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IDA ATTOCATIONS CRITERIA

Attached is a copy of the President's me=orandum entirled "1DA
Allocations Criteria” dated July 8, 1977. It is a revision of the
memorandim of the szme title dated June 15, 1977, which was circulated
under the Secretary's memorandum IDA/R77-72 2nd which was originally
scheduled f;r consideration at a meeting of the Executive Directors on
July 5, 1977. The revised necorandum will be considered a- a =eeting on
July 19, 1977.

Changes in the original memorandua were =ade in paragrephs &4, 7
(iﬁcluding the footnote chereto), 8, 9, 11, 14, and 16. A new paragraph
25 kas been added and old parsgraph 25, which is now 26 ; has‘been revised,

Finzlly, Text Table 1, Annex Tables 1 and 2 and the title of Annex Table 6

hzve been revised.

Questions zay be addressed to.Mr, Mahbub ul Haq on Ext. 2781.
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=" ce of the President

From: The President July 8, 1977

IDA ALLOCATICNS CRITZIRIA B

I. Introduction

1. At their final zmeeting in Vienna on March 14-15, 1977, the
representatives of the donor governmments for the Fifth Reonlanishment
of IDA requested that a paper be prepared on the ecriteris underlying
the allocatiocn of ITA credits which would provide the basis for a
review by the IDA Ixecutive Directors. The present paper has been
prepared for this purpose.

II. Eligibiliry Criteria

2 The purpose of IDA assistance, as stated in the Articles of
Agreement, is %o provide finance Ior meetizg izpecrtant cevelopment
requirements on ""terss which are more flexible and bear less heavily

on the balance of pavments than those of conventicnal lcans.” 1/ This
type of financing is to be provided to the "less developed areas of =
the world included within the Association's zembership.” 2/ Such
assistance is not to te provided, however, if financing is "zvailable
from private sources on terms which are reasouable for the recipient

or could be provided by a lcan of the type made by the 3ank." 3/ And

the Associaticn is to ensure that '"the proceeds of any financing are used
only for purposes for which the financing was provicded, with due attention
to considerations of economy, efficiency and competitive incernmaticnal
trade and without regard to political or other nen-sccnomic influences

or considerations.” 4/ Implicit in the language of the Articles of the
Associaticn, therefore, are three eligibilicy criteria. In crder to

be eligible for IDA funds, the borrowing countries ousc:

- be relatively less developed; \
= lack creditworthiness for conventional lending; and

= be in a positicn, as indicated by their econccic perfor—ance
and absorptive capaci:zy, td use IDA resources effectively,

x | The first of these three criteria can be described only in rela-
tive terms. 1In the 1973 review of IDA lending policies and practices,
the Executive Directcrs agreed that there should be a strong presux=ption

1/ Article I.

2/ " Arcticie 1. )
3/ Article Vv, Sec:ion lc. =

4/ Areicle V, Section 1g.

This d‘ocumc_nl has a restncted disinbuton end may be used by recipients only in the performancs
of their oficial duties. Its contents may not otherwise be disclosed without Wor'd Bank authonzauon.
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that countries acove $375 per capita inccze level (ia 1972 terms) would

1 - o=

pot receive IDA assiszaaca, )/ In terms of 1375 gricas, this Henchnark
conforms to a per capita incoze of $320. Althougi this was not descrited
as a "ceilinz" fcr ITA landing, the per capicta i:cc:e Seathoark has servs
as a general critericn for eligibility. Accordingly, curing the Fourth

Replenishzent period only 0.77 of total IDA co—wiizZents has gone to coun~

tries with per capita income of over $520°in 1975. 2/

4, Underlyinz the "lack of creditworthiness'" criterion is the tasic
principle which was originally laid dcwm ia the IDA Charter for IDA opera-
tions, namely that they should supplement, and not be a substitute for

loans from the World Bank. Especially since IDA resources rezain very
scarce in compariscn to the justiiled needs for concessiczal assistance,

it follows that countries must be expected to utilize to the fullest thelr
capacity to borrow on non-concessionary terms before IDA lending becomes
appropriate. Consequently, the application of the "lack of creditworthizess"
eriterion means that sozme countries with per capita iaccmes below the IZA
eligibility benchz=ark do not receive IDA credits if they have been able to
obtain substantial loans on conventional terms, iacluding from the I3RD.
Judgments of creditworthiness must, of course, take into account existing
and prospective burdens of servicing extermal dett. =2ank creditworthizess
appraisals, and choices between the use of Bank lcans or IDA credits te pro~=

g

vide assistance to particular countries from the World 3ank Group, zra sec
upon judgments of the long-term strengths and weaknesses of these gcuntries'
economies and their capacity to service external cebt cver a leng period of
years. The recent changes in the world ecocrnemy, especially chamges in
coumodity prices,have sericusly afifected both the debt service capacity and
the reserves positicn of.many countries and make it Izmperative that IDA zive
greater weight under this criterion to ccuntries whose long-ter= developrmaat

prospects have been seribusly hampered by these events.

S The applicaticn of the performance criterion, including absorptiv a
capacity, on the other hand, leads to exclusion from IDA fTunds of chose
countries which might otherwise be considered eligible but where IDA could

not be assured that its credits would be put to effective use. Haiti,

Uganda, Guinea, Equatorial Guinea and the Central African Empire are exazples
of countries in which, at times, -the perZormance critericn was decisive in
determining IDA eligibility.

6. Even when a country qualifies for IDA crecdits under the three cri:teria
mentioned above, there still have to be available sound development projects
which meet the Association's normal financial and econcmic criteria for pro-
ject financing. Special efforts have been made, znd will be made, by the
Association to assist counzries in project preparaticn so that they may e

in a position to utilize such amounts as might otherwise be available to then
from IDA's resources.

I Application of the three eligibility criteria of per c1pica iaccme,

THA

ereditworthiness and perforcance together determine the universe of ITA

1/ "IDA Lending Policles,' IDA/R73-7, dated Tebruary 7, 1973.

-

2/ See Table 2 om p. S,
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borrowers az any particular time.l/ The per capiza

‘
in effect, servad ro prescribe an upper liait Sor che
universe. Application of the creditwvorcthiness and per
however, do not determine permanant eligibility or ine ¢hiliry. =When the
circumstances under which countzry is considered i(nelizible no longer con-
tinue to exisz, IDA credits can once again be made evailable. Thus Indonesis,
which was graduated from access to IDA's resources during the Fourth Replenish-
ment pericd as a result of a marked improvement in i:=s creditworthiness
following the increase in oil prices, is now being corsidered for a hard

blend of 3ank/IDA assistance in view of the large increase in its development
program, the sharp rise in its external debt, and the rapid expansion of

Bank exposure in the country. Similarly the Philippines and Thailand, which
had been graduared, are agzain being considered Zor a hard blend of Bank/IDA
assistance because of the severe impact of recent changes in international
prices and the terms of trade on their balanze of sayments. 4is showm in

Table 1 below, the universe of IDA recipient ccuntries has fluctuated comn-
siderably from one replenishment period to another. During the Fourth Re-
plenishment period, 13 countries that had borrowed during the Third eplenish-
ment period were not allocated any IDA funds, because of their current
situation with respect te the criteria discussed above, and it is expected

that 9 countries will be "graduated" from access to IDA's resources in the
Fifth Replenishment period.

=e¢ benchmark has,

finlzion of the 1DA
r-ance criteria,
o4

ncam
e
=
i

i
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IIT. Allocation Criteria

8. - IDA resources are scarce, particularly in the Fourth Replenishzent
period, when the purchasing power oI the Replenishmen: was severaly erocced

by price increases which had not been foreseen at the time of negotiacions.
Therefore, IDA resources have rto be rationed among those countries ijudged
eligible to receive credits. With the addition o several new countries in
East Asia to IDA V, the relative share of other regions will of necessity

have to decline scmewhat, even though their absolute 2zounts may well increase.
In distributing the resources available to it, IDA has taken accoun: of four -~
main criteria - population size, poverty, economic performance and credit-
worthiness. There can be no mathematical formula to combine these criteria

in & way which determines the precise amount of IDA resources each eligible
country would receive. Obviously, judgment must be applied in each case.

The following paragraphs dascribe the approach and rtaticnale which guide

the management in making its judgments on the application of the various
criteria. .

i/‘ During the Fourth Replenishoent period the Zollowing countries were
treated as being eligible Zfor IDA financing: Afghanistan, Bangladesh,
Benin, Bolivia, 3urz=a, Surundéi, Cameroon, Chad, Congo, Ezvpt, =1
Salvador, Ethiopia, Ga=bia, Ghana, Guinea, Guvana, Eaiti, Henduras,
India, Jordan, Xenya, lesotho, liberia, Madagascar, Malawi, Mall,
Mauritania, Mauritius, Morocco, Nepal, Niger, Paxistan, Papua Ve“
Guinea, Paraguay, Rwanda, Senegal, Sierra lecne, Scmalia, Sri laaka,
Sudan, Swaziland, Tanzania, Togo, Tunisia, Upper Volta, Westera Saxca,
Yemen AR, Yemen PDR, Zaire. 7Tor the Filth Replenishment pericd, the
IDA universe a2s presently defined included the counczrias lisze above
excluding 3olivia, Cengo, El Salvador, Guyana, Mavritius, Moroc:co,
Paraguay, Swaziland and Tunisia, and also nine new entraats: Cencral
aAfrican Empire, Comores, Grenada, Guinea-3issau, Iundornasia, Laos, the
Philippines, Thailand and Vietnam. (Table 1 on page 4)



Tadls 1: Universe of I2\ 2ecizienza

FOR CFFrICIAL Uss Co3Ld

: Replenish=ent Pericda
First (F165-63) Second (FY63-71) Ihizd (F¥7i-7~, Ffourza (7f;5-77) Fafzy (FY72-80)
No. of No. of No. of No. of Estizated No. of
Countries Countries v Countries Countries Countries o
Borrovers during the
Replenishzeat Period 31 48 58 49 49 =
Change betveen
Replenishzent FPericds: - .
1 3/ s/ b1
Countries Added 20 12 & 9.
of which nev me=bers (18) (7 (2) (3)
2/ &/ &/ 8/
Countries Drcpred 3 2 13 9
of vhich "graduated” Hexy ()] (9) (%)
Net ’ +17 +10 -9 0
Aj Senis, Central Afrizan T=oira, Chad, Congo, Sczinfcan Reosubliz, Tz'mt, =1 Salvader, Ca=bhia,
Cuyena, Indcnesia, Maur:tius, Neoal, Nizer, Parua New Culnea, X-anda, Sierra Leccre, Tezo,
Upper Vol:a, Yemen PR, 2:zire. (new zexbers uaderlined) =

2/ Lesotho, Nizeria, Sudan. (graduating me=bers underlined)

3/ fma, Icuatorial Guirea, Haiti, Ivory Ccast, lasotho, Libarfa, Nicaragua, Philirsines,
lag, SyTia, Thallanc, Yezez AR. (mew =ecters underlined)

4/ E1 Salvador, Uganda.

éf El Salvador, Guines, Svaziland, Western Sz=o0a. (new members undarlined)

§/ Botswana, Central African E=pire,~Dominizan
[vory Coast, Xcrea, Nfcarasua, Philizpiszes,

Svria, Thailand, Tusckev.

(new zecbers uzoderlined)

Republic, Zcuador, Equatorial Guinea, Indonesia,
(zraduating sezhprs uncerlined)

*Central Africzaz Iapd e, Cocoros, Grenada, Culnea-3issau, Indonesia, lLaos, Philip

Mecroces, Paraguay, Swaziland, Tu

fines, Thailand 2nd Vietnaz,

(graduating zechers

8/ Bolivia, Cerro, El Salvador, Cuvana, Mauzisfus,
* underlicec) =

Annex Table 2
-

Source:

Population Size

9.
among eligible ccuntries.
on the basis of peopulation

Population size is a basic criterion for allecating IPA resources
However, as shown in Table 2 below, allccations
alone weculd result in a heavv concencracicn

oF

IDA resources in a few countries; India would account for over one-hal?

of the allocaticns to the currently IDA elizible countries.
are escentially aizesd at

argued that aid effor:s, including those of IDA,

people rather than nations and, accordingly, thacg
should be given a predominant position. However,
IDA resources according to pooulation size would,

it could bde
the per capita criterion
a strict allocaticn ef
for exacple, ccnsiderably
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recuce the share 2f scme 2f the snarsely ponularad scuns-iasg sf Sub-3Saharan
alrica. Taese count:lies face predlems that justiiv mace zenersus allscation
of ccncessicnary assisczance. Those problams imaluda limirazicns in trainaed
@anpover, wide dispersion of sz:all pojulaticns sver wile areas and snall
zarxet sizs that cannoct suppcr: bread based iandustrializacism effsres. These
factors along with zinimum project size and the reguizo-ents of a continuine
lending progrza have introduced the so-called "small ceouacry bias" 4a IDA
lending. 1/ As a counterpart to this bias, the Association has constralined
its lending to India, for which a ceiliang of 407 has been acdopted as a
, 7 . i : ] % . 2 S : 1
general guideline. The Association has thus achieved a auch wider gecgraphical
diversification of the operations than would have resulted freom strict ;
adherence to the critarion of population. For instance, the Least Developed
Countries have received an allocation of 33.5% in FY75-77 as against their
share of 18.3% in the IDA-eligible popularion while szall countriss below
2 million populaticn each have received a per capita allocazion of $5.20 as
against an overall average of $1.40 during the same period.
Table 2: Distribution cf IDA Credics bv Per Canita inccwe levels of Countries
IDA IIT IDA 1V
Annual Averazes S
. —=t
FY72-74 Y75-77
Fer Cepita lncome Level 1975 Posularian Per Capi:
(1973) » % Sa % 3= % &
Up to $253 ser cavira £
India 610 55 432 37.5 535 3855 0.98
Bargladesh 79 7 47 4.1 153 10.1 1.84
Pakiscan 69 6 55 4.7 83 9.9 129
Burma 30 3 17 1.5 35 2.4 1.20
E'.:!_licpin 2 5 3 45 3.9 54 3.6 1.67
Zaire 25 2 s 18 1.6 = 30 i.3 1.60
Tanzania 15 i 23 2.0 41 2.7 2.75
Subtoral = 856 77 637 o533 100¢ 86.9 1.1€ “
* Others 2/ 123 12 250 21.7 203 19.8 2.5
Total 883 89 87 77.0 1307 85.7 1.33
265-520 ner czniza
Egvpt . :;,79 ; 42 3.6 E~l1J 4.0 1.64
Others 2 - 142 12,3 13 8.6 5
Total - T puIj 184 16.0 181 175 1.53
2/ :
Above $520 per casi:za 10 = 80 7.0 19 0.7 1.00
2 : 3/
GRAXD TOTAL 1,109 100 1,251 100.0 1,508 109.9 1.236
1/ Estinate for FY77 as of Jupe 13, 2977, .
2/ 1l.e. - other recipients of IDA credits durirg the respective replenishzent seriods; in nuzbers gs follc
IDA III, up to $245 per capi:ca, 22; S266=-329 per capiza, 18; edave S:70 ser canica, 19,
IDA IV. up o $265 per cepita, 21; $266-520 per capiza, 1f; zbove $520 per capizs, 4.
3/ This includes oaly the IDA recipienis {n the IV Replenishcent, .
S i¢: Annex Table 3.

-

1/ For a distribution of IDA resources accerding to couniry size, see
Annex Table 3.
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= & =
Poverty
105 Tae relacivae peoverty of ccuntrias has Servad gs an dSnorfasr cri=a=icn
1 2 ;¢ - gricon
for allocating IDA resources. Wwhereas all countries with per capita inccmes
- o ¥ 75 d -~ . .
of less than $520 (1975 orices) are considered in orinciple as elizible for
-7 ” 3 - ~ T e ~ o e - '-. < i L
IDA,.nea._; S?J‘o- Cie Ccta. resources were ccamitad iuring the Foursh Re-
plenishzent period to ccuntriss with iacomes oelow 5255 per capita. Ex-

cluding India, where IDA allocations were constrained, the countries telow
$265 per capita raceived 47% of total IDA resources against a 34% share in
the total population of IDA elizible countries.

1L, The increased emphasis on the allocaticn of scarce IDA resources
to the very poorest countries has led to two distinc: creads. sirst, it
has significantly increased the resources given to thcse DA elligibla
countries which are at the lowest end cf the inco-e scale, which have large
pockets of poverty and which suffer from such loag-term structural orodblems
as foocd and energzgy shortages. For instance, 2anglacesh - being one of

"the poorest countrises. ameng IDA recipients and also one with large food and
energy deficits - has seen its share of IDA resources increase ‘rom 4.17 in
IDA III period to 10.1% ia IDA IV period. Second, there has Saen great
pressure to reduce allocaticns to countries beginning to.demonstratz a capsz
city to attract funds f{rom ccnventional sources. Indesd, as indicated earli.-
as many as 1l ccuntries were graduatad out Sor purpcses of IDA 2V, aad 9 =5
are expectaed to be graduated in IDA V (see Tabla 1). B

12, ° Despite the concentration of IDA cn the poorast ccuntries, the per
capita allocation to scme of the more populous low-income countries ramains
constrained, as explained earlier. For instance, excluding India, the
average amnual per capita allccation of the countries with per capita iaco
of less than $265 was $1.91 during the FI75-77 which is ne2arly twice the
per capita ccmmitments to India (Table 2). On the other hand, the 2aanual
average per capita allocation to szz2ll countries (telow 2 =illion each) in
the same income group was $5.20 during the same period. -

Performance
13. In allocating its resources among its eligible members, the Association

‘has given weight to "performance', a factor which must be carefully judged in
relation to a wide range of social and econmomic objectives. Such judgzzents
must also take realistic account of the capacity of member countries at their
particular stage of development to cope with the problems thrust upon them.
This critericn has been appliad by the Associaticn to include such element
in' country perforzance as dedicaticn to development objectives, mobilization
of domestic resources, rate of GNP growth, progress in achieving zore equi-
table distributicn of income, and quality of administration and econozic
manageznent. Wwhen so applied, this criterion ensures that the cocuntriss rthat
are pursuing vigcrous and erflective develcopment policies receive allocations
higher than those that would be indicated by other criteria alone.



14, The seriormance criterisa has not taen Zaric
sense The Associazicn has ziven due consicdera:t 3 9%
me=ser courccias To adapt to changes in cthalt & 3
eavironmenzs. ~-oT imsztance, ingreads=2 wWeliacl i J e
given o th2 counccias that are sursuing oogidie Juc dzoen=
dence on food arnd energy imperts The Associaticn is also siving in-
creased importance to policies that benefi: =he pocrest sections of Ihe

5 (=
country's populazion and help them to increase their priiuc
in cases where those coun.ries may lie-in the middlz range

of IDA recipianzs. These emphases in gauging counzry¥ periormance should
lessen the dependence of IDA borrowers owver the vears on CONCesSlONary
external fimance and also produce a wider distridution oI the frufics of
economic grcwon.

Credit~orthiness

15. Although lack of creditworthiness sarves as an elizibiiicy crizerion =~
wvith those countries able to borrow adequately from 1ERD andSor from the pri-
vate ccrmercial markaczs not being iaciudad amomg ID& racipienis = it is also
used as a critarica for allocating IDA rasources. In2 use of credizworsthiness
considerations for the purpose of allocatiom nas genarally meant that the
countriss that are shert of resources in relation t¢ cthair develozmant needs,
largely Seczuse oI thelr inabiliy te qualify Sor assistance frem scnventicorz?
sources, have been alloczted a larger propcrticnace snar? of 104 Sunda. Sinee
the degree of access to conventional scurceas of finanze is clcsely relsted o
a’ country's inccze lavel, poor creditwerthiness, as a grissrisn foz allocar
tion, tends to reinforce the criterion of poverty

16. The dependence of the poor coun-._ s on a -ew expeort ccmmodities

with wezk demand in internaticnal markecrs and thel = daghilizy o res:zond
quickly to changes in the pattern of external trade have restricted their
capacity to inc:agse their foreign exchange earmings to =esal thely demand

for develo:zen sports and to saervice extarnal detts. Eence their dependance

-

on highly con cess_»nary assistance. Their problexm has teen cozpounded dY
the internat‘cnal economic developments since 1973. The Iat araaticnal in=
flation, the increase in the price of oil, the decline of ccmmodity prices
frem the 1973-74 peaks and the recession in the induscrialized countries all

served to increzse bzlance oI payments daiicits. Councriss adiustad to this

by increased borrowing Ircm a variety of sources on differant terms and by
reducing iavestment and growth. Increased debt service ratios-and reducecd
growth perforzance further aZfected their credizworthinass. (See Ancnex Tabis 6

These were, essencially, the factors underlying the reintrocduction cf
Indonesia, the Philippines and Thailand into the list of eligibles for IDA V.

17. For IDA countries which have some capacity to torrow on non-ccncessicna
terms, the approach has been to blend ITA znd 3ank lending. Since ID& resour:se
are scarce, the blend is derived by providing the zaximum feasidble zzcunt of

Bank lending and providing supplementary rascurces Srom IDA. Since there -
ralarion batween poverty and creditworthiness, there ZIs lizcle Sank iending
to the lowes:c inccme countries, except Zor "enclave' projects wher e 2anx lo:
can be justifiad dv the security cffered by the project as distines from &

credictworzhiness of the country. Table 3, telow, shows tha Slend nroporIions

A . g . WP
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during ths Seccnd, Thiz2 and Fecurth Repleni

the share of Dank l3nding cdurini the Fcurzth 3&913:&1 sawe mardod 13 G
largzely to the shift iz lendfng to Indonesia frem I5A to tha 3ank.
Table 3: IDA/IRRD 3londicz
RATIO OF IDA:IZRD COMMITMENT
1969-71 1972-74 1875-77 1/
IDA : IBRD IDA ¢ IZ2RD IDA : I3RD

1975 Per Capita GNP
level of Recipieat
Countries

0 - $265 i 29 35 : 15 52 38
§266 = 529 25 5 79 37 s 63 17 £ 83
$520 -  Above - y 100 - H 100 - : 1c0
1/ Estinate for FY77 as of June 13, 1977. .
IV. Distribution of Rilgterzl ODA
18. The IDA £llocztions to individual count-ies take some account of the

-

availability of other sources of assistance to then, both bilataral and zulti-
lateral.

19. There has been a growing concern zzmong bilateral denors in racent vears
to give priority consideration in- their aid efforts to the poorest counts
Nevertheless, past distribution of bilateral concessionary Zunds reiflacts
several factors which tand to result in a compzratively less prcnounced poverty
orientation of this assistance than dis the case with the discributicen of IZA

resources. Traditicnal linkages between conor ané recipient countrie
tical factors and other features of bilateral ailoczticns, have, ther

led to cnly 43% of tocral bilateral ODA from CECD countries

- bei..ﬁ ammasss
to those in the lcwest per capita income group (up to $255 per capita inm
1975 prices) during the period FY72-74 as against 77% cf IDA during the sazme

period. ' :
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Taola 49 Bllaceral CDA Zigws fIr
YNet Receip

(Annual average).

1975 Per Capita Inccme 1971 1972-74 1975
Groups sa x 2] & so i
Up to 3265 per capita
India 847.4 13.4 501.5 6.9 783.6 8.0
Pakistan 360.5 el 249.3 3.4 372.0 3.8
Bangladesh 9.4 0.1 283.6 3.9 701.8 7.8
Indonesia 547.1 8.7 502.8 6.9 525.2 5.4
Ethiopia 37:5 0.6 535.7 0.8 72.3 0.7
Tanzania 54.6 0.9 99.1 1.4 242.0 2
Zaire 78.1 3:2 120.2 1.6 154.1 1.8
Burma 38.2 0.6 55.17 0.8 65.4 0.7
Sub-total 1,972.8 31.2 1,867.9 25.5 2, 98.8 29.7
Others 1.030.2 15.3 1,398.9 19.2 3.206.5 12.3
Total 3,003.0 47.5 3,266.8  44.7 4,122.9 2.0
$266-520 per caoita B42.2 » 13.3 1,081.3 14.8 1,320.2 18.5
Above $520 per capita 1,722.0 27.2 3,893.2 27.2 2.,663.3 « 27.1
Others and /
unallocated— 755:.3 11.9 . 973.5 13.3 1,211.1 12.3
GRAND TOTAL 6,322.5 100.0 7,314.8 100.0 9,815,585 100.0
1/ This includes unallocated regional shares for Europe, Africa, America, Asia

and Oceania as well as for Freanch Cverseas Departzments and Territories and
Assoclated Afrizan and Malagasy States. The major functicnal categories

for these funds are: some technical assistance, dencr country inscitucticnms
financed frcm aid budget and regional projects not allocated to countries.

Source: OECD (DAC), Develoocment Cooperation: 1975 Review, Statistical Annex Table 26,

OECD (DAC), Develccment Cooperation: 1976 Review, Stazistical Annex Table 26,
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20. In the case of bilateral CDA, the most nctas.e Jeviations Srcem the
IDA allocaticn patterns are the relatively auch lcwer cnnua. average allo-
caticns dusing FY72-74 to India (7%), 2angladesh (47%) aad Paxiscan (3%).
The total bilateral allccaticns to the three Scurh Asilan cecuntries Jduring

this period was 14X ccmpared with 46X frca IDA. Evidently, the allocatien
of IDA resources has tendad to zmoderate these »flatasral results to scze
extent. t should be emphasized, however, that zhe Associaticn's assistance
is not a derivative sum, calculated after estimatiaz the concessicnary
assistance available from other bilateral and multilsteral sources. No such
approach would be either workable or broadly acceptable.

VY. Conclusion

2%, The IDA Articles of Agreement define eligibility in terms of a

number of criteriz that include relative econcmic backwardness, lack of
creditworthiness for development capital available on conventicnal tarms,

and the ability to use effectively the Associaticn's concessicnary assis-
tance. In reviewinz the lending policies and practices of IDA, the Executive
Directors have provided a quantitative interpretatziocn to the first of these
three eligibility criteria, that of relative backwardness. Ia tae 1968 review,
$300 per capita income was defined as the level above which therz was ‘to be

4 strocg presumption against IDA lending. The 1973 review, taklag inflation
into acccunt, redeiined this level as $375 in 1972 prizes. The =ufrent
equivalent of this level is $520 per capita ia 1975 prices. .

lack of credic-
universe ol

22. While using a per capitaz income cut-off crit
worthiness and performance have also been used to de
IDA eligible countries. This means that all countriszs be a cercain per
capita income level do not automatically beccme elizisl IZA resourczes.

In order to have access to the Asscciation's funds, they =ust fulfill che other
two criteria of adequate econcmic performance and lack of creditworthiness for
development capital on conventional terms. The application of these criteria
means that the universe of IDA recipients differs from one replenishzment period
to another.

lln (1]
l' H
-
€]
I

L
€ m

c

th = rt -

"

B
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23. The size of the country (in terms of populaticn), along with the
application of the criteria of poverty, performance and lack c¢f creditworthi-
ness, have been used for determining country allocations from the rescurces
availatle to IDA. This process has produced a high cencentration of IDA
resources among the countriess at the lower end of the per capita income scaie.
Since the more populcus IPA eligible countries are also aocnz the very goor,

a predcainant weight to population would have resulted in even greater cca-
centration of resources among the poorest countries. However, the 40X ceiling
on India and the requirement of a mainimux project size fcr, as well as the
special prcblexs of, small ccuntries have increased per capita ailocaticns

to a nuxber of sz=2ll countries, particularly in Africa.

24, The pattern of discribution of IDA resources, with the relatively
larger share going to the largest and poorest countTies, has moderatad to
some extent the L:ba‘ances in the distribution of btilateral ODA. Ia allocating



- 11 -

their concessional assistance, scme donor nations have been —ore responsive
to "special relationships' between themselves and the recipients and less Lo
the type of ccnsiderations that have deter—mined the allccation of ITA re-
sources. The needs Ior development capital by the countries with relatively
kigher inccce and a limited degree of creditworthiness has been met by

Bleading IDA resources with IBRD funds.

25, The addition of several Fast Asian countzies to the list of those
eligible for IDA V will affect the regional distriburion of IDA rescurces ian the
next three years, ccmpared with that of the past three. However, the net

effect on irndividual countries will be neglizible, because the increase in

East Asia will be largely offset by such factors as the gracuaticn of scme
countries frcm the list of eligibles and by probleas of absorptive capacity

in other countries. It is, however, impossible to predict the exact country-
by-ccuntry distribution of resources over the next three years, since that
distribucicn is bound to be affected, as it has been ia the past, by many
uncertaincies.

26, The existing criteria have well served their purpose of assuring

an equitable distributicn of IDA's resources and naking an effective con-
tridution to the develcpment of the Bank's poorer member countries. They

have also served well in that they have allowed flexibilicy ia country
allocaticns that would not be possible under any aore rigid progra==ing
system. Withia the framework of those criteria, special weizhe will bde given,
during the IDA V pericd, to certain critical needs of the developing warid.

In particular, the Association will stress the need to improve the internal
income distributfon of lower and middle income reciplents and give prioricy
to long-term structural problems such as foed and energy deficizs. The
Association will pay careful attention to those countries whose leng-term develos
mental prospects have worsened because of changes in cecmmodity prices anmd

the termas of trade. Thus the existing criteria,which are respensive to the _
evolving needs of the developing world, will continue to serve as the basis
for allocating IDA resources.

—

-~
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STATISTICAL ANNEXES

1. Countries Presently Regaréed Eligible for IDA Assistance
2. IDA Recipients During the Replenishment Periods

3. 1IDA Commitments by Size of Country, FY72-77

4. IDA Commitments by Income Level of Recipients, FY59-77
5. 1IDA Lending Operations, FY69-77 |

6. Debt Service Ratio of IDA IV Eligible Countries, 1975

Thzs document has a restricted distribution and may be used by recipients only in the performance
of their official duties. [ts contents may not otherwise be disclosed without World Bank suthonzauon.
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Acnax Table L: CPNTI[RY PerSTNTLY RIGALLID
RIS
1973 197%
2o0p. =P g ¢
Count .32) P

EASTERN AFRIC

Surundl 3.7 Lie
Comorcs 0.3 280
. Lthicpia 1.9 100
Kenya 13.3 S
Lesotho 1.2 180
Hadagsscar 8.8 00
Kalawi . 5.1 130
Peanda 4.1 30
Somalia 3.2 100
Sudan 15.6 290
Tanzania 14.7 i’o
m!. k.7 s
Subr Total 122.6
WISTESN AFRICA
Bezin 3.1 1.0
Cazeroon 7.3 210
C.A.E. 1.0 230
Cad 4.0 120
Gazbia 0.5 .50
Cliank 9.9 4860
Cuinea 3.5 130
Giinea Bissau 1.0 =00
Liberia L5 410
Mall 5.7 %0
Mauritania 1.3 310
. Niger 4.6 130
Senegal 5.0 370
Sierra Leone 3.0 co
Togo 2.2 270 -
Upper Volca 3.9 90
Sub Total 61.5 .
BEXA
Afghanistan 16.7 130
Egype 37.1 310
Jordan 2.7 =60
Yesen A.R. 6.5 210
Yemen P.D.R. 1.2 240
Sub Total 64.7
LATIN AMERICA & CARISBEAN '
Grenada 0.1 370
Eaict 4.6 180 B ;:
Hooduras 2.9 350
Sub Toctal 7.6 =
EAST ASTA & PACIFIC
Indonesia 131.6 180
I'M- " 3.3 70
apua Nev Cuinea 2.7 &
Philippines &2.3 338
Thailand 41.9 350
Vietnaa 45,3 160
Westarn Semoa 0.2 120
Sub Total 267.5
SOUTH 414 ’
Bangladesh 78.6 110
Burma 30.2 110
India 609.6 150
Nepal 12.6 110
Pakiscan : 69.2 140
Sub Total a13.8 "~
TOTAL 13712

This d_acumnl hzs & resincied distnbution and may be used by reciprents only in the performance
of their offcia) duties. Its contents may not otherwise be disclosed without Workd Bank suthonzaton.
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Annax Table 2 :  ITA RECIPITNTS JURING THE WPLINISENONT 2TACTS

Repleniersent ?ert.da

r1ast SECTND THIXD TOUOATH r:r:a

FYst-ng ¥ad=71 FYT2="3 ek et TN 9.4 ‘Tegimate)

Esstarm Afri=a
Jectavaca
Surundl .
Camorcs
Ithiopia
Lazya
Lasocthe
Macagascar
Malawi
Mauriciue
Lwanda
Somalla
Sucan
Swazilacd
Taszasia
Uganda
laire

MMM M MM
MM M
-
»
nuuuuhu:

e
B M

B b b b b e
LB ]

HH MM
HrEM
(2] ]
-
-

Westars AMfrica
Bezin
Camerocn I
Concral African Bapiras
Chad
Cougo
Iquatorial Guicas
Ga=bia
Chaca I
Cuizes v
Guices-2issau
Ivory Coasc
Liberia
Kall
Mguritania
Y¥iger
Xigeria
Senegal
SierTa lLecue
Tego
“ppear Volca

Eurspe, Middle Fast

and Norzh Africa
Afghanistan
Egype
Jerdan
Morocco
Syria
Tunisia
Turkey
Tenaa, A.1.
Temex P.D.R.

H M HMMMHMM
HHMNHM;NN
M ] L]
Lo ] MMM

Lo ] Ll ]
HHMM HHM
LB N N1 LR N RN
Mo MMM
b HMHMMN

HM MM M
MOoMH HMMHMM
HMHMMMMMMM

O
LRl ]

MM M
(]

Latia A=erica znd Caridteac
Lolivia I
[omi=zican Zepublic
Leuader I
[ Salvador
Crecada
Guyaca
Raied
Honduras I
Nicaragua
Paraguay I .

HMHM
-

.H M M HMHHMM
MMHMMM
M MMM M

M-

]

East Asia and Pacific
ladocesta
Korea I
Laos
Papua Nev Cuinea b 4
Tuilippines
Thailand
Vietcanm .
Westarn Samoa I

Ll ]
-

MpM MM
[}
MMurMMMM

South Asia
Bangladanh b 4
burma
Izdia . b 4
Nepal
Paciscan 4
Sri lanka X

AN M
MMM
AHHMMM
T MMM

This document has 1 restncted distnbution and may be used by reciprents only 1n the performance
of their official dutres. |13 contents may nol oltherwme be dockosed without World Bank suthonzzuon.
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Annex Taole §: DE3T SERVICE RATIOS OF IDA IV ZLICGI3LZ COUNTRIES

India 16-31,
Pakiscan 19.1-
Bangladesh 17.9

Up %o 5255 ser canita
Mali
Rwanda
Upper Volta
Burundi
Ethiopia
Somalia
Burma
Nepal
Chad
Afghanistan
Guinea
Niger
Benin
Malawi
Sri Lanka,
Zaire
Tanzania .
Haiti
Lesotho
Gaxmbia
Madagascar
Sierra Lecne
Yemen A.R.
Renya
Yemen P.D.R.

Above $265 cer capita
Cameroon
Togo
Sudan
Egzp:
Mauritania
Bolivia
Western Samoa
Honduras
Senegal
Liberia
El Salvador
Papua New Guinea
Ghana
Jordan
Morocco
Swaziland
Congo
Guyana
Paraguay
Mauricius
Tunisia
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1/ Data for fiscal year.
2/ 1Includes one-third of the debt service of the Fast African Commumity.
3/ Export data for exports of goods only.

N/A = not available ;

Source: Provisional Statistical Annex Table 6, World Bank Annual
Report, 1977, :
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FROM: The Secretary

1

FOR 1P e 18ttt vy

For consideration on
August 30, 1977

 M77-41
IDA/M77-40

July 22, 1977

Minutes of Meeting of the Executive Directors
of the Bank and IDA held in the Board Room on
July 19, 1977 at 10:00 a.m.

There were present:

CHATRMAN

Robert S. McNamara, President

EXECUTIVE DIRECTORS AND ALTERNATES ACTING AS EXECUTIVE DIRECTORS

E.
E.
S.
E.
H.
A,
E.
E.
G.
T.

Agostini (Alternate)

R. Conesa (Alternate)
El-Naggar

R. Fried

Janssen

M. Kalfan (Temp. Alternate)
Magnussen

Pesqueira

Rota

T. Thahane

T.
R.
E.
K.
R.
A.

Bilget (Alternate)

Franco-Holguin
Gyasi-Twum (Alternate)
A. Johnston

IJ. A. Looijen

S. Murayama

R. P. Rigaud (Alternate)
S. R. Sen

Thavil Khutrakul

_ALTERNATES NOT ACTING AS EXECUTIVE DIRECTORS

G. S. Aburn

H-D. Hanfland

F. Iwasaki

E. A. McCullough

OFFICERS AND STAFF PARTICIPATING

This docunient s 4 resticted distnbation and may be used by recaipients oo e
ol their othicial duties. Its contents ny

J. Burke Knapp, Senior Vice President,
Operations

A. Broches, Vice President and
General Counsel

H. B. Chenery, Vice President,
Development Policy

Arsaelsson &
Islam

H. Madinga
B. Pradhan

V.
M.
A,
B.

F. R. Deare (Alternate)

W. C. Baum, Vice President,

Projects Staff

I. P, M. Cargill, Vice President,

Finance
P. N. Damry, Secretary

wHieng i
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= D
M. G, Blobel, Country Programs M. Hagq, Director, Policy Planning
Director, South Asia ‘and Program Review Department
E. B Rotberg, Treasurer M. Beutgen, South Asia

U. K. Ghoshal, Secretary's Department

BORROWING FROM DEUTSCHE BUNDESBANK

2. The Executive Directors considered the President's memorandum entitled
"Proposed Borrowing from Deutsche Bundesbank" (R77-207) and, in the light of
a8 statement by Mr, Rotberg, adopted the following resolution:

RESOLUTION NO. 77-148

Authorization to Borrow D¥250,000, 000

RESOLVED:

(hgreinafter called the Bank) create and deliver to the Deutsche
Bundesbank, against payment at par, a Note in the Principal amount
of DM250,000,000, such Note to be dated August 1, 1977, to bear
interest at the rate of 6-1/4% per annum pPayable on February 1, 1978
and semi-annually thereafter on February 1 and August 1 in each Year,
and to mature August 1, 1982, '

THAT the President, the Vice President, Finance, the Treasurer,
the Deputy Treasurer, the Vice President and General Counsel and the

"IDA Allocations Criteria" dategd July 8, 1977 (InA/R??—?Z[Rev.]), and _
generally approved the eligibility criteria_and allocation guidelines as set
forth in the memorandum, noting that during the IDA V period, the Association
-would exercise a degree of flexibility in the application of these criteria

countries that may occur during this period. It was also agreed that. the
Executive Directors were not endorsing, and had not been requested to
endorse, the list in the President's memorandum showing members deemed, on
Present assessment, to be eligible for IDA financing: the list was open to

Stances justified reassessment in application of the approved criteria and
guidelines. .

=M
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the terms and conditions set forth in the form of Development Credit
Agreement (Rajasthan Agricultural Extension and Research Project)
between India and the Association and the form of Project Agreement
(Rajasthan Agricultural Extension and Resecarch Project) between the
Association and the State of Rajasthan, which have been submitted

to the Executive Directors.

GRACE PERIODS AND FINAL MATURITIES ON IBRD LOANS IN FY77 AND FY78

6. The Executive Directors recorded their approval on July 11, 1977 of the
recommendation contained in the President's memorandum of June 28, 1977
regarding extension of grace periods (R77-197).

INTEREST SUBSIDY FUND (THIRD WINDOW)

7. The Executive Directors recorded their approval on July 11, 1977 of the
recommendation contained in the President's memorandum of June 30, 1977
(R77-199), namely, that the Bank accept the Belgian contribution to the
Interest Subsidy Fund as soon as formal notification thereof has been
received.

IDA - ADDITIONAL CONTRIBUTION BY THE UNITED KINGDOM

8. The Executive Directors recorded their approval on July 12, 1977 of.the
proposal contained in the memorandum of June 30, 1977 (IDA/R77-87), and
adoption of the folleowing resolution:

RESOLUTION NO. IDA 77-69

IDA Fifth Replenishment; United Kingdom -
Additional Contribution

g WHEREAS the Report of the Executive Directors to the Board of
Covernors on Additions to IDA Resources; Fifth Replenishment dated
March 29, 1977, and Resolution No. 102 of the Board of Governors
entitled Additions to Resources; Fifth Replenishment (hereinafter
-referred to as the Fifth Replenishment Resolution), provide for
contributions to the Fifth Replenishment of the Association in an
aggregate total equivalent to US$7,637,854,980, including an
unallocated amount equivalent to US$51,662,100; and

) WHEREAS in order to reduce the unallocated amount the United
Kingdom desires to make an additional contribution in the amount of
£872,955.54 (equivalent to US$1,500,000 at the IMF representative
exchange rate of March 14, 1977);

NOW THEREFORE IT IS HEREBY RESOLVED AS FOLLOWS:

(a) The Association is authorized to accept from the United

This document has a restricted distribution end may be used by recipients only in the performance
of their oficitl duties. Its contents may not otherwise be discleaed without World Bank suthorization.
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Kingdom an additional contribution in the amount of £872,955.54
(equivalent to US$1,500,000 at the IMF representative exchange rate
of March 14, 1977);

(b) The rights and obligations of the United Kingdom and the
Association in regard to such additional contribution shall be the
same as those set forth in paragraphs (c¢), (d), (e), (f), (g), (h)
and (i) of Section B and in Sections E and F of the Fifth Replenish-
ment Resolution.

FAREWELL TO MR. ISLAM

9. The Chairman made the customary presentation to Mr. Islam on the
expiration of his term of service and the Executive Directors recorded
their appreciation of his services and tendered him good wishes for the
future.

DATE OF NEXT MEETING

10. It was agreed to hold a meeting of the Executive Directors of the
Bank and  IDA on August 2, 1977. ;

ADJOURNMENT

11. The meeting recessed at 12:40 p.m., reconvened at 4:30 p.m. and
adjourned at 4:40 p.m.

L

Distribution:

Executive Directors and Alternates

President

Senior Vice President, Operations

President's Council

Vice Presidents, IFC .
- Directors and Department Heads, Bank and IFC

This document has a restricted distribution and may be veed by recipients only in the parformance
of their ofilcial dutics. Its contents may not otherwise be disclozed without World Eank euthorization,
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Mr. Robert S. McNamara May 13‘ 1980
Ernest Stern, VP, Operations

PRC Debt to United Kingdom

Mr. Anson mentioned to me today the problem of Chinese outstanding debts

to the United Kingdom and wondered whether he should make a statement on
them along the lines of his statement in the IMF at the time of their
consideration of the PRC representation issue. As you know, there is

about 1200 million of bonded debt in default, including accumulated interest,
about 520 million of intergovernmental debt and approximately 5400 million
of private claims. The matter had been raised by the Foreign Secretary
during last year's visit of the Chinese Foreign Minister. I told Mr. Anson
that the Chinese were no doubt aware of his statement in the IMP and I
therefore saw little purpose to be served by a similar statement on
Thursday. London is apparently still considering the desirability of

a further statement. I explained our standard policy on questions of
expropriations and said that it would certainly be some time before we

were in any position to consider lending operations to China or be fully
conversant with all aspects of this issue. But certainly at an appropriate
time we would apprise the PRC of our standing policy if that were warranted.
Mr. Anson did not push the matter. If he makes any statement at all omn
Thursday, it will no doubt be a low-key onme.

ce: Mr, Qurcshiu////

Mr. Nurick
Mr. Golsong

EStern/1lms
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: See below DATE:  April 25, 1980

FROM: mMurn, PAB

SUBJECT: CHINA

A meeting to discuss the proposals for financial settlement
with PRC/ROC was held on April 23, 1980. The meeting was attended by
Messrs. Nurick, Golsong, Scott, Forget, Chang, Perch and Murli. The

attached note summarizes the discussions.

Cleared with and cc: Messrs. Nurick, Perch

cc: Messrs. Golsong, Scott, Forget, Chang

JMurli:mm



I..

April 25, 1980

CHINA

The arrangements for settlement proposed by the Bank involve

the following future payments:

A. To ROC

(1)

IBRD Capital Subscriptions: US$ - Nil

NT$ - 3,094,284 ,085.66

Of the amount in NT$, NT$ 557.6 million (equivalent to
approximately US$ 15.5 million at the eichange rate of
2/29/80) are currently out on loan, an amount of
approximately NT$ 171,350 held in the form of cash and NT$
2536.5 million held in notes. The notes payable in NT$ would
be cancelled, while the amounts of NT$ out on loan (and the
small amount held in cash) would be returned as soon as the
loan amounts can be recalled. Assuming that the NT§ out on
loan are recalled as quickly as possible, the recall ~an be
completed b; December 1, 1980 and payment made to ROC shortly

thereafter. 1/

if A proposal for accelerated recall of New Taiwan Dollars is
separately being sent by Controller's to the Vice President,
Finance.




B.

(iii)

(ii) IDA Capital Subscriptions: Uss - 1,526,000.00

NTS - 1,362,448,557.59
In terms of IDA's Articles of Agreement, subscriptions
are expressed in 1960 dollars. However, the Bank has
proposed that the amount payable in US$ be fixed at $1.526
million in current dollars, since this is the nominal amount
that ROC paid to IDA and is the amount previously discussed
with ROC. The amount in NT$ is entirely held in the form of

notes, which would be cancelled.

IFC Capital Subscriptions: US$ - 4,154,000.00

PRC

From

The memorandum signed in Beijing on April 14, 1980 provides

for the following payments from PRC to the Bank Group:

(1)

IBRD Capital Subscriptions: US$ - Nil

Renminbi - US$ 8l1.4 million
equivalent
The 1local currency portion indicated above 1is the
equivalent in current dollars of 9% of the present
subscription of 7,500 shares of capital stock valued at
$100,000 each in 1944 dollars (i.e. 7,500 x 100,000 x 0.09 x
1.20635). The amount payable in local currency is subject to

adjustment when the issue of valuation of IBRD capital stock



is decided.

(ii) IDA Capital Subscriptions: Us$ (1960) - 1,526,000.00

Renminbi = US$ 30.234 million

equivalent

The USS (1960) amount represents the 10% portion of the
initial subscription (of ROC) of $30.26 million less the
amount of USS$ (1960) 1.5 million paid out of the pre-1949
China subscription. The equivalent value in current dollars
would be subject to adjustment depending on the valuation of
the 1960 dollar. If valued at the rate of 1.20635 current
dollars to one 1960 dollar, the amount in 1960 dollars

translates to $1.84 million in current dollars.

The local currency portion was arrived at in the following

manner:
907% of initial subscription $ 27.234 million
(0.9 x $30.26 million)
Additional subscriptions of ROC 3.000 million

to IDA3, 4 and 5

s $ 30.234 million

Since IDA subscriptions are expressed in 1960 dollars, the
local currency portion of the initial subscription ($27.234
million) should appropriately be expressed in 1960 dollars.
Using the conversion rate of 1.20635 current dollars to one

1960 dollar, this amount translates to $32.853 million in



current dollars.

As regards the additional subscriptions, the additional
subscription to IDA3 was expressed in 1960 dollars, while the
subscriptions to IDA4 and IDA5 were expressed in current

dollars. The amounts were as follows:

Replenishment 1960 $ Current $
IDA3 1,176,080.00 1,418,764.11 a/
IDA4 1,122,350.00
IDAS 459,100.00

3,000,214.11

a/ Translated at 1.0 1960 dollar = 1.20635 current dollars.

The total local currency portion payable should thus come to

($32.853 million + $3.000 million), or $35.853 million.

It was decided that no attempt should be made at this

L
stage to change the figures in the April 14, 1980 Beijing
Memorandum but that PRC should he alerted informally that an

adjustment may be required to the local currency portion of

the IDA subscription.

(iii) IFC Capital Subscriptions: US$ 4,154,000.00




2. It was agreed that the figures in this note  would
consistently be used in all documents, including the forthcoming Board
memorandum as well as the letter being drafted to ROC, except that as
regards the amounts in NTS$, the position as at April 30, 1980 will be

incorporated in the letter to ROC before issue.

Financial Analysis Division
Programming and Budgeting Department
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MR MQEEM NURESH| cc: Mr, Rotberg
S Mr. Thahane
SENIOR YICE PRESIDENT FIMANCE Hr.{mzngn
INTBAFRAD Mr, Gabriel
Mr, Nurick
WASHINSTONDC - Mr, Husain

FOR PAYMENT OF RENMINBI PORTION OF SUBSCRIPTIONS
TO WORLD BANK AND IDA WE PAID 190,516,925.34 YUAN
AND 52,429,231.10 YUAN RESPECTIVELY TO YOUR DEPCSIT
ACCOUNTS I PEOPLE'S BANK OF CHIMA AT THE AVERAGE
EXCHANGE RATE OF SEPTEMRER 15 EXECUTED BY BANK OF

GOL. 195,516,925, 38 52,429,231.10 15

™~
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CHINA THAT 1S 1.4623 YUAN FOR ONME US DOLLAR STOP

PBC ISSUED FOLLOWING NOTICES TO YOU QUOTE THIS IS TO

INFORI YOU THAT WE YAVE RECE|VED FROM THE MINISTRY

OF FIMANCE RENMINZI 190,516,925.34 YUAN AMD DEPOSITED
IN THE ACCOUNT INTERNATIONAL BANK FOR RECONSTRUCTION

ANMD DEVELOPMEMT REGARDS CHEN LI SIGNED DIRECTOR

CoL 1.4623 190,516,925.34

ZY5 MR PAGE 3/30

BUREAU OF ACCOUNTIHG P3C UNQUOTE SAME TEXT FOR IDA IN AMOUNT
OF 52,429,231.10 STOP ABOVE NOTICES VWILL HAND YOU WITHIN
A FEY DAYS

LI PENG VICE MINISTER OF FINANCE PRC
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The World Bank / 1818 H Street, N.W., Washington, D.C. 20433, U.S.A. ® Telephone: (202) 477-1234 ® Cables: INTBAFRAD

September 11, 1980

Mr. Li Peng

Vice Minister of Finance
Ministry of Finance
Beijing

People's Republic of China

Re: China subscription to the capifal
stock of the Bank and to IDA

Dear Mr. Peng:

As you know, on September 3, 1980, the Resolution authorizing
China to subscribe 4,500 additional shares of the capital stock of
the Bank was adopted by the Board of Governors. A copy of the
Resolution is attached as Annex A for your information. I am now
writing to you to outline the steps that China has to take to
subscribe to such additional shares.

B Payments

Each additional share is valued at U.S. $100,000 of the weight
and fineness in effect on July 1, 1944. The final amount payable cannot
be determined until the Bank has decided how to value the 1944 gold
dollar. In the meantime, the Bank will accept payment at 1.20635 current
dollar to one 1944 gold dollar, subject to adjustment when the valuation
question has been resolved. On this basis, China will have to make the
following payments:

(a) on account of the 1% portion of the shares payable in gold or
U.S. dollars, payment should be made in the amount of U.S. $5,428,575.
This payment should be credited to the Account A - General of the Inter-
national Bank for Reconstruction and Development in the Federal Reserve
Bank of New York, attention, Foreign Department;

(b) on account of the 9% portion of the shares payable in Renminbi,
payment should be made in Renminbi in an amount equivalent to U.S.$48,857,175.
This amount should be computed in Renminbi at the market rate of exchange for
U.S. dollars in effect at the time of payment or shortly prior thereto.
Payment should be made to the Bank's account in the depository to be selected
by China pursuant to Section 11 (a) of Article V of the Articles of Agreement
of the Bank. In this connection, I would wish to remind you that China has
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not yet notified the Bank of the agency it has selected pursuant to that
Section. In accordance with Section 12 of Article V of the Bank's Articles
of Agreement, non-negotiable, non-interest bearing demand notes may be
substituted for the 9% portion of the subscription payable in Renminbi.
However, this procedure, which requires the approval by the Bank of various
documents, is somewhat time-consuming. In view of your Government's desire
to subscribe to the additional shares immediately, you may find it faster
to deposit the required amount in Renminbi rather than request a note sub-
stitution. A note may be substituted later on if you so desire. Enclosed
is a copy of the Bank's Circular No. 1, dated February 1, 1974, which sets
forth the conditions on which, and the procedures by which, members may
substitute notes for their currency pursuant to Section 12 of Article V.

2 Documents

In addition to the payments described above, China should also provide
the Bank with a notice of subscription to the shares and a memorandum of law.
A model of a notice of subscription is attached for your convenience as
Annex B to this letter. With respect to the memorandum of law, no such
model is available, as its contents vary considerably in accordance with
the different constitutional and legal requirements of each country. The
Bank normally requires that the memorandum of law, which should be signed
by a legal officer of the Government who is authorized to give legal opin-
ions on Government action, set forth (a) the requirements under the member's
law for subscribing to the additional shares, (b) the manner in which these
requirements have been met (reference should be made to the document whereby
the subscription is made and the authority of the person signing such docu-
ment to validly bind and obligate the member), and (c) the requirements
under the member's law for making payments on the shares subscribed, includ-
ing the portion of such subscription which is left subject to call and any
amounts required to be paid in order to maintain the value of the national
currency portion of the subscription. The memorandum should conclude by
showing, on the basis of the foregoing, that China has taken all steps nec-
essary to carry out its obligations under the Articles of Agreement with
respect to the additional shares of capital stock subscribed and should be
accompanied by copies of all documents relied upon in the memorandum.

I hope this information will assist you and your colleagues in taking
the action required to subscribe to the shares which have been authorized.
We stand ready to assist you further if needed.

Before concluding this letter, I would wish to remind you that, while
the Bank has received the U.S. dollar payments which were to be made with
respect to the 7,500 shares China already holds in the Bank and its shares
in IFC, we are still awaiting notification that China has made the Renminbi
payments which are to be made on account of these shares in the Bank as well
as on account of China's subscription to IDA. For this purpose, as well as
for purposes of payment of the Renminbi portion of the newly authorized
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shares of the capital stock of the Bank, China must notify the Bank

of 1ts designation of its central bank (or such other institution as
may be acceptable to the Bank) as depository pursuant to Section 11 (a)
of Section V of the Articles of Agreement of the Bank and the corre-
sponding Section 9 of Article VI of the Articles of Agreement of IDA,
as these payments must be made in this depository.

With kind regards,
Sincerely,

e

Mneen-A.léureshi
Senior Vice President, Finance

Attachments

Cleared with and becec: Messrs. H. Golsong
H. Scott
V. Chang
P, Crevier

_cc: Mr. C. Koch-Weser

- . vm . - s an . R - e ———— g — e — . S| St tre
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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

CIRCULAR No. 1

INSTRUCTIONS TO MEMBER GOVERN-
MENTS AND DEPOSITORIES DESIG-
NATED BY THEM WITH REGARD TO
THE SUBSTITUTION OF NON-INTEREST-
BEARING NOTES OR SIMILAR OBLIGA-
TIONS OF SUCH GOVERNMENTS OR DE-
POSITORIES FOR CURRENCIES OF SUCH
GOVERNMENTS PAID IN ON THEIR SUB-
SCRIPTIONS TO THE CAPITAL OF THE
BANK

Washington, D. C. 20433
February 1, 1974



I
DEFINITIONS
As used in this Circular:

1. The term “Bank” means International Bank for Recon-
struction and Development.

2. The term “Articles” means the Articles of Agreement of
the Bank.

3. The term “Member” means a member of the Bank.

4. The terms “Member’s Currency” and “Currency”’ mean
currency of a Member which has been or is required to be paid
to the Bank under Article II, Section 7 (i), of the Articles on
account of the 18% of the subscription of such Member to the
capital of the Bank which is payable in such currency, or which
is paid in to the Bank to meet amortization payments on loans
made with such currency.

5. The term ‘“Depository” means a depository duly desig-
nated by a Member in accordance with Article V, Section 11 (a),
of the Articles.

6. The term “Notes” means notes or other obligations of a
Member or a Depository which shall be substituted for a Mem-
ber’sturrency in accordance with Article V, Section 12, of the
Articles.

II
GENERAL

1. Section 12 of Article V of the Articles provides:

The Bank shall accept from any member, in place
of any part of the member’s currency, paid in to the
Bank under Article II, Section 7 (i), or to meet amorti-
zation payments on loans made with such currency,
and not needed by the Bank in its operations, notes or
similar obligations issued by the Government of the
member or the depository designated by such member,
which shall be non-negotiable, non-interest-bearing
and payable at their par value on demand by credit to
the account of the Bank in the designated depository.

2. This Circular sets forth the terms and conditions on
which and the procedure by which a Member may substitute
Notes, pursuant to Article V, Section 12, of the Articles, for its
Currency.



3. The Bank has determined that in general, until it shall
otherwise decide, it will need for use in its operations 1% of the
aggregate amount of the 18% of the one-half of the subsecrip-
tions of the respective Members which have been called for pay-
ment in their Currencies under Section 7 (i) of Article II of the
Articles. The foregoing determination is subject to the Bank’s
need for the Currencies of particular Members.

Notes cannot be substituted for the amounts of the respec-
tive Currencies needed by the Bank for use in its operations.
Subject to the foregoing, the following computation shows the
amount of a Member’s Currency for which it may normally re-
quest that Notes be substituted in respect of each share (of the
par value of $100,000 in terms of U.S. dollars of the weight and
fineness in effect on July 1, 1944) of the one-half of its sub-
seription to the capital stock of the Bank which has been called
for payment:

(a) The amount to be retained by the Bank for

use in its operations .. ... $ 180

(b) The amount for which the Member may
request substitution of Notes ... ... ... 17,820
$18,000

4, In so far as possible, it is the desire of the Bank that the
terms, conditions and procedure herein set forth shall apply uni-
formly to all Members of the Bank. If, however, the fiscal or
other laws of any Member of the Bank shall make it necessary
for that Member to request any modification in the terms, con-
ditions and procedure herein specified, that Member should
promptly communicate with the Bank stating the precise modi-
fications requested and the reasons for the request.

5. No substitution of Notes for any part of a Member’s
Currency under Article V, Section 12, of the Articles will be
permitted, unless and until a request for such substitution shall
have been filed with the Bank in accordance with the provisions
of this Circular and such request shall have been approved by
the Bank. Accordingly, each Member is required to pay in its
Currency the full 18% of the one-half of its subscription which
has been called for payment in such Currency, unless such Mem-
ber shall have been notified by the Bank that its request to sub-
stitute Notes for such Currency has been received and approved
by the Bank.

6. The procedure for substitution of Notes set forth in this
Circular shall not apply to the 18% portion of the other one-half
of a Member’s subscription which has been left uncalled, on the
basis set forth in the relevant Resolutions of the Board of Gov-
ernors of the Bank.

I
REQUESTS FOR SUBSTITUTION

1. Any Member which desires to substitute Notes for its
Currency shall deliver to the Bank a written request in English,
substantially in the form of the Form of Request set forth in
Appendix A to this Circular, signed in the name and on behalf
of the Member by the official of the Member who is authorized
under the laws of the Member to sign such a request. Normally
such a request is signed by the Minister of Finance of the Mem-
ber or an official holding an equivalent position.

2. The request shall be accompanied by a specimen of the
Notes which the Member proposes to substitute for its Currency.
The Notes shall be substantially in the form of the Form of
Note set forth in Appendix B to this Circular.

3. Each request shall be executed in triplicate. Two counter-
parts shall be delivered to the Bank at its principal office at
1818 H Street, N.W., Washington, D.C. 20433, U.S.A., and one
counterpart shall be delivered to the Depository.

4. The Bank, after review of the request and before approv-
ing it, may request from the Member additional evidence to
show to the satisfaction of the Bank that the request of the
Member and the Notes to be substituted for the particular Cur-
rency have been duly authorized, and that such Notes when
executed and delivered to the Depository for account of the
Bank will be valid and binding obligations of the particular
Member or Depository, as the case may be, and will be lawfully
held by such Depository for account of and subject to the order
of the Bank. The nature of the evidence so to be submitted will
necessarily vary as among different Members by reason of vari-
ations in their enabling legislation and depending on whether
the Notes to be substituted are to be obligations of the Member
or of the Depository designated by such Member. If any docu-
ment submitted as part of the evidence requested by the Bank
shall not be in the English, French or Spanish language, it shall
be accompanied by an official English translation thereof. All
documents so submitted must be in form and substance satis-
factory to the Bank.

v
PROCEDURE FOR EFFECTING SUBSTITUTION
1. When the Bank approves a request presented in accord-
ance with Part III of this Circular, it will by letter, or by cable-

gram or radiogram, or telex, notify the Member and the Deposi-
tory of such approval, and of any modifications of such request

3



which the Bank shall have approved; and will authorize the
Depository to receive, for account of the Bank, Notes in the
approved form and denominations and in the approved aggre-
gate principal amount, duly executed by the persons designated
in such request, in substitution for an equivalent amount of
the Member’s Currency.

2. When the _Depository has received such Notes pursuant
to such approval it shall promptly notify the Bank thereof in
writing, or by cablegram or radiogram, or telex and shall hold

the Notes in safekeeping for account of and subject to the order
of the Bank.

3. The Depository shall honor all duly authenticated de-
mands, orders and other instructions of the President, or the
Senior Vice President, Operations, or the Vice President, Finance,
or the Vice President and General Counsel, or the Treasurer, or
the Deputy Treasurer of the Bank, and such other officers of the
Bank as may from time to time be designated by the Bank, with
respect to such Notes and shall be fully protected in acting in
accordance with any such demand, order or other instruction.

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

by

W

1 .

P. N. DAMRY
Secretary

February 1, 1974

Appendix A

FORM OF REQUEST FOR SUBSTITUTION OF NOTES
FOR CAPITAL SUBSCRIPTION PAYMENTS

International Bank for
Reconstruction and Development

1818 H Street, NW.

Washington, D.C. 20433

United States of America

Dear Sirs:

) OO SOOI |- o -1 )
(Here insert name of Member making request)

gives notice of its desire to avail itself of the provisions of Sec-

tion 12 of Article V of the Articles of Agreement of your Bank

by substituting for currency of the undersigned which has been

paid or is payable on its subscription to the capital of your Bank

non-negotiable, non-interest-bearing demand notes of ........

(Here
insert name of the obligor on such notes)

2. The amount of such currency for which such notes are
to be substituted and the aggregate principal amount of such
NOLOE 18 s i e S R S e S S R e SR S

(Here insert amount)

8. Such notes will be in denominations of ...
(Here insert
. and are to be in the form of the specimen
denominations)

note attached hereto and made a part hereof.

4. Also attached hereto are the specimen signatures of the
persons who have been duly authorized to sign and deliver such
notes.

5. It is hereby represented and certified that the execution
and delivery of such notes has been duly authorized in accord-
ance with applicable laws and regulations and such notes, in
such form, when signed by one of such authorized persons and
received by ..oooceeiiieaeees saizsarcsey) L

"tHem insert mr:;;of Depository)

5



Depository, for the account of your Bank will constitute valid

and binding obligations of the obligor on such notes in accord-

ance with their terms and that they will be lawfully held by

sBaldeepoeltory for account of and subject to the order of your
ank.

6. It is understood and agreed that, notwithstanding the
delivery and acceptance of such notes in substitution for such
currency:

(a) the obligation of the undersigned, under the
Articles of Agreement of your Bank, to pay to your
Bank the amount of such currency represented by such
notes shall only be discharged by payment to your Bank
of such amount in such currency and to the extent of
such payment, and

(b) the rights and obligations of your Bank and
the undersigned, under said Articles of Agreement, in
respect of the value of such currency required to be
paid to your Bank and the maintenance of such value
shall continue in full force and effect and, for that pur-
pose, the amount of such notes at any time outstanding
and unpaid shall be deemed to be the currency of the
undersigned held by your Bank and derived from cur-
rency originally paid by the undersigned to your Bank,
in accordance with said Articles of Agreement, on ac-
count of the subscription of the undersigned to the capi-
tal stock of your Bank.

. . )
(Here insert name of Member)

agrees to execute and deliver to your Bank any and all such
further instruments and furnish such other information as you
shall reasonably request in order fully to comply with the provi-
sions of Section 12 of Article V of the Articles of Agreement of
your Bank and with the provisions of the sheve-mentiened Cir-
cular No. 1, dated February 1, 1974, of your Bank.

Very truly yours,

(Signature and official title of person signing)

Note: The request should be signed in the name and on behalf of the Member by the official
or representative of the Member who is authorized to sign such request.

6

Appendix B

FORM OF NOTE

1. For value received,
(Here msert name of Member or Depomtory

ey g o hereby promises to pay to
which is EG 1g0r On

INTERNATIONAL BANK FOR RECONSTRUCTION AND
DEVELOPMENT on demand, the sum of ..

(Here msert the prmc:pal

_.. without interest.
amount of the note)
2. All or any part of the sum aforesaid shall be paid, upon

demand made in writing or by duly authenticated cablegram or
radiogram or telex to ...

(Here msert, agency or ofﬁcer to receive demand]

by credit of the amount so demanded to the account of said In-

ternational Bank for Reconstruction and Development with the

depository duly designated by .. .
Here insert name of Member)

pursuant to Section 11 (a) of Article V of the Articles of Agree-
ment of said International Bank for Reconstruction and Devel-
opment. If payment of a part only of said sum shall be de-
manded and made, a notation of such part payment shall be
endorsed on the reverse of this note or, at the option of said
International Bank for Reconstruction and Development, a new
note, in substantially the same form as this note, for the sum
remaining unpaid hereon shall be executed and delivered in
exchange for this note.

3. This note is executed and delivered pursuant to the pro-
visions of Section 12 of Article V of the Articles of Agreement
of said International Bankl for Reconstruction and Development.

4. This note is non-negotiable.

7 (Name of obligor)

Dated:

(Signature and official title of person signing on behalf of obligor)

4
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September 5, 1980

Mr. L1 Peng

Vice Minister

Ministry of Finance

The People's Republic of China

Dear Mr. Peng:

As you requested In your letter dated August 15, | want to confirm
receipt of the amount of US$5,994,890,10 to the Federal Reserve Bank of
New York with $1,840,890.10 to the account of 1DA and $4,154,000.00 to
IFC's account. My assoclates have already acknowledged receipt of these
payments by cable. A share certificate of the International Finance
Corporation has been prepared and will be sent to you in the near future.

| want to express our appreclatlon of the support of the People's
Republic of China to the World Bank Group and to assure you that we very
much look forward to contributing In any way we can to the development
efforts of the People's Republlc of China.

With best personal regards.

Yours sincerely,

Moeen A. Qureshl
Senlor Vice President, Finance, IBRD
Executive Vice Preslident, IFC

Cleared with and cc: Mr. Chang
Mr. Burkes

cc: Mr. Rotberg
Mr. Gabriel
Mr. Nurick
Mr. Thahane
Messrs. Wood/Applegarth

PBiraben/MAQureshi:gmb
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TELEX . AUBUST 27, 1930
61039

MINISTRY OF FINAKCE
BEIJIAG, THE PEOPLE'S REPUSLIC OF CHINA

FOR MR, LI PENG, VICE MINISTER OF FINANCE RE YOUR LETTER
OF AUGUST 15 WE CONFIRM RECEIPT OF UNITED STATES DOLLARS
1,840,390.10 PAID TO THE ACCCUNT OF IDA. IFC VILL BE
CﬁNfIRﬁIHG AMOUNT PAID TO THEIR ACCOUNT SEPARATELY.
REGARDS, VICTOR CHAHG, DEPUTY CONTROLLER

IHDEVAS

File: Subs. - People’s Rep.of China POJotin/ ja

Victor C. Chang

ampm——

Controller's

>

AlE 27 1980
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO:  Mr. Judhvir Parmar, Acting Executive Vice President DATE:  August 18, 1980

FROM. Marshall Burk g

es

SUBJECT:  CHINA - Membership Capital

The New York Fed called this morning to indicate that China
had deposited $4.1 million in our account. This is the same amount
of funds that was forwarded to Taiwan a couple of weeks ago. We
have not received any direct communication from China and will await
the receipt of the capital subscription. We will process the stock
certificates in the next week or so but will hold them for final

clearance by the General Counsel pending the documentation at that
time.

cc: Mr. Qureshi
r. Kearns
Mr. McClure
Mr. Camacho
Mr. Thahane
Mr. Belli

MBurkes :am
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OFFICE OF THE PRESIDENT

Informal Meeting of EDs on China's Request for a Special Capital Subscription
Increase and an Additional Seat on the Board, June 24, 1980

Present: Messrs. McNamara, Drake, Anson, Morioka, Mapa, Kalfan, Al-Hegelan, Sutter,
Looijen, Mayobre, Narasimham, Guimaraes, Mentre, Kabbaj, Zain, Kurth,
CKing, Abdulai, Coates, Qureshi, Thahane, Gabriel, Nurick, Golsong, Scott,
Koch-Weser

In introducing the meeting, Mr, McNamara explained China's request for a
quota increase in the Fund and a subscription increase in the Bank on a schedule to
permit the EDs and the Governors to act on the request before the October elections.
Although the Fund would probably act on the quota request before those elections, it
would probably do so only shortly before the Annual Meeting, i.e., too late for the
Bank then to process the subscription increase. Considering these timing constraints,
there were three alternatives for Bank action:

(a) Process China's request on its merits without waiting for the Fund; there
had been such exceptions in the past;

(b) Defer action until the Fund acted which would almost certainly leave
China without Board representation until November 1982; or

(c) Delay action on the subscription increase until after the Fund had acted,
but in the meantime ask the Governors for a vote on the 21st seat and a provision
which would allow China to vote for that seat after it had obtained the subscription
increase.

He emphasized that China's request for a subscription was reasonable; it amounted to
substantially fewer shares than China would hold if it had maintained its position
among members since the early years of the institution.

Mr. Looijen enquired whether the Bank could not move in parallel with the
Fund. Mr. McNamara replied that this was not possible in the case of the Bank be-
cause China had to go through a procedure of subscribing to the increased shares
after the Governors had voted. Mr. Looijen argued that the Fund would face the
same problem, Mr. McNamara said that this was not the case; for one, the Fund did
not need to create an additional seat for China. In response to a question, he ex-
plained that the IMF mission would be in China from June 30; it would face serious
problems in obtaining the necessary data for the quota paper because the Chinese
data base had been destroyed during the Cultural Revolution. It would take the
Fund about 4-5 weeks from now to prepare the quota paper, then there would be the
August recess, after the recess Fund Board action would be taken which in turn
would then lead to a vote by the Governors.

Mr. Drake suggested that, in view of the fact that creation of a 21st
seat seemed to be a prerequisite for everything, this process should be set in train
with the Governors. As to China's desire to obtain additional shares, this request
could be met from the Bank's authorized but unallocated shares; therefore, no
Governors' vote was required and the Board could act on this issue very quickly
after Fund quota action; possibly the Bank could take an interim step after the
Fund had established the quota but not yet reached a decision. Mr, McNamara said
that, although a Governors' vote was not required for the selective capital increase,
custom clearly required that this resolution be submitted to a vote by the Governors.
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He emphasized again that the Bank had to allow for time for the Chinese to sub-
scribe; the Chinese bureaucracy would need some time. Mr. Drake said that the
Bank should not create awkward precedents. Mr, McNamara said that one possibility
would be to start down the route of Alternative A and then to take a further read-
ing of the situation before the Fund Board meeting on the issue. In other words,
checkpoints should be built into the schedule and management would come back to the
Board if any deviation from parallelism with the Fund turned out to be required.

Mr. Narasimham enquired whether the establishment of China's Fund quota
was a prerequisite for the Bank to proceed according to Alternative A, i.e., decid-
ing the issue on its merits. As to Mr. McNamara's third Alternative, he asked
whether the creation of a 21st seat would be linked to a proviso that the seat was
to be filled by China, He emphasized that no LDC constituency should be replaced
by China. He suggested exploring the third Alternative outlined by Mr. McNamara,
i.e,, taking time on the subscription increase in order to follow Fund action.

Mr. Mentre advocated waiting for the Fund quota decision before granting
a special subscription increase, but ensuring creation of the 21st seat in the
meantime as contained in Mr. McNamara's Alternative C. In his view, the IMF might
also have to create an additional seat; in that event, there would be no difference
between Fund and Bank action as to the time required. The same was true with regard
to China's financial transactions required in both institutions after the Governors
had reached a decision; in other words, the Fund also had to make preparations, en-
suring that China could act quickly after the Governors had voted. Mr, McNamara
argued that the relative position of China was different in the Fund and the Bank;
it was his understanding that, in the case of the IMF, even with the requested quota
increase, China would not be able to claim its own seat, whereas in the case of the
Bank, China clearly could claim its own seat if it controlled 12,000 shares.

Mr. Abdulai said that for the African countries the 21st seat was the most
important issue. The Bank should continue to proceed with action which could be
accomplished without the Fund. He enquired about the relationship between the Fund
quota increase and the Bank's capital subscription increase., Mr. McNamara replied
that Fund action on an increased quota was expected to be consistent with the Bank
proposal of increasing China's subscription by 4,500 shares; also, any emerging dis-
tortion could later be corrected by the GCI.

Mr. Anson enquired about the precedents mentioned for Alternatives A and
C to which Mr, McNamara had referred. He agreed with Mr. Mentre as to the assess-
ment of the situation at the Fund. Fund management would have to see to it that
the Board was not disturbed; China would undoubtedly want to lead a constituency i
and that might well require the addition of a seat. Also, the statistical informa-
tion which the Fund would collect on China was relevant to the Bank. Mr. McNamara i
repeated that the Fund management had informed him that--as of today--the Fund was
not planning on an additional seat. Clearly China was not pushing for its own seat
in the Fund as much as it did in the case of the Bank. He emphasized again that,
if Alternative B were to be followed, there would be no China representation in the
Board before 1982, Mr. Mentre argued that he was not in favor of a situation where
China would not be represented until 1982 but, on the other hand, he was not con-
vinced that this would be the result of pursuing Alternative B.

Mr. McNamara concluded that a course of action which involved a strong
probability that China would be represented in the Board only by 1982 should be
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avoided, He suggested that possibly the most appropriate course of action would
be to pursue for the next 2-6 weeks Alternatives A and C and to wait for the return
of the Fund mission before reconsidering the matter. Mr. Nurick then briefly men-
tioned the precedents for Alternatives A and C; an interim election for an addi-
tional ED had taken place in 1947, and recent special increases for Japan and Iran
had been decided without Fund parallelism.

Mr. Looijen said that, in his view, the creation of a 16th elected seat
for China de facto created an appointed seat. Mr. McNamara disagreed; he was not
prepared to recommend an additional appointed seat and the Chinese had not asked
for one recently. He admitted that there had been some confusion on this issue
because, at a meeting in Beijing with representatives of major Western Governments,
the PRC had asked for an appointed seat.

Mr. Zain asked why the Bank's management was in such a great hurry to act
on China's request; in his view, the Bank could create the 21st seat, then wait for
Fund action on the quota before seeking a Governors' vote on the special subscription
increase and, finally, have China vote the shares and occupy the seat. Mr, McNamara
pointed to the fact that the positions in the Chinese Government on membership in
the Fund and the Bank were sharply divided. An unfortunate situation had been cre-
ated in the Fund in the recent past as a result of the handling of the gold restitu-
tion issue. Therefore, the Bank had to be very sensitive; specifically, it had to
avoid causing the Chinese to fear that the Bank acted in ways contrary to what the
Government expected. In his view, this was a very difficult situation to deal with.
Both sides had to go through a learning process.

Mr. King said that he appreciated Mr. McNamara's point on the nature of
the additional seat to be created. He enquired about a more specific timetable for
further action. Mr. McNamara said that one scenario would be to bring both issues
to the Board and to defer a Board meeting until September 2; then allow two weeks
for the Governors' vote until about September 16; and then ask the Chinese to take
the necessary action on the subscription before September 30. Under this scenario,
management would distribute the papers to the Board by August 16; by then manage-
ment would have a clear idea as to the action the Fund management would recommend.
This was a very tight but operable time schedule. Until the recess, the Bank would
move along two parallel courses, preparing paperwork for Alternatives A and C.

Mr. King asked whether Alternative A constituted a substantial departure
from parallelism. Mr. McNamara replied that it was a departure. In his view, if the
Fund did not move on the request before the Annual Meeting, it would find itself in
an unstable position and would therefore have to take action before 1982.

Mr. Anson said that he had the impression that it was the general desire
of the Board not to go ahead without the Fund. He suggested that the two manage-
ments together develop their timetables for action which the EDs could then look at.
Mr. McNamara said that the Fund was not in a position to say today when it would be
able to reach a decision.

Mr. McNamara summarized that he sensed a strong reluctance of EDs to move
ahead of the Fund, but also a desire to avoid a situation where China would be
represented in the Board only after 1982. He therefore recommended that the Directors
endorse, until a point of no return (which could be early August), proceeding accord-
ing to Alternatives A and C. Before reaching any point of no return, he would call
another informal meeting.
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Mr. Narasimham agreed with Mr. McNamara's proposal. He asked on what
basis the Bank would proceed under Alternative A in the absence of statistical
data, Mr. McNamara explained that there were two bases: (a) the shares China
would hold if the PRC had remained a member over the years, and (b) China's
economy compared to the economy of other countries. Under both, China would be
entitled to a larger subscription than the one requested. The Bank had encouraged
the PRC authorities to hold down the number of shares requested.

Mr. Mapa supported Mr. McNamara's proposal of following Alternatives A
and C simultaneously. He pointed to the importance of the 21st seat.

Mr. King warned that some govermments had not yet decided on the issue of
creating a 21st seat. Mr. McNamara agreed; further consultations were needed.
Several governments had in the past stated that they were opposed to a 21st seat;
he had always maintained the position that a 21st seat should be created if other-
wise a Latin American or sub-Saharan seat were lost. The issue would have to be
decided with full reflection, and enough time had to be allowed for that.

In response to a question by Mr. Mentre, Mr. McNamara said that--in their
present contactswith the Chinese delegation--Bank officials had emphasized that the
Bank action would have to await the return of the Fund mission and IMF quota action.
He agreed with Mr, Mentre that, with regard to the 2lst seat to be reserved for
China, the resolution should not mention the specific country by name.

It was agreed that in pursuing the dual course Bank staff would prepare
the necessary draft papers which would be distributed shortly to the EDs for informa-
tion. Another informal meeting of EDs should probably be convened in mid-July.

cc: Mr. Qureshi“f
Mr. Stern
Mr. Husain
Mr. Golsong

CKw
July 1, 1980
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Beijing, June 10, 1980

Mr. Robert S. McNamara, President,
International Bank for Reconstruction and Development,

¥ashington, D.C.

Dear Sir:

I trust that you have received Foreign Minister Huang
Bua's message dated May 31, informing you that I have been
appointed by the Government of the People's Republic of
China as the Governor representing China in the IBRD, IDA
and IFC. I look forward to a fruitful cooperation with you
in the future activities of the World Bank Group.

It was stated in the Memorandum signed between the
mission of tke World Bank Group and the Chinese side in
Beijing on April 14, 1980 that "China expects to have an early
opportunity to increase its portion of the Bank's capital
stock to 2 size which would be representative of China's
position amongst nations."™ It went on to state that "China
is an originzl member of the IERD, and had had an Executive
Director for a considerable number of years after the
establishment of the IBRD. Subsequently, owing to well known
reasons, Chirnz had not had an Executive Director on the Board.
The Chinese representatives believed that this state of
affairs should be changed once China was represented in the
IBRD by the Government of the People's Republic of China.

They looked toward the next election of the Executive
Directors to take place at the forthcoming Annual Meeting of

the Board of Governors in October to remedy the situation.™

In view of the above two points, I am pleased to inform

yvou that:




1. Yy Government has decided to make a special

capital increase of 4,500 shares, raising the total of

China's portion of the Bank's capital stock to 12,000 shares.

2. Ye look toward the Annual Meeting of the Board of
Governors this year to take a decision on the guestion of
a Chinese Executive Directorshipe. We hold that China should
be entitled to appoint its own Executive Director because
this would befit China's international standing. To ensure
that China's appointment of an Executive Director does not
adversely affect the present representation on the Executive
Board, we suggest that the current number of twenty Executive
Directors be increased to twenty-one, among whom the number
of appointed Executive Directors be increased from five to
six, with China being the sixth country appointing its own

Executive Director.

I fervently hope that you will kindly use your good
offices to bring about a smooth and simultaneous resolution
of these two guestions at tke forthcoming Annual Meeting

this year.

Please accept the assurances of my highest consideration,

(Signed) Wu Bo,

Minister of Finance of the

People's Republic of China
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

{CLASSIFIED CONFIDENTIAL
P ems  OFFICE MEMORANDUM
1
-pMoeenpA. Qureshi, Vice President, Finance DATE: June 16, 1980

TCvpds
f
“i'(fhrough: Mr. K. Georg Gabriel, Director, PAB),
FROM:  Paul V. Applegarth, Chief;G{Za?ncial Analysis Dixision, PAB

SUBJECT: China Capital Increase - Attached Tables

1: The table on Board representation includes Secretary's
Department's projections regarding constituency changes in October.

P You should note that at present exchange rates, we can
squeeze China into existing authorized shares (only 74 shares are
left over). If the dollar continues to deteriorate, we could look
to an increase in authorized capital, expiration of Resolution 258,
or scaling back of the post-GCI increases for OPEC and Korea
recommended in the Selective Criteria meeting.

Attachment
cc: Messrs. Nurick, Golsong, Thahane

PVApplegarth/mjw




ATTACHMENT

IBRD ~ ALLOCATION OF SHARES UNDER,GCI AND THEREAFTER

Number of Shares

General Capital Increase With
Without Scaling Down
Scaling
Dovn _1af 11 b/
(1) Present Authorized Capital 340,000 340,000 340,000
_(2) Authorized increase under GCI 331,500 302,801 296,296
(3) Total Authorized Capital after GCI 671,500 642,801 636,296
(4) Present subscriptions, including approved 335,697 335,697 335,697
increases c/
(5) Authorized subscriptions under GCI 307,190 280,529 274,503
(6) Total subscriptions after GCI 642,887 616,226 610,200
(7) Margin between total Authorized 28,613 26,575 26,097
Capital and total subscriptions after GCIL
[line (3)-1line (6)]
(8) Additional allocation for India under 442 406 397
GCI (preemptive right)
(9) Allocation for pending new members
(including GCI)
= Regular shares 1,775 d/ 1o 701 1,684
- Membership shares 1,500 e/ 1,500 1,500
(10) Potential requests (maximum) under 2,209 2,209 2,209
Resolution 258 if
(11) Balance 22,687 20,759 ' 20,306
[line (7)=1ine (8)-line (9)-line (10)
(12) Potential requests on Yugoslavia precedent 11,734 11,242 11,130
(13) Available for Selective Increases 10,953 : 9,517 9,176
[line (11)=1ine (12)]
(14) Selective Increases Proposed 5,160 4,943 4,895
(Saudi Arabia, UAE, Kuwait, Korea)
(15) Available for others 5,793 4,574 4,281
[line (13)-1ine (14)]
(16) Allocation for China 4,500 4,500 4,500
(17) Available for others under new criteria 1,293 74 (209)
for selective increases.
a/ Calculated on the basis of the 6/13/80 rate of 1 SDR = §$1.321.

Calculated at a hypothetical exchange rate of 1 SDR = §1.35.

Under Res. 258 includes Kuwait (523 shares); under Res. 313/314 includes all countries
except Singapore (591 shares). '

Djibouti (60 shares), Dominica (31 shares), Seychelles (21 shares), St. Lucia (56 shares),
St. Vincent (25 shares) and Zimbabwe(l,582).

Represents 250 "membership" shares each for the six new members.

Includes all allocations under Resolution 258 that are available for subscription, except
Kuwait’s allocation which is included above.

PAB
6/16/80



DIRECTORS APPOINTEDR BY:

L. United States

3

« linited Kippdom

3. Cernany

4, France

5. Japan

ELECTED DIRECTORS:

6. Drake (Canada)

Bahamas
Parbados
Canada
Dorminica
Grenada
Guvana
Ireland
Jamaica

St. Lucia
St. Vincent

Sub-Total

7. El=Manrar {Fpypt)

Bahrain

Frypt

Iraq

Jordan

Fuwait

Lebanon

Maldives

Pakistan

Qatar

Saudi Arabia

Syrian Arab FPepublic
tnited Arab Erirates
Yenen Arab Repuhlie

Sub=Total

8. Farasichkan (India)

Panpladesh
India
Sri Lanka

Sub=Total

9. Looijen (Netherlands)

10. de

Cyprus
Israel
Netherlands
Romania
Yuposlavia

Sub=Total

Groote (Pelpium)
Austria

Belpgtinun
Luxenbours
Turkey

Sub=Total
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Mauritania 125 3716 10 404 ThA ) 494 Th4
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IRRD - PROJECTED CAPITAL SUBSCRIPTION AND VOTING POVER - ASSUMING 21 BOARD SEATS

INCLUDING ALRFADY GFMERAL INCREASE OF ADDTIT TINCR RECOMMENPED IN
APPROVED INCHEASES 91.A0Y4250 VOTES SELFCTIVE INCPEASE PATER
EIMRER VIYETHG POMEP NUMRER VOTING POMER NUMBEFR VOTING POUE
oF TOTAL ¥ OF 0F TOTAL ¥ OF oF TOTAL 7 OF
SHARES YOTES TOTAL SHARES VOTES TOTAL SHARES VOTES TOTAL
17. Zain (Falaysia)
Burma 591 R4 «22 1394 1644 «23 1394 1644 [ 3
Fijt 147 377 o1l 535 785 <11 535 185 o1t
Tndonesia YR 413n 1.10 7777 RO27 1.12 1717 27 L.ro
Lans 118 368 « 10 478 128 .10 478 728 « I0
Malaysia 2066 2316 62 4250 4500 63 4250 4500 o6
Kepal 146 396 .1 531 mn3 «11 533 781 W11
Singapore 402 652 17 1028 1278 «18 1028 1278 o
Thailand 1a7e 1728 L4h 31kl 3351 47 kIRN! 3361 «hh
Victnam 755 1n05 2T 1712 1962 «27 1712 1962 27
Sub=Total 959] 11841 " 2.15 20818 23068 3. 20818 23NER 3.3
18. Mapa (Philippines) ‘
Brazil 5401 5651 1.50 10706 L0956 1.52 1n706 10956 l.40
Colonhia 1175 1425 .30 2525 2775 «39 3303 3551 ohE
Noninl~an Fepublic 175 425 «1l 589 839 .12 1119 1369 L
Ecuador 36E ALR o 16 9h2 1212 17 1357 1RO 7 «22
Philippines L1715 1965 52 asroe 3P20 «53 3570 jean g2
Sub=Total RE34 10084 2.5F 18352 19602 2.72 20055 2131035 2.F4
19. Belkhodia (Tunisia)
Afghanistan 340 599 16 926 1176 16 926 1176 wlif
Algeria 2327 2577 60 4755 5005 L0 4755 5005 A2
Chana RS56 L1106 «26 1907 2157 «30 1907 2157 W20
Iran 5645 5895 1.57 11879 11429 1.59 11179 11420 1.55
Libyan Arab Republie 1587 1837 40 3322 3572 «50 3322 3572 40
Moroceo 1220 70 «39 2612 2862 «Af) 012 2262 +3%
Mman 17 442 .12 622 Fr2 «12 £22 72 w12
Tunisia 460 110 « 19 1158 14NE « 20 1158 1408 L
Yeren, PIP 338 586 - 16 900 1150 « 18 00 Fsn W18
Sub-Total 12081 15231 4.05 21381 20631 b2 27381 2931 (e
20, Sola (Arcentina)
Arsenting 4701 4951 1.32 0351 9A0] F.33 . 9351 GR0! Y. 30
Folivia 264 514 « 14 761 1oLt « 14 962 1232 « 16
Chile 1240 1490 40 2651 290) A0 3683 3933 53
Parapuay 70 320 .09 386 636 .09 ? Al4 oh ol
Peru 938 1188 .32 2066 2316 «32 2844 nes P s
Urupuay 518 768 20 1253 1503 W21 1578 1R2¢ «25
Sub=Total 1731 49231 2.45 1REAE 17968 2.50 19032 20532 2.79
21. K.¥. (China)
China 12000 12250 3.26 L2000 12250 1.0 12000 12250 1.66
Suh=Total 12000 12250 3.26 jzoc0 12250 1.70 12000 12250 1.66
Representation undeternined
Fampuchea, Denocratic 254 504 «13 742 992 « 14 742 0a3 - 13
Seychelles 11 261 07 271 521 .07 271 521 07
South Africa 3463 ans 09 6954 7204 1.00 R954 1204 -8
Suh-=Total 3728 a47e 1.19 7967 8717 1.2} 1967 B717 1.1P
CRAND TOTAL 340114 IThLL4  LnO.ON 6F4354 719354 100.00 TOL248  T3A248 100.0D
of which:
PART 1 COUNTRIES 216210 220960  5R.7S 423333 428083 50,51 423333 418083 58.14
PART II COUNTRIES 121176 150676 40. 06 253054 282554 39,28 269948 299448 A0.6T

COUNTRIES ¥OT REPRESENTED jrze L4778 1.19 . 7967 R7L7 1.21 7967 8717 1. 17
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SUBJECT

WO N EANK IMNTFRIATIOMAL FIMAMCE CORPORATION

HTH AT ® a2 NS I

Messrs. McNamara, Qureshi, Gabriel, Golsong, Nurick, “1 June 13, 1980
and Husain
T. T. Thahane, Vice President and Secretary

China - Request for Capital Increase

5 In his memorandum of June 11, 1980, Mr. Golsong reported that
Counsellor Cao of the Chinese Embassy indicated to him that an official
request for an increase in IBRD shares of 4,500 shares was coming.

This would therefore mean that China's total shares would be 12,000
excluding the 250 membership shares. The purpose of this memorandum

is to provide some calculations on the number of shares that are
unallocated, hence, would be available to meet China's request under
the General Capital Increase.

2. Attachment I presents IBRD authorized capital and allocations
under GCI and thereafter. In Attachment II, information is presented

on the unallocated capital shares after allowing for 4,500 for China.
Also included in Attachment II is the possible total of unallocated
shares assuming that Resolution 258 is allowed to lapse at the end

of June, 1980. Attachment III presents the voting power of the Big Five,
China and India, assuming that China gets the 4,500 shares and Japan
takes the 4,000 shares provided under Resolution 335.

3. After allowing for shares to new members and under Resolution 258
and Resolutions 313/314, the total unallocated shares are 22,041 (see
Line 11, Attachment I). Assuming that all potential requests to

achieve parallelism with the IMF quotas (81.69003%) were honored, the
unallocated shares would be reduced to 10,280. If the Selective

Capital Increase proposed for Saudi Arabia, UAE, Korea and Kuwait

were to be approved, then available shares for allocation would be
5,120. If China's request for 4,500 were granted, then the remaining
unallocated shares would be 620. If no subscriptions were made under
Resolution 258 by the time it lapses, 4,277 shares would be released,
thus bringing the total unallocated shares to 4,897. I understand,
however, that Kuwait has indicated willingness to subscribe to

523 shares under Resolution 258. If this were to occur, then the
unallocated shares would be reduced to 4,374. From these figures, it
appears that China's request can be accommodated without any difficulties.

Issues

4. The main issues on which we need to reach some agreement or a
common approach are:

(1) Do we proceed with the processing of the request for

the 4,500 shares independently of the IMF calculations
of China's quota?

. @ o2



(ii) Do we proceed to seek the approval of the Governors
to the expansion of the size of the Board now, or
wait until the quota processing has been completed
in the Fund?

(iii) Can we obtain an assurance from China that the
allocation of 4,500 shares would satisfy their

request under paragraph A(b) of the memorandum signed
in Beijing?

Confirmation of China that this action would
satisfy the request in that memorandum would
make it much easier to obtain the approval of
the Governors to the increase in the size of

the Board.
Approach
5s In my view, it is better to inform the Board at the earliest

opportunity of China's official request; then follow up by setting up
the Committee on Election of Executive Directors towards the end of this
month. That Committee could then address the question of an increase

in the size of the Board, as well as ensure that there would be, in

the October elections, 16 elected Executive Directors, although one

of them would be voted for by China alone.

Attachments

cc: Mr, Koech-Weser
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IBRD - ALLOCATION OF SHARES UNDER GCI AND THEREAFTZ!

ATTACHMENT I

(1) Present Authorized Capital . 4
(2) Authorized increase under GCI . 5

(3) Total Authorized Capital after GCI "

(4) Present subscription, including approved increases a/

(5) Additional subscription under GCI .

(6) Total subscription after GCI ¢ 5 &

(7) Margin between total Authorized Capital and total

subscription after GCI (line (3)-line (6) .

(8) Additional allocation for India under GCI
(Preemptive right) : o

(9) Allocation for pending new members (including GCI) b/

(10) Potential requests (maximum) under Res, 258 4/
(11) Balance - (line (7)-line (8) -line (9)-1ine(10)

(12) Potential reguests on Yugoslavia precedent (i.e., 81.69003%

of Fund quota) . "

(13) Available for Selective Increases (i.e., unallocated)

(1ine (11)-1ine (12) 5 .

(14) Selective Increases Proposed (based on support of IBRD)

(Saudi Arabia, UAE, Korea, Kuwait)

(15) Available for Allocation ; ;
(1ine (13)-1line (14)

.

+

+

I

a/ Under Res. 258 includes Kuwait (523 shares); under Res. 313/31Lk  includes

all countries except Singapore (591 shares).

No. of
Shares

340,000

331,500

671,500

335,697

307,190 (93.6%) -

642,887

28,613 ~ =7

LL2

353
3,500 ef -~

b, 277

22,041

11,761

10,280

5,160

5,120

b/ Djibouti, Dominica, St. Lucia, St. Vincent and Grenadines, Seychelles, and

Zimbabwe (assumes 160 + 250).

c/ Represents 250 "membership" shares for each of the six new members.
/ Includes all allocations under Res. 258 that are available for subscription.

6/13/80

PAB and SEC



- : ATTACHMFNT T1

BANK CAPITAL AFTER GCI

Shares From Att.
Total Authorized Capital 671,500

Unallocated 22,041 Line
Potential requests based on

81% of IMF Quota 11,761 Line
Available for Allocation 10,280 Line
Selective Increases based on support of

Bank (Saudi Arabia, UAE, Korea, Kuwait) 5,160 Line
Available for Allocation : 5,120 Line
Potential Allocation to China 4,500
Net Unallocated 620

Assume Resolution 258 Lapses (6/30/80)

Maximum Shares Released (including

Kuwait - 523; USA - 1,231) 4,277
Total Unallocated 4,897

Assume Kuwait Subscribes Under Resolution 258

Maximum Shares Released 3,754

Total Unallocated 4,374

12

13

14

15

g



ATTACHMENT III

Voting Power of 'Big Five', China and Indis

Showing Current Voting Power, and assuming:
(A) 1Increase by China of 4,500 shares
(B) Increase by Japan of 4,000 shares (under Res. 333)
(C) Preemptive increase by India of 442 shares

Percent
Voting as of Assumption Assumption Assumption
Member Power 6/13/80 A B C

United States 70,833 21.39 2110 20.85 20.83
United Kingdom 26,250 7.93 7.82 T13 TaT2
Germany 17,862 5.39 5432 5.26 5.25
France 17,817 5.38 5.31 5:25 5.2k
Japan 13,789 4,16 4,11

(17,789) . 5.2k - 5.23
China _ T2720 2.3k

(12,250) 3.65 3.61 3.60
India 11,563 3.50 3.L45 3.h41

(12,025) 3.54

SEC
6/13/80
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TO:

FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Mr. Moeen QUrEShi DATI Apl"i] 8, ]980
(through K. Georg Gabriel, Director, PAB)

Paul AppIig?r h

Maintenance of Value

Resolution of the maintenance of value question could affect pay-
ments to and from China in several ways:

(a) The Bank is currently accepting subscriptions to new shares at
a rate of $1.20635/SDR, subject to subsequent adjustment. |I|f the SDR is
adopted as the standard of value, additional payments equal to the difference
between the current SDR/$ rate (about $1.27) and $1.20635 would be required.

(b) Settlements of maintenance of value payments have been suspended,
except for those countries which officially change their central bank rate
against a 120635 standard. As long as the SDR/$ rate exceeds 1.20635, adopt-
ing the SDR will require additional payments from all shareholders.

(c) IDA repayment obligations are denominated in 1960 dollars, but re-
payments are accepted provisionally at a rate of 1.20635. Adopting the SDR
as the logical successor to the 1944 and 1960 dollars could increase the
amounts due from IDA borrowers both for future payments and amounts already
repaid at the provisional rate.

PVA:ba



= WORLD BANK / INTERNATIONAL FINANCE CORPORATION _:??

OFFICE MEMORANDUM

~ TO: Mr. Moeen A. Qureshi, VP, Finance : DATE" october 26, 1979
fhrough: Mr. K. Georg Gabriel, Director, PAB |.
FROM:  Paul V. ﬁﬁEQ?garth, Chief, Financial Analysis, PAB

SUBJECT: China - Possible Subscription

(- You asked for our analysis of the 'proper'' subscription for the
People's Republic of China (PRC), should it join the Bank. This note will
indicate that the range of possible subscriptions is fairly large, with
China becoming anywhere from the third to the eighteenth largest Bank
shareholder. After exploring the various alternatives, we believe a
subscription tied to China's historical subscription in the Bank, adjusted
to offset the unusual circumstances surrounding the development of its
subscription, is preferable. Under this approach, and depending on the
variant taken, China would become either the sixth or eighth largest
shareholder, with a pre-GC! subscription of approximately 10,000 - 12,000
shares and a post-GC| subscription of 20,500 - 23,000 shares. This note
concludes with a brief discussion of the Chinese position in IDA and IFC.

Bank

2. History: China is one of the three IBRD charter members whose
initial subscription in the Bank was greater than its initial quota in
the Fund. In 1960 the Republic of China (ROC) was permitted to reduce
its Bank subscription so that its ranking in the Bank substantially
corresponded to its ranking in the Fund. This was effected by a transfer
from the ROC to the Bank of 2,250 shares (out of the 6,000 then held).l1/
China's subscription was subsequently doubled as part of the doubling of
the Bank's capital in 1960 2/ to 7,500 shares.

3 China was not included in the special capital increases approved
in Res. Nos. 218 (adopted April 30, 1965), 258 (adopted July 31, 1970)

and 314 (adopted February 9, 1977). As a result, China's present subscrip-
tion remains 7,500 shares.

L. Possible Subscriptions: |If the PRC joins the Bank, the ''proper"
number of shares could be derived in several ways:

(A) The PRC could retain Taiwan's present subscription:
e. 7,500 shares.

If the issue of the PRC's joining is merely one of representation,
the question of increasing its capital does not necessarily arise. A sub-
scription of 7,500 shares represents 2.59% of total IBRD shares outstanding
on June 30, 1979, and would make the PRC IBRD's tenth largest shareholder.
China is not accorded any shares under the GCl resolution. Without some
adjustment, 7,500 shares would make China the eighteenth largest share-
holder after the GCl, This position might not reflect China's economic
strength but countries whose IBRD shares also do not reflect their economic

Y7 By Res. No. 139, adopted June 30, 1960.
2/ By Res. No. 128, dated September 1, 1959, approved July 1960,



Mr. Qureshi -2 - October 26, 1979

strength may argue China is in the same situation as they, and should not
be accorded an increase without an increase for themselves. We find this
""hardline' approach troubling because it fails to recognize the artificial
constraints on the past growth of China's subscription, and hence would
not recommend it.

B. The PRC could be accorded shares related to its calculated

guotas.

As the PRC makes more economic data available, it should be
possible to determine its calculated quota under the customary IMF formulas,
and derive an appropriate number of shares for the Bank.1/ This could be
most easily defended if the PRC were to apply to the Bank as a new member.

The complication would be the 7,500 shares still held by Taiwan, unless it
was decided both governments should be members. Absent any other alternative,
Taiwan's shares could be eliminated by having the PRC assume the ROC shares,
withdraw from the Bank and reapply for membership. Presumably, were a
calculated quota approach deemed desirable, a solution involving less
cumbersome precedures can be negotiated.

C. The PRC could receive Taiwan's present shares plus
increases to which China would have been entitled had
the history of its participation been less abnormal.

Several plausible scenarios are possible under this general
approach, which ties the development of China's subscription to purely
institutional factors. While there is no formal linkage to economic
criteria under this approach, a sense of where China ''ought to be' is
useful in making the choice among scenarios less arbitrary. Therefore,
the number of shares and GNP of the Bank's largest shareholders are shown
in Annex 1.

(a) The first scenario under this approach assumes that China
would have not returned shares to the Bank in 1960 under
normal circumstances, and would have exercised all its
preemptive rights since 1949. This would give China
20,400 shares presently, making it the third largest share-
holder after the U.S. and the U.K. Such a ranking seems
unrealistically high and is clearly not feasible politi-
cally.

(b) A second scenario is to assume no return of shares to the
Bank, and full Chinese participation in all IBRD general
capital increases. This would give China 12,000 shares
now, and 23,160 after the GCl, making it the sixth largest
member .

1/ The Bank and the Fund have traditionally acted in parallel in the

~  treatment of their shareholders. At present, the Fund has indicated
it is inclined to wait for a Bank initiative on China. However, the
Bank might simply choose to wait for the Fund and parallel its action
following usual procedures.
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(¢) A third scenario is based on the premise that China's
position only became abnormal in recent years. This
approach has the advantage of not having to rewrite
history completely, and instead tying adjustments to
a period when it will be generally conceded that the
freedom of the holder of China's shares to control the
evolution of its holdings was retarded. A convenient bench-
mark date is 1970, when the IMF ceased giving Taiwan the
option to participate in general quota increases.!/

There have been no general IBRD capital increases since
1970, and it would be purely speculative to try to estimate
the increases, if any, China might have received in the
selective increases since 1970. However, assuming China
had exercised its preemptive rights in the selective
increases, it would presently have 10,625 shares making

it the Bank's eighth largest shareholder.

Obviously, the number of conceivable scenarios under this
institutional approach is virtually unlimited; the three above are among

the most appealing.

Recommendation

)8 In general, we believe the third approach offers the most
attractive possibilities for determining China's IBRD subscription.

0f the three scenarios, we would suggest (b) or (c). (b) is probably the
better result if economic standing is the sole criterion. However, we have
a sITght preference for (c) because it is reasonable, the least sﬁecu-
lative regarding historical events, and leads to a result which does not
do great violence to our sense of the ''economically right' solution.

IDA

6. China's subscription votes in IDA are calculated on the basis

of its 6,000 initial shares in the Bank, and with the standard procedure
used for Part Il countries under all replenishments. It appears therefore
that no adjustment is required.

TFC

1 ) China joined IFC in 1968, with a subscription below its original
Artlcl?s ?f Agreement allotment, to keep in line with its reduced IBRD
§ubscript|on. China was not offered shares in the most recent IFC capital
increase.

8: Should t@e PRC express an interest in joining IFC, its subscrip-
tion can be determined using the principles adopted in deciding its IBRD
subscription.

1/ The Republic of China was given the option to participate in quota
increases in 1956 and 1965, but declined.

cc: Messrs. Husain, Nurick
WPHoehenwarter/PVApplegarth:sl



Member 6ountry

United States
United Kingdom
Germany
France

Japan

India

‘Canada

Italy
Netherlands
Belglum
Australia
Saudi Arabia
lran

Brazil
Argentina
Spain
Indonesia

China (Republic of)

Venezuela
Sweden

MEMO ITEM:

IBRD CAPITAL SUBSCRIPTIONS

Number of IERD Shares

Present After Already After
6/30/79 Approved Increases GCI

69231 77735 150745
26000 26000 50586
17612 17612 34347
12792 17567 34260
13539 17539 34206
11333 11333 22191 -
11122 11122 21782
8525 10120 19842
7679 7679 15117
7268 7268 = 14321
6L50 6450 12737
L899 5652 11212
1580 5645 11179
3733 5401 10706
L701 L701 9351
3371 L5571 9061
3888 3888 7777
7500 7500 7750
1972 3776 7560
3676 3676 7367

Peoples' Republic of China GNP - $346 billion.

1/ Source:

1978 World Bank Atlas.

ANNEX 1

ane 1/
(billionss$us)

1874
247
501
387

. 642
97
197
195
99
75
103
L6
75
158
Ls
116
Ly
20
36
76



Membership



October 26, 1979

ir. Gabriel F-624

Mr. Qureshi dictated the attached just
before leaving, but did not have a
chance to review it.

Gillian Butler
(Mr. Qureshi's 0ffice) 1 12-100 60381




DRAFT
WPHoehenwarter/MAQureshi:gmb
October 26, 1979

TO FILES

FROM : Wolfgang P. Hoehenwarter, P&B

SUBJECT: CHINA - Membership in Bank Group

1 Messrs. Qureshi, Shahid Husain, Nurick and | met on Thursday,
October 18, to discuss questions associated with the membership of the
People's Republic of China (PRC) and the Republic of China (ROC) in the
Bank Group.
25 First, the available background information was reviewed, including
the statement of Loans and Credits held by the Bank Group. Mr. Qureshi
indicated that Controller's would separately provide undated figures.
Mr. Qureshi then directed the discussion to the two main issues:
(i) membership itself, including the 'proper'" level of
subscription for the PRC in the Bank Group; and
(ii) the likely impact of PRC membership on the operations of
the Bank Group, and especially I|DA.
It was recognized that the discussion was partly speculative, since no
clear readings about PRC's intentions are available at this time.

Membership lssue

3. Mr. Nurick pointed out that the membership issue actually is an
issue of representation, since mainland China was one of the charter members
of the Bank. China has been represented through ROC, but representation
could conceivably pass back to mainland China, since PRC claims to represent
all of China. Discussion then turned to the question of ROC's debts to

the Bank. Mr. Nurick referred to the understanding that had been reached

by Mr. Goodman on this matter with Chinese representatives. He had met with



Mr. Martin Wong on the previous day and he had enquired from him as to
whether ROC would continue to adhere to the understandings reached in that
arrangement. Mr. Wong said that he would need to check back with the
authorities, but he thought that the earlier understandings would still be
valid.
L. Another problem that was discussed related to the quota and the
voting power. The issue was whether PRCwould be content with their
present cuota in the Bank or whether they would take the position that they
would wish to revert to their previous position as one of the original
'"'Big Five'. Mr. Qureshi said that P¢B should work out alternative
scenarios
(i) China's quotay subscription and voting rights if it were to
maintain its original relative position as one of the ''Big Five';
(ii) Similar data, assuming that China had accepted the capital
increases that had occurred in the Bank/Fund;
(iii) Similar data, assuming we apply the criteria now being
developed within P&B for selective capital increases.

Operational lIssues

5 Inclusion of the world's most populous country will obviously

have a pronounced impact on the operations of the Bank and IDA. A major

issue would be the share of China in the total (IBRD and IDA) lending program,
given political concerns among donors about a reduction in shares for African
countries and India. It may well turn out that the major portion of lending
for China may have to be additional to the present lending programs.

6. With regard to the possible effect on IDA operations, Mr. Husgain

noted that there would be no effect on IDA 5. PRC's admission would be



an important consideration in connection with IDA 6 but the effect would
probably be limited. Assuming that PRC became a membef, say, at the
earliest, by the middle of 1980, a further 1-1/2 to 2 years would be
required before any commitments were made. Thus the issue with respect to
IDA 6 would, at best, relate to the final years of IDA 6 (FY83). Mr. Husain
thought that on this basis anallocation of $1 billion for PRC from IDA 6
represented a possible order of magnitude. Mr. Husain said that he would
have a position paper prepared on this matter and would send it to Mr. Qureshi
before he left on his forthcoming visit abroad.

i On the question of timing, Mr. Qureshi thought some IDA6 donors
might be unhappy about seeing resources go to a country which was not
included in the list of prospective recipients when IDA 6 was negotiated,
even though they might not bhave the legal right as donors to question the
use of IDA resources. One option would therefore be to start IBRD
operations first: simultaneously, the Chinese economy could be studied

and information garthered to enable IDA operations to be commenced in IDA 7.

Further Steps

8. It was agreed that a further meeting should be held as soon as

more information becomes available.

Cleared with and cc: Mr. Qureshi

cc: Messrs. Nurick
Husain
Gabriel/Baneth
Applegarth
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5 OFFICE MEMORANDUM

TO: Mr. Moeen A. Qureshi, VP, Finance R DATE: October 19, 1979
Through: Mr. K. Georg Gabriel, Director, PAB D
. Paul V. A i ] PA
FROM: Pau pple??EfaéLChief, Financial Analysis, B

SUBJECT: China - Membership in the Bank Group

1. Attached is a draft prepared by Wolfgang Hoehenwarter for your
clearance.

2. Paragraph 4 indicates the ''admission' of the PRC would have to
be accompanied by an increase in China's capital. The issue of the proper
size of a subscription normally arises only for initial subscriptions when
a country joins the Bank. |If the Bank takes the position that the issue
of the PRC's joining is merely one of representation, the issue of size

of subscription does not necessarily arise. China presumably is in the
same situation as many other countries whose IBRD shares do not reflect
their economic strength, and these other countries might legitimately
object to China's share being raised without an increase for themselves.

3 We will examine this further in the note for you due October 26.
Attachment
. cc: Messrs. Baneth

Hoehenwarter (o/r)

PYApplegarth:sl




DRAFT

WPHoehenwarter:sl
October 19, 1979

To: Files
From: Wolfgang P. Hoehenwarter, PAB

Subject: China - Membership in Bank Group

S Messrs. Qureshi, Shahid Husain, Nurick and | met on
Thursday, October 18, to discuss questions associated with the
membership of the People's Republic of China (PRC) and the Republic
of China (ROC) in the Bank Group.
2. First, the available background information was reviewed,
including the statement of Loans and Credits held by the Bank Group.
Mr. Qureshi indicated that Controller's would separately provide updated
figures. Mr. Qureshi then directed the discussion to the two main
issues:
(i) membership itself, including the ''proper' level of
subscription for the PRC in the Bank Group; and
(ii) the likely impact of PRC membership on the operations

of the Bank Group, and especially IDA.
It was recognized that the discussion was partly speculative, since
no clear readiﬁgs about PRC's igtentioﬁs are available at this time.

Membership |ssue

3. Mr. Nurick pointed out that the membership issue actually

is an issue of representation, since-mainland China was one of the
charter members of the Bank. China came to be represented through
ROC, but representation could conceivably pass bgck to mainland China,

since PRC claims to represent all of China.| Discussion then focussed
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on the question of ROC's debts.  to the Bank, and whether the Bank

would, or could, make PRC recognize these obligations. It was

concluded that all these questions would have to be decided by the

Executive Directors.

L, Another problem in this context relates to voting power:

what would be the ''proper' subscription for PRC in tﬂe Bank and IDA?

It was agreed that PAB/FA would analyze this question and report back

by October 26. Prima facie, however, it appears that the presently authorized
capital is insufficient to accord China the number of shares that

would be in line with accepted Bank criteria as to economic ranking.

Admission of the PRC would therefore have to be accompanied by an

increase in China's authorized capital.
Operational Issues

5. IncTusion of the world's most populous country will obviously

have a pronounced impact on the operations of the Bank and IDA. A major
issue would be the share of China in the total (IBRD and IDA) lending program,
given political concerns émong donors about a reduction in shares for African
countries and India. It may well turn out that the major portion of

lending for China may have to be additional to the present lending

programs.

6. As regqards the timing of operations, Mr. Husain estimated

that PRC could come in at the earliest in the middle of 1980. Judging

from past exogrience. a further 1 1/2 to 2 years might.be required for
commencement of operatiéns. This wou}d put the first lending to China

in the last year of IDA6 (FY83).



Mr. Husain estimated that under this scenario, a maximal allocation

of $1 billion under IDA6 might be feasible. It was agreed

that Mr. Husain (EAP) would have a position paper prepared within
about a month on these aspects, including creditworthiness consider-
ations and the possible share of China in IDA lending.

1s On the question'of timing, Mr. Qureshi thought some IDA6 donors
might be unhappy about seeing resources go to a country which was

not included in the list of prospective recipients when IDA6 was
negotiated, even though they might not have the legal right as donors
to question the use of IDA resources. One option would therefore be
to start IBRD operations first; simultaneously, the Chinese economy
could be studied and information gathered to enable IDA operations to
be commenced in IDA7.

Further Steps

8. It was agreed that a further meeting shculd be held as soon as

more information becomes available, probably in about a month's time.
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