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Mr. Moeen Qureshi -5 - March 16 1990

16. Concerning the Bank's Programs of Special Emphasis (PSEs), we
plan to emphasize the two main areas to which China itself attaches
growing priority, namely the environment and poverty alleviation. We
have three free-standing environmental operations in the FY91/92 pipeline
and an environmental sector strategy task in the FY91 ESW program. In
‘addition, an increasing number of our energy, industry, agriculture and
urban development operations have specific environmental and poverty
alleviation components.

17. Finally, we would use the existing portfolio and upcoming
FY91/92 operations to re-engage discussion with the authorities on the
systemic issues constraining the effectiveness of Bank assistance,
including: strengthening the design, procurement and contracting process;
resolving internal on-lending, foreign exchange allocation and repayment
issues in a broader context rather than on the current project-by-project
basis; and, exploiting our regular three-year rolling lending program and
ESW consultations with the authorities to involve the Bank more upstream
in project selection and design.

Options for FY90 and FY91-93

18. Regarding the balance of FY90, and subject to your approval, we
plan to proceed with Board presentation of the 8 operations totalling
about $1 billion already proposed (including the 2 credits approved on
February 8 and 27) with an IDA:IBRD blend of 60:40. We will have 9
additional operations totalling about $1 billion ready for Board
presentation by early May, of which 5 are already negotiated (including 3
delayed FY89 projects). If and when circumstances permit, Board
presentation of any or all of these 9 operations could proceed either in
the final quarter of FY90 or early in FY91.

19. Regarding FY91-93, we have prepared two options for planned
lending, taking into account the approach, including the core and sector-
specific benchmarks, outlined in paras. 9-17 above and these are attached
hereto as Annex 2. The first, or base case, assumes in principle the
resumption of a "normal" lending scenario of 47 operations totalling
about $7.8 billion. The second, or low case, assumes only 33 operations
totalling about $5 billion, either because of slow, or no progress, in
terms of policy benchmarks or because of continuing political constraints
on Bank:IDA lending to China beyond the Department’'s control, or a
combination of both.

20. An important issue in this connection is the disposition of the
approximately $1 billion IDA resources available to China under IDA 8,
the commitment period for which expires on June 30, 1990. We should, in
my view, remain sensitive to China's view that its access to IDA in FY90
has been artificially constrained by political factors beyond its control
and therefore accept a significantly "softer" blend than the agreed 65/35
ratio for the FY91-93 three-year rolling plan. Regarding IDA 9
(FY91-93), the low case lending scenario of $5. billion would mean either
a very soft blend (about 50/50) if China were to receive 15%, as
envisaged by the donors, or reallocation of some $2.4 billion to other
IDA recipients. In the circumstances, I recommend: (a) that, for the
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