
. 

DOCUMENT OF Ih’iTRNATlONAL MOXTARY i WV 
AND NGT FOR YUBLK USE 

CONTAINS CONPIDENTIAL 
I NFORHATION 

September 27, 1985 

To: Members of the Exn.cut ive Board 

Prom: The Acting Secretary 

Subject. People’s Repubifc of Ch?.na - Staff Report for the 1983 
Article IV Consultation 

Attached for consideratfm by the gxecutfve Dtrectors is the 
s:.aff report for the 1985 Article XV consultatio;l with the People’s 
RCpublin, of Ckfna, wh!ch has been tentati%olj scheduled for Executive 
Board discussion on Friday, November 28, 1985. A draft decision appears 
on page 25 

Mr. Safto {ext. 7365) or Mr. Petkerscon (ext. 8761) is available 
EQ answer technical or factual questions relating to this paper prior to 
the Board dfscussion. 

Att: (1) 

Other Distribution: 
Depat tnent fieads 



CONTAINS CONPIDRNTIAL 
TNFORMATION 

IKTERNATIONAL MONETARY FUND 

PEOPLE’S REPUBLIC OF CHIKA 

St:,ff Report for the 1985 Article IV Consultation 

Prepared by the Staff Representatives for the 
1985 Consultation 

Approved by P. R. Narvekar md Manuel Guitian 

September 26, 1985 

Contents 

I. Intwduction 

II. Background 1 

III. Developments Since the Last Consultation 

1. The last consultation 
2. Recent economic developme-ta 

IV. policy Discussions 8 

1. Macroeconomic balance and domestic 
financial policies 

a. Macroeconomic ‘zalance 
b. Money and credit 
c. Budget 

2. External policies 
3. Economic 9ystem reforms 
4. General direction of futu-e economic 

development 

V. Staff Appraisal 

Text Table 

Page 

1 

3 

3 
4 

8 
8 
9 

‘1 
13 
16 

18 

20 

1. Efajot Economic Indicstots, 1981-85 5 



Appendix Jables 

2. National Income and Output, 1981-W 26 
3. Inveotment ard Savings, 1981-85 27 
4” Monetary Survey, 1992-85 28 
5. Overall Budgetary Operatione, 1981-85 29 
6. Balance of Payments. 1981-85 30 
7. Medium-Term Balance of Payments Scenario, 1984-90 31 

Charts 

I* Output, Conmuription, and Inveetment, 1978-85 6a 
2. Financial Developments, 1979-85 22 
3, Balauce of Payments, 1981-85 8b 
4. Exchange Ratr.8, 1981-85 16a 

Annexe% 

I. 
II. 

- ic - 

Contc Xa 

Fund Relation? 
Relations of China with the World Bank 

111. Basic Data 
IV. Statfstical Iseues 

Page 

32 
34 
36 
37 



I. Introduction 

Staff discussions for the 1985 Article IV consultation with China 
were held in Beijing from July 19 to August 2, 1985. The Chinese ‘dele- 
gation was led by Mr. Shang Ming, Advisor to the People’s Bank of China 
and member of its Council, and Mr. Cbe Peiqin, Director of the Inter- 
national Lepartment and also member of the Council. It included 
representatives of the followi. - institutions: the People’s Bank of 
China, the Ministries of Finance, Foreign Affairs, Foreign Economic 
Relationa and Trade, Commerce, Labor and Personnel, the State Commission 
on Restructuring the Economic System, the State Planning Comm’ssion, the 
State Economic Comissiou, the Ptate Statistical Bureau, the State Price 
Bureau, the Bank of China, the Industrial and Commercial Bank of China, 
the Agricultural Bank of China, and the People’s Cons’ruction Bank. The 
staff team l/ also met with Mme. Cnen Muhua, Governor mf the People’s 
Bani of China and member of the State Council. Mr. Zhang Zicun, 
Executive Director for China, prrticipated as an observer. 

II. Background 

China’s economy has been undergoing dramatic changes since the 
economic reforms were begun in 1979. The ongoing reforms are trans- 
fc.(ning the economic system and have already brougnt substantial 
benefits in terms of rapid economic growth and better Living stan- 
dards. At the same time, the shift to more deczntralized economic 
decision making and greater reliance on ma&e; forces has given rise to 
new problems for macroeconomic managemeniz ad has necessitated the 
development of new policy instruments. 

The reforms were begun in the rural areas and are now being 
extended to the urban economy. The agricultural system ha3 already 
shifted almost completely to production arrangements based on individual 
households rather than on collectives; the incentives and production 
autonomy given to individual farmers have been greatly increased. In 
industry, state-owned enterprises are being given greater independence 
in the organisation of production, the purchasing of inputs, and the 
disposal of output, and have been allowed to retain a Larger share of 
their profits. A system of enterprise income tarcltion has recently 
replaced the requirement that profits be turned over to the state. In 
commerce, administrative barriers to the internal movement of goods have 
been substantially reduced, and a Large number of state shops and 
restauranrs have been turned over t< collective and individual 
operation. The conduct of foreign trade business has been partly 
decentralized, and some Large enterprkses have been permitted to engage 
directly in foreign trade. 

l/ Messrs. Narvekar, Saito, Fetherston, Sassanpour (all ASD), Hino 
(ETR), Goldsbrough (RES), and Miss Rosario (ASD). 
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In October 1984, the Chinese authorities issued a Decision on the 
Reform of the Economic Structure aimed at strengthening the momentum of 
the reforms (BBD/84/227, 10/29/84). The major points of thz Decision 
were : the scope of mandatory planning was to be further reduced in 
favbr of indicative planning to be implemented by indirect policy 
:*nstruments act3.q primarily through market mechanisms; the expansiorr of 
enterprise autonomy was to be accelerattd and the financial account- 
ability of enterprises increased; the links between wages and botn 
individual and enterprise performance were to be strengthened; and the 
policy of opening the country to the outpide world was to be con- 
t inued . Also, the price system would be reformed to provide better 
resource allocation signals, but the price reform would not be aLLowed 
to read to an acceleration of inflation or a deterioration in livin,j 
standards. 

The reforms have entailed major changes in the system of matrc- 
economic management. The role of administrative controls has declined 
and the importance of policy tools relying on market mechanisms has 
increased. The organizational structure 0 f the bat&kin5 system has been 
changed and, at the beginning of 1984, the People’s Bank of China was 
transformed into a separate central bank. Yhe relative importance of 
the banking system as a channel for investment funds has increased while 
that of the budget has declined, and interest-bearing loans have Largely 
replaced budgetary grants. New taxes have been introduced to influence 
enterprises’ investment expenditures and wage payments. Despite these 
changes, administrative directives still play a significant part in 
macroeconomic management , and in recent years the authorities have 
continued to rely on the tightening of administrative controls as welL 
as using more market‘-oriented policy tools when faced with internal or 
external imbalances. 

The response of the economy to the reforms has been striking. A 
rapid growth of agricultural output and rural incomes in turn stimulated 
the growth of industry; as d result, the growth rate of real natior.al 
income averaged 7 ;rercent per annum during 1979-83 and accelerated to 
14 percent in 1984. Partly reftecting the system of price controls, the 
recorded rate of infLation generalLy remained low; after temporarily 
accelerating to about 8 percent in 1980, the official cost-of-Living 
index resistered annual increases of 2-3 percent over the period 1981- 
84. Surpluses on both the current account and the overall position of 
the bale Ace of payments were recorded in every year of the period 1981- 
84. International reserves reached a peak of Sl8.l billion (nine monrhs 
of imports) in July 1984, and total exrernal debt apd the debt service 
rat j o remained low; the latter was on-&y 3 l/4 percent of exports of 
good, and services in 1984. 

The economy remains, of course, subject to numerous weaknesses. 
Supply and demand for manv commodities are still mismatched, Largely 
because of distortions in the price system. Various shortages and 
bottlenecks--particularly of energy, certain key raw materials, and 
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transportation--have persisted for many years, while excessive inven- 
tories of some other cosxnodities-- especially certain low-quality 
consumer goods --have been accumulated; there is also a large unsatisfied 
demand for imports. The efficiency of many industrial enterprises 
remains low; rates of energy and raw material use are generally high by 
international standards and factor productivity is often low, because of 
earlier emphasis on capacity-expanding investment rather than on in- 
creased efficiency and technological improvements. Also, the emphasis 
of previous years on local self-$!ufficiency ‘las frequently resulted in 
the establishment of a large number of fairly small production lacil- 
ities, kith a consequent loss uf economies of scale. The service sector 
is still relatively undeveloped and, despite recent progress, the 
storage and distribution systems for agricultural products, industrial 
inputs, and consumer goods are often not adc;uate to meet the needs of 
the aore productive and more market-oriented economy that is evolving. 

Moreover ) the present economic system, which is the outcome of 
ongoing but still incomplete reforms, is subject to certain excess 
demand pressures. The greater decentralization of financial resources 
and decision making has heightened pressures to increase wages and 
investment. At the same time, because of the lack of adequate financial 
constraints on enterprises sild the continuation of an inappropriate 
structure of relative prices, it is difficult to contain these pressures 
with the new, indirect tools of macroeconomic management. These 
problems form the background to the emergence of serious macroeconomic 
imbalances toward the end of 1984. 

The development of macroeconomic policy instruments has increased 
the importance of accurate and comprehensive eccnomic and financial 
statistics. Significant improvements have been made in recent years, 
although some weaknesses remain. In addition, recent data, particularly 
those relating to output and the balance of payments, are still 
preliminary. 

III. Developments Since the Last Consultation 

1. Fe last consurtation 

During the last consultation held a year ago, there was a broad 
measure of agreement among Executive Directors on the following four 
points: 

- the decision of the authorities to proceed with further 
reforms, including a reduction in the scope of mandatory 
planning and an Increased role for market forces, was 
welcome: 
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- the decision to kitiate a price reform that would 
considerabLy expand the scope of flexible and market- 
determined prices was welcome’ , an appropriate price system 
was indispensable to the success of other elements of the 
reform and early action could bring su%tantial benefits; 

- the priority attached by the authorities to the avoidance 
of inflation argued for a cautious monetary policy, which 
would also be an essential complement to the proposed price 
ref arm; 

- adoption of an exchange rate system that corresponded to 
China’s needs, and a strengthening of links between inter- 
national and domestic prices, was also an important comple- 
ment to the price reform; the recent narrowing of the 
differential between the official exchange rate and the 
internal settlement rate provided an opportunity to unify 
the two rates. 

2. Recent economic de_velopments 

Since the last consultation, the implementation of economic reforms 
has continued, with particular emphasis on reducing the scope of manda- 
tory planning and strengthening incentives. Some further steps have 
been taken to promote greater price flexibility and to adjust admini- 
stered prices, mostly of agricultural products. As already noted, 
economic growth was remarkably rapid during 1984, and it remained at a 
high Level during the first half of 1985. Ifowevec, rapid increases in 
investment expenditures and wages, brought about in part by reduced 
central controls and an accomodating expansion of bank cradit, caused 
substantial excess demand pressures beginning in late 1984. Inflation 
began to accelerate; bottlenecks in transportation and electricity 
supply worsened ; and shortages of key raw materials, including steel and 
timber, became tighter despite greatly increased imports. The growing 
excess demand pressures also contributed to a sharp deterioration in the 
external payments position since mid--1984. 

Real national income grew by 14 percent during 1984 and its growth 
continued at that pace in the first half of 1985 (Table 1). Gross agri- 
cultural production, which inciudes the sharply growing output of 
village-based industry, increased by 17 percent during 1984, far 
surpassing even the rapid growth rates of the two preceding years 
(Appendix Table 2). Gross industrial output also grew strongly, by 
14 percent, in 1984 as a result of the ready availability of rurally- 
produced inputs for various pro assing industries and of strong 
consumption and investment demand. En the first half of 1985, 
industrial output was 23 percent above that of the same period in 1984. 
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Table 1. China : Major Economic Indicators, 1981-85 

(Changes in percent, unless otherwise indicated) 

1981 1982 1983 1984 1985 
First 
half lJ 

Year 2-/ 

Nominal national income 
Consumption 
Investment 

7 

!; 

8 11 19 . . . 21 
9 11 14 . . . 23 

10 13 27 . . . 30 

Real national income 5 8 10 14 
Gross industrial production 4 8 11 14 
Gross agricultural production 7 11 9 17 

Public fixed Investment 
Budget financed 
Extrabudgetary 

Cost-of-living index 

Wages 4-I 

Overall budget deficit In 
percent of GDP 

Domestic credi t 
Tot al liquidity 

Exports (in terms of USS) 19 2 -2 15 -2 
Imports (in tems of USS) -5 -19 11 28 61 

Current account (USS billion) 
(In percent of GDP) 

International reserves at 
end-year (US$ billion) 

(In months of imports) z/ 

(Z, 
-5.3 21 
(...)‘” 

5.6 11.8 15.4 15.5 12.0 8/ 
3.9 7.5 7.6 5.8 4.5 n/ 

-10 27 13 24 
-25 8 25 19 

5 40 6 28 

3 3 2 3 

1 3 3 20 

1.2 1.3 1.6 1.6 

13 12 15 36 
20 15 19 37 

15 
23 

l .* 

43 Al 
. . . 
. . . 

7 

. . . 

. . . 

43 6/ 
42 g/ 

12 
17 
6 

33 
10 
43 

9 

. . . 

1.2 g 

18 7/ 
19 z/ 

1 
34 

(2:) 

12.1 
4.1 

-- 
Sources : Data provided by the Chinese authorities; and Fund staff estiwtes. 

More detailed data are shown in Appendix Tables 2 (Output and Incomes), 3 
(Investment and Savinge), 4 (Budget), 5 (Money and Credit), 6 (Balance of Payments), 
and 7 (Medium-Term Balance of Payments Scenario). 

l/ Percentage change from the firet half of 1984, unless othervise indicated. 
y/ Staff estimates. 
T/ Capital construction investment only. 
T/ Annual average wages of workers and staff in state-cnmed enterprises. 
y/ Budget estimates. 
x/ End-March. 
71 Official targets. 
r/ End-June. 
F/ In temg of imports of the follting year. 

E/ In terms of 1985 imports. 
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Investment expenditures rose sharply during 1984 and the share of 
investment in aggregate expenditures continued to increase (Chart 1 and 
Appendix Table 3). There were large increases in the fixed investment 
by state enterprises ai;d local governments which is financed outside the 
budget (extrabudgetary investment), while budget-financed investment 
also continued to grow rapidly. Investment growth was broadly dis- 
tributed among economic sectors, but the share of the energy and trans- 
port sectors continued to increase. Investment by collectives and by 
individuals both rose by more than 50 percent. Consumption expenditures 
also grew rapidly, but the overall savings rate continued to rise and 
was reflected in a further substantial increase in household financial 
savinge. The rapid increase in household consumption and savings was 
fueled by the continued growth of rural incomes and by a sudden ex- 
pansion of enterprise wage payments. The average earnings of employees 
in state-owned enterprises increased by about 20 percent in 1984, 
following three years of small increases; much of the expansion occurred 
in the last quarter of the year and was partly due to higher bonus 
payments. Tentative estimates for the first half of 1985 indicate that 
the growth of both investment and consumption expenditures accelerated 
further; extrabudgetary investment continued to grow strongly and the 
wage increases of late 1984 boosted household consumption. 

The rapid increase in industrial production was reflected in 
improvements in the productivity and profitability of state-owned indus- 
trial enterprises, Output per worker in these enterprises, which had 
grown relatively slowly during 1979-82, accelerated during 1983 and 
1984; however, the growth in labor productivity still Lagged behind that 
of collective enterprises. Total profits of state industrial enter- 
prises rose by 10 percent in 1984 and loss-making enterprises reduced 
their deficits. Reflecting the higher profits, total extrabudgetary 
funds--which consist primarily of the retained profits and depreciation 
funds of state enterprises--rose by about 18 percent. 

The official cost-of-living index rose by nearly 3 percent in 1984, 
only slightly faster than in 1983. However, the rise accelerated in 
late 1984 and in the first half of 1982; in the latter period, the index 
was 7 percent higher than in the corresponding period of 1984. This 
acceleration reflected both the adjustment of prices under the reforms 
and the effects of demand pressures on prices influenced by market 
forces. The cost-of-living index covers primarily prices in state 
commercial outlets, but also includes negotiated and market prices of 
agricultural products, with weights based on the relative importance of 
these three types of prices for various commodities; free market sales 
currently account for about one eighth of total retail sales. Market 
prices of agricultural goods declined for much of 1984 due to favorable 
supply conditions, but by March 1985 they were 10 percent higher than a 
year earlier. 
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CHART 1 

CHINA 

OUTPUT, GINSUMPTION, AND INVESTMENT, 1978-85 
(Percentage changes over the previous year, unless indicated otherwise) 
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The growth of most credit and monetary aggregates accelerated 
sharply in 1984, especially in the last quarter. The growth of domestic 
credif more than doubled, to 36 percent, 
Table 4). 

in 1984 (Chart 2 and Appendix 
The fastest increases in bank lending were to rural and urban 

collective enterprises, to state-owned industrial enterprises for the 
financing of fixed investment, and to commercial units for financing 
purchases of the bumper crops. Rank financing of the bl.dget drf icit 
accounted for only a s-11 part of thr domestic credit expansion. The 
growth of total liquidity accelerated to 37 percent, from 19 percent in 
1983. Currer :y in circulation, individual demand deposits, and deposits 
of enterprises all expanded by around 50 percent, more than double the 
rates of 1983. These trends continued in the first quarter of 1985. 
Total credit rose by more than 4 percent during the period, whereas a 
seasanal decline would normally be expected; tot*! liquiaity grew more. 
rapidly than during the same period of other recent years. At end-March 
1985, dLmestic credit and total liquidity were both more than 40 percent 
higher than a ;ear earlier. 

The budget deficit remained low in 1984, at 1.6 percent of GDP. 
Revenue and expenditure both grew by 15 percent, and capi:aL expendi- 
tures grew more than twice as rapidly as current expenditures (Chart 2 
and Appendix Table 5). Expenditures on various subsidies and income 
trantcers remained virtually Inchanged, but administrative expenditures 
rose sharply in part because of higher government employment. Sales of 
treasury bonds to ,he nonbank sectors and credit from the banking system 
each financed about two fifths of the overall deficit; in addition, a 
small amount of foreign finance was utilized. 

The balance of payments continued to be in surplus during the first 
half of 1984, but weakened sharply during the second half of the year 
and the first part of 1985. From their peak in July 1984, total inter- 
national reserves fell by $2.5 billion in the last five months of 1984 
and by a further $3.5 billion in the first half of 1985; at end-June 
1985, they stood at $12.0 biilion, equivalent to 4 l/2 months of 
projected 1985 IqQorts. The overall payments position was in virtual 
balance for the year 1984 as a whale, compared with a surpLus of 
$4.1 billion in 1983 (Chart 3 aod Appendix Table 6). The current 
account still showed a surplus in 1984, but at $2.0 billion (0.7 percent 
of GDP) it was much smaller than the surplus of $4.2 billion (1.5 per- 
cent of GDP) recorded in 1983; a deficit of $5.3 billion is estimated 
for the first half of 1985. 

After declining slightly in 1983, export earnings rose by 18 per- 
cent (in terms of U.S. dollars) in 19d4, Largely because strong domestic 
production, especially of crude oil and agricultural products, contri- 
buted to higher export volumes (Table 11, Exports of manufactured goods 
continued to increase, bul; at a slower rate than overall international 
demand, so that China experienced a small decline in its market share. 
Export earnings declined slightly in the first half of 1985, despite 
further substantial increases in export volumes of crude oil and agri- 
cultural products, because of a fall in prices for these products and a 
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substantial decline in the volume of .nanuf Ictur-ed exports. The recent 
vzakening oE manufactured exports is attributable to strong domestic 
demand, protectionist pressures, and relatively weak competitiveness. 

Imports grew sharply in the second half of 1984 and the first half 
of IP35. The value of imports rose by 29 percent in 1984, with the 
fastest increase occur**; &.ng toward the end of the yeac. The rapid import 
growth was due to a more liberal issuance of import licenses P Id uti!.i- 
zation of foreign exchange quotas, accompanied by a large increase in 
demand for imported capital equ-ipment and industrial inputs as a result 
of the rapid expansion of domestic investment and production; imports of 
consumer durables also increased. In contrast, imports of primary 
products declined owing to increased domestic production. These trends 
continued in the first half of 1985, when imports were (1 percent higher 
than in the same period of 1984. 

The deficit on the capitai account widened significantly, :o 
$1.0 billion, in 1984. This was primarily due to increaTed official 
purchases of foreign government bonds, which are not included in the 
national definition of international reserves, and to substantial 
advance payments for imports , outflows which amounted to about 
$1.7 billion and $940 million, respectively. Net foreign direct 
investment inflows more than doubled, to $1.1 billion, and inflows on 
bilateral and multilateral loans remained essentially unchanged. 

IV. Policy Di SW ” 

The Chinese authorities stated that they intended to act firmly to 
correct the present macroeconomic imbalances while also continuing with 
the reforms. They had already taken a number of measures to reduce 
domestic excess demand pressures and to halt tta decline in inter- 
national reserves. As on previous occasions, the authorities' irmnediate 
policy response has involved 8 mix of administrative measures 8nd 
indirect economic instruments. They recognized, however, that in the 
period ahead a key element of the reforms that would also greatl; 
improve the efficiency of macroeconomic management would be to c-.pand 
the role of price mechanisms in the allocation of real and financial 
resources. 

1. Macroeconomic balance and domestic financial policies 

a. M8CrOeCOnOmiC balance 

The authorities recognised that substantial excess demand pressures 
had built up since Late 1984. The growth in both investment and con- 
sumption had been too rapid, while the cutrznt rate of growth of 
production was unsustair,abLy high. They agreed that the accelerating 
rate of inflation-- which the staff tentatively estimated at about 
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CHART 5 

CHINA 

BALANCE QF PAYMENTS, 1981-85 
aillionr of U.S. dollar5 
10 -- 

5- 

0 

-5 - 

-10 * 

Billions of U.S. dollars 

Current account babnca ‘- 

Lmm8n 

40 

30 

20 

10 
1981 1992 583 1964 v0s 

EUnvO 

Index 1980=100 



-9- 

9 percewt for 1985--the growing shortages and bottlenecks, and the 
declining international reserves w?re all signs of signiEicant 
macroeconomic imbalances. 

The a::thoricias expiained that these imbaLances were due to strong 
underlying prr?ssures to expand wages and investment that were released 
by the relaxation of central administrative controLsI and to a temporary 
slackening of controls over ban& credit during the rcorganization of the 
bknking system. The sustained pressures to increase wages and invest- 
ment steamned frcm the Low crst of financial resources to enterprises and 
from the lack of adequate financial constrain’s OTI enterprise behavi- 
0t. A number of steps have already b&en t&ken to address these longer- 
term problems: bank loans have largely replaced budgetary grants as a 
souise of funds and interest rate policy is being used more Clexibly; 
the authorities are prepari.13 a Law that will set out the terms and 
conditions for bankruptcy of state enterprises; and accounting 
regulations are being strengthened. However, the authorities agreed 
with the staff tea that a key element in increasing the financial 
responsibility of enterprises would be a more rational price structure 
that would make profitability a more accurate &aide to enterprise 
performance. 

Ii1 earLy 1985, the authorities acted to slow the excessive grovrh 
in aggregate demand by tightenirg credit and oy raising interest 
rates. Administrative measures were also taken; bank supe-vision of 
enterprise wi\ge payments was strengthened by reintroducing the require- 
ment that all enterprise wage funds be channeLed thrczgh separate bank. 
accounts, 11 and ceilings on total wage payrolls were announced for SOIM: 
state enterprises. The vetting of investment projects by central and 
Local authorities was tightened , and cuts in governmentaL units’ admin- 
istrative expenditures we*e announced. The authorities explained that 
their aim was to steadily correct the imbalances rather than to apply P 
sudden brake; consequently, the needed adjustment might take some 
time. However, they would not permit the trends experienced in late 
1984 and early 1985 to continue. The staff team stressed that drddi- 
tional monetary and fiscal measures should be quickly adopted i? the 
prevailing strong excess demand persisted. They emphasized the imoor- 
tance of firm financial poticies as a prerequisite for successful 
continuation of the reforms, especially pried reform. 

b. Money and credit 

China’s banking system as well as the objectives end instruments of 
monetary policy have been undergoing considerable changes. The reductid 
scope of mandatory planning and thz gieatar dccentralization of economic 
decisions have greatly increased the influence of credit poticy un 

l/ This measure is described in the Recent Economic Developments 
pa;er which is to be :S-GW shortly. 
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macroeconomic variables. 11 Beginning in 1984, the central banking 
functiona of the People’s Bank were separated from its commercial 
banking functions. In its new role the People’s Bank can influence 
monetr?ry conditions by means of quantitative credit ceilings for the 
specialized banks, redeposit requirements, variation in the amount and 
terms of its own lending to the spe.:ialized banks, and control of the 
overall structure of interest rates. 

However, during 1984, <he authorities found it difficult to resist 
demands for credit, in part because of continuing pressures for credit 
to be accommodative to the needs of the real economy. Moreover, the 
People’s Bank encountered technical difficulties in monitoring monetary 
targets and in using monetary instruments to achieve these targets, 
especially during the complicated process of dividing functional 
responsibilities between the People’s Bank and the specialized banks. 
The credit ceilings were substantially exceeded toward the end of 1984, 
as lower-level bank branches expanded their lending in an attempt to 
maximize the base figure for their 1985 credit allocations. Meanwh i 1 e , 
the incomplete separation of the accounts of the People’s Bank and the 
specialized banks hindered the operation of the required redeposits 
system and impeded strict control over the People’s Bank’s lending to 
the banks. Also, two institutions--the L’ eople’s Construction Bank and 
the rural credit cooperatives --were not covered by the credit plan or 
the system of required redeposits, and their lending grew more than 
twice as rapidly as the lending of the other banks. 

The authorities were in broad agreement with the staff team’s view 
that the recent growth in money supply had oucpaced the demand for 
money, even though the latter must have grown rapidly in recent years 
because of rapid income growth and increased monetization due to the 
economic reforms. Consequently, steps had already been taken to slow 
the growth of monetary aggregates. Most important, the authority of the 
People’s Bank had recently been strengthened and it was better able to 
resist demands fot credit expansion. In this regard, the credit plan 
for 1985 provides for credit expansion in the range of 15-18 percent and 
growth in money supply at about the same rate. The staff team stated 
that these targets appeared broadly consistent with the projected growth 
in real output and prices and an expected balance of payments deficit, 
and after ,aking account of the rapid gtowth in money supply during 
1984. However, they emphasited that it was important CO actually meet 
these targets and not allow the kind of substantial overshooting that 
had occurred in recent years. This would be a difficult task in light 
of thL rate of credit expansion recorded in the first quarter of the 
year, and the staff team welcomed Lhe authorities’ determination to do 
everything possible to achieve it. 

l/ A fuller discussion of the changing role of monetary policy in 
ChTna is contained in the accompanying Recent Economic Developments 
paper. 
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Interest rates on deposits and loans were raised in 1985. Rates on 
most depl)sits were raised by about 1 percentage point; rates on one-year 
deposits by individuals are now just under 7 percent, but rates paid on 
enterprise deposits are about 3 percentage points lower. Interest rates 
charged or, tiorking capital loans were raised by about 3/4 of a percent- 
age point to -just below 8 percent; rates on fixed asjet loans were 
raised by almost 3 percentage points, so chat they are cow higher than 
the rates charged on working capital lsans and range up to almost 
11 percent for long-term loans. t!ovever, a large number of preferential 
Lending rates, generally between about 2 and 4 percent, still exist for 
various high priority projects, for low profit activities, and for 
disadvantaged areas. The staff team encouraged the authorities to 
continue their more flexible approach to interest rates. 

At the beginninf qf 1985, interest rates charged on banks’ borrow- 
Lng from tile People’s Bank were raised so that they are now higher than 
the rate paid on redeposits. The authorities explained that, more 
recently, institutional arrangements had also been changed so as to more 
clearly identify the People’s Bank’s lending to and deposits from the 
specialized banks. Also, for the firat time, the People’s Construction 
Bank has been incorporared into the credit plan and into the system of 
required redeposits. The staff team welcomed these changes, but said 
that it was too early to judge whether they would be sufficient to give 
the People’s Bank full technical control of monetary developments, since 
mar7 of them had only recently been introduced. 

The staff team also commented that alt.hough the authorities’ 
evident determination to slow down credit expansion was crucial, certain 
improvements in the techniques of credit uoiltrol were a:so necessary. 
The most urgent among these was the establishment of close monitoring 
and control of People’s Bank lending to the specialized banks and 
effective implementation of the system of redeposit requirements. In 
this regard, the staff team suggested tha: the incorporation of the 
rural credit cooperatives into the credit plan and into the system of 
required redeposits could further enhance the Prople’s Bank’s control of 
overall credit developments. They also suggested that further increases 
in the People’s Bank lending rates be considered if the strong credit 
demand persisted. They also stressed the importance of comprehensive 
financial progtanuning in the determination of credit targets. A/ 

C. Budget 

The 1985 budget maintains the authotities’ basic policy objective 
of containing the overall deficit, which is budgeted to decline moder- 
ately to about 1.2 percent of GDP. Revenue and expenditures are 
budgeted to grow only by about 5 percent. However, :he trend af recent 

l/ The authorities plan to undertake further work in this area with 
the assistance of a mission from the Central Banking and Asian Depart- 
ments. 



- 12 - 

years has been for both revenues and expenditures to exceed btidgetary 
projections. This trend continued during the first half of 1985; 
reflecting buoyant industrial production, revenues were 26 percent 
higher than in the same period of 1984, while expenditures were 
15 percent higher. The staff team expressed the view that :ne overaL 
macroeconomic situation warrazlted taking advantage of the good revenue 
performance to achieve a fiscaL surplus that would contribute to the 
required restraint in aggregate demand. The authorities indicated that 
they would strive at least to eliminate domestic bank financing of the 
deficit; however, they stated that the buoyancy of revenue was already 
generating pressures for increased expenditures, so that firm expen- 
diture control would be needed in the coming months. 

Domestic nonbank financing from treasury bond sales is budgeted at 
Y 6 billion for 1985, I 50 percent increase over 1984. The terms of the 
bonds were altered in early 1985 to increase their attractiveness; 
interest rates were raised by 1 percentage point to 9 percent for 
individuals and 5 percent for enterprises, the maturity was shortened, 
and holders were permitted to rediscount their bonds at the People’s 
Bank in certain circumstances. The staff team suggested that further 
increases in the amount of new bond issues should be considered, espe- 
cially since repayments on previous issues will begin in 1986. Any 
increase would need to be supprrted by further measures to make the 
bonds more attractive, since the recent increase in interest rates on 
bank deposits has made the bonds less competitive and because the 
present procedures for rediscounting are cumbersome. 

Total expenditures on various price subsidies and on income 
transfers to compensate for the impact of price increases have remained 
relatively stable since 1981, but still represent close to one fifth of 
all expenditures. In 1985, these expenditures are budgeted to rise by 
11 percent, largely because of the introduction of income transfers to 
compsnsate urban consumers for the effects af the recent decr,clL.rol of 
meat prices. The authorities stated that, since a primary objective was 
to prevent any price reform from having an adverse impact on general 
living standards, it was unlikely thct the combined budgetary burden of 
price subsidies and income transfers would decline substantially in the 
next few years: any reduction in price subsidies would probably be 
largely offset by higher income transfer payments. The staff team 
expressed understanding of the objective of maintaining living 
standards, but :uggested that action to reduce price subsidies, even if 
not resulting in any overall reduction in the budgetary burden, would 
still yield important benefits in terms of improbed resource allocation. 

The authorities have continued to develop the tdx system as part of 
the process of introducing more market-oriented policy tools. The 
second stage of enterprise tax reform was implemented in October 1984, 
virtually completing the changeover to taxation of state enterprises in 
place of profit transfers, and new taxes were introduced to regulate 
enterprise wage payments. The new taxes on enterprises are somewhat 
complex, because of the wide disparities in profitability resulting from 
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the present price structure. The staff team noted that the ongoing 
efforts to improve the tax system could make a major contribution to 
increasing economic efficiency , particularly when combined with price 
reform. 

External policies 

The authorities stated that the policy of opening the economy to 
the outside world remained a key element of their long-term economic 
strategy and so would be continued. A temporary tightening of controls 
in the face of substantial imbalances, or changes in particular policy 
experiments to improve their efficacy should not be regarded as implying 
a reversal of this long-term strategy. 

The authorities emphasized that the sharp fall in international 
reserves that had occurred since mid-1984 needed to be halted. The main 
cause of the decline had been the surge in imports, but a weaker export 
performance was another cor.tributing factor. Beginning in Hatch 1985, 
they had already taken steps to restrain imports through more restric- 
tive issuance of import licenses, stricter enforcement of foreign 
exchange allocations, and selective tariff increases. They said that 
while the poorer export performance of manufactured goods was due partly 
to increased protectionist pressures it also reflected in part inade- 
quate competitiveness, and that therefore efforts to promote manu- 
factured exports would be strengthened. While the staff team expressed 
understanding of: the factors that led to the tightening of import 
control3, they stressed that a more efficient means of managing th? 
balance of payments would be to allow a greater role for the price 
mechani Y’I~, in combinaticn with more flexible exchange rate policies and 
firmer demand management. Scch policies would also improve export 
performance, especi3lLy of manufactures. 

Projections for 1985 as a whole are complicated by difficulties in 
evaluating the magnitude and the likely lag in the effects of the impdrt 
restraint measures. Only very tentative staff estimates are possible; 
these suggest that imports in the second half of the year would be about 
10 percent lower than in the first half. The current account deficit 
would narrow from $5 l/2 billion in the first half to $1 billion in the 
second half; and the overall balance would improve over the same period 
from a deficit of $4.5 billion to a surplus of $1 billion. 

Reform of the foreign trade system would be an important element in 
allowing a greater role for the price mechanism in ba1anf.e of payments 
management. In September 1984, the authorities introduced a system in 
which foreign trade corporations can import and export goods on dn 
agency basis; the domestic prices set for such goods are normally 
equivalent to the international price adjusted for the trade corpora- 
tion’s commission. The authorities are now in the process of separating 
the overall policy and regulatory framework fri-m the direct conduct of 
trade . On a trial basis, two foreign trade corporations have been given 
greater autonomy in deciding the commodity structure, volume, and prices 
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of their exports and imports. The staff team encouraged the authorities 
to pursue further the reform of the foreign trade system and to comple- 
ment it with a liberalization of the foreign exchange control system. 

The authorities stated that the basic principles governing China’s 
use of foreign capital had not changed since the last consultation. 
They intended to utilize tll forms of foreign capital to promote China’s 
economic development, and expected the magnitude of capital inflows to 
increase as experience is gained in utilizing foreign capital. They 
stated that overall borrowing policy is guided by the principle that the 
future debt service ratio should not exceed 15 percant. During 1984, 
they had issued overseas bonds partly in order to familiarixe the 
international market with these issues. Since the beginning of 1985, a 
loan agreement in the amount of $2 billion has been signed with a 
consortium of international banks; a part of the loan might be drawn in 
1985. 

The People’s Bank of China was recently made responsible for both 
the coordination and monitoring of all external borrowing, and all 
entities are now required to report their borrowing to the People’s 
Bank. According to official data , China’s outstanding medium- and long- 
term debt amounted to $7.2 billion (2.6 percent of CDP) at end-1984. 
However, these data do not cover certain liabilities of local govern- 
ments and enterprises , and no official data are available for short-term 
debt. The staff team stressed the importance of early action to 
strengthen the external debt management system, partly by collecting 
more comprehensive statistics. 

The authorities affirmed that efforts to attract increased foreign 
direct investment were being continued. Pavorable treatment for foreign 
investment was extended to 14 coastal cities in Hay 1984. Since then, 
the authorities had decided to concentrate primarily on four of these 
cities, which had the greatest {mediate advantages for attracting 
foreign investment, but this did not imply that foreign investment in 
the other ten cities was being discouraged. In addition, in early 1985, 
three new river delta regions were permitted to offer foreign invesr,ors 
preferential treatment, and foreign participation in certain onshore oil 
exploration activities had also been invited. The authorities stated 
that, so far, not many of the projects established with foreign 
investment had employed cdvanced technotogy, white some ‘ventures were 
relatively low value-added assembly operations based on imported inputs 
and producing mainly for the domestic market. The staff team expressed 
the view that the excessive orientation toward the domestic market was 
probably the result of the domestic market being heavily protected. 

Output and foreign investmen;. in the four special economic zones 
has grown rapidly in recent years. The authorities explained that, so 
far, exports from the zones had been Lower than expected, and that the 
zones recorded a foreign trade deficit of about $2 billion in 1984; 
however, a deficit was not surprising at this stage of the zones’ 
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development, because of the requisite heavy investment in infra- 
structure. The authorities were concerned with the growth of various 
unauthorized trade and foreign exchange activities, particularly in the 
Zargest of the zones, Shenzhen; the possibili&y of issui:lg a special 
currency for Shenzhen was *till being considered, but no decision had 
been taken. The staff team commented that the fundamental solution to 
these unauthorized activities lay not in issuing a special currency but 
rather in the reform of trade, exchange, and pricing policies. 

The authorities stated that, since the last consultation, there had 
been no changes in the method of determining the official exchange rate 
for the renminbi, which is pegged to a basket of internationally traded 
currencies. During 1984, the renminbi depreciated substantially against 
the U.S. dollar to about Y 2.8 = US$l by end-December. At this stage, 
the internal settlement rate, which had been kept at Y 2.8 = US$l since 
the beginning of 1981 and which applied to alL trade and trade-reLated 
transactions, was abolished (gBD/85/16, l/14/85). All external trans- 
actions now take place at the official exchange rate. Between January 
and August 1985, the renminbi depreciated further to Y 2.91 = US$l. The 
nominal effectiva exchange rate depreciated by 3 percent and the real 
effective exchange rate was virtually unchclnged during this period 
(Chart 4). It should be noted, however, that final prices received by 
most export producers and paid by many import usere still do not reflect 
the exchange rate, because a major, though declining, share of foreign 
trade is conducted through foreign trade corporations whose transactions 
with domestic enterprises are settled at officially deterF:ned domestic 
prices; the difference between international and domestic prices is 
reflected in the financial position of the foreign trade corporation. 

The authorities recognized that the importance of appropriate 
exchange rate and pricing arrangements and policies increased as China’s 
economy was increasingly opened to the outside world. The staff team 
stressed that the consequences of Large divergences between domestic and 
international prices were becoming increasingly evident and that such 
policies would also be essential to ensure the competitiveness of 
export 9. 

China continues to maintain a 10 percent tax on profit remittances 
by joint ventures. However, the applicability of this tax is small at 
present since, as part of the scheme for promoting foreign direct 
investment, the tax is not applied to investment in the special economic 
zones and in certain designated areas in 14 coastal cities. Joint 
ventures in the three river delta areas designated for r.he promotion of 
foreign investment, which involve an investment of more than $30 million 
or which are in certain high-priority sectors , are also exempt from the 
tax. The authorities stated that, effective January 1985, the bilateral 
payments arrangement with Egypt was abolished. No new arrangements with 
Fund members have been introduced since the Last consultation, and it 
remains the authorities’ intention to eliminate the remaining artange- 
ments. 
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3. Economic system reforms 

The Chinese authorities stated that the broad principles contained 
in the Decision on the Reform of the Economic Structure iJilL continue to 
guide the reform process. The main priorities in 1985 are to reduce the 
scope of mandatory planning, to promote greater efficiency and flexib- 
ility in the larger state enterprises, and to take the first steps in 
reforming the wage and price systems. 

The authorities have abolished the system of mandatory, fixed-quota 
sales to the state of grain, edible oil, and some other farm products, 
which had been in operation for over 30 years. State purchases of these 
products are now being made through a system of annual voluntary 
contracts for the purchase of specified amounts from individual pro- 
ducers . i/ Such purchases will generally be smaller than the total 
state purchases of recent years; production in excess of the contracted 
amount can be sold on the free market. For the 1985 harvest, the state 
has announced contract prices for various crops that are weighted 
averages of the old within-quota and higher, above-quota prices. 

In industry, the number of products covered by the state ma..datory 
plan has been cut in.1985 from 123 to about 60; the share of industrial 
production covered by these products has fallen from about one third to 
about 20 percent. However, additional products are subject to provin- 
cial Level mandatory plans; the number of products covered varies widely 
by region and tends to be lower in the more developed regions. In 
general, products covered by the state or provincial mandatory plans now 
account for up to one half of total industrial production. The above- 
quota output of many of those products that are subject to mandatory 
plans can be freely disposed of by enterprises, at negotiated prices 
that are often about double the prices set for within-quota produc- 
tion. This disparity in prices caused some enterprises to avoid meeting 
their full quotas under the state plan , despite large increases in total 
production. 

The authorities reaffirmed their objef:tive of achieving increased 
output primarily through a more efficient use of resources. Several 
measures are now being adopted to improve the efficiency of large- and 
medium-sized state enterprises. To increase enterprise autonomy, 
supervisory departments are to be Less involved in enterprises’ business 
operations. Enterprise managers are being given increased independence 
and their remuneration is being more closely linked to &heir perfor- 
R;ance ; to increase financial responsibility, large accounting units 
within industrial groups are being divided into smaller units. In 
addition, selective reductions in taxes and in mandatory production 
quotas will be granted to certain high-potential enterprises, so as to 

l/ A discussion of the changes in agricultural procurement and 
prTcing arrangements is contained in the Recent Economic Developments 
paper which will be issued shottl:*. 
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increase their financial resources and their flexibility in choosing the 
most appropriate mix of output. 

An important element in the authorities’ efforts to promote greater 
efficiency is to reform the wage system so as to strengthen incentives, 
while taking measures to prevent a recurrence of the recent excessive 
wage increases. For a number of large- and medium-sized industrial 
enterprises, a proportion of the total wage bill is to be Linked tz some 
objective measure of enterprise performance, such as the Level of tax 
and profit transfers to the state. Similar arrangements have al ready 
been introduced in many mining and construction enterprises, where the 
total wage bill is linked to gross output or value added. The distribu- 
tion of wages within these enterprises will no longer be subject to 
central controls, but macroeconomic control of total wage payments will 
be retained through a special progressive tax imposed on the extent to 
which total wage payrolls exceed norms established for each enter- 
prise. In addition, a new wage system for government employees, linking 
wages more closely to specific job content, was introduced in July 1985; 
this will result in both a widening of wage differentials and an average 
wage increase of about 20 percent. The staff team welcomed the 
strengthening of individual incentives that would result from these 
changes, and stressed that a more flexible wage policy increases the 
importance of effective financial constraints on enterprises. 

The authorities recognized that, in many respects, China’s price 
system still does not provide appropriate signals for resource allo- 
cation and that price reform is an essential prerequisite for the 
success of the other economic reforms. One of the major problems is 
that most energy and industrial raw material prices are too low, thereby 
hampering conservation efforts. State list prices for coal, crude oil, 
and fuel oil are only about one third of international prices at current 
exchange rates. However, it is difficult to make precise comparisons 
with international prices, because in China the price of a product can 
differ sub*tantially depending on the source of production, the type of 
user, and whether the output is within or above the plan quota; such 
variations also contribute to inefficient resource allocation. The 
authorities also noted that charges for various public services, 
including housing, are too low; rents for housing in cities generally 
cove? only about one fourth of the costs of management and repair, which 
makes it difficult to maintain the existing housing stock. Also, 
consumer prices for grain and edible oil are still below procurement 
prices. 

The authorities intend to pursue price reform in small, gradual 
steps over a number of years, through a liberalization of price controls 
on some goods and adjustments in administered prices for others. During 
1985, central controls on meat, vegetables, and other nonstaple agricul- 
tural commodities are being Lifted: Local governments are now 
responsible for periodically setting prices that match supply and demand 
for these products. To reduce transport bottlenecks, short-distance 
rail freight and passenger fares were raised; also, coal-deficit areas 
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have been allowed to set coal prices with a premium of lo-20 percent 
over state list prices so as to encourage local production. The 
authorities intend to raise housing rents so that they fully cover 
costs. However, the list prices of key industrial goods, including 
energy products, distributed under the mandatory plan are to remain 
unchangbid for the present; transactions in above-plan output, as well as 
in goods not covered by the Plan, are to be determined more by market 
forces than in the past. The staff team stressed that an early 
rationalization of the price system, including strengthened links 
between international and domestic prices, would greatly improve 
economic efficiency. 

4. General direction of future economic development 

In the authorities’ view, the next five years will be an important 
period of transition as China’s system of economic management moves 
toward one of indirect control through market-related policy instru- 
ments. Considerable attention will need to be given to the development 
of markets and to encouraging increased competition between enterprises. 
Institutional arrangements will need to be developed to encourage 
greater enterprise flexibility and financial responsibility while 
retaining public ownership, and a further expansion in the role of 
collectively and individually owned enterprises will be encouraged. 
Eventually, the planning mechanism would provide indicative targets, 
designed to guide enterprise behavior, including a growth target, 
conditions for macroeconomic balance, and certain key macroeconomic 
ratios such as the shares of consumption and investment in national 
income. Implementation of the plan would be achieved primarily through 
indirect economic instruments such as interest rates and credit and 
fiscal policies. 

The authorities provided a preliminary outline of the Seventh Five 
Year Plan, covering the period 1986-90. The main thrust of the plan is 
to maintain balanced growth while continuing with the economic reforms 
and emphasizing increased economic efficiency. The average annual 
target growth rate of real national income will be 6-7 percent. 
Particular efforts will be made to al.Leviate shortages of energy, 
especially electricity. By 1990, crude oil output is targeted to reach 
150 million tons and coal ou&put 900 million tons (compared with 
115 million tons and 788 million tons, respectively, in 1984). In 
agriculture, greater use of advanced technology will be promoted and 
supporting infrastructure, including irrigation facilities, will be 
further developed; the aim is to promote further diversification while 
ensuring adequate grain supplies. In industry, increased efforts will 
be made to expand the output of textile and other light industries to 
satisfy the domestic demand for consumer goods. Emphasis will be given 
to improving efficiency in existing enterprises by introducing advanced 
technology and upgrading equipment. The authorities also intend to 
expand further the volume of foreign trade. 
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In assessing possible medium-term developments in the external 
sector, the staff team prepared alternative medium-term balance of 
payments scenarios for the period 1986-90, based on the authorities’ 
output targets and on world market conditions contained in the Latest 
World Economic Outlook. One scenario shows that maintaining inter- 
national reserves at a level the authorities consider adequate, while 
allowing imports to grow in line with economic growth targets, would 
require moderfite increases in market share for China’s non-oil exports. 
If the authoriti.es’ expectations of continued growth in the volume of 
oil exports are fulfilled, this would imply an 8 percent annual growth 
in total export volumes (Appendix Table 7). Even with this good export 
performance, moderately active external borrowing would still be 
required, although the debt service ratio would only reach about 
7 l/2 percent by 1990. Alternative scenarios show that a failure to re- 
establish strong export growth would require an accumulation of external 
debt that might perhaps be too fast to be prudent, or a compression of 
imports that could hinder growth prospects. Such projections are 
especially tentative because of the lack of a stable relationship 
between foreign trade and domestic variables. Nevertheless, they do 
illustrate that a policy environment suitable for export promotion will 
be an essential part of the continued opening of the economy to the 
outside world. 

The World Bank staff has recently prepared a report on long-term 
issues and options for the Chinese economy. They conclude that the 
authorities’ long-term growth targets (to quadruple gross industrial and 
agricultural output and to raise per capita national income frcm about 
$300 to $800 between 1980 and 2000) are achievable with prevailing 
levels of investment efficiency, if the ratio of investment to national 
income prevailing in the early 19809 (about 30 percent) is maintained 
and if reasonable improvements in energy and raw materials use are 
achieved. However, greater emphasis on the relatively neglected service 
sectors coul+ improve investment efficiency, reduce material input 
requirements, and make possible either a higher consumption level or a 
faster-than-targeted growth rate. They also conclude that energy 
production is likely to remain a key constraint for economic growth. 
Consequently, in the view of the Bank staff, one of the most pressing 
needs in the area of price reform is for substantial increases in the 
prices of most forms of energy as well as some other raw materials, so 
as to encourage conservation. They also support an early increase in 
the retail prices of subsidized foodstuffs and in rents, accompanied by 
more gradual but steady price decontrol in other areas. With regard to 
external policies, the Bank staff stresses that China is well placed to 
move toward a decentralized and mainly indirectly regulated foreign 
trade system, but they do not suggest that this be done immediately, 
since domestic enterprises do not yet have the appropriate motivation or 
independence to operate in such a system’ in their view, progress toward 
such a system should proceed steadily, in parallel with internal econo- 
mic reform. 
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v. Staff Appraisal 

The evolution of the Chinese economy continues to be marked by 
rapid growth, structural change , and higher living standards. The 
benefits of the rural reforms oc the last several years are being reaped 
through buoyant production in agriculture and rural industry, while the 
increased autonomy granted to enterprises under the urban economic 
reforms has been a major factor behind the recent boom in industrial 
production. The present extension of the reforms, including the 
strengthening of incentives and the reduced scope for mandatory plan- 
ning, should generate further substantial improvements in efficiency and 
an increased flexibility of the economic structure. 

While thus progress is being made in many important respects, 
serious macroeconomic imbalances have emerged since mid-1984. Strong 
excess demand pressures have exacerbated bottlenecks and shortages of 
key caw materials, despite a large increase in imports, and have con- 
tributed to faster inflation and a sharp weakening of the external 
payments position. The proximate cause of the imbalances was an exces- 
sive expansion of credit, reflecting both an accommodative attitude 
toward loan requests and technical difficulties with the impiementation 
of credit control utider the more decentralized banking framework. 
However, the fundamental cause was that while the system of economic 
decision making was being increasingly decentralized, the price system 
still did not provide uniformly accurate signais for resource alloca- 
tion, nor was there sufficiently strong financial discipline enforced on 
enterprises. Also, the existence of a substantial unmet demand for many 
imported goods at prevailing prices and exchange rates complicated the 
management of the balance of payments. 

The background of the current economic situation and policies set 
out in the earLier pages points up II skein of issues, of which, for the 
present purpose, the staff would concentrate on three broad groups: 
(i) the degree to which financial policies should be tightened, whether 
measures additional to those already taken by the authorities should be 
adopted and, if so, which ones; (ii) the most appropriate external 
policy response to the recent rapid decI.ine in international reserves; 
and (iii) the extent to which and pace at which the price mechanism 
should be harnessed for managing domestic resource atlocation and the 
balance of payments. Staff views on each of these questions are 
provided in the following paragraphs: 

(i) On the first group of issues, it is difficult to make 
precise judgments about the most appropriate rate of monetary growth 
when extensive changes in the economic structure are taking place 
because in these circumstances past relationships are a poor guide to 
the present and prospective demand for money. A year ago, the staff had 
thought that the authorities should err on the side of caution. Now, 
the staff can be 12s~ guarded. Currency in circulation, household bank 
deposits, and enterprise deposits have all grown extremely rapidly, even 
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in relation to fast-rising production and incomes. The growing short- 
ages and accelerating rate of recorded rnflation--although imperfect 
indicators-- and the severe pressure on the balance of payments, provide 
strong corroborative evidence of significant excess demand in the goods 
market ., Such an excess demand si;uation is particularly undesirable at 
the present time, when the authcrities are taking the first steps of a 
price reform. Consequently, the growth of monetary aggregates needs to 
be slowed substantially, and this will require a sharp curtailment of 
credit expansion. The authorities have affirmed their determination to 
tighten credit, and have already taken some measures. Their targets for 
the growth in credit and money supply during 1985 seem broadly 
appropriate, but there is little leeway for the type of substantial 
overshooting that has occurred in recent years. In the light of 
developments in the first quarter of 1985, strict credit control is 
needed now if the targets for the year as a whole are not to be 
exceeded. 

The authorities’ evident determination to resist excessive credit 
demands is clearly fundamental, but needs to be accompanied by a close 
monitoring and control of the People’s Bank lending to the 3pecialized 
banks and by an effective implementation of the system of required 
redeposits. Also, the rural credit cooperatives should be r;clre closely 
integrated within the framework of overall credit planning and con- 
trol. The recent more flexible use of interest races is a welcome 
development snd should be continued, taking into account developments in 
inflation. Further increases in the People’s Bank’s lending rates to 
the specialized banks should be considered if the strong credit demand 
persists. The efficacy of the interest rate instrument should be 
strengthened by eliminating the large number of preferential lending 
rates that now exist. 

Budgetary policy has been relatively cautious in recent years, only 
small deficits being incurred. Nevertheless, a year ago some Executive 
Directors had raised the question whether a surplus should not be aimed 
at m Under the circwstances then prevailing, the staff had not con- 
sidered this necessar, . In the light of the current macroeconomic 
situation, however, the staff believes that the good revenue performance 
so far this year should be used to generate a fiscal surplus rather than 
to finance additional expenditures. 

(ii) China’3 international reserves are still at a fairly 
comfortable level; there has been some switch to other foreign assets; 
and external debt is low. Nevertheless, the recent rapid decline in 
reserves is not sustainable and the authorities are, therefore, right in 
acting to halt this trend. To this end, they are adopticg firmer 
domestic financial policies, but they eppear to be relying principalty 
on 8 significant tightening of import controls through the licensing 8nd 
foreign exchange allocation systems. As a temporary expedient, such an 
approach is understandable in the Chinese context, in which it may be 
the only effective--albeit costly --means to halt the decline in reserves 
quickly. The staff. however, believes that, in the period dhead, resort 
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to import controls should give way to rnliance on firmer demand manage- 
ment and on more flexible exchange rate and pricing policies as 
instruments of balance of payments management. The fundamental solution 
to the ‘alance of payments problems lies in sustained export growth, and 
recent performance on this fr:;nc has not been favorable. China’s 
policies will have to be fashioned to ensure that exports, particularly 
of manufactured goods, remain cor.petitive, so that the envisaged rrsdium- 
:erm export performance becomes feasible. It is equally essential, of 
course, that China’s efforts are not thwarted by protectionist actions 
in its markets. 

The authorities have restated their intention to pursue an active 
but prudent external borrowing policy. The present stock of xternal 
debt and the burden of debt service are sufficiently low r.hat they are 
not a cause for concern. However, two comments can be made in the 
interests of establishing a sound external borrowing policy while debt 
is still Low. First, the coverage and detaiL of external debt data 
should be improved and external debt management should be conducted 
within a macroeconomic frsmework that incorpcrate: a medium-term balance 
of payments strategy. Early action in this area is essential. Second, 
the type of de,nand management, exchange rate, and pricing policies 
discussed in the preceding paragraph will be important in ensuring thct 
additional resources made available by borrouing are channeled into the 
moat productive loses. Consequently, it is important that China’s 
present strong credit standing and the consequent ample availability of 
additional external financing should not lead to any postponement of 
these necessary policy adjustments. 

(iii) In their discu:sion a year ago, most Executive 
Directors stressed t!le need for and potential benefits from early action 
to reform the price system. The authorities have since reiterated their 
intention to increase the role of market mechanielas in the econcmy and 
to proceed with a reform of the prrce system, although gradually. 
Recent progress in promoting greater price flexibility for many agri- 
cultLraL convnodities and some secondary industrial qoods as ~1. as the 
intended adjustments in the prices of various services are in:portent 
first steps in this processr A judgment or. the appropriate pact of 
further reform of the price structure ncczssarily involves a large 
element of political and tacticai considerations. The staff must 
abstract from these and, doing so, believes that high priority should 
now be given to promoting a more retional structure and greater 
flexibility for key industrial prices, i.rcluding those for energy 
products. This would not only promote greater allocative efficiency, 
but would also improve the effectiveness of macroeconomic policy 
instruments by strengthening the financial accountability of enter- 
prises. Reductions in consumer ptice subsidies uoLld also im;rovo 
resource allocation, even if such a reduction would not reduct the 
overal 1 burden on the hudget because of compensating increases in aages 
of income transfers. 
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As China’s economy is opened to external trade and capital flows, 
the consequences of large divergences between domestic and international 
prices become increasingly evident. These price divergences underlie 
much of the large unsatisfied demand for imports and the reported growth 
of unauthorised trade and foreign exchange activities. Consequently, 
the staff views an exchange and trade system that effectively links the 
prices faced by domestic producers and consumers to international prices 
as an important element of the overalL price reform. This would require 
a comprehensive implementation of the reforms of the foreign trade 
-;‘stem, accompanied by a liheralization of the foreign exchange control 
system, to proceed in parallel with the domestic reforms. A reformed 
system need not always equate domestic and international prices; for 
instance, the authorities might wish to insulate the domestic prices of 
agriculturnl products from temporary fluctuations in world market prices 
or to provide moderate tariff protection for certain developing indus- 
tries. However, too heavy a protection of domestic industry would only 
lead to a continuation of the excessive domestic market orientation that 
has already been encountered in some recent foreign investment projects. 

The staff also believes that a system in which the price mechanism 
plays a greater role in baiance of payments management would require a 
more flexible exchange rate policy. Since the last consultation, the 
internal settlement rate has been eliminated; the staff welcomes this 
development. ALL transactions are now conducted at the official 
exchange rate. The real effective rate of the renminbi depreciated by 
3 percent between November 1984, when the Executive Board last discussed 
China’s exchange rate policy, and July 1985. 

The st;\ff welcomes the termination, since the last consultation, of 
the bilateral payments Pgreement with Egypt. The tax on remitted 
profits of certain joint ventures gives rise to a multiple currency 
practice subject to approval under Article VIII; in view of the rela- 
tively limited scope of this practice there seems to be no balance of 
payments need for it and, therefore, the staff does not recosnnerrd its 
approval by the Executive 3oard. 

The Chinese authorities must be commended for the considerable im- 
provement made in recent years in the stop e and quality of economic and 
financial statistics, and for providing an increasing number of these 
statistics for Fund publications. However, as indicated in Annex IV, 
information gaps remain , especially in respect of the coverage and 
detail of monetary and excernai debt data , as well as balance of pay- 
ments data and foreign trade price indices. The staff continues to work 
with the authorities in improving data, including those for the Fund’s 
statistical publications. 

In conclusion, China has not found it alcoge:her easy to simul- 
taneously achieve the triple objectives of system reform, output growth, 
and economic stability. Although the progress made hitherto in svstem 
reform and output growth is by any standard impressive, already ce 
during this decade difficulties have been encountered in maintal..ing 
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economic stability. These difficulties reflected the immensity and 
complexity of the task the authorities face as well as policy lapses. 
China is a planned economy and much of this report has focused on the 
authorities’ efforts to loosen some of the rigidities of such an 
economy. However, China is also a uniquely large, very low income, 
developing economy, with all the problems that that situation pre- 
gents. The task of lifting standards of living is, therefore, daunting 
and involves more than the establishment of a rural responsibility 
system and implementing an urban enterprise reform--remarkable as those 
achievements and efforts are. The pragmatism and flexibility with which 
the authorities address problems as they arise is commendable and 
provides a good basis for optimism. 

Executive Directors have often expressed interest in the inter- 
national implications of national policies. In last year’s consultation 
report, the staff had commented on these from the perspective of China‘s 
foreign trade. They noted that China’s increasing integration with the 
world economy could only benefit both China and the rest of the world. 
This remains true although both China and its trading partners may 
encounter short-term difficulties in some sectors as resources are 
reallocated to other sectors so as to accommodate comparative advan- 
tages. However, it.is the overall result of the Chinese efforts LO 
achieve its triple objectives that will have the most far-reaching 
implications for the rest of the world. 

It is proposed that the next Article IV consultation with China be 
held on the standard 12-month cycle. 
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VI. Proposed Decision 

The following draft decision is proposed for adoptioa by the 

Executive Board: 

1. The Fund takes this decision relating to China's exchange 

measures subject to Article VIII, Section 3, in concluding the 

1985 Article XIV consultation with China, in the light of the 

1985 Article IV consultation with China conducted under 

Decision No. 5392-(77/63), adopted April 29, 1977 

(Surveillance over Exchange Rate Policies). 

2. China continues to maintain restrictions on the making of 

payments and transfers for current international transactions 

in accordance with Article XIV. The Fund welcomes the termi- 

nation of the bilateral payments arrangement with a Fund 

member, and notes with satisfaction the intention of the 

authorities to eliminate the remaining bilateral payments 

arrangements with Fund members. The Fund also welcomes the 

elimination of the internal settlement rate for trade trans- 

actions. The maintenance by China of an exchange tax on 

remitted profits of joint ventures, excluding most ventures in 

designated areas, gives rise to a multiple currency practice 

Subject to approval under Article VIII, Section 3. The 

exchange restrictions, multiple currency practice and 

bil8te;Lal payments arrangements that relate to this decision 

are described in SM/85/266 (g/27/85) and in 

SM/85/ ( / /85). 
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APYENDIX 

Table 2. China: National Income 8nd Output, 1981-85 

1981 1982 1983 1354 1985 
Estimate 

National income 4.9 8.3 9.8 13.9 12.0 

Gross agricultural output 
(1K) 

11.0 
,2?:, 

17.1 6.0 
of which: rural industry (9*4) (53.5) (...) 

Gross industrial output 4.1 7.7 10.5 14.0 17.0 
Light industry 14.1 5.7 8.7 13.9 18.0 
Heavy industry -4.7 9.9 12.4 14.2 16.0 

State enterprise8 
Collective and individual 

enterprises 

Grain 325.0 353.4 387.3 407.3 405.0 
Cot ton 3.0 3.6 4.6 6.2 6.0 
Oil bearing crops 10.2 11.8 10.6 11.9 13.5 

Coal 622.0 666.0 715.0 789.0 882.0 
Crude oil 101.2 102.1 106.1 114.6 127.0 
Steel 35.6 37.2 40.0 43.5 . . . 
Cotton cloth (bn. meters) 14.3 15.4 14.9 13.7 . . . 
Television Set8 (mn.) 5.4 5.9 6.8 10.0 . . . 
Household refrigerators (mn.) 0.1 0.1 0.2 0.5 . . . 

(In percent change at constant 1980 prices) 

3.6 7.1 9.4 8.9 . . . 

6.0 10.0 14.6 31.2 . . . 

(In millions of tons, unless otherwise specified) 

Source8 : Data provided by the Chinese authorities; and Fund staff estimates. 
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Table 3. China: Investment and Savings, 1981-85 

, 

-I__ 

1981 1982 1983 1984 1985 
Estimate 

Total investment 133.9 
Fixed investment 131.1 

Public fixed investment l-/ 66.8 
Budget financed 28.7 
Extrabudgetary 38.1 

Other fixed investment 21 34.3 

Stockbuilding and work-in-progress 32.8 

Total savings 135.2 

Balance on external trade in goods 
and services 

Tot81 investment 

Total savings 31 
Of which: H&ehold financial 

savings k/ 
Current account surplus 

of the budget 

29.2 

29.5 

(3.6) 

(7.0) 

(In billions of yuan) 

146.7 166.5 211.3 - - - 
120.0 136.9 183.3 
84.5 95.2 118.5 
31.0 38.7 46.2 
53.5 56.5 72.3 

35.5 41.7 64.8 

26.7 29.6 28.0 

156.5 i74.3 215.0 - P P 

9.8 7.8 3.7 

(In percent of GDP) 

29.7 30.4 32.4 

31.7 31.9 33.0 

(4.3) (5.7) (9.0) 

(5.8) (6.1) (6.6) 

273.7 
244.7 
154.0 
50.8 

103.2 

90 7 

29.0 

254.6 -- 

-19. I 

34.6 

32.2 

( 1 . . . 

( 1 . . . 

Sources : Data provided by the Chinese authorities; and Fund staff estimates. 

l/ This item correspond8 to the sum of “capital construction” and “renewal of 
eqzpmant and technic81 trensformation” in national data. 

2/ Investment in collectively owned units and by households. 
T/ Because the production and expenditure sides of China’8 national accounts are 

esyimated separately, there is a statistical discrepancy between the two that 
complicates estimation of the savings rate. For 1982 and 1983, alternate estimates of 
savings could be l-2 percentage points lower. 

4/ Phange in savings deposits and currency holding8 plus subscription to treasury 
bo;;hs. 
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Table 4. China: Monetary Survey, 1982-85 

1982 1983 1984 1985 1983 1384 1985 
Est. Est. 

Net foreign assets 16.1 24.0 

Domestic credit 347.8 401.3 
Budget (net) 3.2 6.9 
Other r/ 344.6 394.4 

Total llquidi ty 284.5 

Currency and demand deposits 60.4 
Currency 43.9 
Individual demand deposits 16.5 

Other deposits 224.1 264.4 353.1 420.5 18 34 
Individual time deposits 53.7 69.8 92.9 . . . 30 33 
Enterprise deposits 114.3 129.8 194.4 . . . 14 50 
Other 21 56.1 64.8 65.8 . . . 16 2 

Other Jiabillties (net) 79.5 86.1 105.5 105.5 8 20 

(In billions of yuan, end-year) (Change in percent) 

339.2 -- 

74.8 
53.0 
21.8 

2?.0 17.0 

543.9 644.0 -- 
11.3 13.6 

532.6 630.4 

465.4 555.5 19 37 -- - - 

112.3 135.0 24 50 
79.2 . . . 21 49 
33.1 . . . 32 52 

49 13 

15 36 18 
116 64 20 

14 35 18 

-37 

19 - 

20 
. . . 
l i* 

19 
. . . 
. . . 
. . . 

. . . 

Sources: Consolidated balance sheet of the People’s Bank of China, the Bank of China, 
and the Agricultural Bank of China; the balance sheets of the People’s Construction Bank 
of China and of the rural credit cooperatives; and staff estimares. The Monetary Survey 
differs from the one presented in previous reports in that It now incorporates the 
operations of the People’s Construction Bank of China. Available data only allows this 
incorporation to be done from 1982 onward. 

l/ Credit to the Industrial, commercial , and agricultural production units, con- 
st&.xion units, and households. 

2-/ Deposits of government units, organizations, the armed forces, and schools; and 
budgetary deposits of local authorftles and enterprises with the People’s Construction 
Bank of China earmarked for investment. 
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Table 5. China Overall Budgetary Operations, 1981-85 

(In billions of yuan) 

1981 1982 1983 1984 1985 
Budget Actual Budget 

Revenue 

Tax revenue L/ 
Groes prOf it remittance8 
Other 

138.6 140.3 

63.0 70.0 
72.3 65.9 

3.3 4.4 

151.9 160.2 174.3 

87.0 89.0 105.8 
59.1 L/ 65.3 L/ 61.5 

5.8 5.9 7.0 

183.4 

174.2 
4.3 
4.9 

Expenditure 143.9 

Current 106.6 
subsidies 3-1 36.9 
Other 69.7 

146.8 

111.6 
36,5- 

75.3 

160.9 168.9 184.7 193 .o 

118.3 121.1 131.2 143.3 
TX m 35.5 39.4 

83.3 85.6 95.7 103.9 

Capi ta1 37.3 35.2 42.6 47.8 53.5 49.7 
Capital construction 33.1 30.9 38,3 44.2 47.9 48.4 
other 4.2 4.3 4.3 3.6 5.6 1.3 

Surplus (+)/Deficit (-1 -5.3 -6.5 -9.0 -9.7 -10.4 -9.6 

Financl ng 6.5 9.0 8.7 10.4 9.6 

Domrst ic 2.1 6.7 7.9 6.4 8.6 8.4 
Bank 41 -7x 2.3 33 2.4 4.4 2.3 
Nonbazk r/ 4.9 4.4 4.2 4.0 4.2 6.0 

Foreign 6-/ 3.2 -0.2 1.1 2.3 1.8 
Gross borrowing 7.3 4.0 3.8 5.1 -ET 

Less: amort ization -4.1 -4.2 -2.7 -2.8 -1.7 

1.3 
3,5 

-2.2 

5.0 
6.1 

-1.2 
-0.3 

Subsidies 8.0 7.4 6.4 5.4 5.4 
Capital construct ion 7.2 6.3 7.0 6.8 7.3 
Overall def icl t -1.2 -1.3 -1.6 -1.3 -1.6 
Bank-financed deficit 0.6 -0.5 -0.7 -0.4 -0.7 

(As percent of GDP) 

Sources : Data supplied by the Chinese authorities; and Fund staff estimates. 
l/ Includes taxes on extrabudgetary revenues and Lnvestment introduced in 1983. 

T/ Includes income tax on state enterprises introduced In 1983. Beginning with the 
19F4 actuals, income taxes on state enterprises are Included under tax revenue. 

3/ Price subsidies on living necessities and agricultural Inputs, plus operating losses 
of<tate industrial entarprises . 

41 Gross bortovfng less repayments to the People’s Bank of China and use of deposits. 
y/ Treasury bonds. 
T/ Foreign borrowing by the Ministry of Finance through the Bank of China, including 

al’i- offf.cia3 loans, deferred payments, energy credits, and buyers’ credits. 
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Table 6. China: Balance of Payments, 1981-85 

(In millions of U.S. dollars) 

1981 1982 ij83 
Estimate 

1984 1985 

Current account 1,349 5,674 4,240 2,030 -6,300 
ExpoLts, f.o.b. k/ 22,027 21,125 20,707 23,905 24,000 
Imports, f.o.b. IJ -21,047 -16,876 -18,717 -23,891 -31,900 

Trade balance 980 4,249 1,990 14 

Services (net) -203 939 1,739 1,574 
(Credit) (3,130) (3,604) (4,028) (4,819) 
(Debit) (-3,333) (-2,665) (-2,289) (-3,245) 

Net unrequited transfers 572 486 511 442 

-7,900 

1,200 
(4,900) 

(-3,700) 
400 

Capital account (net) -328 338 256 -1,003 2,900 

Medium- and long-term 
borrowing (net) 
Drawings 
Repayments 

Foreign direct fnvestment 
(net) 

Portfolio investment abroad 
Other medium- and long-term 

capital (net) 
Short-term capital (net) 

335 449 820 734 
(1,372) (2,628) (1,572) (1,468) 

(-1,037) (-2,179) (-752) (-734) 

1,650 

i:::; 

265 430 636 1,258 
. . . -20 -641 -1,721 

31 -470 -284 -384 
-959 -51 -275 -890 

1,650 
-1,000 

-100 
700 

Errors and omissions 762 279 -366 -932 

Allocation of SDRs 142 -- -- 

Overall balance 1,925 6,291 4,130 

Reserves and related items L/ 
Gold 21 
Foreign exchange 
Reserve position in Fund 2/ 
SDRs 31 
Use OF Fund credit 3/ 

-1,925 -6,291 -4,130 
55 em -- 

-2,512 -6,352 -3,351 
191 -- -121 

-183 61 -176 
524 - -482 

VW 

-- 

-3,400 

3,400 
-- 

3,400 
- 
-- 
-- 

Sources: Data 2rovlded by the Chinese authorities; and Fund staff estimates. 

1/ Data for 1981 are not comparable with those for 1982-85 because of a difference 
in-the sources. The latter exclude re-exports. 

2/ (-) indicates increase. 
z/ Net of valuation adjustment. 
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Table 7. China: Medium-Term Balance of Payments Scenario, 1984-90 

Actual Est. Projections 
1984 1985 1986 1987 1988 1989 1990 

(In billions of U.S. dollars) 

Current account 2.0 -6.3 
Exports, f.o.b. l/ 23.9 24.0 
Imports, f.o.b. y/ -23.9 -31.9 
Services, transfyrs, net 2.0 1.6 

Capital account 
Direct ?.nvestment A/ 
Medium- and long-term 

capital, net A/ 
Short-term, net 
Bond purchases, net 

Errors and omissions 

Overall balance I/ 

Memorandum items: 
Reserves (end-year) 

In months of imports A/ 
External debt outstanding 

Export growth 18.0 
Import growth 28.5 
Debt service ratio 3.2 

-1.0 2.9 
1.1 1.5 

0.5 
-0.9 
-1.7 
-0.9 

15.5 
5.8 
7.2 

-7.6 -8.1 
31.0 36.0 

-39.7 -45.0 
1.1 0.9 

8.4 9.7 
2.0 2.2 

5.1 6.0 
1.3 1.5 
VW -- 
-- -.m 

0.7 1.6 

-8.6 -8.6 
41.8 48.6 

-51 .o -57.8 
0.6 0.6 

10.5 
2.5 

10.7 
T-3 

6.4 6.1 
1.6 1.9 
-- -- 
-- -- 

12.8 14.4 16.3 18.4 
3.4 3.4 3.4 3.4 

21.1 28.6 36.6 44.6 

(In percent) 

11.3 15.9 15.9 15.9 15.9 
9”7 13.4 13.4 13.4 13.4 
4.6 4.8 5.0 6.7 7.4 

Sources : Data provided by the authorities; and Fund staff estimates and 
projections. 

1/ Non-oil export volume is assumed to increase by 8.5 percent per annum, 
cozpared with market growth of about 6 percent; growth of oil export volume Is 
assumed to decline to 6 percent. Assumptions about unit values are taken from the 
latest World Economic Outlook. 

21 Import volume growth assumptions are as follows: heavy industrial and 
chemical products, 6 percent per annum; industrial materials, 6 percent; other 
imports, 4 perce&. Unit value assumptions are taken from the World Economic 
Outlook. 

2 Net of Chinese Investment abroad. Assumed to increase at 18 percent per 
annum initially and at a slower rate in later years. 

41 Residual. 
3 
g 

Target. 
End-year reserves in terms of months of projected imports for the following 

year l 
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China--Fund Relations 
(As of August 31, 1985) 

Hembership status 

ANNeXI 

a. Date of membership: Original member (the People’s BepubLic 
of China assumed representation 
on April 17, 1980) 

b. Status: Article XIV 

A. Financial Relations 

II. General Department 

a. Quota: SDR 2,390.90 million 
b. Total Fund holdings of currency: SDR 2,085.8 million or 

87.23 percent of quota 
c. Reserve ttanche: SDB 305.1 million 
d. Current operational budget (September-November 1985): 

Maximum use of SDR 23.0 million 
e. Lending to the Fund: None 

IIT. Stand-by or Extended Arrangement and Special Facilitier 

a. Current stand-by: None 
b. Stand-by and extended arrangements in lart ten yearr: 

Stand-by (first tranche), March 1981; SDR 450 million 
(25 percent of quota); China repurchased the full 
amount by end-August 1983 

C. Special facilities in last two years: None 

IV. Department SDR 

a. Net cumulative allocation: SCR 236.8 million 
b. Holdings: SDR 433.0 million (182.9 percent of 

cumulative allocation) 
c. Current designation plan (September-November 1985): 

not included 

v. Administered Accounts 

a. Trust Fund 
(i) Disbursed: SDR 309.5 million 
(iii Outstanding: SDR 309.5 million 

b. SPF Subsidy Account: None 

VI. Overdue obligations to the Fund: None 
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B. Nonfinancial Relation8 

ANXZX I 

VII. Exchange Rate Arrangement 

China ‘8 currency, the renminbi, is linked to a basket of 
internationally traded currencies, weighted with reference to 
their importance in China’s external transactions. The repre- 
sentative rate is determined as the mid-point between the 
buying and selling rate of the renminbi vis-a-vi8 the U.S. 
dollar. As of August 31, 1985, the representative rate for the 
renminbi was Y 2.9095 per U.S. dollar. 

VIII. Last Article IV Consultation 

The Executive Director8 reviewed SM/84/221 on November 7, 
1984 and adopted the following decision (excluding the first 
paragraph) : 

China continues to maintain restrictions on the making of 
payments and transfers for current international transactions 
in accordance with Article XIV. The Fund notes with aatiafac- 
tion the intention of the authorities to eliminate the 
remaining bilateral payment8 arrangement8 with Fund members. 
The maintenance by China, in addition to the official rate, of 
an internal settlement rate for trade transactions and an 
exchange Lax on remitted profits of joint ventures, gives rise 
to a multiple currency practice subject to approval under 
Article VIII, Section 3. The exchange restrictions, multiple 
currency practices and bilateral payments arrangements that 
relate to this decision are described in W/84/221 (10/3/84) 
and in W/84/229 (10/24/84). 

IX. Technical Assistance 

Since 1980, the IMF Institute ha8 received more than 30 
Chinese official8 in its courses and seminars. In late 1983, 
the Institute organized a three-week course in Xian on “Banking 
and Monetary Policy.” The Bureau of Statistics ha8 Sent three 
missions to diSCuS data presented in E, and in 1983 held 8 
Seminar in Beijing on balance of payment8 methodology. A two- 
week Seminar on government finance Statistic8 i8 scheduled for 
March 1986. 

Two staff member8 of the central Banking Department 
visited Beijing and Shanghai in May 1985 for discussions and 
lectures on centrtl banking matters with officials and staff of 
the People’8 Bank. A CBD mission is scheduled to visit Beijing 
in March 1986 for advisory work relating to financial 
programming mthods and monetary policy instruments. 

X. Resident Representative/Advisor: None 
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Belations of China with the ‘lorLd Bank 

Representation: The People’s Republic of China assumed China’s 
representation <n the World Bank Group on 
May 15, 1980. 

Capital subscription: China holds 23,482 shares or 3.28 percent of the 
total authorized capital of the Bank. China 
voted in favor of the Special Capital Increase 
unde L. which it would be eligible to subscribe to 
1,660 additional shares. No formal action has 
yet been taken to subscribe for these shares, 
but the Government is planning to complete 
subscription before the 1986 Annual Meetings. 

Lending activities: Cofmnitments Disbursements 
IDA IBRD IDA IBRD 

(In millions of U.S. dollars) 

PY 1981 100.0 100.0 -- we 
1982 (jo.() -- -- me 
1983 150.4 463.1 32.6 0.6 
1984 423.5 616.0 100.9 19.6 
1985 442.3 661.2 146.2 235.7 

Total 1,176.2 1.840.3 279.7 255.9 

Approved projects: PY L981, university develop- 
ment project; FY 1982, North China Plain agri- 
cultural project; PY 1983, port facitities, 
agricultural education and research, China 
Investment Bank, two oilfields, and a land 
reclamation project: FY 1984, rural credit, 
rubber development , polytechnic/TV universrty, 
agriculture education, rural health and medical 
education, railways, hydropower, oilfield 
development, second credit for China Investment 
Bank and a technical cooperation credit: PY 
1985, a second railways project, a second 
university development credit, coal mining, a 
second power project, fertiliter rehabilitation 
and energy saving, rural water supply, Local 
development, highways, forestry development, 
srzds, agricultural research, and gas field 
technical assistance. 
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Economic Development 
Institute: Since Hay 1981, the Economic Development 

Institute has held five courses a year for 
China, making it EDI’s largest country 
program. Five additional courses were given by 
EDI in FY 1984 and are planned for each year in 
PY 1985 and FY 1986, using UNDP funds. Chinese 
participants have also been attending EDI 
regional courses and programs in Washipgton. In 
June 1985 a three-week seminar on development 
policy and management was held in Washington and 
New York for senior Chinese officials. 

Economic missione: 

Resident mission: 

The 1980 economic mission resulted in the 
publication of China: Socialist Economis 
Development (nine volumes). An updating country 
economic memorandum, China: Recent Economic 
Trends and Policy Developments (No. 4072~WA), 
was distrrbuted to the Bank’s Executive 
Directors in March 1983. In early 1984 an 
economic mission visited China to focus on long- 
term economic issues and options. A Fund staff 
member participated in this mission. A report 
by this mission (No. 5206-CHA) entitled China: 
Long-Term Issues and Options was discussed with 
the Chinese authorities rn March 1985 and 
approved by the Bank’s Executive Directors in 
June 1985. In October the report will be 
publisned in book form by the Johns Hopkins 
University Press. A Chinese translation will be 
published concurrently in China. 

A resident IBRD office in Beijing will be 
formally opened in October 1985. 



Populerlon (end 1984): 

GDP (In billions of yuan, 
Yt current prices) 

Populet ion prouth (in percent, 
rid-year) 

GDP per capita CUSS) 

Arnual percentage changes 
Real GDP 
Ran1 gross industrial output 
Real gror* agrtcultural output 
Gross Investment (c.Irrent) 
Budgeten, revenue 
Budgrtary expenditure 
C,rrency in circulation 
Total liquidity 
Doaesttc credit 
Cmc of living index 
Agrtcultural procurcllent price* 
Value of imports (balance of 
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(HIFU 

Bask Data 

I.035 ml1 lion 

1981 

458.7 

1.3 

271 

4.9 
6.1 

1982 

493.7 

1.4 

259 

8.3 
7.1 

paymcntr baafa in U.S. dollars) 
Value of exports (balancs of 

payments baalr ln U.S. dollars) 

Fwtlos to GDP (in percent) 
kvfcultural production 
Indurtrlal prbduction 
Total Lnvcatasnt 
Budg.*tary expandi ture 
Budgarar, cavcnuc 
Budget daf ictt 
Impotte of goods am reffvfcer 

(balance of paFntr hslr) 
Exporta of gooda and rervlcea 

(balance of paymanta baair) 
Currsniy In circulation 
Total liquid1 ty 
Dome~t ic credit 

Balanzs of paylen= (USS an.) 
Exp6ttr. f .o.b. 

Importtl), f .o.b. 
Tr adc balance 

Current account balance 
Capital account (net) 11 
WarnI 1 balance 

IL twnat ional reserves (USS an.) 5,574 
(In months of ioportr) 4.0 

Debt service payments 
(Percent of exports of goodr 8.5 bI 10.9 41 5.5 41 3.2 

5.6 21 6.6 11 3.7 I! and rewlces 

Official exchat%ue rate 
(Yusn per U.S. dollar, avcrauc 

during the year) 

-x 11.0 9.6 
5.3 1.2 

-I .6 2.0 
lb.S 10.8 
19.7 14.9 
13.5 11.7 
2.5 2.0 
5.9 2.2 

-4.5 -18.7 A! 

19.1 2.0 l/ 

35.7 37.8 38.3 36.3 36.2 
37.2 36.5 3s.n 15.0 36.6 
29.2 29.7 30.4 32.4 34.t. 
31.4 29.7 29.4 28.3 27.7 
30.2 28.4 27.8 26.7 26.5 

I.2 1.3 I A 1.6 I.2 

9.1 JJ 7.5 

9.3 LI 9.5 
8.6 

SO.4 5::: 21 
62.6 70.0 ‘i’l 

7.6 9.6 12.8 

a.9 iO.2 10.4 
9.7 12.1 . . . 

b2.0 71 .l f0.3 
73.4 8’l.b 81.5 

22,027 y 
-2 I ,047 i/ 

980 if 
I.349 
-328 

I.925 

2l*l?S 20,707 
-16,876 -16.717 

4,269 r,wfl 
5,676 b ,240 

338 2% 
6.291 4.130 

19g4 
1985 
est. 

546.9 652.5 790.0 

1.’ I .o . . . 

271 273 . . . 

9.8 
10.5 

9.5 
13.5 

8.3 

2::; 
19.2 
15.4 

2.0 
4.4 

13.9 12.0 
lb.0 17.0 
17.L 6.0 
2b.: 29.5 
14.7 . . . 
lb.8 . . . 
59.4 . . . 
37.2 19.0 
35.5 18.0 

2.7 9.0 
0.0 . . . 

10.9 27.6 33.5 

-2.0 15.4 0.4 

2 3.905 
-23.891 

2 ,o:: 
-I ,003 

95 

24.006 
-31,900 

-7.9Do 
4,300 

2,900 
-3 .u)o 

lZ,lJ% 
4.1 

I I.840 15,451 
7.6 7.8 

I’,516 
5.6 

4.5 

I.705 I .892 I .976 2.320 2.851 a/ 

TNot caepernbls vith data for rubwqrrnt yea”. which exclude reexports. 
?i Data f&m 19RZ include oprrntfons of the Paoplc’s Conetrwrlon Bank and ate mt 

c&arsbla with earlier years. 
3/ Excludlrg crTr,m and axiseior*s. 
T/ Includes -srlp repa~ncslrepmchares. 
‘r/ Excluder early rcpaywnts/repurchases. 
z/ Avtrgc for first eight montha. 
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Chin&-Statistical Issues 

1. Outstanding Statititlcal Issues .- 

a. Real sector 

With the introduction of changes to the statistical system, the 
authorities have canmenced publication of data on employment, earnings, 
and industrial production in the new monthly bulletin of the State 
Statist ical Bureau (S.S.B.). The Bureau of Statistics Is In touch with 
the authorities with a view to including new series In these areas in 
IFS, and to review further indices on foreign trade prlcee. 

b. Monetary accounts 

Monetary data are provided for the Monetary Survey on only a 
quarterly basis. There continues to be a need to improve the 
institutional coirerage of these data as well as the reporting system, 
i.e., to establish separate report forms for the monetary authorities, 
the deposit money banks, and the nonnonetary inbltl tutions. Pending the 
completion of the separation of the accounts of the Industrial and 
Commercial Bank fran the accounts of the People’s Bank, revisions to the 
monetary survey remain in abeyance. 

c. Governnent finance 

No data were published for China in the 1984 Government Finance 
Stati et its Yearbook. At the request of the Chfnese authorities, a two- 
week seminar on government finance statistics will be presented In China 
starting mid-March 1986. Discussions with the authorities during the 
seminar in China will cover the Fund’s GFS format and the methodology 
for the derivation of data from nationa-ources as well as the 
avallabllity of current data for publication in IFS. 

d. Balance of payment 8 

The authorities have recently authotized, for the first time, the 
publication of annual balance of payments data. The October 1985 issue 
of IFS will include balance of payments data for 198243; these data 
wi~i%so be published in the forthcaning annual Issue of Balance of 
Payments Statistics. 
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2. Coverage, currentness, and reporting of data in IFS 

“Lhe table below shows the currentness and coverage of data 
published in the country page for China in the September 1985 issue of 
IFS. The data are based on reports sent to the F~.d’s Bureau of 
Statistics by the People’s Bank of China, which during the past year 
have been provided on a timely basis, with the exception of Monetary 
Survey data. 

Real Sector 

Goverrrnent Finance - 

Monetary Accaun;e - 

External Set tor 

Status of IFS Dat; 

Latest Data In 
September 1985 IFS 

Nation al Accounts 
Prices: *i 
Production: CPi 
Employment 
Earnings 

1984 L/ 
1984 
1984 
n.a. 
n.8. 

Deficit/Surplus 
Financing 
Debt 

1984 
n.8. 
n.8. 

Monetary Aut hoti ties 
Deposit Money Banks 
Other Financial Institutions 
Monetary Survey 

Merchandise Trade: Value 
Prices 

Balance of Payments 
International Reserves 
Exchange Rates 

n.8. 
n.8. 
n.a* 
Ql 1985 L/ 

March 1985 
n.8. 
n.a. 3/ 
Apr il-1985 
July 1985 

l! The section on national accounts only includes line 99e (national 
inyane) . 

21 Data for the Monetary Survey are available on a quartotly basis. 
3/ Balance of payments data for 1982 and 1983 will be published in 

thz October 1985 issue of E. 


