial and technical  co-operat ion"  to an organ  of 
the Associat ion,  the Council  of the Associat ion,  which 
is composed of r ep resen ta t ives  of the EEC countries,  
the Commission and the  Assoc ia te  States. The work  of 
this Council is based  upon an Annua l  Report  which 
has to be submit ted  by  the  Adminis t ra t ion  of the Fund 
{Article 27). 

The General Direction of Assistance by the Council 
of the Association 

How has the Council  of the Associa t ion  dec ided  the 
policy of the EDF? First, it must  be said that  it was  
only  in May of this year  (i.e. a lmost  two years  af ter  
incept ion of the Associat ion)  at its meet ing  in Tana- 
na t ive  {Madagascar), that  the Council  made  any s ta te-  
ment  about  the  genera l  d i rect ion of assis tance.  Thus, 
in many  respec ts  its decis ions  appear  to be a *defini- 
tion a poster ior i" .  As  requi red  under  Art ic le  27, these  
are  more  of a genera l  than  of a specific nature,  but  
place cer ta in  emphas is  upon  the  aims laid down in the  
Assoc ia t ion  Agreemen t .  

Some impor tant  points :  The direct ives  emphas i se  the 
harmonious  deve lopmen t  of product ive  forces in the  
Associa te  States, pr imar i ly  the  encouragement  of 
direct ly  p roduc t ive  inves tmen t s  and, in particular,  of 
projects  connec ted  wi th  the  diversif icat ion of econ-  
omies. Stress is laid upon industr ia l isat ion oppor tuni-  
ties, especia l ly  industr ia l  diversif ication.  Inves tments  
whose  yield  will a l low Associa te  States to p romote  
deve lopment  from thei r  own resources  are part icular-  
ly recommended.  A warn ing  is g iven about squander-  
ing efforts. The Counci l  has  also emphas i sed  that  im- 
p lementa t ion  of p ro jec t s  should be speeded  up, con- 
t inuous ma in t enance  of completed  projects  ensured  
and the  t ra ining of exper t s  encouraged.  These deci- 
sions c lear ly  mirror  the efforts of the Associa te  States  
to p lay  a larger  rote  in the  p repara t ion  and implemen-  
ta t ion of projects .  

As the fol lowing table  shows,  measures  taken h i ther to  
by  the Adminis t ra t ion  of the Fund largely  coincide 
wi th  the al locat ion out l ined by  the Council.  There is a 
cons iderable  g rowth  of inves tment  in direct ly pro- 
duct ive  sectors  and, by compar ison with the first 
Fund, infras t ructural  pro jec ts  have  been  emphas ised  
less. Divers i f icat ion measures ,  par t icular ly  those con- 
nec ted  wi th  agricul ture,  are receiving special  a t ten-  
tion. On the  o ther  hand,  the scope for industrial  pro- 
jects  is still l imited. The reason for this is evident :  in 
many  cases the marke t s  of Associa te  States are too 
small (both as to purchasing power  and popula t ion  

size) to jus t i fy  industr ia l  product ion;  on the o ther  

hand, s tudies  cont inue  to point  up how difficult it is 
for products  from Assoc ia t e  States to compete  on ex- 

port  marke ts  as regards  pr ice  and quality. 

As this g lance at  the  p ro jec t  select ion procedure  

shows,  the Assoc ia t ion  Agreemen t  and the Associa-  
tion Council  only  l ay  down general  direct ives  for the 

EDF. In pract ice ,  the Adminis t ra t ion  of the Fund has 
cons iderable  discretion.  On what  cri teria does it 
se lect  pro jec ts?  

European D e v e l o p m e n t  Fund Commitments  
(end-July  1966) 

Second EDF 
Million 
Units 

Sphere of Intervention 

D e v e l o p m e n t  of 
p r o d u c t i o n  125.7 43 23 

Agriculture 
Improvement of structure 24.3 
Diversification 50.0 
Other measures 45.9 

Industry and Services 5.5 
M o d e r n i s a t i o n  of  
i n f r a s t r u c t u r e  91.5 31 44 
S o c i a l  d e v e l o p m e n t  74.8 25 31 
O t h e r  m e a s u r e s  2.2 l 2 

FirstEDF 
% ~ 

Total * 294.2 100 100 

* Taking into account the price maintenance measures for agri- 
cultural products, advances to stabilisation funds, etc., the overall 
commitments of the Fund at end-July 1966 were equivalent to 
total 325.4 million accounting units (1 accounting unit = US-$1.00). 

Policy of Good Projects 

The pol icy of the Fund can only be  descr ibed  as a 
"policy of good projects" .  There  are good pro jec t s  and 
the re  are bad projects ;  the  good ones need  to be pro- 
moted,  the  bad  o n e s - - w h e r e v e r  poss ib l e - - shou ld  be  
w e e d e d  out. The main cr i ter ia  for se lect ing projec ts  
are their  "genera l  usefulness" ,  and an opt imum con- 
t r ibut ion to economic  and social development .  In the 

Commiss ion ' s  decree  laying down how the  EDF shall 

work  {Article 8} there  is a whole  list of cri ter ia  for 
examining  appl icat ions for a projec t  to be f inanced.  

This ca ta logue  a sks - - i n t e r  a l i a - - h o w  the p ro jec t  fits 
in wi th  the  overal l  deve lopmen t  p rogramme of the 

State in quest ion,  how it affects the adjoining regional  

and economic  areas, wha t  contr ibut ion it makes  to 
rais ing the  s tandard  of living, how it will inf luence the 

t rade ba lance  and the ba lance  of payments ,  whe the r  
it is su i ted  to the economic and social condi t ions  of 

the country.  

In practice,  cer tain types  of projects  are excluded 
from being f inanced by the  Fund. Among these  are 

mi l i tary  instal lat ions and adminis t ra t ive  and pres t ige  

buildings.  Nei ther  does the Fund f inance any main- 
t enance  expenses .  This ban  is laid down in the  Asso- 

ciat ion Trea ty  {Article 24, II), but only appl ies  to 

ma in t enance  expenses  for "es tabl ished" projects .  Tech- 
nical  ass is tance  may be g iven  in the initial s tages of 

running  instal lat ions f inanced by  the Fund. It is not  
a lways  easy  to define the front ier  be tween  old and 

new projects .  Thus the "reconstruct ion" of a com- 
p le te ly  ruined road is real ly  cons idered  as re t roac t ive  
f inancing of main tenance  costs;  however ,  the Com- 

miss ion has always approved  such appl icat ions if a 

sufficient case  can be made  as to its "usefulness"  and 
future maintenance of the road appears to be ensured 

both financially and organisationalIy, particularly 

where it is an extension to take account of increased 

traffic demands. 
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These  remarks  about  the p r inc ip les  of p ro jec t  selec-  
t ion  by  the Fund point  up tha t  w h a t  sc ient i s t s  of ten  
call  " in tui t ion"  is g iven  re l a t ive ly  more  weight .  The  
l i t e ra tu re  dea l ing  wi th  i n v e s t m e n t  c r i te r ia  m ay  con-  
ta in  useful  h in ts  on  ques t ions  of deta i l ;  bu t  so far no 
one has  b e e n  able  to formula te  a genera l  s t anda rd  
which would, for instance,  be  p rac t i cab le  bo th  for the  
in f ras t ruc tu re  and  for d i rec t ly  p r o d u c t i v e  projects .  

Qui te  correct ly,  the re  h a v e  b e e n  r e p e a t e d  refusals  to 
cons ider  prof i tab i l i ty  as a genera l  cr i ter ion.  A p a r t  
from the  pol i t ical  ques t ion  of w h e t h e r  p rof i t ab i l i ty  is 
a suff ic ient  r ea son  for g iv ing  pr io r i ty  to a p ro jec t  
(each Assoc ia t e  State  has  to decide  this  ques t ion  for  
itself), i t  is ex t r eme ly  difficult, if no t  impossible ,  to 
make  a comple te  ca lcu la t ion  of the  economic  y ie ld  
f rom each project .  This  is pa r t i cu la r ly  t rue  of infra-  
s t ruc tura l  and  social  projects ,  where- - -charac ter i s t ica l -  
l y - t h e r e  is of ten  m en t i on  of "diffuse prof i tabi l i ty" .  
The  d e v e l o p m e n t  banks  (for ins tance,  the  W o r l d  Bank} 
f ind it eas ier  because  t hey  l imi t  t hemse lves  to f inanc-  
ing "ca lculable"  pro jec t s ;  t hey  t ake  into cons ide ra t ion  
the  chances  of a loan  be ing  repa id  in fore ign curren-  
cy, as wel l  as the  prof i tab i l i ty  potent ia l .  EDF c a n n o t  
do this  s ince  i ts i nves t m en t s  a re  sp read  o v e r  a far  
w ide r  area.  

Hi the r to  i t  has  b e e n  ex t r eme ly  difficult  to f ind "lend- 
ing pro jec t s"  in  Assoc ia te  States  which fulfi l led these  
requ i rements .  This  di f f icul ty  is po in ted  up b y  the  fact 
tha t  use  has  n e v e r  b e e n  made  of the  poss ib i l i ty  en- 
v i saged  in the  Assoc ia t ion  A g r e e m e n t  t ha t  f inanc ing  
m a y  be by  loan  ca r ry ing  specia l  condi t ions  as stipu- 
la ted  b y  the  Fund. The  r ea son  for this  is not  on ly  a 
lack of p ro jec t s  wi th  a m i n i m u m  "concre te"  l eve l  of 
prof i tabi l i ty ,  bu t  also the  p rob lem of fore ign exchange.  
Doubt less  more  use  would  be  made  of this  type  of 
f inanc ing  if a loan  from the  Fund were  r e p a y a b l e  in 
domest ic  currency.  However ,  such a modi f ica t ion  
would  be  more  akin  to the  US Marsha l l  P lan  Aid  to 
Europe (i.e. an  advance  which does not  requ i re  to be  
repaid)  t han  to a t rue  loan.  Al l  the  same, i t  does  seem 
w o r t h w h i l e  cons ider ing  this  poss ib i l i ty  because  it 
would  m e a n  tha t  a v a i l a b l e  resources  could be  be t t e r  
explo i ted  and could act  as an  addi t iona l  stim.ulus to 
the  economic  d e v e l o p m e n t  of Assoc ia te  States.  

Division of Labour Between Associate States? 

The formula  of a "po l icy  of good pro jec t s"  needs  
fu r ther  definit ion.  The  p r inc ip le  of the  bes t  use  of 
resources  means  t ha t  the  Admin i s t r a t ion  of the  Fund 
mus t  choose the  bes t  of t he  "good" projects .  However ,  
such a se lec t ion  is m a d e  on ly  wi th in  an  ind iv idua l  
Assoc ia te  State.  Thus  the  s igni f icance  of compar ing  
pro jec t s  from different  S ta tes  is r e la t ive ly  .slight. The  
compar i son  of s imi lar  p ro j ec t s  in va r ious  Assoc ia te  
States  does, of course,  g ive  the  Admin i s t r a t ion  of the  
Fund  va luab l e  ind ica t ions  w h e n  examin ing  pro jec t s  
from a m a n a g e m e n t  a n d  technical  aspect .  But in  
p rac t i ce  such compar i sons  do not  lead to conclus ions  
a n y t h i n g  l ike the  free t r a d e  concept  of d iv is ion  of 
l abour  whe re  each c o u n t r y  concen t ra t e s  on  w h a t e v e r  
i t  can  manufac tu r e  at  t h e  most  r easonab le  prices and  

ob ta ins  o the r  p roduc t s  from its ne ighbour s  in ex- 
change.  It is diff icult  for the  A s s o c i a t e  Sta tes  to fol low 
such a pol icy  if on ly  because  of the  g rea t  d i s tance  and  
h igh  costs  of t r anspor t ,  a l t h o u g h  it  wou ld  be  poss ib le  
to f ind "par t ia l  so lu t ions" .  For example ,  n e i g h b o u r i n g  
Assoc i a t e  Sta tes  migh t  cons ide r  a n  a r r a n g e m e n t  
w h e r e b y  one  of t hem u n d e r t o o k  to manu fac tu r e  one  
p roduc t  and  a n o t h e r  a d i f ferent  one  to supp ly  t he i r  
jo in t  demand .  U n f o r t u n a t e l y  such so lu t ions  are  st i l l  
m a i n l y  (paper-wast ing)  theory .  In the  "deve lopmen t "  
wor ld  of facts,  w h a t  is lacking is no t  on ly  su i t ab l e  
p ro jec t s ;  the  au tarchic  t ype  of t h i n k i n g  often found  
in Assoc i a t e  Sta tes  is e x t r e m e l y  l imit ing.  

Allocation of the Funds Resources Among 
Associate States 

The a b o v e  cons ide ra t ions  lead to t h e  p rob lem of h o w  
ind iv idua l  Assoc ia t e  Sta tes  shou ld  s h a r e  in  the  Fund. 
The  Assoc i a t i on  A g r e e m e n t  e s t ab l i she s  ce r t a in  sums 
pe r  r ec ip ien t  count ry ,  bu t  on ly  for m a n u f a c t u r i n g  and  
d ivers i f i ca t ion  ass is tance .  O t h e r w i s e  there  is no  
fu r the r  b r e a k d o w n  of resources  (we are  no t  cons ider -  
ing d e p e n d e n t  t e r r i to r ies  here) .  If t he  pr inc ip le  of 
"gene ra l  usefu lness"  is u n i v e r s a l l y  accepted,  the  bes t  
wou ld  h a v e  to be  se lec ted  among  al l  t he  p ro jec t s  sub- 
mi t t ed  b y  Assoc ia t e  States.  This  p r o c e d u r e  would  b e  
pol i t i ca l ly  u n a c c e p t a b l e ;  also i t  wou ld  no t  be  in ac- 
c o r d a n c e  wi th  the  spir i t  of the  Assoc i a t i on  Agreement .  
In pract ice ,  this  would  m e a n  t h a t  the  more  a d v a n c e d  
States ,  or  the  S ta tes  w i th  t he  bes t  admin is t ra t ions ,  
wou ld  be  the  sole  benef ic iar ies .  For  this  r ea son  t he  
Fund  makes  its se lec t ion  from the  l is ts  of p ro j ec t s  
s u b m i t t e d  to it b y  ind iv idua l  States.  

Thus,  a l t hough  t he  ques t ion  of h o w  the  Funds '  re- 
sources  should  be  a l loca ted  a m o n g  the  ind iv idua l  
Assoc i a t e  States  r ema ins  an  open  one, it is b e c o m i n g  
i nc r ea s ing ly  impor t an t  n o w  tha t  the  s econd  Fund has  
b e e n  r u n n i n g  for two years .  The  c o m m i t m e n t  of funds  
differs  g rea t ly  f rom State  to State ,  e v e n  if amoun t s  
a re  ca lcu la ted  pe r  head  of popu la t ion .  Even  con-  
s ide red  objec t ive ly ,  the  p rob lem of d i s t r ibu t ion  is a n  
e x t r e m e l y  difficult  one. W h a t  shou ld  the  cr i ter ion be? 
Size of popu la t ion?  Size of t e r r i to ry?  Or  the  di f ference 
b e t w e e n  the  cu r ren t  pe r  capi ta  income  and  an  idea l  
a v e r a g e  income for all  Assoc ia te  S ta tes?  A combina-  
t ion  of severa l  factors?  Even  more  ser ious  pol i t ica l  
diff icul t ies  would  be  encoun te red  if def in i te  amoun t s  
w e r e  f ixed for each State. This  ha s  a l r eady  b e e n  
e s t ab l i shed  in nego t i a t ions  on  p r o d u c t i o n  and  d ivers i -  
f ica t ion  ass is tance.  

These  are  the  reasons  w h y  the  A d m i n i s t r a t i o n  of t he  
Fund  has  to act  p ragmat ica l ly .  The  A d m i n i s t r a t i o n  
encourages  the  backward  States  to submi t  p ro jec t s  a n d  
g ives  them e v e r y  suppor t  to do so. At  the  same t ime  
some res t r a in t  has  to be  put  upon  b e t t e r  p l aced  States,  
w i thou t  d i scourag ing  them from w o r k i n g  out  and  sub-  
mi t t ing  "good" projects .  The A d m i n i s t r a t i o n  of the  
Fund  has  to p lay  as ob jec t ive  and  fai r  a role  as pos-  
s ible;  such an "opt imum" expend i tu re  of funds  is no t  
on ly  a r equ i r emen t  of economic  bu t  a lso of pol i t ica l  
common-sense .  
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