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Ministry of Finance, the People' Republic of China

October 11, 1983
Beijing, China

Mr. A. W. Clausen

President, the World Bank Izg
1818 H Street, N.W.

Washington, D.C. 20433

Dear Mr. Clausen:

I hereby inform you that Mr. Wang liansheng, Executive Director
for China, has been appointed to a new post by the Chinese
Government and will leave his present post at the end of October,

1983.

Therefore, I have elected Mr. Xu Naijiong to a term of service as
Executive Director for China. Mr. Xu will assume office on November
1st, 1983.

Yours sincerely,

Wang Binggian

7 5%

Governor

the People's Republic of China
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OFFICE MEMORANDUM

paTe January 11, 1984

0 Files
FROM Calo Koch-Weser, cgé&\mm

EXTENSION 72565

10,

v/

SUBJECT Mr. Clausen”s meeting with Premier Zhao Ziyang
Washington, January 11, 1984

Present: Premier Zhao Ziyang
Ambassador Zhang Wenjin
Gan Ziyu, Vice Chairman, State Planning Commission
Xu Naijiong, Chinese Executive Director, World Bank
Messrs. Clausen
Karaosmanoglu
Koch-Weser

In introducing the meeting, Premier Zhao said that he was happy to meet
with Mr. Clausen again. Mr. Clausen replied that since their meeting last
May in Beijing, the cooperation between China and the Bank had grown further
and the relationship continued to be good. The Premier agreed. His Govern-—
ment was satisfied with the role the Bank plays in China”s development and he
hoped that cooperation would continue to expand.

Mr. Clausen said that he was very pleased with the continued economic
progress in China and the emphasis the Government is placing on reform of the
economic system. In this context, the use of price reform as a tool was very
important. The Bank was anxious to be of help in this area through its
economic analysis and policy dialogue. He thanked the Premier for the strong
support his Government had lent to the preparations for the next major
economic mission. The Premier said that China had always welcomed the
suggestions and advice of the Bank on issues of economic development. The
first economic report had been very useful and he expected that the second
report would also make a major contribution. In carrying out its work for
the report, the Bank should not hesitate to ask for whatever support was
needed from the Government. Mr. Clausen expressed his confidence that it
would be a good report. He hoped that it would be helpful to China; it would
certainly be of great importance for the Bank in developing its cooperation
with China. The more the Bank learned about China, the better partner it
could be. The Premier was also confident that it would be a good report and
mentioned that if some parts of the analysis did not reflect properly the
reality of China, his Government would not mind.

Mr. Clausen then turned to the IDA situation. He explained that the
deputies were meeting in Washington this week and had to face enormous problems.
The best the Bank could hope for was a replenishment level of $9 billion, but
many donors were dissatisfied with such a low replenishment and it might be
possible to persuade them to contribute additional funds under a special fund
or special account arrangement. He remarked that all donors, with the
exception of the US, had agreed in the past to support a replenishment level

of up to $12 billion. However, the German and Japanese Governments now argued
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that they will join and support a special fund arrangement only if the US
also contributes to this scheme. In his view, it would not be possible to
convince the US to support such a scheme, at least not in the near future.
He would like to ask the Premier for his help in securing supplementary
contributions to IDA from Germany and Japan. To the extent that IDA
resources were seriously constrained, the allocation of these resources for
the various recipient’countries would be a very difficult process, and it
was needless to say that China therefore had self-interest in this matter.

Premier Zhao said that last May, Mr. Clausen had asked him to talk to
US officials and to argue that the US should not reduce its contribution to
the seventh replenishment of IDA. He had conveyed the views of the Chinese
Government through the Embassy in Washington to the US administration.
Yesterday he had told President Reagan that the United States, as the largest
developed country, had a leadership role to play vis—a-vis the Third World.
The Bank had an important role to play in the development of Third World
countries but its resources were seriously constrained. If the US reduced
its contribution to IDA, this would harm its image and relations with the
Third World. President Reagan had answered that he was not aware of any
reduction in the US contribution to IDA, but he would check the numbers
again. As far as Japan was concerned, the Premier said he would try his best
to persuade Premier Nakasone during his forthcoming visit to China to lend
strong support to IDA; Prime Minister Kohl of Germany might also be visiting
China sometime this year. However, he was not too sure that his help would
be effective, because after all China was not a donor country. Mr. Clausen
said that all countries had a strong interest in China”s development; there-
fore China”s support was of great importance and he was grateful for the
Premier’s efforts. The Premier concluded that China and the Bank will be
standing together on this issue.

Mr. Clausen said that China could count on the Bank”s help wherever the
Bank could make a contribution to the country’s development. In order to
enable the Bank to play an even more useful role, the Government and the Bank
should now develop a longer term program of cooperation. At present the
agreed lending program extended only 12 to 18 months into the future. The
Premier agreed that such an effort should be made.

In parting, Mr. Clausen wished the Premier a successful visit to
other parts of the US and to Canada.

cc: Mr. Clausen”s Office
Messrs. Stern (SVPOP), Qureshi (SVPFI), Benjenk (VPE),
Karaosmanoglu (AENVP), Jaycox (AEADR).

CKoch-Weser/hk



PO

THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE:

TO:
Thru:
FROM:

EXTENSION:

SUBJECT:

BT S

Japuary 9, 1984

Mr. A. W. Clausen
Mr. Ernest Stern, SVPOP
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Briefing Note: Meeting with Premier Zhao Ziyang
Wednesday, January 11, 1984,
at 11:45, Madison Hotel

1. Premier Zhao is visiting Washington January 10 and 11. When

you meet him he will already have met President Reagan and Secretaries
Shultz and Weinberger as well as Congressional Leaders, while after your
meeting, he is scheduled to meet Secretaries Baldrige and Regan. We are
advised that the Premier can see you for about 15 minutes. Mr. Koch-Weser
and I will accompany you.

2. When you met the Premier in Beijing on May 26, 1983, you
discussed China“”s economic reforms, the proposed 1984 economic mission, a
proposed seminar on the 1983 World Development Report, the IDA situation
and the expanding cooperation with the Bank. The Premier welcomed both
the economic mission and discussion of economic reforms with the Bank as
well as a WDR seminar, and spoke warmly of the growing relatiomship with
the Bank. You informed him of the Bank”s expectation of lending $0.9-1.0
billion in FY84 and about $1.5 billion in FY85 and $2 billion in FY86,
but also mentioned IDA”s serious difficulties.

3. We recommend that you spend most of the meeting discussing the
IDA 7 situation along the lines in paragraphs 4-7 below. In your
introduction, you should say that we are very pleased with progress ip
arranging the economic mission, the first part of which will take place
in February. We are also arranging for Mrs. Krueger to lead the WDR -
seminar in late February. You should also mention two other points:

(1) Pricing and price reform. You should mention that you
appreciate that price reform is a key component of China“s general economic
reforms. Pricing is also a topic that is beginning to have an impact on
our operations in China, in particular in the epnergy sector (coal prices
are particularly low in relation to intermational levels, which affects
the financial returns to important projects). The Bank therefore is
willing to help in this important area through its project and economic
work;

(2) Planning horizon. We remain pleased with progress on the
lending program and are proceeding along the lines you mentioned to the
Premier in May. However, we have not yet been able to agree with the
Government on projects for the lending program for FY86 or beyond, i.e.
beyond the next 18 months. This is due mostly to uncertainty over IDA
and the status of the Government”s own planning. You should say that,
with IDA prospects becoming clearer and the advance of the Government”s
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Seventh Five Year Plan (1986-90), we hope we can progressively extend
the planning horizon for the lending program. This is important if we
are to reach the target lending levels because of the time required to
prepare projects.

IDA 7

4. The Bank”s objective has been to secure a new IDA replenishment
which is sufficient to provide substantial resources to both the pure IDA
countries and those (like China) whose economic positions make them
eligible for both IDA credits and IBRD loans. For this reason, management
recommended a volume of $16 billion for IDA 7. Throughout the negotiations
of the last year, the position of the United States has been inflexible
and aimed at a replenishment size of $9 billion, a 25 percent reduction

in nominal terms, a 40 percent reduction in real terms, and a 70 percent
reduction in real per capita terms, compared with the $12 billion replenish-
ment level negotiated for IDA 6. The U.S. share would be 25 percent of

the total replenishment, or $2.25 billion over 3 years. No effort has

been spared in attempting to get the U.S. to reconsider its position.

At this point ipn time, however, it would take a Presidential decision to
alter the U.S. position.

5. You should thank the Premier for China“s efforts hitherto in
lobbying the major donmors for a large replenishment. You should ask him
whether he had the opportunity to raise this issue with Mr. Reagan, and
ask him to raise it in forthcoming meetings if possible.

6. In the event that $9 billion is the most we can achieve as the
pormal IDA 7 Replenishment, management will attempt to gain support for
supplemental contributions. This is critical especially for the blend
countries like China, because donor governments have made it clear that
"pure IDA" borrowers (Sub—Saharan Africa in particular) are the highest
priority and shifts in country lending should be gradual, and because a
$9 billion IDA 7 is totally inadequate to meet the Association”s lending -
goals. In this connection, the role of Japan becomes critical while
Japan was earlier fully supportive and indicated that it would take a
leadership role in raising the resource volume of IDA 7, we are now
receiving confusing signals.

Ts You should mention to the Premier that the Bank may need to
request China”s good offices again in securing supplementary contributions
to IDA, especially given its good relatioms with Japan and the other

ma jor donors.

-~

cc: Messrs. Qureshi (SVPFI); Kirmani (AENVP); Benjenk, Stanton (VPE);
Jaycox (AEADR); Turnham (AEPDR); Koch-Weser, Lim (AEADF);
Mistry (SVPF1); Leipziger (FPA)

DBerk:cw




October 19, 1983
Dear Mr. Wang:

Thank you very much for your letter of
October 11, 1983, informing me that Mr. Wang Liansheng
will terminate his service as an Executive Director of
The World Bank on October 31, 1983 and that you have
designated Mr. Xu Naijiong to succeed Mr. Wang. The
Vice President and Secretary, Mr. Thahane, is taking
appropriate steps to ensure that Mr. Xu can assume
his duties on November 1.

I would like to take this opportunity to place
on record my appreciation for the invaluable contribution
that Mr. Wang has made to the development of the strong
relations that exist between China and The World Bank.
Mr. Wang had the unique task of explaining the Chinese
Government policies and administration to our staff, as
well as the Bank's policies to the Chinese officials.
Today, the quality of our policy dialogue with China is
excellent thanks to your and Mr. Wang's efforts.

My colleagues on the Board and I wish Mr. Wang
well in his new position in the Chinese Covernment and
look forward to working closely with his successor,

Mr. Xu.

Sincerely,

(Signed) A g Clausen

His Excellency

Wang Bingqian

State Counsellor and
Minister of Finance

Beijing

People's Republic of China

ETSanidad:TTThahane:raa
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Ministry of Finance, the People' Republic of China

\L\o\ October 11, 1983

Beijing, China

Mr. A. W. Clausen
President, the World Bank

1818 H Street, N.W. &_\
Washington, D.C. 20433
Dear Mr. Clausen:

I hereby inform you that Mr. Wang liansheng, Executive Director
for China, has been appointed to a new post by the Chinese
Government and will leave his present post at the end of October,
1983.

Therefore, I have elected Mr. Xu Naijiong to a term of service as
Executive Director for China. Mr. Xu will assume office on November
1st, 1983.

Yours sincerely,

Wang Binggian

7 %%}

Governor

the People's Republic of China



183 0CT 11 PH 1205

TURAET QU W g fam g
SIS S INET



TR AR A E M B S

PELFX=2H
& 4 5. FINANMIN, BEIJING

R RATATK
AvWeFEARELE

ERGFPERTEFIHELLEHR
PERKRAER » RT—AUNA=ZETHA
KEEEEH - Ak cLeERHMEE NE
RATPEHNTEE  —UWNZ=ZFT—A
— HRER Hlk &g °

B E E F
7 %3

—HWNEFTAT—H K



¥

BI3OCT 11 Py g oo

SO W i nsingr



THE PEOPLE’S GOVERNMENT

OF
THE SHANGHAI MUNICIPALITY

July 16, 1983

President A.W. Clausen éb@>
President of The World Bank \'

Washington D.C. 20433 & o ‘JES;~

U. S8+ A

Dear Mr. President,

I am very glad to have received your letter. I fully share
your desire to continue the close cooperation between our
two sides. I would also like to take this opportunity to
thank you for the kind assistance which your bank has -
provided to our city in the fields of city construction,
port, education, housing upgrading and personnel training.
1 am sure that under the unified planning of the State
Council of our country, our city will continue to receive
your assistance in our industrial infrastructure, technical
transformation and other fields.

Looking forward to your visiting Shanghai again.
With best wishes.

Yours sincerely,

gl

Wang Daohan
Mayor of Shanghai
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June 14, 1983

Mayor Wang Daohan
Mayor of Shanghai
Shanghai, People's Republic of China

Dear Mr. Mayor:

Thank you again for your warm hospitality during my recent
vigit to China. The program of site visits which you kindly
arranged enabled us to see firsthand the Bank's activities in
your city. The visits to Fuden University, which is being assisted
under the University Development Project, to an EDI course at the
Shanghai Institute of Economic Management and to the housing up-
grading works were most informative and useful.

It was very interesting to learn of your plans for the future
development of Shanghai through work in industry, infrastructure
and the social sectors. The World Bank has so far played a role
in Shanghai's development efforts through several of ite loans to
the central govermment - the Three Ports Project, University Devel-
opment Project and China Investment Bank Project - and through
other activities, such as EDI courses and technical cooperation,
that complement our project work. In the future, Bank involvement
in Shanghai will come through the proposed Polytechnic/TV
University Project and an industrial project that would provide
lending for the machine tools industry in Shanghai. However,
given the recent decision to give Shanghai greater authority to
pursue technology imports and foreign borrowing, the Bank looks
forward to an even closer association with the Municipality in
its development “efforts.

It was indeed a pleasure to visit Shanghai for the first
time. I look forward to returning and to a continuation of the
relationship between the Bank and your city.

Sincerely,

A.W. éiausen

bc: Mr. Ge (MOF)
Messrs. Wang, Karaosmanoglu, Jaycox, Koch-Weser



THE PEOPLE'S GOVERNMENT
OF

THE SHANGHAI MUNICIPALITY A‘

F’AR AV!ON

President A.W. Clausen,
President of The World Bank,
Washington D.C. 20433
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International Bank for Reconstruction and Development
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FROM: Vice President and Secretary May 24, 1983

CHINA: Differences Between Total Social Product (TSP)
and Gross National Product (GNP)

The attached memorandum from Mr. Fei Lizhi on the above subject

is being circulated at his request.

Distribution:

Executive Directors and Alternates

President

Senior Vice Presidents

Senior Management Council

Vice Presidents, IFC

Directors and Department Heads, Bank and IFC

This document has a restricted distribution and may be used by recipients only in the performance
of their official duties. Its contents may not otherwise be disclosed without World Bank authorization.

Ri
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To; Mr. Timothy T. Thahane, Vice President & Secretary
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TO:
FROM:

SUBJECT:
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- OFFICE MEMORANDUM

Addressees ‘ DATE: May 16, 1983
Jean Baneth, EPDDR

CHINA: Per Capita GNP

The attached press clippings are self-explanatory. China
seems to have come out, for the first time, with official GNP
estimates. Converted into dollars, they yield a per capita GNP
of $500 equivalent in 1982. This has obvious implications for
IDA eligibility.

I believe that EPD and the Regional Office should jointly
evaluate the Chinese National Accounts and the proper conversion
rate, to ensure that the Bank is prepared to deal with this issue
before it comes up in the context of the IDA replenishment.

To: Mrs. Krueger
Mr. Waide
Mrs. Hughes

—Mr, Vogl

Mr. Mistry
Mr. Koch-Weser
Mr., Singh
Mr. Chander
Mr. Lee

JB:tk
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P<kin. — Les Chinois seraient-ils

fichés avec la planification 2

L écart cst tel entre les prévisions
qui avaient éié faites pour Je déve-
loppement éconarmiqus en 1982 et
les résultats eficctifs, rendus pubiics
e vendredi 29 avril, qu'on aoit s2-
ricuscment s= poscr ia cuesticn.
Dautent que la planification, dans
ce pays. connait depuis vingt<ing
ans bicn des vicissitudes.

Modeste dans ses ambitions, ic
vian prévoyait en 1982 unc crois-
sance ¢conomique sage, comparable,
cans scs grandes masses, a celle ce
1931. Le mot d’ordre €tait : assurer
4 S d'avgmeniation. essaver € at-
teindre 5 Y%. Cetie prudcnce 2 €t
pousculée par un dvnamisme ce
t'apparcil productif quion est tenté
de qualifier d'impétucux. Dans les
12115, 2 vaicur de la procuction in-
dustriclle et agricoic a progressé, en
termes comparables. de 8.7 % per
rapport & 1951, Le nond est spsciz-
cuizire dans Fagricuitare @

(le plan prévovzit + 3 %), I Pest
meins dans Pindustmie @ + 7.7 %,

mais il n'en appreche fus moins un
doublemen: ce | ebjectif fixé

(+ 4 %). Le revenu national, quant

2 lui, a augmenté de 7,3 %

Ces chiffres ne fuisceat pas de sur-
prendre. D'abord pur 1eur amplsur;
ensuite parce cuc, au dibut du mois
d’avril, un responsadte de la com-
mission écoromiaue d'L12t en avait
annoncé ds sensivlement cifférents.
Le burcau des stauisiigues 2urait-il
procédé dans le courant du moss der-
pier a d'uitimes vénncauons ? Tou-
jours est-il qua I'époguc il avart as
indigué que la valcur ce la produc-
tion industricliec et agrncole en 1¥al
avait zugmenté de 7.3 ‘v par rappani
3 1981 ct le revenu national dc
6.3 G Pour la récalte de céréaics. un
chiffre de 344,3 muihons de tonncs

I 4 !., 'L
Les réouiiats
5e) 3 Cwdithid b

| ' [ 4 L L ] L J L ]
s # N AN MERTQT T el il ) lada
1lnda fin faanmnameia oRin2ISe
L 1 4 ? -
Bn N PAMALA S MEMLG POOMNE] £500 !
u‘hG E;a U‘\és C.;w..;au nCou& &y

De notre correspondant’

avait été donné. Or le chiffre défini-
tif s'établit au niveau record de
353,4 miilons dc tennes, soit uac
vinataine d¢ mitilons ge tonnes au-
dessus du préczaznt record, datant

dz 1979.

Autre sujet de perplexité : pour la
premi¢re fois, le commumygué du
plun se téfére 2 la notion ce produit
national brut (1), dont il est dit
qu’sp dehors des sectecurs productifs
il 1acluraint les services commer-
ciaux, et pour lequel est avancée une
valeur de 939.4 milliards de yuans.
Rappeorie au chifire de la popuiation
(ur mililard quinze miilions dc per-
sonnes a ta fin de 1582), ce chitfre

domnerzit un P.N.B. par téie supc-
ricur 4 500 dellars. Or les estima

tions, gCneraiement retenues, de ia
Bangue mondiaie {ont €tat. pour
1350, d'un P.N.B: par téte dc
250 doliars. La pre, -Ission, en deux
ans. aurait donc éfz supéricure &
70 %. ce qui. 6 prioes, Yaisse réveur,
compie tenu des réswrtals méaiceres
cei'aance 1981,

.
Anonciizs

Ces points d'interregation. voire
cas znomalics, attirent unc fois de
pius I'attention sur la relative fragi-
lité des statistiques chinoises. Le bu-
reau ocs statisiiques a eu beau
s'dtofier ces derniercs annéss, son
apnaven reste encore tres redunt (en-
viren quitre cents personnes) par
rapport & 'ampieur de 1a tiache. A
ccie s'ajoute ic phénomenc bien
Connu consistant pour les entreprises
3 presenter des resultats qui - pen-
cacrl dans de sens du vent -, Cette
habituae aboutir 2 amplilier les os-

M% L, Ll plo doven,

T PR Crl cuP o o,

s P

cillations de la politigue économi-
que.

Ces faiblesses structurclles ne
sont. toutefois. que particliemesnt
responsables de Pembaiiement de iz
machine economgue l'an dernier.
En se fixant des objectits volontaire-
ment modéres, tout en admettant 3
demi-mot ia necessité d'une certaing
relance aprés deux ans de politique
détlationmiste, les dirigeants chinois
avaient crée eux-mémes les condi-
tions d'unc telle siuwation. Sans
doute faut-tl comprendre aussi que,
dans ces circonstances, iis n'aisnt
pas pu ou pas vraiment voulu résis-
ter A la puussée producuviste venant
de la bas:. Cemment capilguer au-
trement la véritabie explosion des in-
vestissements, en pregression de
plus dz 25 % par rapport & 1981,
alors qu'en principe les sommes
corsacrées aux seuls investissements
de base aurzient di initialement di-
nunuer. Trente-huit milliards de
yuans (2) érajent prévus a lorigine
a cet eilet, alors que le mentant Ses
investisscments nouvcaux avait eié
de 42,8 miliiards en 1981, Assez
vite, le chiffrz dec 38 milliards, pour-
tant avancé au mois de mal, 20T
quc I'annéce éait deja bicn entas
avait été révise et porté a 44.5 m:
liards. 11 a été en réalité de $5.5 mil-
liards dc yuans.

=

Un dépasscment supéricur 2
10 milhiards de veans de l'objec:if
{IXG pour Jos investisscrents cans ies
secteurs de base me s'¢élait prodiuit,
auparavani. guc trois fois depuis
Ju49. Les investissements couveris
par lc budget de I'tlat, aa lizy
d'etre de 18.6 milliards, sc sont
élevés A 27.7 milhards dz yuans, re-
présentant la merti2 du total. Si l'en
tient compte des 2% muilliards consa-
cres en PrinSine — mas 1y aurait
beaucoup 3 dirc & ce sujst = 3 la
modcrnisation des entreprises
(+ 29 % par rapport 3 1951), 01 ar-
rive 3 un total dinvestissements re-
cord de 4.5 nuliiards de yuans.

Une telic évolution densembic ne
pouvitit quc favoriser I'industric
Jourds. Cest effecuvement €c Qui
s'est passé. En recul de prés de 5 %
en 1981, celle-c1 progresse de pres
dc 10 “¢. tandis quc lindustrie lé-
gere, dont le taux moyen de crois-
sance de 1979 2 1951 s'était établi 2
emviron 14 %, voit sa production
augmenter de sculement 5,7 %. Se-
len des chiffres récents, la valeurs dz

Ja production ¢ans cc germer se<
teur, 21nsi cue dans les textiles, peo
dant le premucr tnimestre de 1982
serait cncore ea cimanution de 1,8 ¢
par rapporl au premiir inmestre d
1632, Pour ta méme période, Ta pre
ducucn ¢ acier ct ceile de Uindustri
mécanigue seraient, en revanche, ¢
forte hausse.

Logiquement. unc tclle orient:
tion aurait dé entrainer un relsv
ment du taux dhiavestisserncs
Celui-ci étuit tombé 3 28.3 G da -
vesu nationat en 1981, contre 36
en 1973, Le respensabic du bure:
des statistigues a affirmé que
chitire ce 1932 n'étail - pas enco
disporibie = — ce Qqui parzit tout
fait étonnant. — mais quiil devra
éire comparakle 3 celui de 1981, ¢

qui n'cst pas moins surprenant.

Faibia croissance
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de ia productivite
Le déveicpoement extensif su
I'an c2rnier pase, on oulre, 2ux s
ponsabizs peiiigues, une fois
rius. ie probieme d¢ I'efficaciié
Vapoarsil Econcmigue. Sur qua
vinrts movens ot grands proj
juzes omeritares, ot doat Iz cons
sion etait aticndue pour ia fia
V9&2, trenta-ireis A'anRt pas pu é
acnceves a temps. Autre phénom
paradoxul : en raison de la vora
de lindustrie mecanique et sidé
gique = la production d'acier a
Gz 37 millions de tonaes au licu
34 miilions prévus — et de Peffor
maticre 0z construciion de k
ments (un guan des investisserm
de pase). la part relative de sect
pourtant considerés comme €s
leis — teis gue énergie ov
recrerche scientifique — ten
dimiruer. La proportion
investissements éncrgétiques
rapport au total des investissem
et passée Ce 206 S oen 198
18.3 ¢ en 1932, La basse effici
Je I'upparcil économique est ref]
ausst par ja faible augmentatio
la preductivite dans ics ¢atrap
industriciies d'Etat (+ 2.3 &
titre dexemple de cette effic
insufrisante, ic communiqué of
Indigue Gue ie cout de productic
procuits comparabics a'a b
d'unc annéc sur lautre qut
0.03 “%... Autre indice néganf :
1UG vuans de valeur de produ
industriclic, Ptat n'a touché,
forme de taxes 0u de verseinds
pionits, yue 24.0 yuans au hi

25,5 yuansen 1931,
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ECONOMIES

Pulling up the blinds

China is revealing more of its vital economic statistics
— and drawing some seli-critical conclusions

By Robert Delfs

Hongkong: The world’s window on the
Chinesc economy becomes less opaque
year by year as the nation’s leaders accept
the need to provide detailed, reliable data
and the State Statistical Bureau, decimat-
ed during the Cultural Revolution, recov-
ers its ability to provide them. A commu-
nique on China’s 1982 national economic
plan issued on April 29 improves on pre-
vious annual reports in the level of detail
and specificity.

And, despite the dramatic successes re-
corded in agricultural production, the
document is notably critical of the failure
to control investment and lukewarm pro-
gress on industrial quality-control and
productivity.

The communique includes for the first
time a figure identified as “total product of
society™ or gross national product, Rmb
989.4 billion (USS$524.3 billion). which
nominally grew 9% from 1981. The figure
is double the unofficial estimate derived
from national income figures according to
a scheme used internally by the World
Bank and the International Monetary
Fund, though it is within the range of esti-
mates by foreign intelligence services.

Without @ more detailed explanation of
the accounting method used to generate
this new aggregate figure, it is not clear
whether it truly corresponds to conven-
tional definitions of GNP. An explanatory
note in the body of the communique ex-
plains that both national income and GNP
are derived from the output value of in-
dustry, agriculture, construction, com-
munications, transport, commerce and
public catering.

National income represents the net out-
put valuc of all sectors whereas GNP is de-
fined as the total output value of all sec-
tors. This suggests that the new figure is
larger than national income because of du-

66

plicate counting of the value of raw mate-
rials and intermediate value added. IMF
and World Bank methods derive China’s
GNP by adding to national income esti-
mates for service-industry output and de-
preciation.

Caution is necessary in using Chinese
GNP figures for comparative purposes in
any event, since China’s domestic prices
vary widely from international norms.
China’s per capita GNP — whether calcu-
lated at USS$255 by the old method or
USS516 by the new — is of limited utility
in determining standards of living or mate-
rial income relative to other countries. If
the new aggregate is taken as an accurate
representation of GNP, moreover, it
could have the effect of restricting China’s

access to concessionary assistance. Per

capita GNP is one of the criteria used to
determine eligibility for aid from the
World Bank’s soft-loan window, the In-
ternational Development Agency.

Aore important is the highly detailed

# chapter describing investmentin fixed
assets which replaces the relatively vague
section on capital construction in the 1981
communique. Capital construction invest-
ment is broken out for the first time as a
proportion of total investment in fixed
assets by state-owned units. and other new
data clarify various aspects of China’s
complex investment structure.

The communique harshly criticises ex-
cessive investment in 1982, “Financial re-
sources for capital construction were not
used in a concentrated manner,” the re-
port said, and “control of funds not co-
vered by the national budget was inade-
quate while construction funds for some
key departments were not guaranteed.™
Capital construction investment by state-
owned units exceeded the plan target by

32.8% largely because of uncontrolled
spending by local administrative units us-
ing funds they control independently. Un-
controlled local investment put a serious
strain on government finances in 1980 fol-
lowing measures to loosen strict central
control of spending by enterprises and lo-
calities.

Figures of agricultural production have
been marked up even higher from the pre-
liminary estimates released in February
(REVIEW, Feb. 10). Grain production in
1982 was officially 353.4 million tonnes,
8.7% more than in 1981 and 6.4% above
the 1979 record. This was despite the
steady diversion of land from grain to cash
crops, which also showed record yields:
cotton output increased 21.3% 1o 3.6 mil-
lion tonnes, production of oil-bearing
sceds grew 15.8% and sugar-bearing crops
21%. The stimulus of rural reforms is giv-
en major credit for the success though the
amelioration of drought in northern China
and the lack of any major disaster on the
scale of the Sichuan floods in 1981 un-
doubtedly played a role. So did increased
applications of chemical fertiliser (up
13.4% to 15.1 million tonnes) and better
use of small-scale farming machines such
as walking tractors.

Industrial output value totalled Rmb
550.6 billion, an increase of 7.7% — al-
most double the planned target of 4%, but
this is not necessarily good news. Hea
industrial output grew '9.9% to Rmb 274
billion after a 5% drop in 1981 while light
industrial output fell to 5.7% after three
years of double-digit growth. The prob-
lem is that heavy industry consumes much
more energy and transport capacity per
unit of output value than does light indus-
try, so the resurgence of heavy industry
places greater strains on the still hard-
pressed energy and transport sectors.

Renewed warnings that growth of
heavy industry must be strictly controlled
have appeared recently in the Chinese
press following a high-level conference on
industrial policy in March. But the surpris-
ing appearance in recent weeks of articles
in the party journal Red Flag and the Pek-
ing daily Guangming Ribao reasserting
the primacy of heavy industry and the
need for faster heavy industrial growth in-
dicates that a debate is still under way
among planning circles.

The pro-heavy industry group argues in
favour of coordinating output with the
nceds of other sectors and improving pro-
duct quality rather than attempting to im-
pose a rigid ceiling on overall growth of
heavy industry. They may find support in
the communique which shows that growth
in this sector last year was led by the
energy and transport-equipment sectors,
indicating a much-needed realignment of
priorities to address the key bottlenecks
constraining industrial growth.

Other product arcas with rapid gains
were cement and plate glass, both needed
to easc shortages resulting from a two-
year boom in housing construction, and
walking tractors, which are playing a key
role in agricultural reforms as the family
replaces the commune brigade as the basic
rural cconomic unit. m
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- OFFICE MEMORANDUM

TO: Addressees DATE: May 17, 1983

FROM: Jean Baneth, EPDDR

SUBJECT: CHINA: Per Capita GNP

Further to my memorandum of May 16, Mr. Park of EPD-and
Mr. Wood of the China Division believe that both the French and
Chinese journalists must have misunderstood the nature of the
aggregate to which the new Chinese statistics refer. They both
think this is the gross output of all sectors (as distinct from the ’
value added aggregate in National Accounts). Consequently, the new
Chinese number may not be inconsistent with the World Bank's estimate
of per capita GNP of China. I believe this is what we should reply
if we have any outside queries.

To: Mrs. Krueger

Mr. Waide
Mrs. Hughes

p/ﬁ}. Vogl
Mr. Mistry 4
Mr. Koch-Weser, Mr. Wood
Mr. Singh
Mr. Chander
Mr. Lee, Mr. Park

JB:tk
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OFFICE MEMORANDUM 4 ..z 4=,

TO: Mr. Jean Baneth, EPDDR . DATE: May 18, 1983
N
FROM: J+ Richard Bumgarner, Acting Chief, AEADF? ’};Zf’

SUBJECT: China”s per Capita GNP

1. With reference to your memoranda of May 16 and 17, we would like to
confirm that the new data recently quoted in the press are entirely consistent
with the Bank”s existing estimates of China”s per capita GNP.

2. The contrary view - that China“s per capita GNP has suddenly been
revealed to be much higher than the Bank and otiiers had estimated - has arisen
as the unfortunate result of mistranslation of part of the State Statistical
Bureau”s recent communique on economic results in 1982. For the first time,
the SSB has estimated and published the total gross value of material production —-
i.e. the sum of the gross (of intermediate inputs) output value of agriculture,
industry, construction, transport and commerce. Previously, they had published
the total net product of these sectors (Net Material Product, which they call
"national income”, and which we adjust to derive GNP), but gross production
only for agriculture and industry. This newly calculated aggregate, which the
Chinese call "total product of society”, was apparently translated as "gross
national product™ both at an SSB press conference and at one place in an
English version of the communique.

3. The Chinese ED”s office is aware of the problem and is circulating
an official explanation to other EDs. We do not feel that the Bank needs to
publish any additional explanation, although we would not oppose such a
suggestion.

e

“"Distribution:

Messrs. Hasan (AENVP), Mistry (SVPFI), Waide (CPD), Vogl (Ird),
S. Singh, R. Chander, S.E. Lee , Park (EPD), e
Lim, Tidrick, Porter, Byrd (AEADF)

Mses. Kreuger (VPERS), Hughes (EPD)

AWood :hk



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: Files DATE: May 5, 1983

FROM: Caio Koch-Weser, AEADXG[{U

SUBJECT: CHINA: Mr. Clausen's Meeting with Vice-Minister of Finance Li Peng,
Washington, April 26, 1983

Present: Messrs. Li Peng
Wang Weicai (Bank of China)
Chen Jiguang (Ministry of Foreign Affairs, Member
. of the Development Committee Delegation)
Wang Liansheng
Fei Lizhi
Lin Zhiying (Embassy of the People”s Republic of China)
Yang Jiusheng (Ministry of Finance)
Li Miao (Ministry of Finance)
A.W. Clausen
E. Stern
A. Karaosmanoglu
C. Koch-Weser

1. Vice-Minister Li Peng explained that Minister Wang Bingqian was
unable to attend the Development Committee Meeting because he had to accompany
Vice-Premier Yao Yilin on a visit to Japan. The Minister had asked him to
convey two points to Mr. Clausen: First, he was looking forward to

Mr. Clausen”s visit to China next month; he would like to know Mr. Clausen”s
plans and preferences for his visit, so that the program could be organi zed
accordingly. Mr. Clausen said that this would be his sixth visit to China,
but he expected it to be the most interesting because he would have an
opportunity to see the countryside. He was looking forward to visiting Bank
projects and learning about the Government”s plans for future cooperation with
the Bank. In his view, the capacity of the Government and the Bank to develop
projects together was not a constraint for future development of the program.
The constraint was, rather, the availability of financial resources from the

Bank.
2. Mr. Li Peng said that the second point the Minister had asked
him to convey to Mr. Clausen related to the size of the lending program.

- China considered the Bank a storehouse of experience in economic management

and a major source of technical assistance. Work had already started on the
Seventh Five-Year Plan, and it was important for the Government to know what
amounts of financial assistance could be provided by the Bank during that Plan
period. Government policies in recent years had led to a surplus in the
country”s current account, but the investment program would now be expanded
and China would have to borrow increasing amounts in the future. For example,
the financing of offshore o0il development would require substantial foreign
borrowing. In referring to press reports on China’s increasing foreign exchange
reserves, Mr. Li Peng said that these reserves only amounted to $10 per
person, and that China”s rapidly expanding foreign trade required increasing
amounts of "working capital”.

3. Mr. Clausen explained the difficult situation of IDA 7. No amounts
had yet been agreed. He hoped that a world-wide economic recovery over the
coming year would relieve budget pressures in the developed countries, which
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Files - May 5, 1983

would in turn make it easier to agree on a larger IDA 7 replenishment than
presently expected. However, one could not be optimistic about the prospects
for IDA. He hoped that a replenishment level of $16 billion could be agreed.
China®s FY84 IDA allocation should be larger than past allocations and China
would participate fully in IDA 7. Mr. Stern added that for purposes of
preparing the Seventh Plan, the Government should agree with the Bank on the
total amount to be lent by the Bank and the number of projects to be prepared.
The Bank would provide the best possible blend of IDA and IBRD resources, but
would only be able to give firm numbers in about a year”s time.

4. Mr. Li Peng said that in January his Government had presented the
Bank with a list of project proposals, some of which reached beyond the Sixth
Plan period. Very large investment projects, such as diverting water from the
Yangtze to the north, the Three Gorges hydropower project and coal mining and
railways projects, were presently under consideration. The Government~s
economic readjustment policies were proceeding well and had enabled the
Government to expand capital construction again earlier than anticipated.
However, economic efficiency was still too low and further development would
be severely constrained in the 1980s. Therefore, access to concessional
borrowing abroad was of vital importance, and an indication of the amounts
obtainable on concessional terms was needed to prepare future plans.

5. Mr. Clausen mentioned again that the amount of IDA funds available

for China under the seventh replenishment could not be determined before early

1984. 1In the meantime, as Mr. Stern had suggested, the pipeline of projects

for future lending should be further developed based on an agreed total amount

of lending. Mr. Karaosmanoglu added that lending in FY83 amounted to $610

million, and that the lending targets discussed with the Government for FY84,

FY85 and FY86 were about $0.9-1.0 billion, $1.5 billion, and $2.0 billion, |
respectively.

6. - Commenting on his recent trip to Europe, Mr. Clausen observed that
the message clearly coming across in his meetings with the heads of government
in the U.K., Germany, the Netherlands and Italy was the increased emphasis on
the effectiveness of aid (in the 1970s, aid often seemed to have been given

for aid”s sake). The European leaders had also emphasized that they considered :
the Bank to be the most efficient aid agency. @

7. Finally, Mr. Li Peng enquired how China could best help in securing

a large IDA 7 replenishment. Mr. Clausen replied that China should impress

upon its friends in Japan, the U.S. and Europe the importance of concessional
flows. The message should be that concessional aid has made a ma jor contribution
to LDC development and that China would use the resources it obtains effectively.
This message should be conveyed to heads of state and ministers of finance of
the major donor countries. China should also convey its message to members of
the U.S. Congress. Mr. Li Peng said that Minister Wang had talked to

Secretary Shultz about IDA earlier this year and the Secretary had responded
favorably. Recently his Government had also briefed a delegation of Congressmen
led by Congressman Patterson. Mr. Clausen observed that he had also talked to
Speaker 0"Neill before the Speaker”s recent visit to China.

CKW:caa

cc: Messrs. Stern, Karaosmanoglu, Jaycox



WORLD BANK / INTERNATIONAL FiINANCE CORPORATION

OFFICE MEMORANDUM

TO: Mr. A.W. Clausen DATE: April 25, 1983
THRU: Mr. Ernest Stern (SVPOP) )
FROM: Attila Karaosmanoglu (AENVP)/&%?,

SUBJECT: CHINA - Your Meeting with Senior Vice Minister
of Finance Li Peng
Tuesday, April 26, at 3:0C p.m.

1. Vice Minister Li Peng is leading the Chinese delegation to the
meeting of the Development Committee. He has met with Mr. Qureshi to learn
about the status of IDA 7 negotiations, and with me to discuss our work and
lending program. Mr. Li has indicated that in view of your forthcoming
discussions with Chinese leaders in Beijing, he would expect his meeting with
you to be brief.

Topics Expected to be Raised by the Vice Minister

2. IDA. We understand that Vice Minister Li intends to raise the
question of the status of IDA 7 negotiations. He plans to meet with many
Part I delegations to the Development Committee meeting and would like to
hear your assessment of the positions taken by donor governuments, the
future timetable of negotiations, and the likely outcome. While he will
emphasize again the importance China attributes to obtaining an equitable
share of new IDA funds in FY84 and of IDA 7 resources, we do not expect him
to pursue this matter any further at this point.

3. In his meeting with the Vice Minister, Mr. Qureshi pointed to the
lack of strong support for China”s claims on IDA funds at the January deputies
meeting. He emphasized the importance of an IDA 7 replenishment level of

$16 billion, urging the Chinese to approach the heads of state of IDA donor
countries, particularly Japan, and to impress on them more forcefully than in
the past the importance the Chinese Government attributes to a high replenish-
ment level and an equitable share for China. With regard to China”s shares of
FY84 and IDA 7 IDA resources, you indicated to Minister Wang in December that
because of the prevailing uncertainties, the amounts China might obtain in
FY84 and under IDA 7 could not yet be established, but that China would
receive reasonable shares and the difference between China”s and India”s

share of IDA 7 would have to be as small as reasonably possible. Our internal
planning numbers for China are $350 million IDA in FY84, and an IDA 7 a2llocation
of $2,863 million (19.1% of an assumed $15 billion replenishment level), with
China”s share increasing over the IDA 7 period.

4, In briefing Vice Minister Li on the status of IDA 7, you should
point out that ensuring a satisfactory outcome of the IDA 7 negotiations has
to be a cooperative effort. It is vital that China convey the importance it
attributes to that replenishment to the heads of state of donor countries
before the Williamsburg summit and the July deputies meeting.



Mr. A.W. Clausen -2 - . April 25, 1983

Topics You Should Raise

5. Lending Program. The FY83 lending program ($610 million for six
projects) was completed with approval by the Board of an agriculture project
(Heilongjiang Land Reclamation) last week. Also, an updating economic

report on recent developments and future trends was distributed to the

Board recently. Total lending since 1981 has amounted to $870 million

($560 million IBRD and $31C million IDA) for eight projects, with two projects
in agriculture, two in education, two in petroleum, one in transport, and one
in industry. For FY84, we plan another major increase in lending.

6. You should express-yOur satisfaction with the rapid build-up of
operations and the successful processing of the FY83 program, drawing on the
figures given above.

7. Your Visit to China. You will visit China from May 24-31. You will
hold discussions with Chinese leaders in Beijing for two days, and then travel
to the remote and poor rural areas of Northern Shaanxi Province (Yenan), Xian
(capital of Shaanxi), the North China Plain to visit the Bank”™s first agricul-
tural project (Shandong Province), and Shanghai.

8. You should say that you are looking forward to your first visit to
China in your present capacity, to learn more about the remarkably successful
reform and adjustment policies of recent years, the Government”s development

priorities under the Sixth Five—Year Plan and beyond, the program of cooperation

between China and the Bank, and the Government”s plans for future cooperation
with the Bank. ;

CKoch-Weser:mac
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Development of the Bank—China Relationship

Initial In April 1980, Mr. McNamara, former President of the World
Steps: Bank, visited China to discuss China”s change of representation.
The People”s Republic of China assumed China”s representation
in the World Bank in May 1980. China is now the Bank”s sixth
largest shareholder, with a voting share of 4.61%.

Objectives: Objectives in establishing the Bank-China relationship have been
to facilitate China”s re—entry into the world community after 30
years of isolation; remove major constraints on development -
energy, transport, other infrastructure, skilled manpower and
modern technology; and help to reduce remaining poverty.

Economic An economic mission, comprising almost 30 staff, spent over
Work: two months in China in late 1980 to gather data for the Bank’s

Basic Economic Report on China. The main text of the report
reviewed the performance of the Chinese economy since 1949 and
the Government”s priorities and constraints, as well as providing
a framework for conducting the Bank”s operational work and for
formulating a medium—-term country assistance strategy. Annexes
to the main report presented information on developments in the
ma jor sectors. The report was presented to the Bank”s Board
of Executive Directors in June 1981.

The Bank has followed up on the Basic Economic Report by pre-
paring sector reviews (e.g. in agricultural credit and rural
health) and an updating economic memorandum to reflect changes
due to China“s current program of economic reform and adjustment.
A program of collaborative research has been developed to allow
Chinese staff to work with the Bank and familiarize themselves
with techniques and methodology for economic analysis.

Approved University Development Project ($100 million IDA Credit, $100 mil-
Projects: 1lion IBRD Loan) to help strengthen higher education and research
at 26 of China“”s top universities.

North China Plain Agriculture Project ($60 million IDA Credit)
to mount a major attack on salinity and water logging of 200,000
ha of the North China Plain.

Three Ports Project ($124 million IBRD Loan) to provide container
handling equipment at the three major ports of Shanghai, Tianjin and
Huangpu, and coal handling equipment at Huangpu.

Agricultural Education and Research Project ($75.4 million IDA
Credit) to help improve the quality and increase the output of
agricultural education and research activities.
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* Industrial Credit Project ($40.6 million IBRD Loan and $30 million
IDA Credit) to provide investment loans for small and medium size
projects in the light industrial sector. .

* Daqing Oilfield Gaotaizi Reservoir Development Project ($162.4 mil-
lion IBRD Loan) to increase production from the Daqing field, as well
as introducing modern technologies in equipment and oilfield practices.

*% Zhongyuan-Wenliu Petroleum Project ($100.8 million IBRD loan) to
develop 0il production, explore new fields, and recover LPG from
associated gas.

**% Heilongjiang Land Reclamation Project ($35.3 million IBRD loan and
$45.0 million IDA credit) to develop 200,000 ha of virgin land for
the production of food grains and soybean.

Future The Bank plans to continue its support of projects in China”s
Projects: priority sectors. 1In energy, it will support additional petroleum
projects, as well as hydropower and coal development. In transport,
the Bank will continue to emphasize the port subsector, but also
expects to begin operations in railways. In education, support
for education at the postsecondary level and for agricultural
education and research will continue. In agriculture, projects
are planned to develop production capacity for grain and rubber,
as well as to provide credit for rural areas. The Bank expects to
continue its support for industry through direct lending as well as
indirectly by further provision of industrial credit.

Economic To support the Bank”s lending operations, EDI began organizing a
Development program of training given in China for technical staff. EDI"s FY83
Institute training activities, organized jointly with the Shanghai Institute
(EDI): for International Economic Management, will total six courses each

having an average of 40 participants and observers. Courses have
provided training, inter alia, in national economic planning, general
project planning and specific sector-related topics.

* Project approved, but loan/credit not yet effective.

** Project due to be presented to the Bank”s Board by the end of April.



Sector Con-
straints:

Key Data on
Project
Ports:

Project

Objective:

Status:

Future Port
Projects:

THREE PORTS PROJECT
(IBRD Loan of $124 million)

A major constraint in the ports subsector has been the inadequacy
of China”s major ports to handle containerized cargo. Little
attention has been given to intermodal planning of transport
developments generally. This has led to congestion in China“”s

ma jor ports. Access to all major ports is restricted by channel
depths. Port operations could be improved by introduction of
better management techniques.

Shanghai is one the world”s largest ports, with a total of 95

berths. The port handled 85 million tons of cargo, about 40%
of the cargo handled by China”s major ports in 1980. The port
serves China”s main industrial center.

Huangpu handled about 12 million tons of cargo in 1980, about

40% of which was foreign trade. The port has historically been

important for handling coal traffic.

Tianjin port serves both Tianjin and Beijing, which together
make up the second largest concentration of economic activity
in China. The port handled about 12 million tons of cargo in
1980.

The project will provide container handling equipment at the
three major ports of Shanghai, Tianjin and Huangpu, and coal
handling equipment at Huangpu to increase the capacity and
reduce the cost of cargo handling at these ports. As part of
the project, the Government will carry out a containerization
study of the hinterlands of the three ports, which should lead
to longer term improvements and efficiency in cargo transport.

Procurement of all major equipment items will be through inter-

national competitive bidding. The Bank has already reviewed the
tender documents for container handling equipment and these

are now being finalized. Civil works are well advanced. Civil

works and equipment installation are expected to be completed

by the end of 1986.

Future operations are expected to support further development
of facilities at the ports of Tianjin and Huangpu, as well as
providing assistance for management and operational improve-
ments. Financing might also be provided for the Dalian port
grain terminal.



Sector Con-
straints:

Government
Strategy:

Project
Objective:

Status:

Future
Education
Projects:

UNIVERSITY DEVELOPMENT PROJECT
(IBRD Loan of $100 million, IDA Credit of $100 million)

The Government views education as the key to its modernization,
because the lack of trained manpower is a serious constraint on
the country”s economic development. The shortage stems from
the disruption of higher education during the decade-long
Cultural Revolution, when radical policies caused the closure
of schools and universities. The enrollment ratio for formal
higher education is low in China at about 2%, compared to 4-5%
in other developing countries.

The Government”s priority is now to improve the quality and
quantity of higher education, by supporting top quality educa-
tion at regular universities and colleges, as well as two
other, less costly forms of postsecondary education, the TV
University and a system of polytechnics. China plans to
increase enrollment at each of these forms of education to

2 million by the end of the century.

The project will help increase the output and quality of educa-
tion and research in the disciplines of science and engineering
by support for 26 of China”s top universities and institutes.
(Three institutes in Shanghai - Fudan University, Shanghai
Jiaotong University and the East China Normal University - will
be provided with such items as laboratory equipment, computers
and analysis instruments under the project.) The project also
aims to improve management at the universities and increase
the capacity for monitoring, evaluation and planning at the
Ministry of Education level. The project will provide civil
works, furniture, equipment, specialist services, fellowships
and other related inputs to achieve these objectives.

Contracts have been signed for equipment purchases totalling
$65 million; in value terms, half went to US companies. Con-
tracts with Honeywell Inc., worth over $20 million, were signed
in February 1983. A major contract for expert services, worth
$5 million, has also just been signed. Bids are now being
received for the second stage of equipment procurement, worth
about $50 million.

Future operations are expected to continue support for the
Government”s higher education strategy, with one project likely
to assist the TV University and polytechnic system, and a
second following up on the University Development Project. The
Bank has also approved an Agricultural Education and Research
Project and expects to continue its support in this area.
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Washington, D. C. 20433
U.S.A.

A.W. CLAUSEN
President

December 23, 1982

Dear Mr. Minister:

It was indeed a pleasure to meet with
you again recently and to have the opportunity to
discuss matters of mutual interest to The World
Bank and the People's Republic of China. We
anticipate continued progress in the future.

Thank you for the copy of the Statistical
Yearbook of China for 1981 which Mr. Wang kindly
passed along to me. I'm sure it will be a valuable
reference source for us.

As you know, Mrs. Clausen and I are
planning to visit China in May. We are very much
looking forward to this and I hope to see you again
at that time.

Warm regards.

Sincerely,

His Excellency

Wang Bingqian

Minister of Finance

Beijing, People's Republic of China
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OFFICE MEMORANDUM

TO: Mr. A.W. Clausen %) DATE: December 9, 1982
through Mr. Ernest Stern (SVFCP)
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FROM: S. Shahid Husain (AENVP)

SUBJECT: CHINA - Your Meeting with Minister of Finance Wang Bingqian
Thursday, December 16, at 3:00 p.m.

Introduction

1 Minister Wang is visiting Washington for the meeting of the U.S. -
China Joint Economic Committee. We understand that he intends to raise the
subject of IDA in his talks with Secretary Regan. The Treasury Department
has also arranged for OPIC to hold a seminar for the Chinese delegation with
leading investment bankers to promote further cooperation between China and
the private banking sector.

2. Mr. Karaosmanoglu will have met Minister Wang at lunch with Mr. Husain.
However, you should add a few words of introduction and mention that he will
make a first visit to China in January. You should continue by recalling
Minister Wang”s invitation to you to visit China in 1983, and confirm that you
intend to visit China tentatively from May 21 to 28 if that is convenient (we
have informally agreed this timing with the Ministry of Finance); and mention
you are looking forward to your first trip in your present capacity.

Recent Developments in China

3. At the Chinese Communist Party Congress in September, the moderate
wing of the Party under Vice—-Chairman Deng Xiaoping further entrenched itself
in power. However, a strengthening of the position of the People”s Liberation
Army, a harder line on Taiwan and recent moves toward a mild rapprochement with
the Soviet Union indicate that they have had to make some concessions to other
groups, particularly in foreign policy. Nevertheless, the general direction of
China”s domestic and international economic policies has been maintained.

The reorganization and reduction in size of central government entities under
the State Council has been essentially completed.

4, At the National People”s Congress (Chinese equivalent of the parlia-
ment) which opened on November 26, a revised Constitution and the long-delayed
Sixth Five-Year Plan (1981-85) have been approved. The Plan provided for con-
tinued moderate growth with a renewed emphasis on key infrastructure sectors
like energy and transport. Significant improvements in living standards will
continue, though at a somewhat lower rate than in 1978-8l1. Rather high and
probably unrealistic targets for economic development by the year 2000 have also
been set (quadrupling of agricultural and industrial output).
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Topics Expected to be Raised by the Chinese

5 We understand Minister Wang intends to emphasize again the importance
of the Bank for China, especially during the middle and later 1980s when external
borrowing needs-—for the Sixth and Seventh Plan periods—-are expected to be
large. He may also mention the contribution EDI is making. You will recall

that Mr. Benjenk visited China in October and discussed EDI”s activities which
have become their largest country program. Minister Wang may also mention the
Government”s interest in exploring possibilities for cooperation with IFC.

Mr. Wuttke has been invited to visit China in early 1983.

6. IDA. Minister Wang is likely to raise the question of the status of

IDA 7 negotiations and China”s likely allocations in FY84 and in IDA 7. At

Mr. Stern”s allocation meeting on November 29, the FY84 decision was $350 million
IDA, with a possibility of eventually increasing this to $400 million. We have
recently told the Government that "We hope that at least $350 million of IDA funds
would be available for lending to China in FY84."

7 You should begin by reminding the Minister, as in Toronto, that China \/T?Wt
will receive its full $400 million in the IDA 6 period, with a portion ($100 mil- 1Vx5'$
lion) spilling over into FY84. Next, you should repeat your Toronto agreement vt
with him that China should get a fair share of new IDA funds in FY84. You should e \LA
be aware that the Chinese interpret this to mean the same share as they should A

receive of IDA 7, viz. only slightly less than India”s. You should point out O N .
the continuing uncertainty about IDA funding, including the likely U.S. contri- wy*dh 8
butions. However, you should confirm that China will be able to receive $350 qod’“'A
million in FY84 with the possibility of some increase if the IDA situation

R
g (L
improves. :1/9‘-‘” i~
8. Up to now, with neither Plan approval nor knowledge of IDA 7 amounts ”‘;0&%iL
for China, we have only been able to work on operations through FY84. For the )“‘Aﬁi“
longer term, Mr. Stern”s November 29 meeting decided a $4,730 million FY83-87 cbhf;
IBRD allocation and, based on a replenishment level of $15 billion, a total Qf*'*w,Au

IDA 7 allocation for China of $2,863 million. The overall IDA share would thus “#:L,
be 19.1%, but with a buildup from 17% in FY85 to 22% in FY87 when it would reach Svf:5guﬂx
parity with India”s. We have recently told the Government that assuming "averag+‘«

annual lending of about $2 billion in FY85 and FY86 still appears reasonably

accurate for planning purposes; lending in FY87 should be even higher."

9. You should explain the outcome of the recent IDA Deputies” meeting,
the continuing uncertainties and the future timetable. However, it is important
that you be as explicit as possible with the Minister. Now that the Sixth Plan
has been approved, some knowledge of approximate IDA 7 planning figures for Chin
is key to our securing agreement on a work program covering the IDA 7 years.

You should therefore tell the Minister, as you did in Toronto, that we agree
that any difference between China“s and India”s shares of IDA 7 should not be
large. You should further tell him that the Bank”s Management plans that total
lending to China should rise progressively from FY85 to FY87 and average just
over $2 billion per annum. We hope the IDA portion would be around $ million

per annum, on the assumptions of a $15 billion replenishment and pro ion of
Africa.

4) w [ Yov Ceow Sa7 et we Q'tpcck .
0w | ewdi Pra‘dra,% o =l { LV(“&-«
VQ'( JPIPOREN., 4 Vi\old YO\ ec bs Cev < uvu,lo‘/bt&_

e = pre oy
awd e "’0\“7'9 o\t‘e,v[,o?vt S b”""‘—e'l‘»“-*‘e oo
T\t cowgos; bhhrow ot Q"ke—tF sewd Pebhween Boaww
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10. In this connection you should also point out to Minister Wang that a
country”s claims on IDA resources are based essentially on its development needs.
In the international community, however, there is still insufficient understanding
of China”s economic situation. We can only justify the very large share of IDA 7
being proposed for China (and India), if there are frequent and comprehensive
Bank reports on the Chinese economy. The Bank also needs to be able to underpin

the proposed large lending with the sector and project information routinely
provided by other member countries.

Topics You Should Raise

11l. Background. The FY83 lending program is developing well, with two
projects approved (Ports, and Agricultural Education and Research), a third to
be considered by the Board on December 21 (China Investment Bank), and one in
agriculture (Heilongjiang Grain) and two in petroleum (Daqing and Zhongyuan) to
come. The year”s program should thus total six projects for $610 million, of
which $470 million IBRD and $140 million IDA. For FY84 we plan 9 projects for
nearly $1.2 billion, but the program is less strong with some projects yet to be
prepared. In January, Mr. Karaosmanoglu will wrap up Regional discussions with
the Government of both an updating country economic memorandum and the proposed
role and work program for the Bank in China through the IDA 7 period.

12. You should express your satisfaction with the rapid buildup of operations
now taking place, drawing on the figures given above. For the future, you should
stress two points:

(a) The need to agree on and commence shortly a work program extending
through as much as possible of the IDA 7 period, given the need to

strengthen the project pipeline and the long lead time involved in
preparing projects; and

(b) The need for the Bank to become involved early in identifying
promising areas for lending and specific projects, and providing
useful advice on their design.

DBerk/WByrd/CKoch~Weser:cb
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: December 15, 1982
TO:  Mr. A. W. Clausen

FROM:  Hans A. Wuttke

SUBJECT:  Brief for December 16 meeting with Mr. Wang Liansheng, Executive

Director for China

In my meeting with H.E. Wang Bingqian, Minister of Finance, in
Toronto last September, I received an invitation to visit China to discuss
IFC's role in China's development program.

The invitation was recently confirmed through Mr. Liansheng.
Based on discussions with him, my visit is now tentatively scheduled for
the second half of April. We have also agreed that a three-man advance
team headed by Mr. Torstein Stephansen, Director, Asia, will visit China
in the last week of February to prepare for this visit.

«

CMTan/JParmar:bs
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The World Bank

1818 H Street, N.W.
Washington, D.C. 20433, US.A. 'l'l /'I 'I /82

Mr. A.W. Clausen

With the compliments of
James B. Burnham
U.S. Executive Director 477-2776
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WASHINGTON, D.C. 20510

October 22, 1982

Mr. A.W. Clausen, President
International Bank for Reconstruction
and Development

1818 H Street, N.W.

Washington, D.C. 20433

Dear Mr. Clausen:

I was greatly disturbed to read in the Washington Post this
week that the World Bank is considering loans to finance twenty
projects in Communist China.

I appreciate the circumstances surrounding these possible
loans. The Post article made clear that Red China, as a new member
of the World Bank, has lately been insisting on receiving a major
increase in soft loans.

Nevertheless, in view of the fact that the United States is
the largest contributor to the World Bank, I feel it is my duty to
investigate this matter. I am deeply concerned about the ends to
which indirect American economic assistance of this kind is being
used. You may be aware that as Chairman of the Subcommittee on
Separation Qf Powers I am already looking into the Polish debt
question.

I should appreciate having a summary from you on the nature of é//”
these twenty projects at your earliest convenience. Thank you for
your cooperation.

Sincerely yours,

¥ Lot

John P. East
United States Senator

JPE:hgv



November 5, 1982

Dear Mr. Ambassador:

It was very thoughtful of you to send us
the photograph takenm at the embassy reception a few
weeks ago. I think it is an excellent picture of

all of us! + T {
Mrs. Clausen and I are pleased to have this , ,ﬁ"’"i”;t/
as a memento not only of a very pleasant evening, '

but also of our friendship with the People's Republic
of China.

Warm regards.

Sincerely,

SO0

A. W. Clausen

His Excellency

Chai Zemin

Ambassador of the People's
Republic of China

2300 Connecticut Avenue, N. W.

Washington, D+ C. 20008



2300 Connecticut Avenue, N.W.
Washington, D.C. 20008

THE EMBASSY OF THE PEOPLE’'S REPUBLIC OF CHINA

Mr. A.W. Clausen

The President

Room E 1227

The World Bank

1818 H Street, N.W.
Washington, D.C. 20433

Dear Mr. A.W. Clausen,

Oct. 28,1982

I have the honor of sending you, as a sou-

venir, a photograph we took at the reception I

gave in celebration of the 33rd anniversary of the

founding of the People's Republic of China.

With kind regards.

Sincerely,

Chai Zemin

Chinese Ambassador
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OUR CABLE REF: 230795

ATT. MURIEL LEE

WOULD IT BE POSSIBLE FOR YOU TO SHIP ME A COPY
OF THE ENTIRE ECONOMIC REPORT ON;CHINE.‘I WILL
OF COURSE PAY FOR AIR MAIL POSTAGE OR FREIGHT
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Mr. A.W. Clausen
President _
The World Bank

Dear Mr. Clausen,

During my trip to your country for the purpose of
presiding over the official opening ceremony of our New
York Branch, I was much pleased to have the opportunity
of meeting you again in Washington., In the years when you
were Presidentof the Bank of America, you made repeated
visits to our country and contributed much to the friendly
relations between our two peoples and the business coopera-
tion between the Bank of America and the Bank of China.,
You are now President of the World Bank and the responsi-
bility you are thus shouldering is indeed heavy, I sincerely
hope that under your leadership the World Bank will make new
contributions to the economic expansion of the developing

countries,

I look forward to meeting you again in Beijing,

Truly ylours

5

" Bu Ming
Chairman & President

cct/wkh/wu
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TO:

FROM:

SUBJECT

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Memorandum for the Record DATE: March 31, 1982
Caio Koch-Weser, AEADF

CHINA: Mr. Clausen”s Meeting with Mr. Bu Ming, President of
Bank of China, March 17, 1982

Present: Messrs. Bu Ming, President, Bank of China

Zhang Xiuyao, General Manager, Bank of China
Branch in New York

Ding Chaozong, Deputy Manager, International
Department, Bank of China

Bai Shizhen, Deputy General Manager,
Exchange and Fund Department, Bank of China

Liu Daoxin, Interpreter

Wang Liansheng, Executive Director

A. W. Clausen

S. Husain

C. Koch-Weser

1. Mr. Clausen said he was delighted to meet Mr. Bu Ming again

after they had last met in San Francisco. He congratulated him on the
opening of the New York Branch of the Bank of China. This was an important
step and would facilitate the bank”s operations in that important market and
worldwide. It would strengthen China”s international ties. In recent years
China had made great strides in opening up its economy. Good cooperation
and dialogue had been developed between China and the World Bank. The
Bank”s Senior Vice President, Mr. Stern, had just visited China.

2. Mr. Bu Ming thanked Mr. Clausen for his remarks. During his visit
to the U.S. in 1980, the U.S. Government and his delegation had agreed that
the Bank of China should open offices in the U.S., and U.S. banks should
open offices in China. Since then, three U.S. banks had opened offices in
Beijing: The Bank of America, The First National of Chicago, and Chase
Manhattan. Now the Bank of China was opening an office in New York. He was
grateful to his U.S. banking friends for valuable suggestions in setting up
that office, and for the help in obtaining approval from the Federal Govern-
ment. In 1980 one of his important tasks had been to discuss with the IMF
and the Bank the issue of China”s change of representation on their Boards.
Mr. McNamara had been very helpful and the development of the relationship
had been smooth. When he last visited the Bank, Mr. McNamara had asked him
to introduce the Chinese economy to the Executive Directors, now Messrs. Wang
and Chen were members of that group.

3. Mr. Clausen said that the Bank was presently analyzing a number

of sectors of the Chinese economy for future project lending. Mr. Husain
added that $200 million had been lent for the University Development Project;
the Three Ports Project was presently being negotiated, and two agriculture
projects in irrigation/drainage and training and research would reach that
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stage soon. For lending in the coming years, twenty projects were at different
stages of preparation. Mr. Stern”s visit to China, including his meeting
with Prime Minister Zhao Ziyang, had gone extremely well.

4. Mr. Bu said he had read the Economic Report, which provided

an accurate assessment of China”s present economic situation and which had
received favorable reactions in China. The development of energy and trans-
portation was of basic importance for future growth of the economy and should
be a priority in the Bank”s program of cooperation. Pointing to the fact
that the IBRD interest rate had been increased from 8.5% to 11.6%, he asked
Mr. Clausen whether the Bank was encountering difficulty in raising funds.

5. Mr. Clausen explained that since July 1, 1981, the Bank had borrowed
$6 billion at a cost of 11% in order to fund previous commitments at rates

of less than 8%. Because of resulting downward pressure on profits the
interest rate had to be raised. This year the Bank had a very substantial
lending program in yen, deutschmarks, swiss francs, and U.S. dollars. As

long as the present very high interest rates prevailed in the U.S., the

Bank would largely try to stay out of that market. The Bank”s borrowing
program was coordinated by Mr. Rotberg who had visited China in December,
giving seminars on techniques of borrowing in the international marketplace

to Mr. Bu”s colleagues. He hoped that this had been helpful.

6. Mr. Bu enquired about the scope for future IDA lending to China in
support of the country”s four modernizations. Interest rates in international
capital markets were presently too high for China to borrow substantial amounts
at market rates.

7 Mr. Clausen agreed that interest rates were presently by far too
high and had to come down. However, IDA was also in difficulty. At the time
of the negotiations for the Sixth IDA Replenishment, China was not a member
of the Bank and was therefore not included. China“s participation in IDA 6
is thus limited to the amount of the profit transfer to IDA from IBRD. The
first loan to China carried a blend of $100 million IDA and $100 million IBRD
funds, resulting in a cost of less than 5%. He then explained the present
problems IDA 6 was encountering due to lagging U.S. contributions and the
insistence of other donors on a pro-rata approach. Instead of the planned
$4.1 billion, IDA could only lend $2.6 billion this year, and IDA 6 might
have to be stretched over four years. On April 5 and 6 the IDA deputies
would meet to review the IDA 6 situation and to discuss when IDA 7 negotia—-
tions should start. IDA 7 would of course include China.

8. In response to a question by Mr. Bu, Mr. Clausen said that IBRD
would borrow $8.4 billion this year; the Bank was the single largest bond
market taker in every market it borrowed-—except governments. In the coming
fiscal year the Bank would have to borrow $9.5 billion and in FY84, $10.5
billion. As the availability of these long-term funds shrank, the Bank”s
"appetite” grew; at some point, "the lines must cross.” Therefore it was
important to "wring out” inflationary pressures and expectations all over the
world. The present high interest rates were a particularly heavy burden for
the poorer countries.
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9. Mr. Bu said that the OECD inflation rate was presently at 9-10%,
whereas China had reduced its inflation rate to 2-37%. China”s centrally
planned economy showed that control of prices was possible. Also, the budget
deficit had been reduced from Y 17 billion in 1979 to only Y 2.7 billion in
1981, and it would remain at the 1981 level in 1982. Government had issued
Y 4 billion in bonds in order to balance its books. In its foreign trade,
China was affected by the financial situation of the world markets. In
deciding on the use of foreign funds, the Government departed from the
objective of keeping the debt service ratio below 15%. At present, this
ratio was much lower. It was proving difficult to make use of foreign funds.
For example, the World Bank supported the Three Ports Project, but the
Government had to provide a substantial amount of information and conduct
extensive feasibility studies; this delayed use of the funds. Mr. Clausen
agreed that the disbursement of Bank funds took a long time, particularly in
the area of large infrastructure development projects.

10. Mr. Clausen said that the Bank reported on the external debt
situation of member countries and that he would hope that the Chinese figures
could be included under that reporting system. The information would of
course be kept confidential and particularly the micro—data would not be
divulged. Mr. Bu responded that statistics on China”s external debt were
compiled by the Statistical Bureau and periodically released. The People”s
Bank put out figures on the country”s gold reserves. Executive Director Wang
had brought back data for the Bank from his recent trip. Mr. Husain added
that the Bank was slowly making progress in improving its data base for
China.

11. Mr. Bu thanked Mr. Clausen for receiving him and presented him with
a silver coin commemorating the 70th anniversary of the Bank of China.

cc: Messrs. Husain, Jaycox

CKoch—-Weser:dce
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OFFICE MEMORANDUM

"/ TO: Mr. A. W. Clausen =< DATE: March 15, 1982

/\ " FROM: Edward V.K. Jaycox, Director, AEA S
SUBJECT: CHINA - Your Meeting with Mr. Bu Ming, President, Bank of China
A P ™ ™ e ™ ™ ™
1. Mr. Bu Ming will call on you on Wednesday, March 17, at 11.00 a.m.

Messrs. Husain and Koch-Weser will attend the meeting.

2 This will be a courtesy call. Mr. Bu is making his second visit

to the U.S., to inaugurate the Bank of China branch in New York around March 24.
He will visit Washington for three or four days and also meet Mr. de Larosiere,
Secretary Regan, EXIM Bank and Chairman Volcker, also for courtesy calls.

3. Mr. Bu was born in Jiangsu province (east central China, on the
coast) in 1916. He worked in economic planning in Zhejiang province (slightly
south of Jiangsu) and in the Ministry of Economic Relations with Foreign
Countries in the early 1970s. He was appointed Vice Chairman and General
Manager of the Bank in 1976. In 1978, he became Director of the General
Administration of Exchange Control, a body which sets regulations and rates for
foreign exchange. Later that year, he suffered a heart attack and resigned
his position as General Manager. He received his. current appointment to the
Bank in December-1980. He attended a number of UNIDO conferences (Vienna,
Lima) and has headed banking delegations to Western Europe (UK, Germany,
Belgium, Switzerland), Canada, Japan, Mexico and Pakistan.

4. The Bank of China is the Government”s international banking
instrumentality, with offices in Hong Kong, Macao, Singapore, London, and
Luxembourg, and now New York. It handles all external transactions of the
economy, including reserves management, implements the foreign exchange plans
and makes a small volume of foreign exchange loans on market terms to Chinese
enterprises, primarily for export-—oriented textile and light industry projects.
The Bank of China will be involved in the arrangements for disbursement and
repayment of Bank/IDA loans/credits to China, but probably no more. It-has.
little direct voice in making policy but remains under the leadership of the
People”s Bank of China, which is the central bank.

5. You may wish to:

(&) thank/ Mr. Bu for the Bank of China”s cooperation in our economic
M“W§§Eﬂ§nd“pxoject—related data. gathering to date, and hope to
strengthen this relationship in future (two Bank economists will
go on an updating mission, linked to an IMF mission, later this
month);

(b) mention the posi?ive reaction abroad to China”s 1981 decision to
release.publicly data on _its foreign exchange position, and hope
the policy will be extended progressively to other data; and

(c) mention in particular the importamce of external debt information
to the Bank”s work.and to other lenders,”ouf arrangeménts to
preserve any necessary confidentiality of debt information
provided to the Bank, and our hope to fully include China in our
debt reporting system (we are. just begining to discuss proposals
to cooperate on debt reporting and possfbly aspects of debt
management) .

cc: Mr. Husain






:;éb{'

TO:

FROM:

SUBJECT

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Mr. A. W. Cliuysen DATE: February 10, 1982

Heinz Vergin, Director, PAB

J

China CPP: Country Program Issues

1. The first Country Program Paper for China raises major issues q%‘
strategy which have an important bearing on the Bank’s overall posture For
the 1980s. In our view, the following are critical to the management and
deployment of the Bank’s resources:

o What are the limiting considerations affecting the size
of IBRD lending to China?

China’s creditworthiness is not in question at this time;

we agree with the CPP that with a low debt service ratio
(5%) and strong liquidity and balance of payments positions,
the short run picture is satisfactory. For the longer term,
the CPP projects that by 1990 debt service payments will
under the "base case" rise to just over 157% of exports and
1% of GDP. However, the Region emphasizes the considerable
downside risks with respect to the projected growth of
nontraditional manufactured exports, energy conservation,
and gradual improvements in overall economic management,

and we agree that China“s creditworthiness-needsto.be
closely monitored. Nevertheless, as a very large economy,
China’s range of adjustment options is extensive and its
room for maneuver considerable.

In the circumstances, the-limits-.to.the level of IBRD
lending to China derive from Bank portfolio considerations.
The proposed IBRD lending program of $3200 million for
FY82-86, which is the same as that approved at the last
Bankwide lending program review, would result in a portfolio
share of 5% by FY91 and 87 by FY96, on the assumption that
beyond FY86 IBRD lending to China in real terms will be
maintained at the level reached in FY86 in the context of

an overall IBRD lending program which is also assumed to
stabilize in real terms at the FY86 level. However, if

IBRD lending does not level off but follows the scenario
implicit in the base case projection (an increase of about
21% pea. in real terms during the period FY86-FY90), this
could lead to a portfolio share for China well above 10% by
the mid-1990s, especially if the long term overall expansion
of IBRD lending were to fall below a 5% real growth path.
Given the need to avoid undue concentration in the IBRD
portfolio, the build-up of IBRD lending in the mid-1980s by
the CPP needs to be kept under close review with reference
to IBRD’s overall lending plans.



What should be the limiting considerations governing the
allocation of IDA resources to China?

The CPP proposes the allocation of $2600 million and $3870
million of IDA credits during FY82-86 and_ FY83 87 respectlvely,
noting that on grounds of low per capita 1ncome, the continued
existence of large pockets of poverty as well as potentially
limited creditworthiness, '"China has a strong claim on IDA
resources" (para. 43).

We agree that China would have a strong claim on IDA resources
if its population, per capita income, and poverty level were

the only factors that needed to be taken into account; however,
the~Chinese~economy, like that of Indla;>1s al&eadyfetructurally
far.more..developed-and-diversified. than those of other low
income. countries and therefore offers options in developmental
strategies and policies not available to IDA-only countries.
Moreover, China’s claim to significant amounts of IDA resources
also cannot be strongly justified in terms of its need for
concessional capital to keep the country’s debt structure within
its debt servicing capacity: even if disregarding IBRD portfolio
constraints the proposed IDA lending to China were fully substi-
tuted with IBRD lending, the debt service ratio by 1990 would
only be marginally affected and by 1995 would be increased only
by about 1-2 percentage points.

In our view, if.the.Bank’s-efforts to meaningfully address the
escalating requirememts of the economically weaker countries

in Africa and Asia-are to be safeguarded, allocations for the
large, continental—-type economies of China and India will need
to be treated as residuals unless. present expectations regarding
IDA availability change very materially for the better.
Furthermore, in allocating the very limited IDA resources, which
on this basis will be available, between China and India the
willingness of the Government to use these funds for projects
which are clearly designed to pioneer institutional developments
and/or policy changes which are of strategic importance in the
countries’ development effort should be a major consideration.
Of course, care needs to be taken to select projects in fields
in which the Bank has a proven comparative advantage in rendering
the required advice and assistance.

In view of the uncertainties about the overall level of IDA
resources, what should be the size of the operations program
for FY83-86 on which the China work program should be based?




Under the IDA-6 Contingency Plan for FY83 and FY84, the China
allocation would be about $150 million. Even with relatively
optimistic assumptions about the size of the seventh IDA
replenishment and about the attitude of donor countries toward
including China as a full-fledged IDA recipient, a-China
alleeation~of the sizé envisaged by the Region~is not-likely .
te.be«~feasible. Under these circumstances the size of the
combined IBRD/IDA lending program crucially d’%egds on_the
wiIIingqu§s .of Eﬁg.Cthésg Government to relent in {ts insis-
tence upon.a 50/50 blqnd in order to retain the momentum of

the Bank’s evolving assistance effort. In the face of these
uncertainties, we suggest that lending work in FY83 be
programmed on the basis of the following planning assumptions: lj

IDA IBRD Total
FY82 50 135 185 o
FY83 AN 260 335 o#%
FY84 \75.)° 550 625
FY85 650 950 1600 150w VoY L.,;_«;»
FY86 650 1300 1950 rsoo  4<®
1500 3195 4695

To the extent that it cannot be taken for granted that the
Chinese Government will accept the much harder blend implicit
in the above scenario «(IDA 30%, IBRD 7677;;these planning
assumptions already provide, in our view, for a sufficient
margin of overprogramming. An FY83 lending work program
based on an even larger FY82-86 lending program would, in

our view, run the risk of prematurely developing an over-
sized project pipeline.

Recommendations

We recommend:

o Confirmation for planning purposes of the IBRD lending
program of $3200 million for FY82-86 proposed in the CPP
and approved at the last Bankwide lending program review.

Overall, this retains the IBRD program proposed by the Region. As
regards IDA-6 it uses the FY83/84 Contingency Plan; for IDA-7 it
assumes an allocation pattern which safeguards the current shares of

the least developed countries with the residual shared between India
and China.



o Confirmation of the IDA allocation for China proposed in
the IDA Contingency Plan for FY83-84.

o Adoption of the principle that for IDA-7 lending to China
should be residual after provision for the Iéast developed
countries has been made with the allocation of the residual
amount between China and India on the basis of high
priority projects which meet the requirements set out above.

o Adoption for programming and budgeting in FY83 of the
planning assumptions set out above.

Annex 1 compares the IBRD lending program proposed for
China in this CPP with programs approved earlier.

The Country Program Review Meeting is scheduled for
Friday, February 12, 1982 at 11:00 a.m. in Room E-1227.

Attendance: East Asia & Pacific Regional Office:
Messrs. Clausen Messrs. Husain, RVP

Stern Hasan, Chief Economist
Qureshi Jaycox, Director, Programs
Wuttke Wyss, Asst. Director, Projects
Baum Koch-Weser, Division Chief
Chenery Lim, Sr. Economist
Gabriel Berk, Sr. Loan Officer
Haq
Horsley
Vergin
LaFourcade
Landell-Mills
Robless

cc: Paijmans



CHINA

Annex 1

FY81 FY82 FY83 FY84 FY85 FY86 FY87 FY81-85 FY82-86 FY83-87
Operations Program (No.)
Std. Table IVa, Nov. 1981 1 2 6 7 11 6 .o 27 32 -
Proposed, Dec. 1981 1 4 6 7 10 10 8 28 37 41
Lending Program (No.)
Std. Table IVa, Nov. 1981 1 2 5 7 10 10 .o 25 34 e
Proposed, Dec. 1981 1 3 4 7 8 9 11 23 31 39
Lending Program (Cur. $m)
Std. Table IVa, Nov. 1981 IBRD 100 98 202 523 940 1380 - 1863 3143 vo
IDA 100 98 202 427 760 1120 .o 1587 2607 .o
Total 200 196 404 950 1700 2500 oo 3450 5750 .
Proposed, Dec. 1981 IBRD ., 100 135 165 550 950 1400 1900 1900 3200~} 4965
IDA 100 130 170 450 750 1100 1400 1600 .2600 /3870
Total 200 265 335 1000 1700 2500 3300 3500 5800 8835
Lending Program (Const. FY82 $m)
Std. Table IVa, Nov. 1981 IBRD 107.1 98.0 189.5 462.0 783.3 1084.9 - 1639.9 2617.7 0w
IDA 107.1 98.0 189.5 377.2 633.3 880.5 - 1405.1 2178.5 oo
Total 214.1 196.0 379.0 839.2 1416.7 1965.4 - 3045.0 4796.3 e
Proposed, December 1981 IBRD  107.1 135.0 154.8 485.9 791.7 1100.6 1408.5 1674.5 2668.0 3941.5
IDA 107.1 130.0 159.5 397.5 625.0 864.8 1037.8 1419.1 2176.8 3084.6
Total 214.1 265.0 314.3 883.4 1416.7 1965.4 2446.3 3093.5 4844.8 7026.1
Commitment Deflator (FY82 = 100) 93.4 100.0 106.6 113.2 120.0 127.2 134.9
Note: September 1981 Review Group Decisions: FY82-86: IBRD $3200 million (FY82-83: $300 million)
IDA $2600 million (FY82-83: $300 million)

PAB/CP
2/8/82
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