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Multilateral Investment Guarantee Agency

In Board discussions previous to that held in July, China has been
skeptical about MIGA. However, in the July seminar, while China remained
uncommitted, it welcomed the new proposal and expressed interest in its
discusgion. China is presently trying seriously to attract foreign direct
investment. You might emphasize the importance of the MIGA initiative
in view of the increased need world-wide for such investment, which is
presently declining, and request support for the initiative. The
proposed MIGA is more attractive to LDCs than previously discussed schemes
in that it would operate separately from the Bank, would have its own
capital resources, would be controlled equally by developing and developed
countries and would pay particular attention to the promotion of invest-
ments and trade among LDCs. There appears to be firm support for this new
scheme in the Middle Eastern countries, some African countries, the United
States and some European countries, and you could note the importance of
rapid progress to maintain the political momentum.



August 24, 1984

ANNUAL MEETINGS BRIEF

PEOPLE S REPUBLIC OF CHINA

Population: 1,008.2 million (mid-1982)

GNP per capita: Us$ 310 (1982)

Total Bank/IDA Commitments: US$ 1,913.0 million

FY1984: Commitments: Us$ 1,039.5 million
Disbursements: US$ 131.1 million
Amortization: nil

Lending Program: FY1985-86 Us$ 2,513.0

Background:

1. The Chinese economy continues to perform well at a time that is dif-
ficult for many other natioms. 6_v}all,§£2%53m32»l2§§m9f about 9% allowed
real per capita incomes to grow by 4% in urban areas and 13% in rural areas.
The pace of economic reform in rural areas has been rapid, and some signifi-
cant changes are now also discernible in the urban sector. Im mportant new
Clnltlatlve have been introduced in areas such as loan financing of invest-

ment, taxation, banking, and enterprise autonomy.

2, Both Government and Party have recently reaffirmed that China will
continue opening up to the rest of the world. Expanded bilateral diplomacy
and trade continue to be very high on China’s agenda, and the Reagan—Zhou
visits in early 1984 eased the tensions between the US and China. China’s
debt service ratio remains very low and the balance of payments position
continues to be favorable. As further growth and investment occur, we expect
China to become a major borrower in world capital markets, and the pace of new
investment in cagw;al __gorts should eventualiywrevezfe the p051tive trade
b}\r’-c}e S s "’w\-—““‘ p— h o Sy —

3. Ourﬂ;gI;thnsh;p with China continues to evolve in ways that are
encouraging for the future: the quality and usefulness of our economic work
are clearly apprec1ated and a second major report is now under preparation;
the Planning Commission has been increasingly open to more upstream, informal
cooperation and exchange of views with our staff, and core agencies are seek-
ing our help on issues not previously discussed with the Bank; four years of
experience with the Bank’s project preparation and appraisal methodology have ,—,
convinced many of its merits; and the initial experience with cofinancing has /)
encouraged the Government to seek other cofinancing possibilities. ICB for
¢ivil works was completed successfully for the first time in China under a
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Bank project; the Government is now considering much wider use of bidding for
civil construction. The Bank is now lending more than $1 billion p.a. to
China and expects this figure to increase to around $1.5 billion over the next
two years.

4e Some problems remain, however. The Government has been reluctant to
move on price reform, which has delayed processing of some projects. We
believe, however, that the difference in view between the Government and the
Bank on price reform relates more to strategy and timing than substance.

We continue .to have some difficulty.in making the llnkages ‘between economic A A
and sector work and the project pipeline; the latter remains focussed on the /|
short term. '

Sie Country Subscription Action. As of the end of June, China holds

23,482 shares (SDR 2,348,200,000 equivalent). China voted in favor of the SCI
under which it would be eligible to subscribe for 1,160 additional shares

(SDR 116,000,000 equivalent). While no formal action has yet been taken to
subscribe for these shares, we expect that China will do so.

Issues likely to be raised by the delegation:

Sy
6. IDA Allocation. The Government continues tdbbg concerned ;Bout its
access to a fair share of IDA resources and, while not so 1mportant as in the
past, this issue continues to affect the overall dialogue. The Government’'s
position is that China’s allocation should move more quickly toward parity
with India. (In the last Bank-wide lending allocation review, China was
allocated $450 million, $510 million and $610 million for FY85, FY86, and
FY87, respectively, assuming a $10.5 billion IDA VII replenlshment level;
allocations _under a $9 billion replenishment were then set at(.$430 mlllioﬁ\per
year.) Wwillingness to b borrow from IBRD remains linked in part to the percep-
tion of fairness im the IDA allocatlon.” “This is gradually changing and we
eXpect that in the next few years our Mlnlstry of Finance counterparts will
play an increasingly important role in determining overall borrowing; their
understanding of the Bank and its role will ease some of the ideological and
conceptual problems that have hindered IBRD borrowing thus far.

1o You should brief the Minister about the status of IDA VII and express |
thanks for China’s continued support for IDA, most recently through its inter-
vention with the Governments of Germany and Japan. You should reiterate the
considerations in determining the China allocation within IDA VII. You should
express the Bank’s view that China can afford to borrow substantially more \ {T
from all sources; in particular it should take advantage of IBRD funds that

are available. —_

8. Resident Office. Bank staff.have“hadwsome initial discussions with
government representatives on thexﬁossibiligyw f the Bank opening a resident
office in China. The functions and responsibilities of such an office have
been discussed, as well as the appropriate timing for its establishment.

While a resident office would increase the cost of China operations, it could
be useful in deepening and broadening our relationship and in improving the
management of our expanding operations. Even if the Bank does set up an
office in China, the responsibilities of the sections of core agencies dealing
with the Bank will doubtless increase, which highlights the urgent need for
the Government to strengthen the staffs of these agencies.
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O
9, If this issue is raised, you should resgpnd os1tive1y tb a sugges-—
tion that the Bank establish an office in Beijing, i that we need to

study this idea further before making a final decision. We hope that staff of
the Regional Office will have further discussions with the delegation on this
mattere.

Issues to be raised by management:

10. Lending Program. You should, mpntlon our satisfactionjwith the pro-
gress made in FY84 - lending of $1.04 billion or about $1 per capita. This is
excellent progress after just 4 years. Although some progress has been made,
work on our lending program continues to be hampered by an extremely short

project pipeline. In this connection, you should stress the need for

strengthening the core agencies and for closer cooperation in formulating a
er term ework) and list of projects for the lending program. You

should note that one consequence of the current short-term planning horizon is
that it intensifies the bunching of projects. The bulk of this xear s _Jlending
program for.China is now _scheduled to go. the Board in_the last four months of

the fiscal year. This leaves little room for unexpected developments. The

Minister will be aware from China’s own Executive Director that the Board has
repeatedly complained about the bunching problem.

You should also mention that China’s initial experience with
cofinancing has been good and that the scope for China to use commercial and
export credits more extensively could perhaps be pursued in the context of
cofinancing with the Bank, particularly for extremely large projects in
industry, mining, energy and transportation.

11. Economic Report. During your visit to China last year, you will
recall that an agreement was reached for the Bank to conduct in 1984 a major
review of China’s development issues over the next 15-20 years, i.e. to the
year 2000. Following extensive consultation and preparation, an economic
mission visited China in April/May 1984. The mission, which comprised sector
teams in agriculture, energy, industrial technology and education as well as
general economists, met with a large number of Chinese agencies and undertook
intensive field work in three provinces. The mission’s report is scheduled to
be sent to China soon after these Annual Meetings; we expect it..to be
discussed in China towards the_end of this year. You should (thank fﬂe
Minister for the excellent ooperatlon)we have received from the“Government,
edpecially the Ministry of Finance. You should also mention our hope that the
report will be thoroughly discussed, to ensure that we correctly understand
the Government’s views and can provide maximum contribution to Government
through our analysis and suggestions.




CHINA

Annex 1
DELEGATION/BIOGRAPHICAL SKETCHES - CHINA
Delegation
WANG Binggian . Minister of Finance (Governor, Bank)
WANG Liangsheng - Deputy Director, Ministry of Finance

Biographical Sketches

WANG Bingqian: Mr. Wang Bingqian was born in 1925 in Hebei Province.
He has made his career in the Ministry of Finance, rising eventually to
become Minister in 1980, when he was China's youngest minister. In 1983 he
became a State Councillor giving him a status equivalent to a Deputy Prime
Minister.

WANG Liansheng: Born in 1931 in Hebei Province. Formerly Executive
Director, World Bank, and currently Deputy Director in the Ministry of Finance.




CHINA

Annex 2
CHINA:  FYRL-BR LENNING PROGRAM
(USS malion)
FY84 FYas FYB6 FYR? Fyas
Agriculture
Rubber Development (100.0) - - - -
Rural Credit I 5n.M - - - -
Seeds 1 - 60.7 - = -
Aqgric. Research II - 25.0) - = -
Forestry - L5.0) - - -
Rural Credit II - 19n0.m - -
Aquacul ture - . (70.0) - -
Pi Shi Hang Area - - (90.0) - -
N. China Plain II - - - (1N0.0) -
Rural Dev. North-West - - - (100.0) -
Yangze Diversion - - - (70.0) -
Rural Credit III - - - - (150.7
Agric. Research III - - - (80.0)
Forestry II - - - - (100.0)
Subtotal (150.0) (130.0) (260.0) (270.0) (330.00) 1,140.0
14
Education
Polytechnic/TV Univ. (85.0) - = -
Agricultural Education II 45.3 - - - -
(23.5) - - -
University Dev. II - (150.0) - -
Teacher Education - - (100.0) - -
Voc.Sec/Educ.Mat. Prod - - - 190.0) -
Education (Unident.) - - - - (138.0)
Education (Unident.) - - - - (100.0)
Subtotal (108.5) (150.0) (100.0) (190.0) (238.0) 831.8
45.3 4
Industr
China Investment Bank (CIB) II 105.0 - - - -
(70.0) - L @ =
Fertilizer Indus. Rationalization - 135.0 - - -
cIe III - - 250.0 - -
Shanghai Mach. Tool - 135.0 - -
Cement - - - 150.0 -
Industry IV - - - 150.0 -
cIs Iv - - - - 200.0
Industry V - - - - 200.0
Subtotal 105.0 135.0 385.0 300.0 400.0 1,395.0
(70.0) []
Trans%ortnion
Railways I 22n.0 - -
Ports II - 60.0 - - L
Railways II - 160.0 - - -
- (92.0) - - -
Roads I - - 150.0 - -
Roads II - - 200.0 - -
Ports III - - 200.0 -
Railways III - - 300.0 -
Roads III - - - 250.0
Railways IV - - - - 250.0
Subtotal 220.0 220.0 350.0 500.0 500.0 1,882.0
(92.0) 9
Energy
Power I (Lubuge) 145.4 - - - -
Petroleum III (Karamay) 100.3 - - - =
Power 1I - 125.0 - i
Gas I - 60.0 - - =
Coal I = 120.0 = - -
Coal II - - 165.0 - -
Power III - - - 220.0 -
Petroleum V - - - 170.0 -
Coal III - - - 250.0 -
Power IV - - - - 200.0
Gas II - - - - 200.0
Coal 1V = = - - 232.0
Subtotal 245.7 305.0 165.0 640.0 632.0 1,987.7
12
Urban/Water Supply and Health
Rural Health and Med. Ed. (85.9) - - - -
Rural Water Supply I - (70.0) - - -
Shanghai Urban Dev. - - (66.0) - -
Health II - - (85.0) - -
Rural Water Supply Il - - - (150.0) -
Urban II - - - - 1017.7)
Subtotal (85.0) (70.0) (151.00 (150.0) (100.0) 556.0
é
Technical Assistance
echnical Cooperation (10.0) - - - - 10.0
\ T
\ \ \ L [ g
TOTAL (IBRD/IDA) 1,039.5 | 1,102.0 |1,411.0 | 2,050.0 2,200.0 7,802.5
\

|

|

\

eyt

Note: Figures in parenthesis

indicate IDA credits.



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE September 12, 1984

10 Mr. A.W. Clausen
(Through: Mr. Ernest St rn)féﬁy// N
From Attila Karaosmanoglu ﬂﬂf, S
EXTENSION 74503

SUBJECT CHINA - Visit of Messrs. Tang Ke and Du Xingyuan

1. Minister of Petroleum Industry and State Councillor, Tang Ke,

and Secretary General of the State Council, Du Xingyuan, are visiting
Washington from September 12 to 14 as offigial uests of the U.S. Secretary
of Commerce, Malcolm Baldridge. The main subjects of their discussions
will be offshore oil contracts and enhanced oil recovery.

2. The Chinese delegation will also discuss these subjects with

Mr. Hodel (Secretary of Energy), Mr. Bohn (Vice Chairman of the U.S. EXIM
Bank), management of the U.S. Geological Survey, and representatives of

some 40 private firms (international oil companies, equipment manufacturers,
engineering companies and commercial banks). Mr. Cyrus Vance and his law
firm are helping to arrange meetings with the private firms in Washington.
The Chinese delegation will stay 31 days in the U.S., and will visit
enhanced oil recovery project sites (steam injection in California, chemical
treatment in Oklahoma, carbon dioxide injection in New Mexico, etc.) and
the U.S. Government s research center (NIPER) in Oklahoma.

o We -have-arranged your meeting with the Chinese delegation at
KngO p.m. on Fridaf, September 14.  The Region and the Energy Department
will also have a meeting with the delegation at 2:30 p.m. Mr. Xu Nai jiong
(Executive Director) is planning to attend your meeting. -

Background

4. China”s ‘achievements in the petroleum sector over the last three
decades have been remarkable. However, oil production fell from 106 million
tons in 1980 to 101 million tons in 1981 as the major existing oilfields
passed their peak. Remedial measures have since been instituted to arrest
the production decline, at least temporarily (oil output rose again to

106 million tons in 1983). Government targets for oil output in 1990 and
2000 are 130 and 200 million tons respectively. Meeting these targets will
be a tremendous challenge, because production from existing facilities is
expected to decline significantly, and the balance has to come from new
reserves yet to be discovered and developed. The forthcoming economic report
will look at the challenge implied by the government targets, which could

be attained if major constraints can be overcome and would allow China to
maintain self-sufficiency in oil through the remainder of the century.
China“s petroleum industry must make a major transition in terms of sophis-—
tication of technology, management, and planning. Onshore exploration
efforts must be dramatically stepped up. Future outlays for the petroleum
sector will have to double or even triple recent levels.

5. China”s regional companies are being required to undertake onshore
exploration and production under increasingly difficult and complex conditions,
but they are hampered by the lack of both appropriate technology and relevant

P-1866
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equipment. Many onshore oilfields that could now be developed are far inland
and in a hostile physical environment, which gives rise to logistical problems
and infrastructure constraints. To help overcome these constraints, China
has sought the collaboration of international oil companies (IOCs), but has
had little success. Offshore areas, where extensive geophysical surveys can
be carried out at a lower cost, are more e attractive for the IOCs (the IOCs

are now in fact heavily committed to work in offshore areas for the near
term). In these circumstances, the Governmment has decided to leave&2£§gho¢e
areas for joint venture exploration and develqgfgnt and to requegt Bank
assistance for difficult (but critical)uaﬁsazng pro jectss

6. Our strategy in the petroleum sector has been to introduce policy
measures that affect technical and managerial aspects of the country’s
petroleum operations, beginning with project—specific strategies and
procedures; introduction of new technology; and pursuing a catalytic role

in promoting cofinancing (the latter role could be expanded in the future

to include joint ventures with IOCs or service industries). Three petroleum
projects have been approved so far. The first operation focused on enhanced
0oil recovery and in-fill drilling at the Daqing oilfield, which has reached
its peak. The second operation provided assistance in the exploration and
development of the Zhongyuan oilfield, a relatively new field with difficult
drilling conditions. Finally, the third operé‘IB““was directed at exploration
and heavy oil thermal recovery at the Karamay oilfield, which is situated

in a hostile environment of the northwestern territory. Despite a slow

start to procurement, in part due to Chinese inexperience and inadequate
coordination, the thﬁfe ongoing projects are, prgg;essing,satisfactor%ﬁy.

7. The Government wishes for continued Bank support for onshore oil
exploration and development and has also expressed interest in Bank support
for natural gas development. However, justification for our continued
involvement in China”s oil and gas sector will need to be reassessed in light
of the "Draft Guidelines for 0il and Gas Lending" currently under review in
the Bank. As China”s petroleum sector is so diverse — geographically,
administratively and technologically - it would be difficult to formulate a
set of general policy conditions applicable nationwide for all Bank petroleum
projects. Ad justments in policies and strategies could only be introduced
gradually through a variety of projects. We believe that the Bank”s continued
involvement in China”s oil and gas sector must recognize the special circum—
stances of China (especially the dominance of the public sector in the
economy and only recent acceptance of foreign investment) and require that we
apply any general guidelines flexibly and pragmatically.

Items to be Raised by the Bank

8. Development Program. You should express our satisfaction with the
Bank”s past operations and/ thank:the Minister for the excellent cooperation
we have received from the MIimitstry of Petroleum Industry (MOPI) and various
oilfields. You should ask about the Government”s future development strategy
for the oil and gas sector: Will China seek foreign. investment. for develop-
ment.of onshore.areas? What role does the Government wish the Bank to play?
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Should the Bank actively seek opportunities for arranging cofinameing.or
setting up joint ventures with IOCs? Should the Bank focus on providing
technieal assistance and training, and facilitating transfer of technology?
The Bank has already identified several areas that it believes warrant
emphasis: helping the Govermment in developing a gas investment strategy,
strengthening the infrastructure support to current offshore activity, and
meeting the continuing need for technical assistance and training in all
facets of petroleum technology. These areas of potential Bank assistance
are discussed in more detail below.

9. Gas Development and Utilization. Even though China has a long
history of utilizing natural gas, optimization of gas usage seems to have
been neglected. 1In order to focus the Govermment”s attention on optimal
gas use, the Bank recently held a gas seminar in China. Further, under the
Karamay Project, provision was made for a study on utilizing gas from the
South China Sea where ARCO has made a sizable gas find. The study would
rank gas uses in terms of priority, relate the end uses with the source of
supply, and compare the economic advantages of utilizing gas domestically
rather than exporting it. Similar studies are urgently needed for optimal
gas use in regions with recent gas discoveries (e.g. Zhongyuan) or oil __
discoveries with abundant associated gas (e.g. Bohai). You should mentiog
that the Bank would be pleased to assist the Govermment in such studies and
in_the formulation of a.gas.development strategy. In addition, the Bank
could also provide assistance in gas development such as transmission
systems and LPG recovery.

10. Service Industry. In the light of increased offshore activity,
there is an urgent need to develop an effective support service industry. To
this end, China has recently entered into a number of joint venture arrange-
ments with international petroleum service companies. However, there is

still much room for improvement in technology and coordination of support
services. You should ascertain whether the Government has any interest in

the Bank providing assistance to strengthen China”s petroleum service industry.

11. Training. Training can assist the Chinese petroleum industry in
overcoming technological constraints and is thus a very important component
of all Bank-financed projects. Although Bank assistance in training has so
far been directed toward individual oilfields, the Bank can also assist in
training at the regional or national level. This could include a systematic
and comprehensive assessment of the regional/national training needs for both
onshore and offshore operations and encompass a wide spectrum of activities,
from planning and design to production, management and services. JYou.should
ask if the Government has any interest in borrowing for a full-scale training

praject.

Cleared with & cc: Mr. Rovani (Acting VP, EIS)
cc: Messrs. Dherse, Kaji, Kirmani, Bourcier, Turnham, Koch-Weser, McCarthy

YKimura/CKoch-Weser:hk
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CHINA - Briefing note for your forthcoming conversation with
Vice-Minister Li Peng during Development Committee functions

y Vice=Minister Li Peng will head the Chinese delegation to the
Development Committee meeting and has requested a meeting with you.

You have instead agreed to spend some time with him during the period
of the Development Committee meetings. He probably will raise the
subject of IDA and China's allocation, in Light of Mr. Karaosmanoglu's
discussions with the Government in Beijing in early March.

2. Biodata. Vice-Minister Li was born in 1921 in Jiangsu province.
He is a graduate of South-West China University. He understands some
English but speaks only a few words. He has made his career in the
Ministry of Finance, rising to become the senior vice-minister in
mid-1982. He was deputy head of the delegation to the 1981 Annual
Meeting and has visited the US also on other occasions.

e IDA. In Mr. Karaosmanoglu's meeting with him on March 5,
Finance Minister Wang Binggian outlined the Government's position as
follows. The Government would help wherever it could to secure IDA
funds. As for allocations, he was aware that the Bank's management had
to take many considerations into account. China's investment needs for
the Seventh Five-Year Plan (1986-90) would be large, to develop energy
and transportation, upgrade technology in industry and support system
reform. China's own reserve build-up had come in years of adjustment;
the major portion must be accounted working balances to finance trade;
and the many large projects now starting would rapidly deplete these
reserves. ALL forms of foreign capital inflow were therefore being
considered. As for IDA, with a $9 billion replenishment the combined
share of China and India should be 36-38%. He understood the need for
a transitional period because India's share could not be reduced too
fast; however, one also had to bear in mind that India had enjoyed
access to IDA for a long time and China had large requirements too.

The Government's position was that in the last year of IDA 7 China's
share should reach that of India. Thus under two scenarios for the
combined share the percentages year-by-year should be as follows:

Combined Share FY85 FY86 FY87

TwWis s e PRC 38% China 17 18 19
Vitw, We caxnel India 21 20 19
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Mr. A. W. Clausen
Mr. Ernest Stern, SVPOP -2 = April 11, 1984

As for total lending from the Bank Group, the Minister reiterated that the
overall blend should be 40/60 IDA/IBRD, but added that the Government would
consider whether it could make use of more IBRD funds. The Government and
the Bank should aim at total lending of $45 billion over the three years
of IDA 7.

ba Mr. Karaosmanoglu explained the situation regarding IDA 7, the
Bank's Special Capital Increase, and the prospects for supplementary contribu-
tions to IDA. As for allocations, he made the plea that the Government
should not insist on strict allocation decisions, because this would help the
Bank's management to keep some flexibility and eventually to obtain more; but
it was of course important to have some guidelines. India and China together
would receive approximately 36%. Under a $9 billion scenario, India's share
would be 21-22%, down from an average of 34% under IDA 6 and 31-32% in its
last year. Despite the constraints, China would be the only country with an
increase from IDA 6. Under a $9 billion scenario, it would receive at least
$400 m%Llion, possibly about $415 million, per annum. Under a $10.5 billion
scenario, China would probably be able to receive the following annual
allocations: for FY85, $425 million; for FY86, $475 million; and for FY87,
$575 million. However, no decisions had yet been made and these were only
tentative numbers. Finally, the Bank was confident of China's present and
future creditworthiness; China was not constrained by IBRD portfolio consi-
derations (unlike India), and if the Government desired to increase borrowing
from IBRD, the Bank would be able to lend more. -

Recommendation

5 You should bring the Vice-Minister up to date on the status of ‘///

the IDA 7/SCI and supplementary contributions negotiations; restate the
principal points on IDA 7 allocations; but avoid any commitment to specific
numbers.

cc: Messrs. Karaosmanoglu, Kirmani, Turnham VL%

DBerk:cw



DEVELOPMENT PROFILE - PEOPLE'S REPUBLIC OF CHINA

Land Area (in square kilometers): 9.6 million
Population (mid-1982): : 1,09§ million

Annual opulati;;_;;;;Eg:?Z§;?\\j‘ < 1.5%;:;)

Gross National Product, per capita: U.S5.$300 ‘ s
Life expectancy at birth: 67 .2 years

Adult literacy rate: 69.0% (

The Economy of China

Over the past three decades, China's development efforts have been
directed toward two main objectives:

o Industrialization, with emphasis on developing a heavy industrial
base, and

o Elimination of the worst aspects of poverty.

China has made substantial progress toward achieving these
objectives. Industrial growth since 1949 has averaged more than 12 percent
per year, compared with under 5 percent for agriculture. In terms of three
key aspects of human development—--—-basic education, nutrition and
health--China's population is better off than its counterparts in other
low—-income countries., Despite the progress made, however, China remains a
very poor country, with a GNP per capita of only $300 in 1982, About( 200
CEEEEE§E:§§§§I§) or 20 percent of the population have unacceptably low

incomes.

In 1979, the Government initiated a program of reform and adjustment,
aimed at improving the efficiency of the economic system. The reforms have
affected all sectors of the economy and institutions from the central
government down to rural households. Economic management has been
decentralized, and provincial and local authorities have been given more
autonomy in investment decision making.

Reforms have been most far reaching in rural areas, where introduction
of various types of "production responsibility system” has given small
groups and households more autounomy in production and investment decisions
and has linked incomes directly with output. Economic reform has not
proceeded as far or as fast in urban areas, but significant changes have
occurred.



Reforms in the management of state enterprises have aimed at improving
incentives through profit retention schemes and more flexible payment and
employment practices, There have also been experimental changes in the
organization of state enterprises, a greater variety of marketing channels,
some price flexibility and adjustment of relative prices, and greater
autonomy for state enterprises in production decisions. The scope for
cooperative and individual economic activities has also been enlarged,

Over the past four years, the Government has followed a strategy of
setting relatively modest targets, at the same time implementing economic
and administrative measures that contribute to adjustment and stabilization
as well as to economic growth. These measures have included:

—-Major increases in prices of agricultural products procured by
state-managed agencies, and strict controls on many other prices;

——-Rationing and other administrative measures to improve efficiency of
resource use;

-—Cutbacks in state capital construction investment;
~=Fiscal measures to limit the budget deficit;

—-=Increases in interest rates and moderation of currency and credit
expansion.

These economic and administrative measures, combined with more
flexibility in the economic system, have played an important role in the
impressive performance of the Chinese economy in recent years. Gross
agricultural and industrial output at constant prices grew by 7.3 percent
per year between 1978 and 1982 -- agriculture by 7.5 percent and industry
by 7.2 percent (heavy industry by 3.4 percent and light industry by 11.8
percent). Structural adjustment and rapid economic growth, combined with a
low population growth rate, have led to rapid increases in per capita
incomes. Real per capita incomes in urban areas increased by 4.8 percent a
year between 1978 and 1982; 1in rural areas, the real increase in per
capita incomes was about 12 percent.

China's external position has also changed greatly in recent years;
the current account deficit of $3.4 billion in 1980 was converted into a
$5.6 billion surplus in 1982 and an estimated $4.6 billion surplus in 1983,
an improvement far greater than anticipated. The real growth of
merchandise exports has been very impressive, averaging over 15% p.a.
during 1978-82, mainly because of rapid growth in manufactured exports.
The growth rate has been declining steadily, however. Meanwhile the volume
of imports declined in both 1981 and 1982, due in part to the lagged effect
of contract cancellations and suspensions, but also to delays in equipment



deliveries and to problems in obtaining high technology goods. A
substantial increase in imports is expected in 1984 and 1985 as China
expands its investment program and imports more machinery and equipment.

During the remainder of the 1980s, the Government's efforts to improve
living standards should be helped considerably by continuation of a
(telatively low population growth rate;) by opportunities to make greater
and more efficient use of foreign technology and capital; and by the
potential for improving efficiency through economic reform. Rapid and
equitable economic development is constrained by a number of factors,
however. There are serious shortages of skilled manpower (current
enrollment in universities and technical and vocational schools is one
quarter of the average rate for other developing countries). With limited
possibilities for expanding the cultivated area and with cropping
intensities and yields already quite high, the growth rate for agriculture
is unlikely to average more than 3-4% p.a. during the 1980s. Energy
availability will continue to constrain industrial growth, and there are
capacity constraints in the transport and commercial sectors. Large
investments will be required in energy and transport at a time when
competing demands from other sectors, especially housing, are very great,
domestic revenues have not been growing rapidly, and decentralization has
weakened government control over investment.

Reform implementation will continue during the next few years. Rural
reforms will be broadened and strengthened, with the production
responsibility system extended to new spheres of activity, new types of
organization (including joint ventures between rural and urban units)
encouraged, and the administrative functions of communes separated from
their economic functions. In state—owned industry, Gﬁiszsﬁ\will fully
replace profit remittance as the primary means of raising government
revenue, industrial administration will be streamlined, and more
inefficient enterprises will be closed down. The commercial system will be
reformed and cooperative and individual commerce, particularly in rural
areas, will be promoted. In investment planning, the Government is
striving for more effecitve implementation of existing administrative
regulations, but improving the structure and efficiency of investment will
be a long and difficult process, dependent very much on progress on other
aspects of reform, Measures to introduce formal economic analysis
(including use of shadow prices) into investment decisions and to make
producing units more economically and financially responsible for their
decisions through appropriate pricing and incentive schemes are especially
important, Price reform itself is recognized as being crucial, but in view
of the complexities and magnitude of the changes required, the Government
has decided that it cannot implement comprehensive price reform until after
1985. However, appropriate upward or downward adjustments in some of the
most distorted prices are being made, and the prices of many minor
commodities are being allowed to fluctuate according to market conditionms.

China has a strong claim to concessionary lending because it is still
one of the poorer countries in the world. However, access to concessionary
capital to finance its development and modernization program is limited:



apart from Bank Group funds, a significant amount of concessionary capital
is likely to come only from Japan and a few other bilateral donors and will
probably average only $500-600 million a year during the 1980s.

For China, as for many other developing countries, the 1980s will be a
difficult decade. But looking further ahead, China's economic prospects
appear favorable. By 1990, most new entrants into the labor force will
have received some secondary education, and the skilled manpower deficit
will have been reduced. Further progress will have been made in tapping
China's large energy potential and in using it more efficiently,
Continuation of recent manufactured export trends should generate
additional foreign exchange, enabling the Government to use foreign capital
more freely and be less concerned about its terms. If the country's
immense wealth of human talent, effort and discipline can be combined with
policies that increase the efficiency of resource use, China will be able
to achieve continuing substantial increases in the living standards of its
people. Whether this potential can be realized, however, will depend
crucially on the success of the Government's program of reform and
adjustment in the 1980s.

The World Bank and China

The People's Republic of China assumed China's representation at the
World Bank in May 1980. The Bank's lending to China is aimed at helping to
remove the major constraints on development in the areas of energy, agri-
culture, transport infrastructure, skilled manpower and modern technology.
Equally important is the Bank's role =— through economic, sector and
project work == in promoting more efficient use of resources by improving
project analysis, investment selection and overall economic management and
planning. The Bank also aims to help China in identifying ways of reducing
its remaining poverty.

The World Bank consists of the Intermational Bank for Reconstruction
and Development (IBRD) and the International Development Association
(IDA). The Bank has one central purpose: to promote economic and social
progress in developing nations by helping raise productivity so that their
people may live a better and fuller life. As of end-March 1984, World Bank
lending to China totaled approximately $1,434 million for 13 operations;
of this amount, $928.5 million were IBRD loans and $505.4 million were IDA
credits.

China is also a member of the International Finance Corporation (IFC),
a World Bank affiliate whose function is to assist the economic development
of less—developed countries by promoting growth in their private sector and
helping to mobilize domestic and foreign capital for this purpose. IFC has
appraised, and is at present considering, an investment in an oil palm
project in China. The China National Import and Export Corporation is
providing technical assistance and equipment in an IFC-assisted project in
the Philippines which will produce printing and writing paper utilizing
rice straw.



Economic Study

In 1980/81, the World Bank undertook a comprehensive review of China's
economy, the first such attempt by an agency outside China. The report of
that study, which includes an analysis of general economic issues as well
as in—-depth reviews of all major economic and social sectors, has now been
published in three volumes under the title: "China: Socialist Economic
Development™. A Chinese version has also been published in China.

Since 1981 the Bank staff has continued to monitor, and has reported
to the Board of Executive Directors and member government, recent economic
trends and policy developments. A number of studies on specific issues and
sectors have also been completed.

A second major review by the World Bank of China's economy will take
place in 1984, Unlike the 1981 report, which was retrospective and
attempted mainly to evaluate China's past development and current
situation, the forthcoming study will attempt to analyze China's
development issues and options over the next two decades, focussing on
inter—-sectoral linkages and economy-wide issues as well as examining
possibilities and problems in the key sectors of agriculture, industry,
energy, transport and education,

Agriculture

The main source of livelihood for China's rural population of nearly
800 million is agriculture. Only about 100 million hectares of the land
area of 960 million hectares are arable, and a major task will be to meet
the food and raw material requirements occasioned by further population
growth and gains in per capita income. The land constraint requires steady
increases in yields from already cropped areas; jobs also have to be
created for surplus rural labor.

In furtherance of the World Bank's stragegy to assist China in
priority areas of agricultural development, a $60 million IDA credit is
supporting a project to provide drainage and irrigation facilities in the
North China Plain to help overcome soil salinity, waterlogging and surface
flooding. Agricultural inputs, rural electrification, rural roads and
other facilities, as well as technical assistance and training, are being
provided. 1In Heilongjiang province, in northeast China, both IDA (a $45
million credit) and the IBRD (a $35.3 million loan) are assisting a land
reclamation project that will develop about 200,000 hectares of virgin
land. More than 440,000 tons of grain and soybeans are expected to be
produced each year as a result of this project.

In Guandong province, IDA funds totaling $100 million will support a
rubber development project that is expected to increase China's rubber
production by 72,000 tons annually. Technology introduced by this project
is expected to be adaptable to other rubber-growing areas in China.




Energy

China is the world's fourth largest producer of commercial energy, and
its achievements in developing energy resources over the past three decades
have been impressive. However, future prospects remain uncertain. To
reach the planned rate of growth over the next two decades, the government
has projected that it needs not only to double the supply of commercial

energy, but also to achieve major improvements in the efficiency of energy
use.

China's major oilfields, which together account for 90 percent of oil
production, have peaked and are on a declining phase; no new discoveries
have been made of a magnitude to offset this decline. With respect to
other energy sources, rapid expansion of China's coal industry is hindered
by intractable problems attending investment, location and transportation,
Further, a sizeable increase in hydropower's share of energy production in
this decade is not foreseen, due to the remoteness of potentially major
hydro sites from centers of consumption and the long gestation period of
hydro projects.

The Bank's lending in the energy sector has so far involved two
petroleum projects. In this subsector the Bank has three basic objectives:
(1) to develop known hydrocarbon bearing structures in order to partially
of fset the anticipated decline in oil production; (2) to introduce modern
technology to the Chinese o0il industry, and (3) to train and upgrade the
skills of China's oil industry personnel in current oilfield practices.

In the petroleum sub-sector, an IBRD loan of $162.4 million is helping
to develop a new reservoir in the Dagqing oilfield, China's largest, which
lies mainly in Heilongjiang province in northeastern China. A second
petroleum project which is receiving an IBRD loan of $100.8 million will
help to develop the oil production potential of the South and East Wenliu
fields, which lie in the Zhongyuan basin about 500 kilometers south of
Beijing. Modern oilfield equipment, computer and training centers,
laboratories and technical assistance are being provided under both
projects.

With a loan of $145.4 million, IBRD is contributing to an $811.7
million hydroelectric project in Lubuge, Yunnan Province. The Lubuge
hydroelectric complex has been designed to meet the peaking and energy
requirements of the Yunnan power system when it becomes operational by the
end of 1989. The project components consist of major civil works,
equipment, consultant services and training. This is the first China
project co-financed with several donors —-- UNDP, Australia, Norway, and
Canada -- and is also the first project where the concept of international
competitive bidding for procurement of civil works has been used in China.



Education

The World Bank is supporting China's efforts to alleviate the shortage
of people with higher or technical education and to increase access to
higher education. In this sector, the Government's strategy is to:
expand existing conventional universities, (2) expand the Television
University (TVU) system, which is primarily aimed at upgrading the skills
of currently employed workers, and (3) establish a system of polytechnics
to produce middle-level technicians. '

An IDA credit of $100 million and IBRD loan of $100 million are
helping to finance the initial phase of a program to strengthen higher
education and research activities in science and engineering. The project
is expected to improve the quality of graduates and research work at 26
leading universities, and strengthen management at the universities and the
Ministry of Education.

Another IDA operation, an $85 million credit, is supporting a project
that would establish a new system of postsecondary education through
polytechnics, and expand the television university system. These systems
are faster and offer a less costly means of expanding postsecondary
education than conventional universities. Seventeen polytechnics will be
set up in major urban centers, the forerunners of a nationwide system,

A $75.4 million IDA credit is also supporting the Government's program
to strengthen higher education and research in the agricultural sciences.
The project is providing assistance to 11 agricultural colleges, six
research institutes and a new National Rice Research Institute.

Transportation

The congestion and delays experienced in some of China's leading ports
have demonstrated the need for substantial further investment directed
mainly at construction of terminal facilities, including equipment for
handling of containers and of bulk materials.

An IBRD loan of $124 million is helping to finance a project designed
to modernize container and coal terminals at China's three major
ports——Shanghai, Huangpu (Guangzhou), and Tianjin. The project will help
to increase capacity and reduce the cost of cargo handling in the three
ports. It also aims to reduce unproductive ship turn—around time by
providing additional berths and high productivity cargo handling
equipment. More efficient operation of the ports would be promoted through
training. Longer term improvements and efficiency would be sought through
a containerization study including intake to the ports' hinterlands.




An IBRD loan of $220 million is helping to support the development of
China's regional railway network, The project aims to remove some existing
capacity constraints, particularly in linking the mines of Shanxi province
to major industrial centers and ports in Eastern China. The infrastructure
component will cover two railway lines —-— Xianxiang to Yanzhou and Datong
to Taiyuan == and will include: 1laying of single and double track; line
electrification; construction of bridge, connections to other lines and
yards, and additional crossing stations; lengthening of existing stations;
and other upgrading work. The project will also assist the Ministry of
Railways in expanding and improving electric locomotive production, through
provision of equipment, technical assistance and training.

Industrial Credit

The need for a financial intermediary for industrial lending involving
import of equipment and technology was identified by the World Bank's first
economic mission to China in November 1980. In November 1982, World Bank
financing (an IBRD loan of $40.6 million and an IDA credit of $30 million)
was approved for the establishment of a new institution, the China
Investment Bank (CIB). The project was intended to help fill a gap in
foreign exchange industrial finance and address some of the central issues
in improving industrial investment efficiency by: (1) helping to organize
the transfer of foreign technology to investing enterprises, and (2)
improving project design, appraisal and selection criteria. CIB will
provide investment loans for small and medium-sized industries located in
about seven provinces and municipalities. Training of CIB staff and
technical assistance are included. As preparation for this industrial

credit project, an appraisal manual has been developed with World Bank
assistance by CIB.

Technical Cooperation

Many of the changes now underway in China are linked to the objective
of establishing conditions under which China can become a technologically
progressive and dynamic economy. The Government is taking advantage of
opportunities to introduce modern technology in key sectors of the
economy. The focus for much of this effort is an expanding network of
joint agreements and technical cooperation with the international private
sector (in offshore petroleum, for example); another part involves
investment-linked advisory services and technical assistance through
government—-to—government cooperation and in association with multilateral
agencies, including the World Bank,

An IDA-supported project is expected to finance approximately 25
subprojects involving technical asssistance and training for government
institutions, mainly for project preparation. Subprojects likely to be
financed under the $10 million IDA credit include feasibility studies,
reviews of other studies, and project preparation work involving expert
panels, individual specialists, study tours, and limited amounts of
equipment. The project will also finance institution-building assistance
to agencies involved with World Bank operations.




China and the World Bank's Economic Development Institute

For more than 27 years, the Economic Development Institute (EDI) has
been concerned with the training of senior officials of developing
countries that are members of the Bank. EDI's primary advantage in the
training field is that it is able to draw on the working experience, policy
analysis, studies of comparative development, and other empirical research
of the Bank,

Until fiscal year 1981, EDI training had been available in English,
French and Spanish only; in that year, the first courses were developed
for China, partly in Chinese. At the Shanghai Institute of International
Economic Management, in cooperation with its staff, EDI gave five courses
in fiscal year 1983, Lasting from four to eight weeks, the courses covered
national economic management, the preparation and implementation of
transportation and urban projects, general projects planning and regional
development planning.

In March 1983, the United Nations Development Programme agreed to
provide support for an expanded training program in economic management and
project planning. The Bank acts as Executing Agency. Held at the Central
Institute of Finance and Banking in Beijing, the two courses given by EDI
in fiscal 1983 were on development banking and project financial
management .

WORLD BANK

Information and Public Affairs Department
Public Affairs Division

April 1984
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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 partmer 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 billiomn, 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
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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 1¢ 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 relationship 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 yoq“~pend most of the meeting discussing the

IDA 7 situation “along the lines in paragraphs 4-7 below. 1In your 7
introduction, you should say that we are very pl/ased with progress in Q)
arranging the economic mission, the first part 6f which will take place
in"fesfﬁaijTJ“We are also arranging for Mrs. Krueger to lead the WDR 2)
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 energy sector (coal prices
are particularly low in relation to internmational levels, which affects ;z>
the financial returns to important projects). The Bank therefore is
willing to help ip this important area through its prdﬁect 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. of ™%
beyond the next 18 months. This is due mostly to uncertainty over IDA i
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 in 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 ma jor donors 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
normal IDA 7 Replenishment, management will attempt to gain support for
supplemental contributions. This is critical especially for the blend
countrIés “1ike China, because donor governments have made it clear that

"pure IDA” borrowers (Sub-Saharan Africa in _particular) are the highest
priofI”y and shifts in country lending should be gradial, and because a
§§‘BIIiTon IDA 7 is totally inadequate to meet the Association”s lending
goals. In this connection, the role ngggpén;ﬁécomes 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.

7. 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 relations 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
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World Bank
seeks to triple -

loans to China

By Steven K. Beckner

WASHINGTON TIMES STAFF

The World Bank will triple its de-
velopment lending to China to $2
billion per year, bank officials said
yesterday, making it the  global
agency’s second-largest debtor.

David W. Berk, acting chief of the

‘bank’s China Program Division, -

said Peking has a substantial bal-
ance of payments surplus and for-
eign exchange reserves. But Mr.
Berk said these assets are not ade-
quate for the world’s most populous
nation to buy the foreign technol-
ogy and equipment it needs for de-
velopment.

Mr. Berk told reporters the bank
plans tolend China $1 billionint1984
— up from $600 million in 1983

- Edwin R. Lim, senior economist.

for the bank’s East Asia and Pacific
Country Programs Department,
said the institution is “working to-

ward a target of $2 billion per year -

in the late '80s.”

Since the communist nation of 1
billion people became eligible in
1980, the World Bank and its affili-
ated International Development
Association have lent China $1.068
billion. Nearly half came from IDA,
which makes S0-year loans at no in-
terest other than an 0.75 percent
annual service fee.

Bigger loans to China could lead

to reduced World Bank assistance

for other borrowing nations, includ-

But China has an international
trade surplus of about $6 billion and
t‘orelgn exchange reserves of at
least $10 billion. China needs a low
7 8 percent of its export earnings to

| pay foreign debts.

Mr. Lim said China’s positive
“balance of payments situation is

ing India, which last year receive temporary” Because China’s “need

over $2 billion — half from IDA.-

| for capital is enormous .

. we feel

The bank’s proposal.to.increase: the balance of payments over the

lendmg to China will intensify pres- |
sure on the United States and other |
industrial nations to boost “their |
contributions Ato IDA. when tﬂigy !
m

“‘The United Statzs has suppmod
an IDA “capital replenishment” of

China’s Premier Zhao Ziyang =~
departs tomorrow for a visit with
President Reagan. Page 7A.

$9 billion. IDA’s 32 other donor na-
tions have called for a $12 billion|
fund — the same amount as the cur-
rent funding cycle, which expire1

f

in July.

“We would like the total level of!.,

IDA to be larger, because China has
a strong case for IDA funds E Mz
Berk said.

Mr. Lim, a Chinese govemment
representative, said Peking “would
like as much concessionary (IDA)
capital as they can get; after that,
as much (World Bank) capital as
they can get; and only after that will
they resort to commercial lending.”

Mr. Lim defended China’s unwill-
ingness to borrow commercially.
Pointing to a reported $300 per
capita GNP, he said a quarter of Chi-
na’s people live below the “absolute
poverty level.”

long term indicates a substantial
deficit.”

Mr. Berk said China’s goal of qua-
drupling output by the year 2000 (7
| percent annual growth until then)
implies “very large capital needs.”
But he said China has to be cautious
about borrowing.

China has been undertaking “ad-
justments” and “reforms,” Mr
Berk said. ;

A bank document said Peking:
“has given small groups and
households more autonomy in pro-
duction and investment decisions
and has linked incomes directly
with output” State enterprises

“have aimed at 1mprong incen-
tives through profit retention
schemes and more flexible pay-
ment and employment practices.”
Mr. Lim said the World Bank
wants to encourage such changes.
Asked if funds would be reduced
if China reverts to more totalitarian
methods, Mr. Lim replied: “If there
is a drastic change in policy, such
as the Cultural Revolution, there
would be no issue. China would not
turn toward an external institu-
tion.” -
“I do not see any such evidence,”
Mr. Lim said. “We are quite encour-
aged by what is going on in China.”
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World Bank to Boost China Loans

By HELEN ERICSON

Journal of Commerce Staff

WASHINGTON — Pointing out that China’s access to
concessionary loans is limited and that its economic needs
are enormous, the World Bank announced plans to
substantially increase lending to that country. .

At a press briefing Thursday, bank officials said they
hoped to lend about $] hillion to China this year. Of that
about $400 million would come from the bank’s soft
lending' agency, the International Dovelopment Associa-
tion, they said. . °

Total World Bank lendmg to China as of .Ianuary 1984, .

(China joined in May 1980) is $1.68 billion. Last year, it
amounted to $600 million.

Starting in 1985, and through the rest of the decade,
about $2 billion a year in World Bank lendmg to China is
the goal, the officials said.

What portion of that will come from IDA depends on
the outcome of meetings that continue next week between .

the United States and other donor nations on the amounts

they will contribute, the spokesmen added:
‘The announcement of increased lending comes at a
time when the Reagan administration is insisting on $750

million a year over three years for the U.S. contribution to .

a new IDA replenishment.

Unless other nations substantially increase thei
contributions the total would -be about $9 billion. World
~ Bank officials are pressing for a $16 billion fund.

. The U.S. Treasury contends.China does not need so
much IDA support because it benefits from large trade
surpluses and a low debt service ratio. .

David W. Berk, acting division chief, China programs
division, East Asia and Pacific regional office, told
reporters that for-the first 10 months of 1983, China’s trade
surplus was $4 billion — szz billion in exports agamst,:la
billion in imports.

But Mr. Berk said he expects the trade surplus to be
only temporary. = s

A World Bank study of economic development issues .

in China predicts a rapid growth of imports of capital and
mtermedx?tgm “during the rest of the 1980s. China’s

temporary curre; ccount surpluses are _expected to
change into_deficits this_period.
And unlike the administration, which contends that

China could borrow more heavily from commercial
sources, the World Bank maintains that China’s access to
easy loans to finance development programs is ‘limited.

In addition to World Bank funds, Japan is the only
other major lender, the officials said, and during the 1980s
only $500 million to $600 million a year may come from
Japan and smaller bilateral donors. -

“If China is to maintain a reasonable growth rate and
manageable debt service payments, it will need to obtain
the necessary additional foreign.capital at an average
. interest rate below the market rate,” the bank said.

" Mr. Berk related that energy and transportation
projects would receive the largest loan packages. Next in

/ i

iine will be loans for education, industry and agriculture,
he continued.
Barriers to development in China include scarcity of
‘energy supplies, an almost completely undeveloped road
system, shortage of trained manpower, scarcity of
agricultural land and a low and inefficient level of
technology, Mr. Berk said.

Asked how the World Bank sees itself in relation to
the private sector when .it comes to energy lending

projects, Mr. Berk said bank financ-
ing .is essential because “the needs
are simply enormous,” and beyond
the capability of private lending
resources.

Edwin R. Lim, senior economist,
East Asia and Pacific country pro-
grams department, expressed ap-
proval of China’s program for eco-
nomic reform started in 1979.

The program goal is for a 7
percent annual growth rate. It includ-
es fiscal measures to limit the budget
deficit, increases in interest rates and
moderation of currency and credit
expansion.

“I think the economic growth will
continue,” the bank economist stated.

‘Mr. Lim reported that the.bank
plans missions to China in February
and in April this year to gather
information on development options
with a 20-year time frame in mind.

Mr. Lim pointed out that one
quarter of China’s rural populatlon
about 200 million people, is below
what this country would label the
poverty level. China is aiming at
reducing the worst aspects of poverty
and at developing a heavy industrial
base, he said.

Mr. Berk concluded that the bank
sees its lending policy as “promising
very high economic returns” for
China.
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New Nigerian Leader Asks
Creditors Not to Press Hard

- _'will “move away from our stagce asan
i ) . ) . |import-oriented economy and a con-

: . Sy CLIFEORR D MAY .. |Suming nation to self-sufficiency and
o Sprciat i TN o Yol T , <oy .. Self-reliance.” -

LAGOS, Nigeria, Jan. 5— The leader| For months before the coup, Nigeria ~ General Butiari said the level of Ni-
of Nigeria’s new military Government, - had been trying to shore Up its econ- geria’s external commitments made it
Maj. Gen. Mohammed Buhari, said' omy, which has become Increasingly necessary for the Government to con-
today that he hoped international lend-| Shaky because of & foreign debt esti- tinue loan negotiations with the Inter-
ers would help “in bailing us out of our | mated at $14 billion. Nigeria, which is national Monetary Fund, the World
ailing economy.” | dependent on oil for 90 percent of its; Bank and its corporate creditors.

The Nigerian leader, in his first news| foreign income, had 1983 oil revenues| A Western economist said: ““Basi-
conference since the sudden and/ estimated at $10 billion, less than half cally the Government needs to roll over
smoothly executed coup that overthrew. its oil revenues for 1980. The drop was| its debt until the middle-or late part of
the elected Government of President; attributed to slack demand and drop-| 1986, by which time they hope to be in
Shehu Shagari on.Saturday, said the, Pingoil pricesworldwide. - - bettershape.” - s e »
AR G SOt Futgrnackbr | G, s oty
would be “to-revive the Nigerian econ- < ; ;. ¢ |'Nigeria an to with-
omy.” » 9 s Genemdtal fulblmack, "bve'mgg khaki ;21 draw from the Organization of Petro-

As part of that effort, the general| ;#1° 2nd a.bla m»l& m  leum Exporting Countries. “Whatever
said, the new Government would con-! journalists. The 41-year-old-fors rexgn we do will be in the interests of Ni-
tinue.its discussions with the nterna- J cired Brie T &re- geria,” he said about OPEC. “We will
tional Monetary Fund, the World Bank' (2% mn?ﬁem‘?‘am | ot make imprudent decisions.””
A portecradlions: e T s delling N Devaluation Possibility

“‘We trust that these institutions will -2 oment detailing i \ S = : .

rate with us fully and assist g 8 £conomic position since 1979, the None of these policies differs radi-
gg‘i’f?e us out of our ailing économy.”>. Year the previous military Govern. cally from the policies. advocated by
h “-‘§ e ment handed over power to Mr. Sha- Mr. Shagari during his final days in of-
phraee NS i - . . fice. The only possible Jpoint: of depar-
Economic Problems. ...~ - He then aniswered questions from thé ture concerned devaluation of Nige-

General Buhari reiterated his rea- floor, responding to most of them di- ria’s currency, thenaira. -
sons for the coup, pledging that “‘basic rectlv and without hesitation. ‘Mr. Shagari consistently rejected
freedoms are to be maintained,” and _ He said the Shagari Administration proposals for a devaluation, though
spoke at length of Nigeria’s economic had “failed to provide even the mini-'some of his aides had said privately
problems and the new Govemmmgs mum of g_qu government”’ and had that he in fact recoguzed the naira
approach to them._ e o DOy ‘““unwilling or unable’’ to deal with would eventually have to fall to a more

That approach, several Western and SUch widespread problems as corrup- realistic rate of exchange. The naira’s
Nigerianppanaly’sts here remarked oM. indiscipline, smuggling and -official value is no less than three times.
later, appears to differ little from the araegax;bﬁrgm I R e 1tslgm~rentmarketvalng. o
rogram espoused by Mr. Shagari in °, " e acuty In.answer.to a question today, Gen-
tphe three months between his most re. ' Ntervene to clean up the economic eral-Buhari said that devaluation was
St ot tion and thecoup. - - | messandsetm_nscountryonceagainon “‘a touchy point,” but added that ““Ni-
' “Thereg'ust aren’t any other rational | 1'® Path of sanity.”. He called his mili- geria is such in a vulnerable position
economic{) ions,”” one senior Western | :ATY Government ““an offshoot” of the now vis.a.vis the banks and other credi-
dinlownat sa.lpdm' l, e . .8 BA Vahn military- Government that ruled- Ni- tors that we may have to accept some

fs’ A De P il scien. | B5ia between 1966 and 1979, “--. unpleasant terms.”

aid Dr. Pat Utomi, a poli e ” ~~_Concerning the possibility of Nige-
tist who served as a special assistant to| .. MovetoSe NOuttinioscy .~ Tia’s returning to aggsr:ocm?ic syste%n,
fhe President on political affairs i the|.. Qutlining the policies of the Federal Garey Buhari said. that the. question
final six weeks of the Shagari Adminis-| Military Government, he said that an pag not yet been discussed in the S
tration: “1's basically the same poli- attempt would be made to end misallo- preme Military Council, which he
&Y. Of course, maybe the military will Cation and mismanagement of e booqe «yoLie we do, you will be in-
do a better job of implementing them. Sources. Expenditures Wwould be cut, he! fomed » he added.
That remains to be seen.”’ 77 said, while the production of food and
essential-raw materials- would be: in-

-creased. In this way, he said, Nigeria
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LOans toChina
Said Far Short
Of Its Needs

By James L. Rowe Jr.
Wumncwn Poat Staff Writer

World Bank officials said yester-
day the billions of dollars it plans to
lend the Peoples Republic of China
over the next few years will not be
nearly enough to meet the country’s
massive economic  development
needs through the balance of the
century.

The World Bank, the largest of
the multilateral development 'insti-
tutions, has loaned the world’s most
populous country more than $1 bil-
lion during the four years that China
has been a member and expects to
loan the country about $2 hillion a
year during the final few years of the
decade, officials told reporters yes-
terday.

Officials, who asked not to be
identified by name, said China needs
to “upgrade technology” in nearly
every sector of its economy. World
Bank lending to China is concen-
trated in five areas: agriculture, ed-
ucation, energy, transportation and
industry. “The consensus is that
China is 10 to 15 years behind [ma-
jor industrial countries] in technol-
ogy,” one official said.

Since taking over the bank seat
that used to belong to Taiwan,

China has made major adjustments.

and reforms in its economy—
changes that make the World Bank
and its sister institution, the Inter-

ational Monetary Fund—more com-

fortable. “China is in transition,” an
official said.

The country, whose population
exceeds 1 billion, has eased its cen-
tral control of the economy, relying
more on indirect incentives to induce
production, and also has tried to link
employe incomes more directly to
output. China also backed off on its
investment in heavy industry in an

attempt to raise ‘living standards,
focusing on light industry and agri-
culture in recent years.

As a result of the shift away from
investment in heavy industry, China

-also was able to cut back substan-'

tially its imports of expensive tech-
nology. The nation has run a bal-

ance-of-payments surplus as a result '

and now has international reserves
' of about $10 billion, officials said.
Nevertheless, the World Bank ex-
ecutives said, as China begins to
shift its attention back to modern-
ization of industry, its balance-of-
payments surpluses- will vanish as it
begins to import high-cost technol-
ogies. But the country, by its nature
wary of foreign investments and
forewarned by the world debt crisis,

* is reluctant to take on more foreign

debt than it can service, the World
Bank officials said.

As a result, Chinese leaders want
as many low-rate loans as they can
obtain from the World Bank’s affil-
iate International Development As-

sociation. The IDA provides what is
called concessional assistance, loans
with long payback periods and neg-
ligible interest rates. Interest charges
on standard World Bank loans are
made at rates close to market, al-
though the payback period is far
longer than it would be if the loan
were from a commercial bank.

But the U.S. government has re-
sisted substantially boosting funds
available through IDA and the
World Bank has concluded that sub-

Sahara Africa, probably the world’s

most impoverished region, should
get first call on IDA money. As a
result, the officials said, China may
have to take out more high-cost
World Bank loans that it wants to.
Of the $1 billion in World Bank
loans China already has taken out,

the officials said, about $500 million

are from the IDA.

Chinese Premier Zhao Ziyang, in
Washington next week for an official
U.S. visit, will meet with World
Bank President A. W. Clausen.
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CHINA - Mr. Clausen”s Meeting with Finance Minister Wang Binggqian,
at Annual Meetings, Washington, September 30, 1983

Present: Messrs. Wang Bingqian
Ge Fucun (Director, External Finance Department,
Ministry of Finance)
Wang Liansheng (Executive Director)
Fei Lizhi (Alternate Executive Director)
Kong Fannong (Ministry of Foreign Affairs)
Yang Guanghui (Ministry of Finance)
Jin Liqun (Ministry of Finance)
A.W. Clausen
E. Stern
M. Benjenk
A. Karaosmanoglu .
E.V.K. Jaycox R
C. Koch-Weser AN L

1. Minister Wang and Mr. Clausen agreed that progress had been made
on a number of issues at the Annual Meetings but that many problems remained.
Mr. Clausen said that both the Chinese Government and the Bank had to make
their best efforts to get IDA 7 agreed and the selective capital increase in
place.

2. Mr. Clausen said that during his recent trip to China, he had been
very impressed with his visit to several Chinese provinces and with the
projects on which China and the Bank are cooperating. He had left the country
through Shanghai and had therefore been unable to thank the Minister again
for the excellent arrangements made for his visit. Since their last
discussions in Beijing, the Bank had begun work on the secend major economic
report. Extensive cooperation between the two sides was needed to make this
a good report. The conclusions of the report would form the basis for
planning the Bank”s longer—term program of cooperation, which was expected to
expand substantially. Last year”s lending had amounted to $600 million and
this year the Bank expected to lend about $1 billion. To develop such a
large program, a good dialogue on longer-term sectoral objectives and
planning for a longer—term project pipeline were of critical importance.

3. The Minister said that he was very satisfied with the progress of
the relationship between China and the Bank. Recently a Bank mission had

held discussions in Beijing on arrangements for work on the second economic
report. The first large mission would take place in February and the
Government would cooperate fully. He did not expect any problems to arise,
because Messrs. Deng Xiaoping and Zhao Ziyang had promised the Government”s
full support. His ministry had asked line ministries to collaborate. He
expected the report to become not only the basis for longer—term cooperation
with the Bank, but also a useful reference point for the Government s economic
development work.

»



4. With regard to the lending program, the Minister said that a longer-
term planning horizon was clearly needed and the Planning Commission was
presently working on this. As to near-term lending targets, he had in the
past pointed out that the FY84 IDA allocation to China of $350 million was
too low. He understood that U.S. contributions to IDA had been received in
recent months and that the Bank could now allocate $400 million to China in
FY84. Mr. Clausen said that indeed there had been some recent improvements in
the IDA situation and that the Bank was therefore now in a position to raise
China”s share for this year to $400 million. As the Minister was aware, the
IDA 7 situation was still uncertain but would hopefully be resolved in the
next few months. He welcomed the Government”s efforts to extend the planning
horizon for the Bank”s lending program. This would help to ensure sound
project preparation, which in turn would produce high-quality projects

with high economic rates of return.

5. Minister Wang reported that in discussions with representatives

of IDA donor countries in Beijing, his Government had pointed to the
difficulties faced by the developing countries and to the importance of a
successful conclusion of the IDA 7 negotiations. In his view, all donors
accepted China“s eligibility for IDA. Here in Washington, he had met this
week with Secretary Regan and Congressman Patterson and he would see Vice
President Bush this afternoon. He had pointed to the responsibility of the
U.S. vis—-a-vis the poor countries and also to the polifical benefits to the
U.S. arising from its IDA contributions. He had urged that the U.S. Government
not be so inflexible on the level of the IDA 7 replenishment. He had
emphasized that the level of replenishment should be agreed before the end of
the year, so that donor governments could take account of the amounts to be
contributed in their budgetary cycles. In his Government”s view, the IDA 7
replenishment should at least amount to the level of IDA 6 in real terms.
‘Mr. Clausen said that the IDA 7 replenishment level should be at least

$13 billion. Minister Wang said that Congressman Patterson had told him that
a large number of Congressmen considered an annual U.S. contribution of $750
million too small; the minimum contribution should be $900 million. Secretary
Regan had not said what the total size of IDA 7 should be. Mr. Clausen said
that these comments indicated some progress. Mr. Stern said that the U.S.
contribution should be at least $1 billion.

.6 Minister Wang said that he had also discussed China”s eligibility
for IDA funds with Secretary Regan. He had told the Secretary that a low
replenishment level might well lead to a low share for China and that his
Government would consider this an action directed against China, which would
make it a political problem. Secretary Regan had responded that his Govern-
ment”s position was that China should get a fair share; what such a share
would amount to would depend on the size of the replenishment. Mr. Stern
remarked that this statement by the Secretary was progress too. The Minister
said that he alse told Secretary Regan that President Reagan, in his speech
at the Annual Meetings, had promised to be fully committed to the work of
the World Bank and the IMF. It was now up to the U.S. Administration and
Congress to act on this commitment. '



T Finally, Minister Wang raised the issue of China“s position in

a selective IBRD capital increase. He hoped that a selective increase

would leave China in its present position as the Bank”s sixth largest
subscriber. He knew that Saudi Arabia was not opposed to this, and he
appreciated the work done by Bank management on this matter. Mr. Clausen
replied that he was aware of China“s position on this issue. The Bank’s
discussions with the eight major shareholders indicated that their views were
not inconsistent with the Chinese Government”s position. If China is to
remain the Bank”s sixth largest shareholder, it would have to be allocated
some additional shares, but the big five shareholders as well as Saudi Arabia
and Canada did not seem to oppose this approach. The Bank”s management would
pay careful attention to this matter.

8. In concluding the meeting Mr. Clausen congratulated the Minister,
who has recently been elevated to the position of State Councillor.

CKW:caa

cc: Messrs. Clausen, Stern, Qureshi, Benjenk, Karaosmanoglu,
Jaycox, Kirmani, Turnham
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1983 ANNUAL MEETINGS BRIEFING PAPER
CHINA
Background
1. Impressions of Your Visit. Since you left China via Shanghai, you

should tell the Finance Minister your impressions of your visit. You should
mention (as you did to Ambassador Zhang at your lunch June 28) that you were
impressed by China”s achievements in recent years, including implementation of
its reform program, by China”s growth performance at a time of global malaise,
by the practical approach adopted by China”s leaders in dealing with economic
issues, and by China"s plans for dealing with its development constraints over
the longer term. You should say you found especially useful and interesting
your visits to poor communes in Shaanxi, the North China Plain project in
Shandong (the impressive increases in productivity in the pilot areas and the
potential for future development), and a university and housing rehabilitation
in Shanghai. You should congratulate the Minister on his recent elevation to
the State Council as part of leadership changes which should further strengthen

economic management in China.

2 s China-Bank Cooperation. You reviewed in May the first three years
of China-Bank cooperation: the introductory economic report and other economic
work, and the beginning of the big upswing in lending in FY83, with six
projects for $613.5 million versus one project in each of the two previous
years. You also agreed on the Bank”s proposed second major economic report,
which will try to look ahead to the year 2000 and explore the major issues
likely to affect China”s development performance over that period, and which

we hope will help the Government s planning. You also discussed with the
Government lending levels of $0.9-1.0 billion in FY84, about $1.5 billiomn in
FY85, and about $2 billion in FY86.

3 You should raise:

(i) Work has begun on the economic report, and we hope we can
continue to count on the Government”s full cooperation;

(ii) Planning such a big lending program, and maximizing the Bank”s
contribution, requires moving to at least a three-year and preferably a
five-year planning horizon (which we hope to do before the end of this year
as China”s next plan is firmed up) and involving the Bank early in the
project cycle.
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Issues
4, We have been advised that the delegation may raise China”s FY84

IDA allocation, and that it will raise China”s IDA 7 allocation and its
capital subscription and position in the Bank.

D FY84 IDA Allocation. During your May visit, the Finance Minister
requested $500 million: $400 million in new funds and $100 million "left
over from IDA 6". The latter phrase is a reference to the Bank”s original
agreement to provide $400 million during IDA 6, compared with actual IDA
lending of $310 million in FY81-83. You told the Minister the Bank”s hope in
light of present realities was to provide a floor of $350 million in FY84;
additional amounts would depend on developments during the year. You should
be as forthcoming as you can on what China may expect to receive.

6. China”s IDA 7 Allocation. You should brief the Minister on the
latest status of the IDA 7 discussions, and in particular on the related
subject of the donors” views as to what China”s allocation should be. You
should repeat the Bank Management”s commitment to securing a fair share of
IDA 7 for China. You should also thank the Minister for the efforts China
has been making and intends to make vis—a-vis donor countries to secure a
larger IDA for the benefit of all the Part II countries —— talking to world
leaders like Prime Minister Nakasone, lobbying the major donors in Beijing
and in their capitals, and planning to raise the subject again when Foreign
Minister Wu Xueqian visits the US in October and with Secretary Regan at the
October 1983 US-China bilateral economic commission meeting.

7. China”s Capital Subscription and Position in the Bank. (Depending
on progress made in the next few weeks, further briefing on this subject may be
provided before the Annual Meeting). EDs are currently considering informally
alternative proposals for a Selective Capital Increase under some of which
China would fall from sixth largest subscriber perhaps to eighth, being over-
taken by Saudi Arabia and Canada. The former has declared it will not request
a Board seat if this could only be at the expense of other LDCs; the latter
has not indicated any intention to seek a seat. The Chinese ED met you in
early summer to express his Government”s concern that once it is no longer
sixth, another member could claim a seat and cause China to lose its own.
China”s position is that it should remain the sixth largest subscriber. The
concern persists and may be raised by the delegation despite assurances that
the Board seat and sixth position are not linked and the fact that other
candidates under the proposals now being considered are not pressing their
claims. You should reassure the Minister that Management will keep China”s
concern in mind. —
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DELEGATION/BIOGRAPHICAL SKETCHES - CHINA
Delegation
WANG Bingqian Minister of Finance (Governor, Bank)
GE Fucun Director, External Finance, Ministry of Finance

(Temporary Alt. Governor, Bank)
LU Peijian President, People”s Bank of China
(Governor, Fund)
SHANG Ming Vice President, Bank of China

(Temporary Alt. Governor, Fund)

Biographical Sketches

WANG Bingqian -- Mr. Wang Bingian was born in 1925 in Hebei
Province. He has made his career in the Ministry of Finance, rising eventually
to become Minister in 1980, when he was China”s youngest minister. In 1983
he became a State Councillor giving him a status above that of line ministers
to emphasize the important role of Finance.

GE Fucun -- Head of Department responsible for relationship with
World Bank Group.

LU Peijian —— Born in 1928 in Jiangsu Province. Career in Ministry
of Finance, including General Office and the Industry, Communicatioms,
Commerce and Finance Department. Rose to Vice-Minister. Appointed to
present position 1982.

SHANG Ming - Vice President and formerly Director of the Planning
Bureau of the People”s Bank of China. He has attended previous Annual
Meetings as a temporary Alternate Governor.
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CHINA - Lending Program FY83-86
($ Million) | ‘1
FYs
83 84 85 86 Total
Agriculture
Heilongjiang Land 353 35.3
Reclamation (45.0)* 45,0
Rubber Development (100.0) 100.0
Rural Credit I ( 70.0) 70.0
Agric. Research II (80.0) 80.0
Forestry (90.0) 90.0
Rural Credit II 100.0 100.0
(200.0) 200.0
Seeds I (150.0) 150.0
Irrigation I (200.0) 200.0
Sub-total 80.3 170.0 170.0 650.0 1,070.3
Education
Agricultural Education
and Research (75.4) 75.4
Polytechnic/TV Univ. ( 85.0) 85.0
Agricultural Educ. II ( 80.0) 80.0
University Develop. II (150.0) 150.0
Secondary Education I (200.0) 200.0
Sub-total 75.4 85.0 80.0 350.0 590.4
Energy
Petroleum I (Daqing) 162.4 162.4
Petroleum II (Zhongyuan) 100.8 100.8
Power I (Lubuge Hydro) 150.0 150.0
Coal I (Luan/Jincheng) 240.0 240.0
Power II 200.0 200.0
Petroleum III (Junggar) 150.0 150.0
Coal II 250.0 250.0
Power III 150.0 150.0
Petroleum IV 200.0 200.0
Coal III 250.0 250.0
Sub-total 263.2 390.0 600.0 600.0 1,853.2
Industry
China Investment Bank I 40.6 40.6
(30.0) 30.0
China Investment Bank II (200.0) 200.0
Fertilizer 100.0 100.0
Shanghai Machine Tools 100.0 100.0
Sub-total 70.6 300.0 100.0 470.6

*Amounts in parenthesis indicate IDA credit



Health

Rural Health/Med. Educ.

Technical Assistance

Technical Cooperation
Credit

Transport Assistance

Ports (Three Ports)
Railways 1

Ports II

Railways II

Roads I

Ports III

Railways III
Sub—total

Urban & Water Supply

Water Supply I
Shanghai Urban Develop.
Sub—-total
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CHINA - Lending Program FY83-86
($ Million)
FYs
§2 §i 85 86 Total
85.0 85.0
( 10.0) 10.0
124.0 124.0
220.0 220.0
150.0 150.0
50.0 50.0
(150.0) 150.0
100.0 100.0
150.0 150.0
150.0 150.0
124.0 220.0 350.0 400.0 1,094.0
(100.0) 100.0
(100.0) 100.0
100.0 100.0 200.0
613.5 960.0 1,600.0 2,200.0 5,373.5

TOTAL

CHINA

*Amounts in parenthesis indicate IDA credit



- THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: September 16, 1983

TO Mr. R. Southworth EXC)

FROM: caio Koch-Weser ( AEADF)

EXTENSION: 75463

SUBECT China: Meeting with Mr. Clausen

September 30, Friday, 12:00, Room 4041, Sheraton Hotel

1. The following members of the Chinese Delegation are expected to
attend the above-mentioned meeting with Mr. Clausen.

H.E. WANG Bingqian Minister of Finance, Governor of Bank
Mr. LU Peijian Governor, People”s Bank of China, Governor of IMF
Mr. GE Fucun Director, External Finance Dept., Ministry of Finance

(Temporary Alt. Governor, Bank)

Mr. WANG Liansheng Executive Director, World Bank

Mr. FEI Lizhi Alternate Executive Director, World Bank

Mr. YANG Guanghui Chief, World Bank Division, Ministry of Finance
Mr. KONG Fannong Deputy Division Chief, Dept. of International

Organizations and Conferences,
Ministry of Foreign Affairs, Adviser

2. Biographical information on all of the above is attached. Those attending
from the Region will be Messrs. Karaosmanoglu, Jaycox and myself.

Attachment

cc: Messrs. Stern (SVPOP), Karaosmanoglu (AENVP), Jaycox (AEADR)
Kirmani (AEPDR), Bumgarner (AEADF)
Mses. Prasarnphanich (AENVP), Pontanilla (AEADR)



WANG Bingqian

GE Fucun

LU Peijian

WANG Liansheng

FEI Lizhi

KONG Fannong

YANG Guanghui

Biographical Sketches

Mr. Wang Binqian was born in 1925 in Hebei
Province. He has made his career in the Ministry
of Finance, rising eventually to become Minister
in 1980, when he was China”s youngest minister.

In 1983 he became a State Councillor giving him

a status above that of line ministers to emphasize
the important role of Finance.

Head of Department responsible for relationship with
World Bank Group.

Born in 1928 in Jiangsu Province. Career in Ministry
of Finance, including General Office and the Industry,
Communications, Commerce and Finance Department.

Rose to Vice-Minister. Appointed to present position
1982.

Executive Director, World Bank

Alternate Executive Director, World Bank
Deputy Division Chief, Dept. of International
Organizations and Conferences, Ministry of

Foreign Affairs, Adviser

Chief, World Bank Division, Ministry of Finance



OFFICE MEMORANDUM

DATE: September 27, 1983

TO: Mr. Ernest Stern

FROM: Attila Karaosmanoglu M{

EXTENSION: 74503

SUBJECT: China - Annual Meeting Brief

1. This note updates Mr. Clausen”s Annual Meeting brief for China in

order to reflect the latest developments on two issues: FY84 IDA allocation
and lending program, and China”s position in IBRD under a Selective Capital

Increase. Both points might be raised by Minister Wang.

2 FY84 IDA Allocation and Lending Program. We have agreed with

the Ministry of Finance that the additional $50 million IDA which we have
now been able to allocate to China for FY84 (bringing the total allocated
to $400 million IDA) will lead to a corresponding increase in IBRD lending
and to the inclusion of the Petroleum III project under this year”s program.
In revising the lending program, we have increased total lending in FY84
from $960 million to $1,070 billion (Attachment I).

3. Selective Capital Increase. In order to take account of the Govern-—
ment”s concern that China should remain the sixth largest subscriber under

the proposed Selective Capital Increase, management has tested the reaction

of major shareholders to an approach which would give China a special allocation
of shares under an intermediate scale selective capital increase and thus

enable it to stay number six (Attachment II). The Executive Directors of the
five largest shareholders have voiced no objections. Saudi Arabia has agreed

to such an approach.

Cleared with and cc: Mr. J. Wood

CKW: em



Attachment I

*Amounts in parenthesis indicate IDA credit

Page 1 of 2
(9/27/83)
CHINA - Lending Program)fY83—86
($ Million)
83 84 85 86 Total
Agriculture o T o -
Heilongjiang Land 35.3 35,3
Reclamation (45.0)* 45.0
Rubber Development (100.0) 100.0
Rural Credit I ( 70.0) 70.0
Agric. Research II (80.0) 80.0
Forestry (90.0) 90.0
Rural Credit II 100.0 100.0
(200.0) 200.0
Seeds 1 (150.0) 150.0
Irrigation I (200.0) 200.0
Sub-total 80.3 170.0 170.0 650.0 1,070.3
Education
Agricultural Education
and Research (75.4) 75.4
Polytechnic/TV Univ. ( 85.0) 85.0
Agricultural Educ. II ( 80.0) 80.0
University Develop. II (150.0) 150.0
Secondary Education I (200.0) 200.0
Sub-total 75.4 85.0 80.0 350.0 590.4
Energy
Petroleum I (Daqing) 162.4 162.4
Petroleum II (Zhongyuan) 100.8 100.8
Power I (Lubuge Hydro) 150.0 150.0
Coal I (Luan/Jincheng) 180.0 240.0
(60.0)
Power II 200.0 200.0
Petroleum III 120.0 120.0
Coal 1II 250.0 250.0
Power III 150.0 150.0
Petroleum IV 200.0 200.0
Coal III 250.0 250.0
Sub-total 263.2 510.0 450.0 600.0 1,823.2
Industry
China Investment Bank I 40.6 40.6
(30.0) 30.0
China Investment Bank II (150.0) 150.0
Fertilizer 100.0 100.0
Shanghai Machine Tools 100.0 100.0
Industry III (Cement) 100.,0 100.0
Sub-total 70.6 350.0 100.0 520.6



Health

Rural Health/Med. Educ.

Technical Assistance

Attachment I

Technical Cooperation

Credit

Transport Assistance

Ports (Three Ports)

Railways I
Ports II
Railways II

Roads 1

Ports III

Railways III
Sub-total

Urban & Water Supply

Water Supply I

Shanghai Urban Develop.

Sub-total

TOTAL

Page 2 of 2
(9/27/83)
CHINA - Lending Program FY83-86
($ Million)
FYs
83 84 85 86 Total
(75.0) 75.0
( 10.0) 10.0
124.0 124.0
220.0 220.0
150.0 150.0
50.0 50.0
(150.0) 150.0
100.0 100.0
150.0 150.0
150.0 150.0
124.0 220.0 350.0 400.0 1,094.0
(100.0) 100.0
(100.0) 100.0
100.0 100.0 200.0
613.5 1,070.0 1,500.0 2,200.0 5,383.5

*¥Amounts in parenthesis indicate IDA credit



Attachment II

INTERMEDIATE SCALE SCI

Scaling factor: 50%

. Authorized Allocated
Number of SCI shares 70,000 69,074
Value at SDR100,000 a share ($m)2/ 7,350 7,253
at US$120,635 a share ($m) 8,444 8,333

Post-SCI Position

Potential
SCI Allocation Potential Voting
‘Regular Special Total Votes Power (%) Ranking

United States 12,453 0 12,453 164,679 20.01 1
United KingdomP/ 2,984 =2,455 529 39,197 4.76 4-5
Germany 6,285 0 6,285 40,882 4.97 3
France 4,687 0 4,687 39,197 4,76 4-5
Japan 6,624 0 6,624 - 41,080 4.99 .2
ChinaC/ 1,022 638 1,660 25,392 3.09 6
India- 602 0 602 ‘23,854 2.90 9
Saudi Arabia 2,757 0 2,751 25,390 3.09 7
Canada 1,976 0 1,976 24,008 2.92 8
Italy ' 2,754 0 2,754 22,846 2.78 10
Part II Countries 21,939 638 22,577 340,689 - 41.40
Unallocated 0 926 926 2,128 0.26
Total . 70,891 -891 70,000 823,000 100.00

a/ At tne current exchange rate of $1.05 per SDR.
b/ Assumed .to take up part of SCI shares to stay equal to France.
gj Assumed to take up special allocation required to stay #6 .«

FPAFA
08/29/83



China and the CGIAR
Briefing Note for Mr. Clausen
Annual Meeting of the Bank & Fund o
September 1983
Background. China is not a donor member of the CGIAR but several of the
international centers have been in close contact with the Chinese Academy of
Agricultural Sciences since 1974. Relations are excellent, particularly
with IRRI (rice), CIMMYT (wheat and maize) and CIP (potatoes).
On several occasions during the last two years we have raised the

question of China joining the CGIAR as a donor member. In April 1983, Mr.

Baum talked with the Minister of Agriculture when he attended the ceremony in

Beijing at which IRRI was awarded the Third World Prize. You advanced the matter

further during your visit in May.

Suggestions. We are advised that it could be counter-productive to push the
issue too hard since such matters take time to decide. We have however issued
an invitation for the Minister of Agriculture at least to send an observer to
International Centers Week in October, and preferably to come as a donor.

Should the opportunity arise we would be grateful if you could endorse the

hope that China will join the CGIAR.






WORLD BANK / INTERNATIONAL FiINANCE CORPORATION

OFFICE MEMORANDUM

TO: Mr. A.W. Clausen UQ§ DATE: April 25, 1983
THRU: Mr. Ernest Stern (SVPOP);U' ¢

FROM: Attila Karaosmanoglu (AENVP) 62%;'

SUBJECT: CHINA - Your Meeting with Senior Vice Minister
of Finance Li Peng
Tuesday, April 26, at 3:00 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 governments, 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 allocation
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 $310 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



TO:

FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION \""'

OFFICE MEMORANDUM
Mr. A.W. Clausen (o/r) DATE: January 13, 1983

Ernest Stern «OLS \

Outstanding Chinese Bonds

You had asked some time ago that we consider the issue of outstanding
Chinese bonds. The attached memorandum from Mr. Scott discusses this
issue in detail and was used as the basis for a meeting with him and
his colleagues and the Region.

Under our poliey, it is encumbant on the institution to take action in
cases of appropriation or default regardless of whether the issue is
raised by Executive Directors. The fact that these bonds are old does
not change that situation. Moreover, the recent court decision in the

US Federal Court in Alabama makes the issue current. As you know, the
issue is highly sensitive and very complex, and we must proceed carefully.

We agreed that, as a first step, Mr. Koch Weser, the Division Chief who

is now in Beijing, would.seek.to.ascertain. the reasons why China did not
intervene in the court case and whether the PRC.-intends to appeal. He

will also leave with them the statement-of-our-poliey and indicate that

while we do not have any specific views on the issue of Chinese bonds, we
have in the past, and are currently, withholding loans from countries which
have expropriated property. We have an obvious obligation to treat all
members equally. It is, therefore, important that we be able to respond

to enquiries about the Chinese debt indicating that some of it is acknowledged
and that a process. for settlement is envisioned. Only the PRC can.provide

us with the necessary information. Mr. Koch Weser has been asked to tell
them our inability to respond will leave us in a much more precarious
situation. Upon his return we will assess the situation in light of whatever
information he may have received. We will then advise you further and we

may also wish to discuss this in the Managing Committee.

Attachment

cc: Mr. Hugh N. Scott, LEG

ES:1s
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Memorandunm frcem Department of Operctions - Far East

China - ID4 Croerations

1e Durlnv the last Annuzal leeting c:gbt proiccts were presented by the
Finister of Finance of China feor IDA fin g ' st
Four of these projects were selected zs s:ztabla fcr
Taiwan, These were: .

£

(2) Groch Vatel Tescurces -Develernond
(b) _

(c) = .‘ i water svrply
(a) i iy through Chinz Tevelopment Corporation

26 An IDA mission which was in Teaiwan in Februery end iarch made a study
of the ecconomic situation and policies and appraised the four projects.

3 The Economic Reports on Tai”a and appraisal reports on Ground “ater
and Dredge projects are attached. Appraisal reports on Taipedl ‘iater auypl and
Incustrial Credit projects will te sent to SLC snortlye.

L. For fifty years until 1SLS Taiwan was governed by Japan, The Japanese
left behind 2 self—wcpedceﬁt and energetic farming ccrmunivy; geod roads, rail-

roads and harbours; adequate power facilities; and the beginnings of 1nd"suryo
In 1945 Taiwan reveried to beln a province oi China,.
g P

Se In 1949 the Mationa 1 Government was driven out of the mainland and
moved to Taiwan. Since then the Naticnalis?d Goverxm:nt and the Frovincial Govern-
ment have cxistcd side by sicde., The economy of the island had to start supporting
two million additional poople who came fron the mainland, and to bear a very
heavy defense bar ¢en, 1In almost every year there have been doficits in the budget
and these have becn increased from time to time as a result of crises in the re-
lations with mainland China. Throughecut this period there has been ceontinuing
inflation, Despite these facts, and despite the fact that the population has becen
growing at 3.55 a year, the annual increasc in real per capita income has averaged
about 3%.

6. To a large extent this progress has been duc to the basic strength of
the island's eccnomy. However, considerable credit must be given to econcnic

and devclopment policies followed by the Nationzlist Government and to the many
skills wvhich the mainland Chinese brought with them. Soen after its arrival the
Nationalist Government carried cut a most successful land reform and has followed



progressive policies, both fiscal and social, aimed at bringing about an
equitabie distribution of the incresse in national wealtih.

T Despile the heavy defense cxpenditures derestic savings have amountea

in recert years to atout 10, of C.i and demestic ccpital formation to 174 of GlP,
the difference beirg made up of U.3, aid. U.S. economic aid is about .,$0 millioun
a year which is small compared ‘o the amount of aid being given to Xorea and Viet-
Nam, MNMilitary expenditures have been running at 107 of GilP. The Governrent has
recently announced that it intends to keep the absolute amount of military cxpendi-
tures at tre present level; if it were successful in this the cost of defense would
in a few years fall to a percentage of GilP that could not be considercd abnermal
and a larger rropertion of national incore could be diveried to carital forration
This would in turn recuce the dependence of Taivan on U.S. econcnic aid. Hcwever,

. the tendency in the past has becn fer defense expernditures to grow at about the
sare rate zzGuP and one should not be too sanguine about the success the Govern-
ment might have in keeping the ccst of defense domm. In any event, if the ra%e
of growth is to te mzintained it is clear that Tor a nunter of years Taivan will
continue to be depencent on externzl ai s and there is every reascn to teli
that aid frem the UJS, will continue at least at the level of recent yecars,

8. The anomalous intern
The Hational Gevernmentls zuiho:
islands of Cuemoy and Liatsu. . It h
and in U.ll, agencies to recresent

12 ;aticnzlist China is <well known.
rcvince of Taiivan and the
nued in the United HJations
is positiocn has te
nct zeen put to a vote as there
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peatedly challesnged in ths U.lN. but so T as
has been suificient sucport for Naticnzlist Chi
nurber of countries have estzblished cdinlcematic

1
ment in Taiwan., There is now some doubt whether those coun‘ries opposed to the
admission of the People's Republic to the United Faticns can much longer succeed
in preventing its entry; and it is difficult to predict, i that were %o happen,
how the internationzl pesition of the laticnalist Covernment would ve afiected,.
However, it is reascnable to presunie that Taiwan will not be tzken over by Red
China and that the otligations it would undertale under the terms of any IDa
credits would be discharged,

9. The intern2l political situation is 2lmost as uncertain. The President,
the National issembly and the Legislative vuan elected in 1947 on the mainland
have continued in office. The Rucmintang has been the major political parvy and
effective opposition %to it has been discouraged., Local electicns have been held
fronm time to time and a few independent candidates have won against Kuomintang
candidates; tut in the absence of 2 free press or free speech, it dis difficult
to make any estimote of the size of the cprosition. For like reasons it is im-
possible to say to what extent friction exists beiireen thz nire millicn Taiwanese
and the two million meinland Chinese. Furthermore, it must be rererbered that
final political authority is wielded almost exclusively by the President who is
now 73 years' old. "

10, A major consideraticn that must be taken into account in considering
credits to China is that China is forrally in default on about ©430 millicn of
external debt, These fall into threc categorics:

(a) Pre-World War II Debt
Of the (430 million of debt in default about 240 million is in

<
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anecurTea

rcapeet of debb
$135 millicn wos incurraed

hnlete
1 beofere-1910.

th.e 1ast war and of 1his amount

Tetween 2915 and 1927

when the Kuonintang came into

pouer a furthcer debt was incwrred

of vhich %38 million is 5131 oubtstandinge The balanco of the -
£24C willion is in respect of debt incurrcd boetwcen 1928 and
1938.
(b) During World Var II the U.X. and the U.5.5.R. made loans of which
¢Sl millicn is still outstonding and is not being servicede.
(¢) After the war Cenada and the U.S, rade loans to China while tho
Naticnzlist Governrent was still cn +te rainland, These have
not been serviced since 1547 and 20l millicn is cutstanding.

1. None of the creditors wro lent meney to China bofore the First orld
Vlar have been pressing their clains Trhe U.n. and the U.5,.5.E. have recognized

.

Red China znd are not likely to discuss this ratter with +the Nationalist Govern-
pont in Teiwan. YWith regord to the pest-uar leans frem Cerada and the UlS. the
Fationalist CGovernmment has taken the poziticn that since th.ese were fer the
purchase of eguirment most of which had to be abandoned en tie mainland, it can
oitly scrvice such part of “the lozns rela*zd to equisment that was brought to
Tajwan, AV presenv informel discussicns are baing conducted by the nhirese with
the U5, to sce whnether soma arrangements cmn cte made %0 settle the Ex-Im Bank

. doans. Cznada daid press. for setvtlerent of the ©58 rillicn outstanding cn its
loan at cne time, tut in rscent years has rot raiced the matter. £11 debts cen-

{racted after the move to Taiwan have been regularly serviced. The Chinese have

" expressed their willingness to discuss arrangements with the creditors; the

dis~
cussions with Ex-Im Bank being the first step of this kinds ‘

-

12, ID4 financing of the four projects would contribute to eccnomic develop-
pent in Taivan. his contribution would be enhanced dY the fact that it woulid
familiarize the couniry with the methods of cperation and policies of internavional
financial institutions and may lead, at a later date to more conventicnal financ-
ing by the Eank, - ‘.

13, It is recormended that:

(a)

IDA agree in principle to extend credits totalling about 316
million for the four projects mentioned above;

Any more IDA operations in Taivan should depend on further
review of the fiscel and financial trends; .

(v)

(c)

hinese representatives be invited forthwith to negotiate
development credits for the Ground Water and Dredge projects.

I.P.ii. Cargill’
Director

Attachmenta
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}r. Chen Hui

Mrternate Executive Director
for Cbira

flzshington, D. C.

Peer Mr. Chen:

Puring their recent sty {n Yashingtén, Mz, L1 7 , Vice

L
¥inicter for Finecnce, 2nd Mr. Zhoog Jizan, Vice Min

iste z
gove re the great hoacr of a visit zad, in the ccurce of tuis visirt,
of on exchzagpe of views on questions relatiog to Caina's associatico
vith the Bank.

In the cource of cur convarsatica I menticncd tte trchlen of
the nllcred defzult of Ciina to meet scze of its firamcial ccrzmitments
pade prior to 1949. &5 I +0ld vour }dnistars, the lang his not tcen
4n a positicn to ac oytain wacther the allcgationt of cetfault enm such
f4nancial cozmitrments are well-founded or mot. The fact is that cne
er tuvo of cur momber covernments nave raised the issuc with the %orld
Beuk and have ucyd nace vnovn their determination to refer to thi
{ssue curingz the discussion in the bLeard cf Ziuccutive Directors of
the Fank of the first Jendire cperation witk Chizna. Iin tnis connection

= 4

¥ vent to reesll that the Cperztion vanual of the Dazk - ch, os you
now, descrites 211 policies end orocecures that arply to our lexding
operetions - coztains spacific {mstructicas with regard to disputles

over defzults on external debtse

\

$his letter is just 8 reminder of our cornveysaticn so that
you rsy be prepared to denl vith this issue if and when it would be
vaised in the Board.

Yours sincerely,

SQﬁﬁj
‘H. Golsong.
-7 Colsong

fae BY. Angor, Ewwourive hhegitadod

S OFEICIAL FILE COPY
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This news item appeared on page 11

ol the

"BARRON'S"

November 8, 1982

issue of:

JTORIAL COMMENTARY

Look Beiore You Leap

‘Red China’s Credit Has Suffered Ano

OR DEDICATED China-watchers’

(as well as all those, from the:
--1h Estatzs and elsewhere, who wateh;
“satchers), November promises 1o oel
usy month indesd. Fer tas frst time!
-= the desp ideolozical split crupted|
-veep the Chiness Communists and|
- Russian comrades 20 yeass 220, thel

>ole’s Republic oa San rday chcse )

- < - e PR R ¥ SO
“e--with a rscepuon 2nd culiurall

emance” in Pacag's Great Hall
ntless  2cccmpianied by pnvate!
zznings for the pany bigwigs of!

is—2 major observance of the anm-
<ary of tke Russian Revoluuorn. |
~ty-eight bours earlisr, a key Demo-;
-+ic member of the House Banking|
~mittee, accompanisd by his wife,!
ietly boarded a military jet for a tour;
‘he mainland and a first-hand look-!
- at its development needs. To com-t
_s the busy we=k, tze teard of dirse-
5 of the World Bank (ca Election:
-y, by happenstance) unanirmously|
‘=d 1o approve n=ariy 5200 million in;
- 3its, notably a loaa for the “mcdern-i
+ion of existiag ports and provision of!
~dern facilities to mset shert-term re-
‘irements- of increasing contaiper traf=
.2t Shanghai, Tianjin and Huangpu.”
I 2 I ;
While scarcely a state secret—under;
- management the World Bank these.
s is more .forthcoming—the $200
ijon deal. which once might have
~le headiines or raised eyebrows, was
_'::dlcd routinely, . if not , rubber-,
‘mped. Well it might be. After all,}
rca the great statesman (and former!
i~s President) Walter Mondale madc:
i+ epic-makizg journey to the eads of:
.o earth a few vears back, China hasi
-ioined the family of pations. Since!
:0, the Peopie’s Republic has been a
~mber in good standing of both the
orld Bank and the International Mon-
ry Fund, with all the nehts and pnvi-
-5 such caalied status cenfers,
in particular, Red China has berun
draw on its creditwith the bank and
- latter's soft-loan (1 creni-tres, halfa

[N

Dl

csatury 0 D2V, rescheduling cn de-

reand) aifliats, the [atarazuonal Devel-:
opment Association. lIaciuding lasti
week’s transactions, Peking nas tor-|
rowed upwards of $4C0 mililon for van-|
cus purpeses. Shear routine—indzed, in
an oifice memarandum, ong.bank oinl-
cial, Ave days ceiore the board oi cirzc-
tors met to weizh the loazs, casually:

L5

b 3 \ O] - ol -~ -~a
observad: “With nsxt weal's announsss
N . e |
ment of board approval of new projec
Al T~ k voze !
we can expect some 13K ISR tae Press. "

If toe bank's bigwizs have thelr way,
moreover, the new crediis will doubtiess
be just the forerunner of 2 great ie2p)
‘forward in such leading. At the annuai}
dinner of the Asia Scciety iast -June. |
AW. Clausen, who succeedzd Robert S.|
McNamara as nead of the bank, was'
laudatory: “China’s accomplishments:
over the last generation in reducing pov-

_erty—on a vast scale—are without prec-

edent. . . . Our information on the Chi--
nese economy has improved dramat-
jcally in tBe last few ycars. We have
learned, for example, that China’s per
capita income seems to bave been going,
up even a bit faster than tae average for
the middle-income countries along
Asia’s Pacific rim!” Early last month,
Munir P. Benjeck, yice presideat. exter-
nal relations, assured kis Listeners that a .
generous flow of funds will soon be:
forthcoming. Once the next replenish-

meat of IDA’s resourcss 1is assured—a

top-levei meeting of dornor countries is

scheduled for later this month—"it 1s

cenain that China's needs will be taken

fully into account in future planping.”

Flak from the press? Not a lot. True.
conservative columnust Patnck J. Bu-
chanan was prediciabiy outraged. De--
spite Clausen’s bigh praise, he pointed
out, a generation after the Revolunon.
mainland China’s national income runs
to a paltrv S250 per head. “This 1s ndt
because the Chinese people are.inefn-
cient or lazy or unpioductve of back-
vard or stupid. In the US, Chinesc-
Americans, despite a century of discnim-

- o ——

ther Blow|

ination, ars among the most productive’
and sueccessiul citzeas. Oa Taiwaz.
which started on 2 par with Peling,
per capita income is four, five, six times
what it is on the mainjand. As the flizhae .
of capital from Hoaog Koag and tbe
sudden drop 1 progery vaines—follow-

1 | 54 e ¢} e . o A tum
ing hints that Pexing 22y camazd nout-

ical control—demonstiats, ormmuniss

or socialism, whetzer ot Caairmaz
"{ao's or Deng Xiaoping's ot ;
economic death.”

Powerful arguments, out zot ksl

‘to persuade those wondzrtul folk wie

brouzht you the economic roin of Taa-
zania or helped to trizger toe coliectv-
ization of private farms 1 Yistnam asc
the subsquent flizht of the ooat peozis.
“Inzernal affzizs,” one can hear 1ag mut-
terings from what rsmains of VicNe-
mara's band, and oid hat 1o boot. init2
realm of internationz! (2nding, DOWEVED.
one thing lately Ras changsd. {IwC
rmonths ago a judge of a2 U:S. Distic
Court, in & class aczon suit brought O
boiZers of long~defauitsd Chinese Img2-
rial government bonds, mied that re-
king was liadle for tne cbligadons azd
under penalty of ceirurs of 1IS DTOperTy
in this country, raust refav. Pakino, =
turn, has rejected US. junsdicton 2=l
stubborniy remeins iz defaui Toat
woa't bother the Werld Bank, of cousss
but it should ive pause 10 Hose W
Lave been cailed upod 10 yroresy
IDAs—~eeile Notcdy piospers oY
throwing good moaey anter bad. "
Which ts =hat the World Banx ace
best. In tbe 12 monihs eaded June 30
1982; its loan volume, covenng 150 pror-
ccts in 43 countries, surged 10 S10.2
billion, from $8.8 billion in the orevious
fiscal vear. IDA eradit, which weat 12 &7
projects aad prozrals i3 42 countniey i7
fiscal "S2, totaled nzarly 325 bilion, ot
from $3.5 brllion in the previous fiecal
year, 2 deciine which may s¢on be rz-
versed. (Fiscal 82 also witneased 2
other milestone: Behize, Ehutan 3z,
Vanuatu joined the Bank bnraing

TG 4

r— (v



grand total of members 1o 142)) On
Nov. 22, at the Assistant Secretary level
pegotiations will get underway amonz
the donors on the so-called seventh re-
plenishment for IDA. The Bank is seek-
ing a three-year coramitmment of 318 b~
lion, $6 billion of which, as suzgested
above, would be carmarked for Red
China, with over $4 billion coming from!
jthe U.S. taxpayer. ] . |

Once the scraich, in wkatever
emount, ultimately surfaces, it won't
lack for places to go. Right now totd
" IDA azd the bazk have eight projecis,
totaling nesriy 31 billion. on
ing board, including ioans for irrigation
_and drainage facitities, oil exvloration

b . - vl . . vt & -
and davelopment, Zvdrosieinc projRes
)

and upderzround coal minss. Nawraly,
- there'll be some faii-out for American
do back official memoed
another: “It losks as if some larzs con-
tracts, involving scroe 380 millios, uncer
the Bank/IDA first operaton in China

in support of higher education in science !

and engincering will zo to U.S. compa-
pies. Perhaps some or this information
. on the mutval benefits of Bank/IDA
* Jending shouid be passed on to some of
our ‘conservative iriends.” According
to decp thinkers in the U.S. Treasury

. (which insisted thit the U.S. directors -

give the nod to last week’s transactions).

such credits, presumably inciuding one

in which the bulk of the procesds will go

for carthworks piled up by hand by

members of communes, are essential to
* bring Chira into the twenticth century
. (just in tune for the twenty-first?).

We trust that even the newly consti- '

tuted 98th Congzress, despite its mors
liberal cast. will balk at buying suc:
claims. Despite some gains in recea:
years—when you start from a very low
base, after all, improvement comes
casy—Red China's economy remains in
deep trouble U.S. businessmen who
flocked thers in recent years with exces-
sively high hopes have returned empty-
banded. Grandiose projects have been
-cancelled left and nght, while in oud-

April, on 2 page in the Dines Letter
discreetly hcaded Notices, we learned
that “Mr. Dines has officially resigned
a5 a director and Vice-Chairman of
China Trade Corporation as part of our
gencral redirection of ensrzies toward
" more immediately profitable areas.”
Back in July 1980, when Dines, on the
company’s bzhalf, addressed the New

~York Socicty of Security Analysts, a

package of two common shares and one
warrant sold for 315; last week they were
quoted at roughly 2%. For capitalist
roaders, the road has been hard.

x ¥ ¥

That's especially true of those who .

hold the Imperial-Chinese-Goveramen
5% Hukuasz~Railwvays-Siaking-Fend
Gold Loan-cid3ll, amely intersst pay-
"_ments on swhich were made untl Dec.
15, 1930 (aiisr which cnly two hali-pay-
ments were made in 1937-8 and not one
red cent since). Pursuant to the Foreiza
Sovereizntics Immunity Act, Wwhich
sharply curtaiied claims of immunity by
governments involved in commercial

transactions abroad, bondholders sev-

eral years 2go brougzht suit against the

People’s Republic of China. Defendant

chose to ignore the acton; in carly Sep-

tember, a federzl fudze found for plain-

tiffs and entered.a delaudt jnr;m»;l{ to- |

talline-$4}:3-miltion on-their benalf.

“If the Chinese fail to respond,” Dr.

‘Hubert Park Beck, who frequently bas
taken up the cudgels for foreign tond-

bolders, was jubilantly quoted as saying, .
J Yq Ying

“4here will be a showdown. In a lezal

way, we-will-padiock--their buildings.

Federal marshals will put tre locks
‘on the limousines outside the Chinese
mission, get a wrecker and tow ther
away.” Perhaps and perhaps not—the
fortune cookie-pushers in the State De-

partment may demur. Jn any case, a-

precedent-has-beensetand a blow.struck
for. sanctity -of contract.~Outsidethe
World —Bani;~ that should count-for
something.

. —Robert M. Bleiberg '
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TO : Memorandum for the Record
FROM : Dan Morrq%%%l%an Officer, AEA) DATE: September 6, 1982

SUBJECT : CHINA — Meeting Between Mr. Clausen and Mr. Wang Bingqian,
Minister of Finance, China, September 3, 1982
Annual Meetings, Toronto, Canada

1. A meeting was held between Mr. Clausen and Mr. Wang Binggian,
Minister of Finance, China, on September 3, 1982, at the Sheraton Centre,
Toronto, Canada. Among those present were Messrs. Wang Liansheng, Execu-
tive Director, Bank; Chen Hui, Alternate Executive Director, Bank;

Fei Lizhi, Chief, World Bank Division, Ministry of Finance; Li Miao,
Section Chief, World Bank Division, Ministry of Finance; Stern, Husain,
Benjenk, Jaycox, Morrow and Humphrey.

2. Minister Wang made five major points:

(a) China agreed with Mr. Clausen's assessment that
the world economic situation was grim. China
will support the Bank's effort to play a positive
role in helping the developing countries through
this difficult period.

(b) Relations between China and the Bank are very good.
Minister Wang appreciated the great efforts made
by the Vice Presidents and their colleagues working
on China. He hopes that the relationship between
China and the Bank will be long, stable, and co-
operative, and they approach it in that spirit.
Although there will occasionally be arguments, this
will not affect the long-term relationship.

(c) The Twelfth Congress of the Chinese Communist Party
is now setting goals for the next 20 years. China
hopes to raise its industrial and agricultural out-
put so that per capita GNP reaches about $1,000 by
the end of the century. This implies an average
annual growth of 7.27%. For the sixth and seventh
five-year plans, the growth target for per capita
GNP is 4-57 per year, and for the decade of the
1990s, 107% per year. To achieve this, China will
require substantial resources, including both
hard and soft loans from the Bank. They especially
need Bank assistance during the remainder of the
1980s, when they hope the Bank will provide ''coal
during a snowstorm."
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(d) China is not taking any IDA 6 funds. It hopes
that the $400 million of IDA promised to be
provided during FY81-83 from Bank profits will
be given, even though China ''may not be able
to use it all during this period" and may use
part in FY84. Although $400 million is not
large and China could make do with less, China's
leaders have planned on this amount and any change
would damage the trust and confidence which China
has in the Bank. As the Minister indicated to
Mr. Clausen in Helsinki, China regards FY84 as a
special, transitory year for IDA. China should
get its fair share of any new IDA funds made
available in FY84 in addition to that part of
the $400 million which slips into FY84.

(e) IDA 7 will be the beginning of China's full
participation in IDA. Although China has not
mentioned a specific figure, it expects a fair
and reasonable share. China should get about
the same allocation as India. Considering China's
population and low per capita income and recog-
nizing that India has already enjoyed substantial
IDA assistance, this is not an excessive demand.
It is now China's turn to get more from IDA. On
this matter, Minister Wang had already spoken to
Sir Geoffrey Howe.

3. Mr. Clausen responded to the above points as follows:

(i) He agreed that the relationship between the Bank
and China was off to a good start. We, too, view
the relationship as a long-term one, and the Bank
is trying to gear up to enlarge the flow of funds
to China. To assist in this effort, the Bank needs
more information to support our economic and sector
work. The Bank will be fair and reasonable in its
requests for information.

(ii) Regarding the $400 million of IDA, the Bank must
maintain its reputation for being equitable and,
in view of the cutbacks in IDA, it would not have
been equitable to provide the full $400 million
during FY81-83. Therefore, the Bank appreciates
the Minister's implicit statement that he under-
stands that the $400 million will spill over into
FY84.
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(iii) Concerning other IDA funds for FY84, the Bank
agrees that China should get a fair share and
we will be sensitive to China's needs. But we
do not yet know how much might be available.

(iv) The IDA deputies are planning to meet in
November to discuss IDA 7. At present we
do not have any concrete ideas about shares,
but China's share must be significant so that
the lending program can grow substantially from
present levels. We agree that any difference
between China's and India's shares should not
be large.

4. Minister Wang formally invited Mr. Clausen to visit
China next year. Mr. Clausen expressed his appreciation for the
invitation and said he would consult his calendar.

cc: Messrs. Clausen
Stern .
Husain
Benjenk
Jaycox
Kirmani
Hasan
Koch-Weser

DMorrow:bce
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1982 ANNUAL MEETIN
CHINA

Key Points

You should express the Bank’ziiiﬁggzzzzzgg:bor the Government”s

continuing efforts to build a sound relationship and point to the
achievements of the first two years of cooperation. Although only
the North China Plain Agriculture Project (IDA Credit of $60 millicn
equivalent) was approved by the Board in FY82, considerable work has _
already been done in processing the (§ix proposed FY83 projectsy and
work is under way on a pipeline of some(gg_gzggggzg. For your
information, some background on other Bank activities in China over .
the past year is given below in paras. 1-3. The onlyyiss hat Sﬁ/
the delegation is likely to raise with you is the @vailability of T \

A "funds for China, on which the Government has Vvery strong views ;jjfi////
(see paras. 4-7). It may also renew its invitation to you to visit ﬁ
China soon; we recommend that you accept the Government”s invitation
and visit China in the first half of 1983.

Backgtound

1. Despite the Government”s continued general feluctance pro-
vide broad sector information (which recently delayed processing of the
Ports project), sector work in preparation for the China Investment Bank
project proceeded well and included the writing of a handbook on project
analysis; a rural finance study has been completed and discussed with the Vet
Agricultural Bank, preceding a rural credit project; and a review of medical
education and rural primary health care will be carried out shortly.

2e The Bank completed an updating Country Economic Memorandum bassd on /%t:/
information gathered during a joint Bank/IMF mission. Although the Bank has yuP/VVR
had some difficulty in securing data (particularly on the Government”s <
invesEﬁE3f’5?Ug?EE’ZEE/EH€;§§—§3E§E;VE{ion), we hope that when the report is Lﬁ”sjgb
discussed with the Government within the next few months, more information

will be forthcoming. The Bank arranged a successful seminar in China that

allowed an evaluation of the East European experience of economic reforms and

its relevance for China”s reform process. The Bank has also begun a large

program of colilaborative economic research with researchers from the Chinese
Academy of Social Sciences.

3. Other Bank activities in China have included a cofinancing seminar
held recently in Beijing, which has contributed to a better understanding of
the procedures and the benefits cofinancing offers; we hope that some upcoming
projects will give the Government practical experience of cofinancing. The
EDI program of courses in China has been expanded and is proceeding well.

Issues

4. IDA 6. China feels strongly that it was promised an IDA 6 allocation
of $400 million (and $800 million teotal lending) for FY8I-83. The IDA allocation
was reduced to $300 million and rephased over four years in January 1982 (when

a general adjustment was made in IDA allocations); subsequent decisions on
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individual projects have in hat amount to ($340 milliopn-for FY81-84
(with IBRD lending o ,585 million planned over t period ;
IDA lending so far has involw million in FY81 and $60 million during joo 8l
FY82; the latest approved lending program provides IDA commitments of Go &5
$105 million in FY83, dropping to only $75 million in FY84. (These figures 105‘-E>3

reflect a very much harder blend than the 50/50 blend China expected for the

IDA 6 period. Although such a blend is not acceptable to the Government,

recent discussions did indicate that China is, in fact, willing to accept a A‘ 5'(0
considerably harder blend than originally requested). Senior Chinese

Ministers have ccntinued to request in wvery strong terms that the originally
"promised”™ IDA allocation of $400 million be provided for FY81-83 (most

recently when the Minister of Finance hosted Mr. Qureshi); moreover, if

special IDA arrangements are made for FY84, China would like to receive a

fair share of any new money (i.e. that year should not simply be treated as

an extension of IDA 6 arrangements, which took no account of China).

5%

8. You should say that IDA 6 came out very differently than we AD JICE .
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